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The third 'age' of science and technology policies has seen considerable
advance in the understanding of how the processes of research and development
work.



Science and technology policies

were shaped, broadly speaking,
over two major periods. The 1 950s

and '60s were a sort of 'golden age' of
science policy, when science was at the
top of the agenda. Governments spared
no expense, and research structures pro¬
liferated. Next came two decades of

economic disruption, with keener compe¬
tition between countries, and govern¬

ments asking research and innovation to
serve the interests of economic and in¬

dustrial development first. Increasing
weight was given to the technology side
of policy.

Now, in the early 1 990s, a third age seems
to be beginning, with policies undergoing
'structural adjustment' in a radically chang¬
ing world. This impression stems from
many factors.

First of all, the resources that govern¬
ments invest in research and development

(R&D) are not growing - indeed, they are
even decreasing in some countries as a
proportion of overall spending. Other
priorities - such as health, the environ¬
ment or education - are coming to the

Jean-Eric Aubert co-ordinated the preparation of the
Science and Technology Policy Outlook in the OECD
Directorate for Science, Technology and Industry.

fore. Consequently, in most OECD coun¬
tries the private sector has substantially
increased its share in both funding and

conducting of research. While this devel¬
opment presents undeniable advantages,
such as increased emphasis on the
economic relevance of a project, it also
raises problems when, for example, re¬
search becomes too application-oriented
and fails to ensure adequate renewal of
the knowledge base in the longer term. In
many countries with a poor business cli¬
mate, moreover, the private sector has
stabilised or decreased its share of fund¬

ing in absolute terms. Economic austerity,
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at a time when research costs are con¬

stantly rising, makes the setting of
priorities increasingly difficult for govern¬
ments.2

R&D

Systems

Meanwhile, there has been noticeable

headway in the understanding of how the
processes of research and innovation
work. Advances in science and techno¬

logy appear to occur when different types
of research - basic, applied or techno¬

logical - are blended or when disciplines
are combined, as in optoelectronics or
bionics. Innovation depends on the inter¬

action of a range of actors, such as re¬
searchers, industrialists and financiers.

This insight has induced governments to
take further steps towards facilitating the
blending of abilities and promoting struct¬
ural networking. There has been a proli¬

feration of interdisciplinary research
centres, technology transfer centres,
centres of excellence, and the like. This

remarkable trend, which is noteworthy in all
countries, raises questions about the un¬

derlying rigidity of established public and
academic research structures, which

seem unable to adjust themselves to the
changes taking place.

Another problem looming large on the
horizon concerns the number of research¬

ers and engineers. Incipient shortages are
expected to worsen in a number of coun¬

tries. General demographic trends mean
that new generations of scientists will fail
to replace the growing number who are
retiring. As the gap widens, governments
are having to take decisions on training
and career management, and pay closer
attention to the science and engineering
'brain drain' from developing countries
and economies in transition.

Along with a general globalisation of
the world's economies, the internationali¬

sation of R&D is another major trend that

1. Science and Technology Policy Outlook, OECD
Publications, Paris, forthcoming 1992.

2. Choosing Priorities in Science and Technology,
OECD Publications, Paris, 1991; see also Gabriel
Drilhon, 'Choosing Priorities in Science and Techno¬
logy', The OECD Observer, No. 170, June/July 1991.

3. See pp. 7-11.

4. See pp. 12-15.

Demographic trends could lead to a shortfall in the number of researchers.

governments are having to take into ac¬
count.3 In research, 'bibliometric' indi¬

cators for international publications show

that internationalisation is growing con¬
tinuously, becoming a major factor not
only in smaller countries. Technological
development is also following the same
trend, which is transforming conditions for
innovation everywhere. These tendencies,
which will continue to grow, should lead to
new approaches to the management of
policy, where the focus is all too often ex¬

clusively domestic. Mechanisms for closer
collaboration in R&D between countries

have to be reinforced, and thought should
be given to rules of the game to ensure the
appropriate diffusion and distribution

of knowledge and technologies across
countries.

Finally, upheaval in eastern Europe and
the Soviet Union is expected to have a

major impact on science and technology
policy in OECD countries, particularly
through aid and co-operation schemes

now being set up under both bilateral and
multilateral agreements (with the European
Community, for example). This support is
important for the transformation of R&D

systems, where whole sections are ill-

suited to a market economy and there is a

cruel lack of resources. Indirectly, there
might be complex and unpredictable re¬

percussions from any reduction in military
R&D in OECD countries, where it forms a
considerable share of the total R&D effort.

Environment

and Society
Science and technology policy could

not, of course, fail to acknowledge en¬
vironmental concerns. Research institu¬

tions in most countries have been rela¬

tively slow in responding to such issues.4
Government spending on environmental
R&D did not rise significantly until the sec¬
ond half of the 1980s. There is still some

ground to be made up, particularly in
understanding global issues (climate
change and the depletion of the ozone
layer, for example) and coping with their
implications in terms of adapting existing
technologies. Promoting environmental
research also means extending inter¬
national co-operation, putting interdisci-
plinarity into practice and improving the
image of this kind of research in terms of
resource allocation and the careers of re¬

search staff. Similarly, the big techno¬
logies that affect everyday life - urban,
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transport and energy systems - are likely
to benefit from a larger R&D effort than the
current low activity in most countries.

By and large, public opinion in OECD
countries would prefer R&D to be directed
more towards improving living conditions,
health and education. People also appear
to be more and more worried about the

threats to man and nature alike from many

modern technological developments. This
concern raises the question of how to
make the social assessment of technology

more effective than at present. Marked
progress has been made in areas like
health and medicine, where many coun¬

tries have set up mechanisms such as
ethical committees to monitor the use of

genetic engineering and other techniques
(such as artificial methods of conception).

Competitiveness
and Governments

What can government do to help a
country effectively hold its own in the
technological and industrial race now
being run in the international arena?

How far should governments monitor the use of
genetic engineering ?

Bionic engineering offers
examples of the kind of
advance that can occur

when different scientific

disciplines are combined.

Some countries are enjoying sustained
success whereas others are struggling to

keep up with the leaders. This imbalance
can readily be seen in long-term changes

in the balance of trade for 'high-tech' pro¬
ducts. Certain disparities in 'structural

competitiveness' appear to be hard to re¬

move. They stem from differences in the
'national innovation systems' governing
how research, industry, education, finance
and so on operate and interconnect.5

The countries with the best perfor¬

mance over the past ten or twenty years,

achieving rapid technical change in a poor
economic climate and keen competition,

have the following features in common:
a well-developed technical culture

throughout society, and in particular in in¬
dustry, with the emphasis not confined to
developing scientific skills or training an
elite

a strong community ethos that mani¬
fests itself in corporate management, in¬
dustrial co-operation and the involvement
of various actors (unions, professional

groups, and the like) in policy-making
less openness to foreign penetration in

the domestic economy (in business atti¬
tudes, for foreign capital, and so on) but
nonetheless a receptivity to scientific and
technical contributions from other countries

a government that is well integrated in
society, ensuring that community concerns

are taken into account without changing
the rules on markets or competition, and

5. Technology and the Economy - The Key Relation¬
ship, OECD Publications, Paris, forthcoming 1992.

shouldering its full responsibilities in re¬
search, education and the environment.

These structural differences and their

impact on competitive strengths are the
focus of growing concern in OECD coun¬
tries. There is also a growing interest in
the possibility of closer harmonisation of
practices and policies in OECD member
countries in activities where potential

sources of friction (subsidies, standards

and patent systems, for example) could
be minimised.

Science and technology policy has to
be related both to national contexts and

to global change. Governments must place
their action more carefully in the social
and institutional setting of their own coun¬
tries and simultaneously make better use

of science and technology policies to help
solve the problems emerging in a rapidly
changing world.

OECD Bibliography
Science and Technology Policy

Outlook, forthcoming 1992
Technology and the Economy -

The Key Relationship, forthcoming
1992

Choosing Priorities in Science
and Technology, 1991

Gabriel Drilhon, 'Choosing Priorities
in Science and Technology', The OECD
Observer, No. 170, June/July 1991.
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Internationalising
R&D
Robert Brainard

The internationalisation of research and development is an integral part of the
globalisation of industrial activity in general. By sharing resources and expertise
and spreading the costs and risks of R&D, companies can achieve a higher rate

of technological progress working together than operating individually.
Governments must ensure that their domestic policies and practices encourage

this process rather than impede it. 1

The growing internationalisation of
industrial research and devel¬

opment is the product of a variety
of corporate strategies. Multinational cor¬
porations that have traditionally dispersed
their manufacturing operations amongst
the different countries in which they oper¬
ate were the first to start spreading their
R&D effort around the world. Now more

and more companies are finding it advan-

Robert Brainard is an economist in the industry Division
of the OECD Directorate for Science, Technology and
Industry.

tageous to locate R&D centres in foreign
countries, collaborate with research or¬

ganisations or academic institutions else¬
where, as well as pool their R&D resources

in joint ventures with others, developing
new products and processes in co-oper¬

ation with firms that are in many cases

their competitors. As a result, a rising
volume of R&D is carried out in OECD

countries by foreign companies. And in a

more 'arm's-length' manner, firms are
also exchanging and sharing technology
with them.

The new corporate strategies that com¬
panies have adopted to compete in an in¬

creasingly technology-driven marketplace
are only one facet of the wider movement

towards economic and industrial globali¬
sation. Just as fierce international compe¬
tition has led multinational corporations to
locate production facilities in countries

where there are cost advantages, so the
high costs of research and development
are now leading companies to seek better

1 . Science and Technology Policy Outlook - 1991 ,
OECD Publications, Paris, forthcoming 1992.
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returns from their R&D outlays by sharing
and decentralising the burden. To that end
they are now taking advantage of the par¬
ticular expertise available in different
countries, securing strategic benefits from
spreading their R&D effort around the
world, and deriving economic and techni¬
cal gains from co-operating with other
companies both at home and abroad.

Traditionally, companies, like govern¬
ments, have not only been highly posses¬
sive about their technology, often having
to defend themselves against pirates who
make unauthorised use of it, but have also

tended to concentrate R&D activity in their

home country. There is a marked shift in
firm strategy in the 1980s , as suggested
by the growing proportion of industrial
spending financed by foreign sources
(Table 1).

Table 1

INDUSTRIAL R&D EXPENDITURES

FROM FOREIGN SOURCES

IN SELECTED OECD COUNTRIES
1978/79=1.0

2.4 3.2 _ 103_
2.6 2.7 0.1

n.a. not available

1. 1981/83, 1985, 1987

Source: STUD data bank, OECD

The main industries that are distributing

their R&D budgets around the world are
technology-intensive ones like chemicals,
computers and office equipment and
electronics. Much of the foreign R&D
spending in Europe is being financed by
US companies, which have allocated a

growing proportion of their R&D budgets
to other countries in recent years, espe¬

cially since 1985. In 1988 they spent an
estimated $6.2 billion on R&D in foreign
countries, equivalent to 10.5% of their
domestic R&D outlays (compared to 7.6%
in 1985). But the traffic is not all one-way:
by 1986 foreign companies were spend¬
ing as much on R&D in the United States
as American firms were spending abroad.

More and more companies now have

research laboratories abroad, following

the long-standing example of large multi¬
nationals like Hoechst, IBM and Philips.
The decentralisation of R&D accelerated

in the 1980s as part of the upsurge in for¬
eign investment and acquisitions; much of
the dispersion of research spending fol¬
lowed from the take-over of foreign com¬
panies with R&D laboratories. That was

reinforced by the desire of parent com¬
panies to draw on the particular scientific
and technological fortes of different coun¬
tries and to exploit the special talents of

local scientists and engineers.
One notable example of that trend is the

internationalisation of the R&D effort of the

UK pharmaceutical industry. Some 28%
of the R&D workforce of British drug
companies was employed abroad in 1 988,
compared to 14% in 1978, and for Glaxo
in particular the proportion more than
tripled, from 11% to 37%, during those

ten years.

The Japanese electronics industry has
followed a similar path, establishing
33 new R&D centres abroad between

1987 and 1990-21 in the United States,

six in Europe and six in Asia. A score of
different companies have pursued this

strategy, with a few of the biggest ones
(such as Matsushita and Sony) now hav¬
ing foreign centres in all three continents.
Some American corporations, especially
in the information technology sector, have
established R&D centres outside the

OECD area, mainly in Asia.
Cross-border links between industry

and academic institutions also took root

IMPEDIMENTS

TO INTERNATIONALISATION

Several broad areas of policy currently combine
to impede the internationalisation of R&D
programmes. Chief among these are:

industrial policies aimed at protecting and
supporting domestic firms engaged in
'strategically important' sectors1

inadequate protection of intellectual prop¬
erty, especially in computer software and
biotechnology

technical standards and certification pro¬
cedures, combined with the preference given
to home-grown technology which can hamper
innovation, raise costs and lead to damaging
international rivalry (as high-definition television
illustrates)

constraints on foreign investment in the
form of 'local-content' requirements, 'rules of
origin', restrictions on foreign ownership in
specific sectors, and above all the 'asymmetry
of access' which is the principal cause of con¬
flict in this area

discrepancies between national competi¬
tion policies, where harmonisation is required
to prevent internationalisation reducing com¬
petition and increasing industrial concentra¬
tion and ultimately collusion among firms. That
could lead to the creation of 'technological
cartels' controlling the supply and price of
new technology, thereby slowing the pace of
innovation.

1. See Barrie Stevens, 'Strategic Industries: What
Policies for the 1990s?', The OECD Observer,

No. 172, October/November 1991.

during the 1 980s and seem to be growing.
The nature of this collaboration ranges

from the provision of consultancy services
to the implementation of specific research

programmes by universities for their cor¬
porate clients. In particular, companies in
Japan, the United Kingdom, Germany and
Canada commission a growing amount of
research from the many large and well-
equipped laboratories of US universities,
although foreign funding of university re¬
search in the United States remains small

when compared with funding from domes¬

tic sources. European universities are also

developing a more commercial frame of
mind and foreign companies are now
seeking to take advantage of their skills.
Japanese companies, for example, are
creating new basic research laboratories
close to universities in the United Kingdom;
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Hitachi and Toshiba have established facil¬

ities around Cambridge, while Sharp is
planning to set up a large centre in the
Oxford Science Park in 1992.

Co-operation
among Competitors

In the past technology transfer between
companies was essentially limited to
licensing and sub-contracting. Closer
inter-firm technological collaboration
started to develop in the 1980s. Techno¬
logical self-sufficiency has been displaced
by technological interdependence, in
which resources are shared to spread the

rising costs and risks of innovation and
assemble the growing array of knowledge
and skills required for the development of
new products and processes. Inter-firm

linkages quickly spread across national
borders, resulting in dense networks of
international collaboration, especially in
pre-commercial R&D.

Table 2

INTER-FIRM AGREEMENTS

BY MODES OF CO-OPERATION

Source: John Hagedoorn, 'Organisational Modes of
Inter-firm Co-operation and Technology Transfer',
Technovation, Vol. 10, No. 1, 1990, pp. 17-30.

This process took place at a time when
international competition was intensifying

and technology was becoming a crucial
factor in competitiveness. Corporate

strategies have succeeded in accom¬
modating the apparent paradox of co¬
operation between competitors. Com¬
panies are able to derive the economic
benefits of pooling resources in research
and technology, but competing in applica¬
tions and markets. Sets of companies are

also able to co-operate within alliances or

networks and compete against other al¬
liances. This type of operation has be¬
come common in some high-technology
sectors like telecommunications and air¬

craft engines, where the costs of develop¬
ing a new generation of technology have
become prohibitive for any individual
corporation, however large.

Table 2 gives an indication of the
growth in the different patterns of co¬
operation between 1973 and 1988 (al¬
though the total numbers of agreements
concluded are far larger than the figures
given). It shows that over 85% of agree¬
ments were concluded in the 1980s, and

that joint ventures and jointly conducted

R&D - the two modes involving the largest
degree of interdependence - now repre¬
sent over half the current instances of

inter-firm co-operation.
Collaboration in R&D started with co¬

operation among companies within the
same country before spreading across na¬
tional boundaries, but cross-border link¬

ages are now more numerous. A break¬
down of national and international agree¬
ments in three central areas of advanced

technology - information technology,
biotechnology and new materials - is
given in Table 3 for US, European and
Japanese companies. It reveals that com¬
panies from all three regions have con¬

cluded more agreements with foreign
firms than with companies in their home

countries (although the number of intra-
Japanese agreements is probably under¬
estimated) and that there is a particularly
high proportion of international agree¬
ments in information technology and new
materials.

US firms are involved in some 85% of

the nearly 1 ,900 international agreements,
compared to 65% for European com¬

panies and 40% for the Japanese. US-

Europe links are the most numerous, fol¬

lowed by US-Japan and Europe-Japan

partnerships, which suggests that US in¬
dustry plays the leading role in the inter-
nationalisation of R&D activities and is the

main source and disseminator of new

technology. (Table 3 excludes a further
350 national and international agreements

involving enterprises in other countries, a
large proportion of which are between

companies in the three main regions - the
United States, Japan and Europe - and
firms in the Newly Industrialising
Economies of the Far East.)

Co-operation amongst companies from
different European countries has increased

substantially in recent years, partly on
account of the European Community's
JESSI, ESPRIT and EUREKA programmes
of scientific and industrial research. The

'pre-competitive' R&D projects spawned
by these programmes or initiated sepa¬

rately by the EC have brought together
mainly European companies, academic

institutions and public research establish¬
ments that would not have collaborated

otherwise, funding basic research in sect¬
ors such as information technology,
biotechnology and new materials that
might have been uneconomic for the pri¬
vate sector to undertake alone. The crea¬

tion of these frameworks for co-operation
has also led companies to establish inde¬

pendent linkages with other firms.
The most developed, intricate and inter¬

national structure of collaborative net¬

works has emerged in information techno¬

logy. The density of these linkages in¬
creased considerably during the 1980s;
the number of companies with five or
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more agreements rose from eight in the
first half of the decade to 44 in the second

half, while the ten firms with the most

agreements in 1980-84 had concluded an
average of 45 then and nearly 100 in

1985-89. During the decade many US and
European companies expanded and diver¬

sified their technological co-operation from

a predominantly regional association to a
more international dimension. There was

also an increase in alliances involving
three or more companies from different

countries or regions.
In biotechnology, corporate co-oper¬

ation is less internationalised; collabora¬

tion is more regional in nature, inter-firm
linkages are less dense, and at an inter¬

national level they tend to put small
biotechnology firms into bed with large

multinational chemical groups.

Implications
for Government Policy

This internationalisation of technology

is expected to continue in the coming
years, bringing smaller companies into the
game alongside the big players as the op¬
portunities narrow for those which have
already established a wide range of co¬
operative R&D arrangements. Apart from
the inherent constraint of diminishing poss-

Table 3

NUMBER OF NATIONAL

AND INTERNATIONAL

INTER-FIRM AGREEMENTS

United States-

Western Europe

Information

Technology

599

Bio¬

technology

245

New

Materials

133

Japan-United States 406 155 94

Western Europe-Japan 1 77 38 49

United States 1,005 400 227

Western Europe

Source: John Hagedoorn and Jos Schakenraad,
New Explorations in the Economics of Technical
Change, Pinter Publishers, London, 1990

ibilities, there is another major impediment

to the process in the shape of the panoply
of national policies and practices designed
to protect domestic markets and shield
domestic producers from international

competition. These measures range from
country-specific technical standards, cer¬
tification procedures and public procure¬

ment practices to 'managed trade', for¬
eign investment restrictions and incen¬

tives for the development of 'strategic'
technologies by domestic companies.

But the internationalisation of techno¬

logy is something to be encouraged, since
it is widely regarded as potentially a 'posi¬
tive sum' development. That is not only
because it increases the opportunities for

innovation and improves the diffusion of

new technologies; it also generates cost

savings and improves allocation of human
and financial resources both nationally

and internationally. Yet there are costs,

such as diminished technological and
economic independence for countries

through the international integration of the
corporate sector.

To formulate policies for exploiting the
potential technological and economic
gains of internationalisation, governments
have to determine where 'national interest'

lies in an era of transnational integration of
industrial and economic activities. It is sig¬
nificant that there is an apparent di¬

vergence between the global strategies of
companies and the national policies of
governments; indeed, they frequently seem

to be at cross-purposes. Yet the respect¬

ive objectives of the nation-state and
multinational industry can be reconciled.

The science and technology policies of
OECD countries at present tend to have

an intrinsic insular bias. To offset it, priority

should be given to developing inter¬
national collaboration in pre-commercial

R&D and to promoting technological ac¬
tivities that combine resources and com¬

plementary technical capabilities, with

particular emphasis on 'generic techno¬
logies'. Governments should also monitor

R&D activities and technological progress
in other countries and facilitate techno¬

logy and data transfer through reciprocal
agreements. They could also play a lead¬
ing role as 'clearing houses' for dis¬

seminating foreign scientific and technical
information to domestic users.

Indeed, as well as actively promoting
the process of internationalisation, gov¬
ernments must ensure that they are not at
the same time pursuing policies which im¬
pede it. That calls, above all, for the further
international harmonisation of national

policies and practices.
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This satellite-mounted sounder will allow an analysis of the ozone layer.

Science, Technology
and the Environment

Martin Brown

Science and technology have played a central part in the shift towards environmental
concerns over the past two decades. Yet there is widespread public ambivalence

to its role. And although OECD governments have come to see a considerably larger role
for research and development in their emerging environmental policies - which in turn
raises problems of organisation - this shift of views has so far not been fully reflected

in the financing of environmental R&D.1

Several separate issues can be iden¬

tified in emerging environmental
concerns. First, the rapid growth of

population and economic activity of the
past five decades has enormously swollen
quantities of pollutants, while the growth
of the chemical and nuclear industries has

produced the new phenomenon of micro-
toxicity (through dioxin and radio-active
nuclear waste, for example). Moreover,

the focus on local problems has shifted to

Martin Brown works on science, technology and envi¬
ronment issues in the OECD Directorate for Science,

Technology and Industry.

regional, cross-border and, more and more,

to global ones. More generally, govern¬
ment policy is concentrating on prevention

rather than cleaning-up and, increasingly,
on the notion of 'sustainable development'.

1 . Environmental Change and S&T Institutions,

OECD Publications, Paris, forthcoming 1992.
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These trends pose problems for environ¬
mental research. First, despite massive

long-term uncertainties and the possibility

of irreversible ecological disequilibria,
advice on the direction of research and

development (R&D) is required now. Second,

no set of criteria has emerged (for sustain¬
able development, for example) which
would allow the co-ordination of priorities.

Third, divergent attitudes to technology -
'optimism' versus 'pessimism' - are not

easily resolved between the science and
technology (S&T) 'community', public
opinion, business and governments. Fourth,
governmental contributions to environ¬

mental research are low, particularly in re-

Table

SHARE OF ENVIRONMENTAL

RESEARCH IN TOTAL GOVERNMENT

R&D APPROPRIATIONS
%

| 1980 1983 1986 1989' 1990'

Australia2 2.3 ' 2.1 5 2.01 2.8

Austria2 0.5 0.4 1.0 0.9 0.9

Belgium 2.8 2.6 2.3 1.25 1.2

Canada2 1.6 1.6 2.0 1.6 1.8

Denmark 2.1 4 1.2s 1.0 3.0 3.0

Finland 0.8 1.0 1.6 1.7 1.5

France 1.1 0.3 0.4 0.7 n.a.

Germany 2.0 2.85 3.2 3.4 4.2

Greece 2.6 3.2 5 2.7 3.1 n.a.

Iceland1 n.a. 0.1 0.6 n.a. n.a.

Ireland 0.6 0.9 0.9 0.9 0.8

Italy 1.0 2.1 0.9 1.9 n.a. :

Japan n.a. n.a. 0.51 0.4 n.a.

Netherlands n.a. n.a. 2.9 3.85 4.0

New Zealand n.a. n.a. n.a. n.a. 3.6

Norway 3.0 2.7 2.3 2.7 2.9

Portugal n.a. n.a. 2.9 n.a. n.a.

Spain 0.6 0.9 0.4 2.1 n.a.

Sweden 1.7 1.6 1.6 3.3 3.2

Switzerland2 n.a. n.a. 4.5 1.4 n.a.

United Kingdom 0.7 1.1 1.1 1.3 1.4

United States2'3 0.8 0.5 0.5 0.5 0.6

n.a. = not available.

1. Provisional OECD e

sources.

2. Federal governmen
3. Excludes most or a

4. Also includes envirc

university block grants
5. Discontinuity in seri

Source: OECD/STIID d

stimates based on na

only.
I capital expenditures
jnmental R&D finance

3S from preceding ye;

atabase, January 199

tional

d via

ir.

1

lation to its accepted aims and to the

enormous amount contributed by business.

And lastly, the R&D required is increas¬
ingly international, yet hitherto it has
mostly been national.

Research

Patterns

Official funding remains very low, gener¬
ally not more than 3% of total government
R&D (Table). In some OECD countries
(Germany is an example) government ex¬
penditures on environmental R&D began
to grow as early as the 1970s, but in most

Fieldwork is often essential

in establishing the impact
of human activity on
different ecosystems.

12 the OECD OBSERVER 174 February/March 1992



SCIENCE AND TECHNOLOGY

In one EC project 'electromagnetic emissions

are beamed to earth from a satellite; they are then
reflected back to the satellite, where they are

recorded, to reveal the state of plant cover.

the response came in the 1980s, especially
in the second half of the decade. Recent

government declarations suggest that fund¬
ing may grow considerably in the future.

There are substantial differences in the

organisation of government funding of en¬
vironmental R&D. Four broad patterns
emerge from eight member countries studied

by the OECD (Austria, Finland, Germany,
Italy, the Netherlands, Norway, Sweden
and the United Kingdom), which volun¬
teered to participate in an OECD examina¬

tion of national policies and structures. In

some, a dominant role is played by a
ministry of research and technology. This

is the case with Austria and Germany and
to some extent, Norway. Where no clearly

identified ministry is responsible for both

research and technology (including environ¬
mental matters), an environment ministry
may carry considerable weight. In the

WHAT DATA ON GOVERNMENT

ENVIRONMENTAL R&D?

The analysis of environmental R&D efforts is
hampered by insufficiencies in the available

statistics. One can identify five types of
problem:

the only internationally comparable pub¬
lished data are on government R&D; it is col¬
lected or estimated by the OECD and the EC

most published data use the restrictive en¬
vironmental notions of 'pollution control' and
have hitherto excluded broader notions of

pollution prevention or sustainable devel¬

opment

official statistics do not readily record en¬
vironmentally related R&D which is not part
of a clearly dedicated environment budget

it is not clear which R&D activities should

be relabelled as environmental. R&D previ¬
ously conducted under other headings be¬
comes classified as environmental in re¬

sponse to financial or administrative

changes. But, to avoid double-counting,
R&D must be classified by its primary object¬
ive. Disaggregation between multiple object¬
ives is difficult and, for environment research,

goes against the trend towards integration
some government-funded R&D, essen¬

tially through general university funding, is
not allocated by objective.

Netherlands, the Ministry of the Environ¬

ment, Urban Affairs and Housing distri¬
butes some 50% of the total public funds
for environmental R&D. In Italy, an important

role is played by the ministries of Industry,
Health, and Environment. In other cases

(the United Kingdom, for example), there
is a dominant research council dedicated

to the environment with complementary
support from various ministries, or (as in

Finland) an agency with a marked orienta¬

tion towards technological development but
not primarily dedicated to the environment.

An important factor has been a shift in

government-funded R&D from institutional

to direct or contract funding, which is
especially important for environmental re¬

search because the subject areas are recent

and not institutionally well-established. In
some countries, this move has favoured

the 'government' institutions, which have
adapted themselves better to the require¬

ments of ad hoc contract funding. But in
others, such as the United Kingdom, it is

the universities that have been relatively
successful in competing for contract
funding.

The financing of environmental research

by the enterprise sector presents a major
paradox. Much of the growing concern

about the environment - and the policy re¬

sponse - has been directed against busi¬
ness and the technologies that it has in¬
troduced. Yet the best estimates suggest
that, in the OECD countries, the share of

business in environmental R&D is higher
than its share in total R&D (including mili¬
tary): as much as 80% of total OECD en¬

vironment research may be financed by
enterprise, compared with 50-60% for

total OECD R&D. This partly reflects the
response of business to two decades of

environmental regulation. And there is no
reason to expect this share to decline during

the coming decade.
There is, moreover, a fast-growing 'en¬

vironment industry', largely offering
'cleaning up' equipment and services.
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There are, also, enterprises new to en¬
vironmental activities and which, now with

the shifting perceptions of threats, are
emerging as very important to the devel¬
opment of 'clean' processes and products;
this group does not necessarily see itself
as involved in environmental activities or

research. Biotechnology firms, for exam¬
ple, are developing organisms to supple¬
ment traditional (heavily polluting) metall¬

urgical processes of ore treatment and
plant varieties which are pest-resistant
(reducing the demand for heavy applica¬
tions of polluting chemical pesticides).

Most of the quantitative data available

concerns only the 'cleaning up' activities.
A recent OECD study of the 'environment

industry' estimated that its global turnover
is around $200 bn, with a projected rise to
$300 bn by 2000.2 This would make it com¬
parable in turnover to the pharmaceutical
and aerospace industries, but with a higher
prospective growth rate. A very rough
estimate would put their corresponding

current expenditures on environmental R&D
at around $10 bn. These estimates are

unreliable, largely because of definition
problems. But they may well be too con¬
servative, because they fail to include some
of the environmental R&D both of polluting
firms and of 'newcomers'.

Dedication

or Integration?
Governments have to choose between

'dedicated' and 'integrated' approaches.
Institutions dedicated to environment re¬

search are important for some activities,
especially monitoring and assessment of
pollution levels and trends, where an en¬
vironmental focus is essential. But they

may lack flexibility, since they are con¬
strained by the conditions which define
their areas of activity. Moreover, they
must retain their credibility as impartial, in
the face of a dedicated mandate and de¬

dicated sources of funding, whether from
government, business or NGOs.

The second approach - integrating en¬
vironmental concerns into all areas of

R&D - is part of the general shift from
reactive to preventitive environmental

2. International Conferences Organised within the
Framework of the Technology/Economy Pro¬
gramme (TEP), OECD Publications, Paris, 1991.

policies. But there are institutional con¬
straints: interdisciplinary programmes are
difficult to set up, and in any event en¬
vironmental research has hitherto been

accorded low status, partly because it is
linked to sometimes controversial policy

considerations and, more generally, be¬
cause it lacks well-established academic

institutional bases.

Where clear choices in general policy
have been made, they are mostly in favour
of integration, in, for example, Austria,
Norway and Finland. In Finland, indeed, the
idea of an explicit 'Environment Technology

Programme' has been rejected in favour
of integration in normal, established re¬
search institutions, particularly through
programmes sponsored by the Academy
of Finland.

What Kinds

of Research?

The character of environmental re¬

search is changing. Earlier approaches
were oriented to problem-solving (for ex-

ENVIRONMENTAL R&D

AND THE DEVELOPING WORLD

Developing countries present a special problem
for co-operation in environmental research.
Their difficulties are much more serious, and

the conflicts in objectives are more acute.

Moreover, they are beginning to produce
substantial amounts of global pollution, al¬
though at present the OECD countries and
the economies in transition are the major
sources. Yet their S&T institutions are gener¬

ally very weak and, in the short term, it is not
clear how much co-operation will be neces¬

sary.

The re-appraisal of development co-oper¬
ation programmes in most OECD countries
and in their development agencies towards

environmental objectives has involved an
important S&T component, especially in the
assessment of the environmental impact of
financially assisted projects and pro¬
grammes. For some member countries, this
trend has brought together development and
environment agencies in common programmes
(SAREC in Sweden, for example). The reluct¬
ance of many environment researchers and
environment NGOs to embrace official devel¬

opment co-operation programmes is still a
substantial barrier.

ample, lowering pollution levels in the
effluent streams of large, identifiable
sources of pollution from chemical or forest

products). There is now more emphasis

on ecosystems which are recognised to
be both complex and sometimes fragile -
some of the potential man-made changes

may be irreversible.
Indeed, some of the emerging concerns -

especially about global climate trends -
are so large and long-term that their impli¬
cations for research are unclear. While

there is some scientific and, now, policy
consensus that global-warming processes

are at work, there is much less agreement

on how they work and on what time-scale,
and very little certainty about what the
effects will be - except that they will not
be felt soon and will not have direct reper¬
cussions before the middle of the next

century. So most related research is either
about trying to chart the possible climatic
and related trends or about how to miti¬

gate possible impacts over the very long
term.

There is thus little certainty about what
specific research will prove relevant.
Nevertheless, because the social and

economic risks are very high (and, perhaps,
catastrophic), there is general agreement
that a massive investment in research now

is a valuable insurance policy. However,

with R&D budgets under pressure and an

increasing emphasis on cost-efficiency,
this (undoubted) priority does not yield
clear research criteria. To some extent,

moreover, such research on very long-
term topics competes with other environ¬
ment research where risks are better

defined and the return is more visible.

There is no reliable evidence on the

breakdown of R&D between basic re¬

search, applied R&D, on how these differ¬
ent types of research are related, or on
what the future balance should be.

Stratospheric ozone depletion and global-
warming both mean that an enormous
commitment both to basic research and

to technological innovation will be re¬
quired. It seems probable that most envi¬

ronment R&D (whether funded by govern¬
ment or enterprise) has so far involved the
development, even pre-competitive, stage,
with the introduction of technology to
meet specific threats (as in catalytic con¬
verters for automobiles to reduce emissions,
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Industry can keep itself clean. This
newly developed catalytic converter

permits simultaneously a cost-
effective reduction in stack pollution

and heat-recovery that allows the
system almost to run itself.

or the 'scrubbing' of waste gases in coal-
fired electricity generation).

It is now widely felt that more basic re¬
search should be emphasised and better

integrated into environmental policy ana¬
lysis. In Germany, for instance, a major of¬
ficial goal is now the establishment of
'limit values' for designated pollutants,

through research into ecological relation¬
ships and causal networks, as guidelines
for future technology. But in other coun¬
tries (Finland and the Netherlands are
examples) specific research goals remain
primarily technological: increasing energy-
efficiency, exploiting renewable energy
sources, improving the quality of products
and production processes.

The increased recognition of complexity
in the scope of analysis suggests an inter¬
disciplinary approach, further integrating
the social sciences - chiefly economics,

sociology and social anthropology - into
what has hitherto been primarily natural
science research. More ambitiously,

Norway has launched a five-year pro¬
gramme - 'Economics and Ecology: Man¬
agerial Tools for Sustainable Development' -
as a joint venture of all five national research
councils. Nonetheless, interdisciplinary

programmes can pose institutional and
career problems.

Global Solutions
for Global Problems?

International co-operation in environ¬

mental research seems increasingly essen¬

tial, yet it is only partially reflected in institu¬
tional and funding priorities. Research into
acid rain since the 1970s provides an im¬

portant example of such collaboration.
More recently, there has been another in¬
stance in work on global climate concerns

(for example, in the International Panel on
Climate Change (IPCC), which involved
some 400 scientists from about 30 coun¬

tries). Most of these have been character¬
ised by informal co-operation, relatively
frail institutional arrangements and

chronic funding shortfalls.
This state of affairs has perhaps been

inevitable, even desirable, given the shift¬
ing, uncertain perceptions of environmental
threats and the low overall volume of fund¬

ing. Reconsideration of these problems is
now on the agenda.

The EC has established various pro¬

grammes (STEP, EPOCH and JOULE, in¬
cluding research on environmental pro¬
tection, oceanography and energy), using
its own research budget and established
institutional mechanisms to promote wider

co-operation. EC environmental research
averaged almost $43 million annually over
the 1981-88 period (in 1985 $), some
7.6% of its total research budget. And the
promotion of research into sustainable
development may well prove to be the
most successful short-term outcome of

the UNCED meeting in Brazil in June of
this year.

The outlook for the rest of the 1990s is

uncertain. The size of the potential danger
suggests that there should be large in¬
creases both in government funding and
in enterprise funding, but here there is a
problematic shift from pollution control to
the introduction of 'clean' technologies.
And, as the perceptions of environment
threats shift, so too do the priorities for the

structure and organisation of environment

research. Environment priorities require
multidisciplinary studies (including re¬
search in the social sciences); and the

international dimension of the problems
will require much more international re¬
search co-operation. But the mechanisms

through which the goals can be attained
have still to be developed.
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The Schools/Business

Partnership
Business involvement with schools is a growing fashion.

But can it have a real, rather than a merely symbolic, effect on schools and their pupils?
And can it avoid distorting the broader, non-economic goals of education?1

There are two reasons for being
sceptical about the recent explo¬

sion of contacts between private
businesses and publicly run schools in

OECD countries. The first is that they will
achieve too little. Companies concerned
about education standards may 'adopt'
schools, buy them computers or give
pupils work experience, without in any
way improving the way children are

taught. The second is that they will
achieve too much. Business feels it must

get more involved with education largely
because it is allegedly failing to 'produce
workers with the right skills'. Educators
understandably fear that schools them¬

selves are in danger of being turned into
factories, devoted to producing skilled
labour rather than educated citizens.

The practical experience of links be¬
tween education and business has shown

this second worry to be much exaggerated.
That is because the first worry - that co¬
operation will prove ineffective - proves
valid except under certain conditions. The
main condition is that business involve¬

ment should take place in the context of

a genuine partnership with the education

system, working towards commonly de¬
fined goals. Quite simply, private com¬
panies have neither the capacity nor in
practice the inclination to mount a hostile
'takeover' of education. Their influence

tends to be strongest when they are work¬

ing with the grain of public education re¬
form rather than against it.

Donald Hirsch

This kind of partnership is helped by the
fact that the long-standing divide between
'humanistic' and 'instrumentalist' views of

education does not need to be as deep as
it once was. Every recent analysis of the
skills required in modern industry has
identified a set of general competences
that workers now require: the ability to
formulate and solve problems, to com¬
municate effectively, to interact well with
others, to take initiatives and so on. In

other words, workers no longer have merely
to be able to take orders and execute certain

routine tasks: they must be able to think and
learn for themselves. Such requirements
are in broad terms compatible with the de¬
sire of humanistic educators to nurture the

general intellectual development of indi¬
vidual learners.

Partnerships with business, then, can
play a constructive role in education. But

what, precisely, do they achieve, and
how? The OECD has undertaken the first

substantial international study of a
phenomenon hitherto analysed mainly
within national boundaries, discovering
that there is no single formula. Its 24 case

studies indeed illustrate the wide variety
of approaches: each partnership is in
some way unique. Nevertheless, it is

possible to distinguish certain common
trends.

First, 'glasnost precedes perestroika'. A

Donald Hirsch works on issues related to human

resources in the Centre for Educational Research and

Innovation (CERI) of the OECD.

high proportion of links between schools

and businesses have a largely symbolic
impact. Businesses with little experience

of education are inclined initially to see
such links in terms of, for example, donat¬

ing equipment or organising an open day
at the factory. The immediate beneficiaries

may be the company's public image and
the managing director's social conscience.
Such links have been dubbed 'feel-good
partnerships', and rightly cause scepticism
when they fail to develop into something
more sophisticated. Yet their importance
should not be underrated in the context of

the fairly icy relations that have often
existed between business and education

in the past. Schools and businesses have

to make friends - to start talking to each
other, in a new spirit of openness - before

they can devise any common strategy for
reform.

The second trend is that schools now

have to educate for new skills. Schools

based purely on the traditional model of a

classroom, where a teacher lectures pupils
and then tests each of them on their ability
to repeat what they have learned, will not
produce the general skills now required -
teamwork, problem-solving, initiative-tak¬
ing and so on. Neither is it straightforward
for teachers or for companies to design
new ways of acquiring such skills. But
working together they have come up with
innovative approaches, some of which are

helping to change learning styles in the
main school system.

16
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Table

RECRUITMENT AND SCHOOL LINKS - TWO EXAMPLES

Carpentry shop with 70-80 employees, with work-experience programme and management keen to promote good student and school contacts.

Staffhiring through student and school contacts Cost (Skr) Traditional staffhiring Cost (Skr)

Management's student and school contacts (1 60 hours) 48,000 Advertising costs 20,000

Work experience programme (lower-secondary school) - including Telephone interviews: 70 applicants (12 hours) 3,000

supervision, food and clothes 25,000 Interviews with 10 selected applicants (10 hours) 2,000

Administrative costs for work experience programme 7,000 Wage costs for five new employees - who failed on job and quit 81,000

Supervision for these five (736 hours x 20% x Skr 1 1 0) 16,000

Result: more students apply to woodwork programme in upper-
secondary school. Of these, the company hires four per year.

Result: three employees stay on

Total: four recruits 80,000 Total: three recruits 122,000

On-the-job training: 25% x annual wage cost 198,000 On-the-job training: 50% x annual wage cost 297,000

Supervision costs 66,000 Supervision costs 50,000

Total hiring cost 344,000 Total hiring cost 469,000

Hiring cost per new employee 86,000 Hiring cost per new employee 156,000

Result: Skr 70,000 per new employee saved through good student contacts.

Manufacturing company with approximately 700 employees, running work experience for lower-secondary pupils and an experimental in-house vocational
training programme at upper-secondary school level.

Staffhiring through student and school contacts Cost: Skr Traditional staffhiring Cost: Skr

Work experience programme (lower-secondary school) - including
administration, supervision and clothes

Open house: advertisements, overtime compensation
50,000 and refreshments 63,000

Result: more students apply to company's upper-secondary training
programme (for 1 0 students over 32 weeks)

Result: 50 applicants, with interviews 6,000

Planning (64 hours) 8,000

Training of supervisors 32,000

Reduced productivity: 10% per supervisor 290,000

Vocational studies teacher 123,000

Student costs: food, personal safety equipment, clothing 75,000

Government cost compensation for training supervisors -5,000

Government compensation of Skr 1 5 per student per hour -192,000

Result: all ten students hired

Total: 10 recruits 381,000 Total: 20 recruits 69,000

On-the-job training: six months at 25% of annual wage cost 276,000 On-the-job training : six months at 50% of annual wage cost 1,104,000

Supervision 0 Supervision: 1 5% reduced productivity per student, for six months 1,296,000

Total hiring cost 657,000 Total hiring cost 2,469,000

Hiring cost per new employee 65,700 Hiring cost per new employee 123,000

Result: Skr 57,300 per new employee saved through good student contacts.

Source: Good School Contacts Pay Off, Swedish Employers' Confederation, Stockholm. 1991

One British scheme involved a number

of teachers spending time in a cake and
chocolate factory to experience how various

skills were applied in the working world.
They then went back to their schools

where, assisted by some of the factory's

employees, they involved pupils in a pro¬
ject to design and make a new chocolate

product. The project involved teachers in
as many subject disciplines as possible -

including English, maths, home economics,

business studies, art and languages. Each

had a role - for example, the final object¬
ive of the project, overseen by language
teachers, was to send the chocolates,

along with covering letters (written by 11-
year-olds) to a group of French pupils who

1. Partners in Education, OECD Publications, Paris,

forthcoming 1992.

had been their hosts on an exchange visit.
The teachers tried to incorporate what

they had learned from the project into their

everyday teaching practices. In Britain,
such initiatives are more integrated into a

general reform movement than in many

countries, as they are supported by na¬
tional initiatives. The most important, the
'Technical and Vocational Education Initia¬

tive', has been trying to nurture new core

skills in secondary schools, in partnership
with business, since 1983.

How

Vocational?

The third trend involves relevant voca¬

tional preparation. Most continental Euro¬

pean countries have well-developed sys¬
tems of preparing pupils for specific occu

pations through vocational education at

the end of secondary school. Other OECD

countries, such as the United Kingdom,
the United States and Canada, are won¬

dering whether they should be adopting a
similar model.

But even where vocational schools

exist, they are not always good at keeping

abreast of the rapidly changing demand
for skills in each industry; partnerships

can help them keep more closely in touch.
Thus, for example, an expensive work¬

shop near Paris, run jointly by Renault and

the French education authorities, gives a
taste of state-of-the-art roboticised techno¬

logy to vocational students who would

otherwise have to rely on blackboards for

learning about modern production methods.

The importance of ensuring that voca¬
tional education maintains close links with
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The pupils of one British school, in Harrogate, spent time in the chocolate department of a local factory to
experience how various skills were applied in the working world.

the work-place is reflected in world-wide
admiration for the German 'dual' system,

where apprentices based in firms are re¬
leased for vocational schooling for one or
two days a week. But relevance is not the
only issue. A potentially competing priority
stems from the desirability of a high de¬

gree of general skills - mathematical and
linguistic ability, for example - in a grow¬
ing number of occupations. The world can
no longer be neatly divided into the
'academic' class destined for university

and the 'vocational' class learning mainly

practical skills after the age of 16. A few
partnerships are helping to develop new
schooling styles which combine high-level
technical preparation with advanced
academic studies for the same pupils.

As the pool of unskilled jobs diminishes,
less-qualified school leavers have been
finding it increasingly difficult to enter the
workforce - especially, though not exclu¬

sively, in countries with less-developed
vocational education. One response has

been partnerships that attempt to create
direct links between the end of school and

the start of work. In 1 982, Boston employers
struck a deal with the city's school depart¬

ment, promising to hire specified numbers
of high-school graduates in exchange for
a pledge to reduce drop-out and absentee
rates by 5% a year and to enforce require

ments on academic standards. The 'Boston

Compact' has been copied in many other
cities in the United States and Europe.

Have such compacts succeeded? In
terms of meeting specified targets of im¬
proved student performance, their record
has been decidedly mixed. But as vehicles
for mobilising a coalition of interests
around educational improvement, they
have been highly successful. This generali¬
sation applies broadly to all education
partnerships. They have found it hard to
demonstrate quantitative results, largely
because they are not the only influence on
educational achievement. Their success

over the longer term will depend on their
ability to bring together new forces to
achieve qualitative changes in the educa¬
tion process.

A Two-sided

Deal

Companies too might benefit from such
partnership and possibly change their be¬
haviour, as a result of contact with

schools. The most obvious gain comes
from cultivating a direct source of future
youth labour - at a time when demographic
factors are making it increasingly scarce.
Partnerships can pay for themselves several

times over by reducing recruitment costs,
as the example of two Swedish companies
shows (Table). Companies that get closer
to education might also adapt the way they
judge young job applicants. For example,
in a number of countries qualifications

based mainly on exam results are being
replaced by more qualitative 'student pro¬
files' or 'records of achievement'. For

these to be of value in the labour market,

employers have to understand what they
mean, and the educational philosophy
that lies behind them.

Some visionaries would like to go

further, and use partnerships to instill
some of the higher-minded values of edu¬
cation into the corporate world. Although
it will be a long time before teachers start
lecturing on compassion to classes of
chief executives, there are some areas

where progress could be made. An OECD
code of 'Guidelines for Multinational Enter¬

prises' recommends environmental edu¬
cation for employees. Companies could
draw much from school practice in this
area.

For the moment, most partnerships
concentrate on the not insignificant task
of reforming education, as opposed to en¬
lightening business. Progress varies con¬
siderably among countries. An important
variable is the degree to which education
ministries and local governments are open

to change. In addition, a partnership 'cul¬
ture' has emerged in some countries faster
than in others. Here, the OECD's bird's-

eye view might be helpful. A glimpse of
how other nationalities do it might help
teachers, business employees and policy¬
makers to see how far partnerships can
go. Their ability to bring fresh and useful
ideas into education is proving more
effective than many thought possible.
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Encouraging
the Entrepreneur

B etween 1975 and 1985, every one
of the OECD countries underwent

a major industrial restructuring, ac¬
companied by high unemployment. Several
basic lessons were learnt in this process.

The first is that large companies and

large plants have tended to shed jobs, and
that it is small firms, particularly new ones

and self-employed businesses, that are the
principal source of new jobs. The second
lesson is that one of the micro-economic

keys to improving economic performance
lies in a shift from a managerial to an en¬

trepreneurial society - that is, from one in
which innovation stems largely from cor¬

porations run by managers to one in which
the sources of creativity lie in new, fast-

growing, small firms run by innovative
entrepreneurs. Third, one of the ways to

confront mass unemployment is by ap¬
proaching it on a local basis - that is, in

smaller groups - and by designing policies
for local development; national labour poli¬

cies have been reshaped over the past
10-15 years in order to foster local re¬
sponses to high unemployment. These
local employment initiatives and active
labour-market policies have been created

because traditional, national welfare poli¬

cies have proved unable to deal with the
problems faced today.

But what works in the West will not

necessarily be enough, on its own, to
solve the problems in the central and
eastern European economies in transition.

Their move to dynamic, market economies

will require structural change to:
expand employment in the service sect¬

or, which is still small, to offset redundan-

Sergio Arzeni

A strategy for the promotion
of entrepreneurship and job

creation in central

and eastern Europe has now
become urgent Why is this
micro-economic approach

a necessary complement
to the macro-economic

policies currently being
implemented? The answer

lies in the experience
of the West, and is underlined

by the requirements
of the East. 1

cies in manufacturing and farming
develop a sizable base of small firms

which, in the OECD countries, provide

most of the jobs in the economy
encourage the emergence of a new

productive class of the population built
around a new class of businessmen, which

will strengthen the social pluralism that is
the essence of democracies

restore the values of merit, profit, risk-

Sergio Arzeni is responsible for corporate strategies
and the development of entrepreneurship in the Pro¬

gramme for Local Initiatives for Employment Creation
in the OECD Directorate for Social Affairs, Manpower
and Education.

taking, innovation and hard work which

are the driving forces of a market eco¬

nomy and which had been discredited by
previous regimes.

What Prospects
for New Firms?

Assessing the economic and social
situation in central and eastern Europe is
very difficult. But one of the best indi¬

cators of improvement is undoubtedly the
rate of incorporation of new firms. Over

the last two years, for instance, more than

400,000 new firms have emerged in the
Czech and Slovak Federal Republic and
more than 300,000 new firms have been

registered in the former GDR in only one
year.

Throughout central and eastern Europe
as soon as the setting up of free enterprise
was authorised, hundreds of thousands of

people became involved in independent

businesses. But the legacy of the past
continues to weigh heavily since the Marxist
identification of the entrepreneur with the
'speculator' has linked licit economic

activity in the popular understanding with
the wealth of 'illegal entrepreneurs'.

But in central and eastern Europe it is
difficult, if not impossible, to draw a line

between 'good' and 'bad' entrepreneurs.

The first difficulty arises because,
paradoxically, the central direction of the

1. An OECD publication on this subject is in prepara¬
tion. This article draws on work carried out within the

framework of the Centre for Co-operation with European

Economies in Transition, particularly its conferences,
seminars and workshops.
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economy brought it to the very early
stages of capitalism, where the absence
of defensible property rights allows 'ram¬
pant accumulation'.

So it is hardly surprising that the social
attitude towards individual enrichment

and success - an essential attraction for

the entrepreneur, even though most en¬
terprises fail - is ambiguous and can
cause resentment as well as political ten¬
sions.

The Prime Mover

of Progress

Historically, it is the flowering of entre¬
preneurship, or the lack of it, which is criti¬
cal to the economic success or decline of

nations. Every society, in every period of
history, has always had its supply of
entrepreneurs. But there are a variety of
roles among which their efforts can be re¬
allocated, and some of these do not follow
the constructive and innovative function

that the Austrian economist Joseph

Schumpeter attributed to them in the
1930s. The role of the entrepreneur in a

given society therefore depends largely on
the reward structure in the economy and

its value system. If it is biased only towards

achievement or only towards profit, it can
pervert a potentially virtuous cycle.

A case in point is the underground eco¬
nomy, and the emergence of self-employ¬
ment as a second job there. Should such
jobs be tolerated, encouraged or banned?
Is it surprising that employees who collect
low salaries should try to complement their

income through extra economic activity?
The debate on entrepreneurship in central

and eastern Europe, in effect, turns on
how much should be allowed. Shouldn't

governments try to capture the massive
spin-off that a liberal policy would bring
instead of the covert lay-offs that a more
restrictive attitude could provoke? And

will these societies accept such an open

approach?

Values

First

Building entrepreneurial capacities is to
a significant extent a matter of techniques
and disciplines - teaching would-be entre-

20

preneurs how to write a business plan,

manage people, export, keep self-confi¬
dence high and a thousand other skills
that have to be learned - but the overall

cultural environment is often decisive.

This is clear in central and eastern Europe,

where the importance of fostering domestic

capital accumulation, essential to finance
new investments (since inward foreign in¬

vestment will inevitably be limited), is
hampered by a social resistance to accept

individual enrichment. The rising of social
differences based on the financial capacity

of the individual stirs social and political

tensions which run the risk of slowing
down an entrepreneurial dynamic that,

from an economic standpoint, ought to be
accelerated.

One key to the creation of jobs and the
development of a sustainable policy of

local development is to harness more effi¬

ciently the unexploited human capital of a
region and channel it towards innovation
and the creation of enterprises. One of the

most common forms of such policies in

OECD countries is through private-public
partnerships. But in a society where the

private sector is almost non-existent it is
difficult to build this sort of arrangement. It
is not merely a financial, or a technical,

matter. It calls for a long-term cultural re¬
volution, which itself requires a fundamental

change in the regional system of allocat¬
ing rewards and prestige.

The intimate responsiveness of entre¬

preneurs and managers (as well as those
of workers and customers) to their local

culture explains why promoting entre¬
preneurship demands not only a technical
training exercise. It also calls for a basic
re-assessment of the fundamental values

in which the school system, university and
research institutes, as well as the media,

should participate in helping ordinary
people understand the way in which a

At the eye of the storm ?
Joseph Schumpeter saw
economic advance as a

process of 'creative
destruction', as unvalued

activities gave way to
entrepreneurial dynamism.
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market economy and a pluralistic demo¬
cracy work - and the role of the entre¬
preneur as one of the prime movers of
progress.

In tandem with this cultural change, and
as a prerequisite for it, comes the defini¬
tion of the 'rules of the game': private
ownership, market determination of prices,

and an efficient legal system that guaran¬

tees the sanctity of contracts. Not least,
administrative simplification and stream¬

lining would allow the emergence of freer
markets and new business opportunities.

Barriers to entry, too, should be lowered
to stimulate entrepreneurship and expand

self-employment, to provide technical and
financial assistance to new entrepreneurs

that will help reduce their mortality rate by
offering to infant entrepreneurs some of
the incentives provided for infant indus¬
tries, and by allowing those who failed
another chance to re-enter the fray. Ana¬

lysis from an enormous range of countries
suggests that seven out of ten entre¬
preneurs who go bust do so not because
their product or service is deficient nor be¬
cause of lack of money (although money
is certainly important - and small
amounts, in the range of $20-50,000 will
be more effective than loans of $20 mil¬

lion, yet the latter are available, while the
former are not). Failure is usually because
of lack of management expertise, because
of ignorance of the techniques they re¬
quire to run their business. By using busi¬
ness incubators, for example, the mortal¬

ity rate of new businesses can be drasti¬
cally reduced. And it is technical assist¬
ance, counselling and practical advice
(box) that is required by the new entre¬
preneurs in the economies in transition,
not large grants.

In OECD countries, on average, small

firms provide more than half of current
employment. In central and eastern

Europe they account for about 3%. That
striking gap highlights the missing link be¬
tween a command and a market economy:

the presence of entepreneurship. The
existing structure of small and medium-
sized enterprises (SMEs) is the result of
the legal division of vertically integrated
conglomerates, not of natural evolution in
a competitive market.

Privatisation - particularly small-scale

privatisation - has so far taken the form of
a massive wave of management buy-outs
(MBOs), a trend that is likely to continue.
But will buy-outs by management and
workers - 'leveraged' by borrowing
(LMBOs) or not - be successful in the
1990s? The fashion for LMBOs in some

OECD countries in the 1980s gives reason
for doubt. Different sorts of MBOs, of

course, may have different degrees of
success in different contexts. But they are

a sophisticated development of capitalism
and are still on trial.

Sectoral

Disparities
The aim of most of the economies in

transition is to reduce to half the weight of
the state in the economy within three to
five years. That, of course, is critical and

should be encouraged. But it would be
illusory to expect that the new entre¬

preneurs and the new jobs will come solely

from reducing the size of government.
Although privatisation will introduce an
essential element of competition into the

economy - i.e., the necessity of making a
profit - most wealth and the most jobs
are likely to be created by the new, fast-
growing start-ups, the firms that start from

scratch. One independent Czech firm, for
example, active in construction and trade,

now has almost 2,000 employees with a
turnover of more than $70 million, although
two years ago it did not exist.

In a society starved of capital, capitalism
is unlikely to expand in manufacturing,
particularly in countries where it is so un¬
competitive, despite an average labour
cost of $150-200 per employee per month.
Agriculture and services, not least tourism,
travel and leisure (TTL), construction and

trade, are the most promising of strong
entrepreneurial development, despite

their strong dependence on the West:
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TUTORING

ENTREPRENEURSHIP

IN ITALY

The biggest government programme ever
undertaken through regional development
policies to nurture entrepreneurship is the
scheme for young would-be entrepreneurs
approved in 1986 by the Italian parliament
(the Legge 44, or Legge De Vito). This
scheme, with a budget of about $2 billion
over a three-year period, provided for the
setting up of a new Agency for Youth Entre¬
preneurship (COMITATO) in southern Italy.

The programme is designed to sustain
business activities (as co-operatives or other

types of company) set up by young people
resident in southern Italy. The majority of
members of a co-operative or 'registered'
applicants must be between 18 and 29 years
of age, not only in the number of shareholders
(close relatives of the entrepreneur can be
associated with the legal incorporation of the
new venture) but also in the proportion of
their equity holdings.

The COMITATO decides which tutor is best

suited to meet the requirements of a fledgling
enterprise. The proposed tutor, after having
analysed the problems of the new firm being
assisted, submits an action plan for approval to
the COMITATO. Once the tutorship contract
has been signed, the Agency plays a key role
between the tutor and the new firm.

On average, a tutorship contract lasts for
about 1 8 months and implies no less than 1 20-

1 30 days of consulting assistance and training.
So far 450 tutorship contracts have been
signed, involving more than one hundred

tutors, and roughly 700 business projects (only
one-third of those submitted) have now been
approved, with a projected capacity to provide

15-20,000 new jobs.
The law offers financial and other incent¬

ives, such as technical assistance, and basic

and vocational training in the start-up phase
for the members and/or employees, accord¬

ing to the type of project approved. The fi¬
nancial and technical advice the young
entrepreneur receives is mandatory and is
provided either by large companies or by
specialised auditing and consulting firms on
a contractual basis, in that the tutoring com¬
pany is paid for its services at the market
rate, but is legally and morally committed to
the achievement of the new enterprise. The

projects submitted for financing may be for
the production of agricultural, craft or indust¬
rial goods, and the supply of services to
agriculture, industry, tourism and companies
belonging to any industry. COMITATO screens
these proposals rigorously, assessing the
potential market for the goods or services
involved.

Basic entrepreneurial training is given in a
five-week scheme (non-consecutive) provided

by a variety of training institutions. This takes
the form of a 'do-it-yourself management
and basic business training. After this stage,
the tutorship programme begins, whereby
continuous 'hands-on' advice is provided by

large Italian corporations - Olivetti, Fiat,
Parmalat, Ferrera, IRI, and Co-operatives'

Holdings, for example - or by major inter¬
national consulting and auditing companies -
KPMG Peat Marwick, Proxi, Arthur Anderson.

Orga, Ambrosetti, Telos - to enhance both the
managerial capacity and the technical skills of
new entrepreneurs.

agriculture, because the farming pro¬
ducts of the economies in transition are

one of the rare categories of goods they
produce that are salable on world mar¬

kets; growth therefore requires access to

western outlets, chiefly in the EC
tourism, because its potential is ham¬

pered by the lack of services to meet the

quality standard required by international
visitors, and only the West has the experi¬
ence to provide the appropriate training

construction, a traditional engine of
growth and employment, because only
the West can fund the fundamental infra¬

structures such as the Nuremberg-Prague
highway; and only western, private money
can afford the cost of refurbishing towns
such as Budapest or Prague, where (not
least because of legal constraints) office
and housing space today is either unavail¬
able or as expensive as that of prime resi¬
dential areas in the West

trade, because import competition is
instrumental in establishing a national
price structure and an export drive essen¬
tial to strengthen the national capital base.

Entrepreneurship in these sectors is likely

to develop more, and more efficiently,

than in manufacturing where the legacy of

the past will weigh heavily. But even in a
service economy, nonetheless, manu¬

facturing matters and should be de¬
veloped - although this is a task for further

down the path of the transition, after macro-
economic stabilisation and the micro-

economic reforms of privatisation and the

establishment of a legal framework that
stimulates the creation of enterprise.

Imitation

or Training?
One of the most effective ways to

spread entrepreneurship can be through

imitation, not through training or teaching.
Almost everywhere in the world indeed,
three out of four entrepreneurs come from

an entrepreneurial family or milieu. Immi¬
grants, too, have used entrepreneurial
activity to work their way up the ladder.

In a society which lacks entrepreneurs,
models have to be attracted or invented

and examples copied. By definition, the
managers of multinational corporations

are not in a position to spread the gospel
of entrepreneurship. Only small entre¬
preneurs are. And so SMEs have to be en¬

couraged to spread from the West to the

East, with the aim of eliminating the in¬
stitutional risks that ventures with eastern

partners will entail for them.
Returning entrepreneurial migrants might

be an important component of a strategy
designed to build entrepreneurial capacities.

Among OECD countries, Canada has suc¬

cessfully developed a policy of attracting
migrant entrepreneurs - so why not a policy

of red carpets for returning migrants to
eastern Europe?

D D

In their effort to attract foreign invest¬
ment, the countries of central and eastern

Europe are replicating on a larger scale

the traditional regional development pol¬
icy employed by western countries for

many years. One mistake often made in
OECD countries was the spending of too

much energy in attracting foreign talent
rather than harnessing the local human

potential. Countries hit by a brain drain
should concentrate more on nurturing

their indigenous entrepreneurs, perhaps
through granting them fiscal advantages

in the short-term. Yet, paradoxically, gov¬
ernments, in West and East alike, are

more inclined to offer tax holidays to
multinational investors rather than to local

new ventures.
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Restructuring
Soviet Agriculture

inand Kuba

The experience of recent
years suggests that

the Soviet agro-food sector
cannot be reformed simply by

introducing a number
of 'corrections'. Rather,

it requires a complete
, and systematic

transformation. And that

has to include such crucial

issues as price liberalisation
and private ownership

of agricultural land.1

For the six years of perestroïka the
agro-food sector was one of the
main targets of organisational and

institutional restructuring in the Soviet
Union. The aim, patently, was to improve
its efficiency, not only because of the
notoriously unsatisfactory food supply but
also because of the importance of the
sector within the economy as a whole: it
accounts for roughly one-third of total
domestic gross output and absorbs one-
third of total labour inputs, as well as a

high share of investments.
But the reforms introduced in the recent

past have not produced the results expected,
despite some improvement in individual
sub-sectors (livestock production, for ex¬

ample). On the contrary, they have con¬
tributed to the mounting deficit of the

state budget as well as to inflationary
pressures.

The breakdown of the old command

economy - as yet unreplaced by any funct¬
ioning new structures - has been exacer¬
bated by the disintegration of the Soviet
Union into independent republics. There is

thus now a high risk that the former rigidities
of the Soviet food-supply system could -
in the short term, at least - develop into a
real crisis.

Technical

Problems

The Soviet Union still lags far behind
Western industrialised countries in the use

of agricultural chemicals, both in quantity
and in quality. Imbalanced composition of
plant nutrients is limiting yields particularly
due to shortage of phosphates. The lack
of lime fertilisers required to improve the

predominantly acid soils of the vast 'Non-
Black Earth Zone', covering most of the
northern parts of Russia (the former
RSFSR) is seriously limiting the agricultural
production of the region. The shortage of
plant-protection chemicals and herbicides
is particularly acute and they have been
imported in large quantities since the mid-

Ferdinand Kuba works in the OECD Directorate for

Food, Agriculture and Fisheries.

1980s. But since the late 1980s, not only

has total fertiliser application been falling
due to increasing prices; the lack of hard
currency has also reduced imports and
applications of plant-protection chemi¬
cals.

Problems of soil fertility and erosion
have also been accumulating over the
years. In many regions, because of the
shortage of organic fertilisers, inappro¬
priate crop rotation, and soil compaction
through the use of ever-heavier machin¬
ery, they have now reached critical stages.
At present, moreover, only 75% of total
fertiliser output reaches the field; the re¬
maining 25% is lost in transport or spoiled
through inadequate storage.

In animal production, feed is used inef¬

ficiently: almost twice the amount of feed

1. The Soviet Agro-food System and Agricultural
Trade - Prospects for Reform, OECD Publications,
Paris, 1991. This article draws on work carried out
within the framework of the OECD Centre for Co-oper¬
ation with European Economies in Transition, partic¬
ularly its conferences, seminars and workshops. The
study on which this article is based was carried out in
1990; its analysis remains valid in spite of subsequent
changes in the former Soviet Union.
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Inefficient distribution..

units used in Western countries is necess¬

ary to produce one unit of livestock pro¬
duct. Unsatisfactory feed conversion ratios
(which convert one unit of feed into one

unit of animal product), caused by protein
deficiencies in the feed, mean that enor¬

mous inputs of feed grains are required.

Losses

and Wastage
The Soviet agro-food economy suffers

from huge losses after harvesting, particu¬
larly during transport, storage, processing
and distribution. At present, they account
for no less than 20-30% of production,
depending on climatic conditions, in par¬
ticular at harvest time, and on the nature

of the product. Losses of perishable pro¬
duce - potatoes or other vegetables, for
example-can reach, even surpass, 40-50%

in some years, most of the losses occur¬
ring in the already overstrained transport
system or because of lack of adequate
storage. Any increase in production leads
automatically to a rise in the amount of
losses.

In 1988 the Soviet government there¬
fore endorsed an eight-year programme
under which Rbs. 77 billion2 were to be in

vested in transport, storage and process¬
ing, to reduce losses and improve the
quality of food. But this ambitious pro¬
gramme, which was to be supported by
the conversion of parts of the defence in¬
dustry, is lagging far behind the plan. Fur¬
thermore, credit lines opened to the
Soviet Union by OECD member countries
for the acquisition of food-processing
machinery have remained largely unused.

The magnitude of the problem is illus¬
trated by the fact that if the Soviets were
able to reduce their current losses to

proportions similar to those found in the

West, they could come close to their de¬

clared goal of self-sufficiency in main agri¬
cultural products. The high volume of food
imports - which costs almost 20% of Soviet

hard-currency imports and amounts to

about $8-9 billion each year - could be
substantially reduced, perhaps stopped
altogether, even at the present modest
output. The Soviet Union has traditionally
envisaged the production of one tonne of
grain (at 'bunker weight', that is, before
drying and cleaning) per capita in order to
achieve self-sufficiency.

By Western standards, this figure ap¬
pears to be extraordinarily high, but the
Soviet Union has to compensate for the

high losses and the low efficiency of grain
conversion in livestock feeding. A rough
comparison with some OECD countries

makes this point clearer. In 1990, the

Soviet Union produced 750 kg of grains
per capita, which is indeed very close to
average production volumes in the United
States and in the EC, for example, where

about 800 kg of grain per capita not only
supplies the population with enough
cereal products and a much larger amount
of livestock products (absorbing a sizable
proportion of grain) but also leaves a large
surplus for export. Yet the Soviet Union

has to import large amounts of grain in
addition to meat and dairy products.

Sugar offers another example. In recent
years beet production has ranged between
80-90 million tonnes per year, with an
average sugar content of about 15-16%.

Yet domestic sugar production remains at
only 8-8.5 million tonnes - an extraction

rate of roughly 10%. With a reduction in
losses and an improved extraction rate,

the Soviet Union could cut its annual sugar

imports of about 4.5-5 million tonnes by
some 3-4 million tonnes. At present, in

terms of value, sugar is the largest single
food product imported into the Soviet
Union.

Price Subsidy
and Credit

Soviet agricultural policy has tradition¬
ally been based on stable and low food

prices and large increases in investment in
agriculture. The credits extended to state

and collective farms have been on virtually
unconditional terms, which has led to an
enormous accumulation of debts. Further¬

more, a large proportion of farms could

not cover their loans from their gross income
and carried them over from year to year
until they were finally written off altogether.
Indeed, as of 1990, virtually all long-term
debt, amounting to over Rbs. 60 billion,
together with a large proportion of short-
term debt, had to be written off.

Uncontrolled credit was not only a
major reason for the accumulating deficit
of the state budget - it also removed the
pressure on farms to restructure and to

2. In 1988, the official exchange rate was $1.65 to
1 Rb., although this rate is not based on real value.
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improve efficiency, since the system of
differential price zones for agricultural
commodities and differential price bonuses

regularly baled out high-cost producers. It
also punished low-cost, profitable farms
while rewarding unprofitable ones and

thus worsened the performance of agri¬
culture as a whole. Furthermore, the gov¬

ernment's equity-led policies produced
distortions in resource allocation. In the

Non-Black Earth Zone, for example, a

high-cost producer area, twice as many
funds (per rouble of gross agriculture out¬
put) were invested at the end of the 1 980s
than in the Ukraine, a low-cost area.

The Soviet Union not only subsidises in¬
efficient agricultural production, a charact¬
eristic also of developed Western eco¬
nomies - it also subsidises food con¬

sumption, a characteristic of developing
countries. Low food prices combined with

rising incomes (which increased by 50%
from 1986-90) and the absence of other

consumer goods in the desired quantity
and quality, has created an excess demand

for, and wastage of, foodstuffs. Further¬
more, the authorities continue to favour

food programmes which emphasise supply
rather than demand, neglecting the critical

role that demand plays in balancing the
food economy from domestic resources.

In 1986, the Soviet Union introduced a

number of measures in the agro-food sector
with the intention of correcting some of

the worst effects of its dirigiste price,
credit and support policies. Under these

reforms, subsidies to agricultural inputs
have been largely removed, interest rates

for farm credits increased, price zones for

agricultural products cut back, special
bonus payments to financially weak farms
discontinued, and, as of April 1991, retail
prices for food increased. Each of these

measures is a step in the right direction.
But they have stopped short of forcing farms

into restructuring and financial discipline,

and they have not curtailed the demand
for food.

and supply problems..

Missing
Incentives

An inadequate incentive system is one
of the main obstacles to increasing effi¬
ciency on Soviet farms. Wages, for exam¬
ple, are hardly linked to the quantity and

quality of work. Because of the special
state payments, loss-making farms can
often afford to pay higher wages than effi¬
cient, profit-making ones. Under such
conditions, the incentive for the farm or

the individual farm worker to improve per¬

formance is, understandably, very low. In
the recent past, efforts have been made to
link the interests of the individual closer to

his work results, through, for example, the
introduction of a 'collective-farm contract

system' under which a fixed payment is
made for performing a specific task, and
land is leased by the kolkhoz to individuals
or groups of individuals.

But these measures have failed to pro¬

duce the expected results, thus providing

strong arguments for the privatisation of
agricultural production. Under the present
system, state and collective farm workers
are entitled to own a piece of land of up to
0.5 hectares and a limited number of ani¬

mals, although the upper limits for both
have been relaxed in some of the republics

for the last two years or so. These plots
and animals are managed very intensively,
providing an indication of Soviet agricultural
potential. In 1990, about 8 million hectares
of arable land - 3.5% of the Soviet arable

total - were cropped as private plots.
These plots produced 18% of total Soviet
crops in value terms and 25-30% of live¬

stock production. Although these figures

are somewhat inflated through inputs pro¬
vided by the state and collective farms,
particularly in the form of feed, they indicate

the magnitude of potential gains in pro¬
ductivity from the privatisation of agricult¬
ural production.

Private family farms started to develop
in the Baltic republics in 1987-88. By the

beginning of 1991 there were some 6,000
of them. In total, almost 41 ,000 private

farms were reported to exist on Soviet ter¬

ritory at the beginning of 1991, operating
on a total area of 0.7 million hectares.

Although at first glance such numbers may
seem impressive, they represent no more
than 0.1% of the total Soviet agricultural
area, or 0.3% of the arable area. Moreover,

the development of private family farms is

coming up against a number of limitations
which will be difficult to overcome in the

short run.

First, the interest of workers on state

and collective farms in operating a private
farm under present conditions is limited.
They receive salaries that are unrelated to
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... belie an enormous potential.

performance. And the upstream and down¬
stream links to agricultural production re¬

main highly monopolised. In any case, they
are not geared to serve small-scale hold¬
ers. As a consequence, private farmers

depend essentially on the goodwill of the
state or collective farms for their supplies

of inputs, as well as for the marketing of

their products. In addition, the workers on
state and collective farms usually perform

very narrowly defined tasks and therefore
lack the technical and management skills

necessary to operate a private farm.

Furthermore, the managers of state and
collective farms have no particular interest

in encouraging private farming, since such
a move would diminish their powerful local

position. As long, then, as agricultural poli¬
cies do not impose financial constraints,

forcing public-sector farms into either re¬
structuring or privatisation, farm mana¬
gers will continue to resist any privatisa¬
tion movements. In addition, setting up
private farms requires high capital invest¬
ment in buildings, machinery and equip¬
ment. And the supply industries would

have to become more responsive to the

changed requirements of private farms,
with, for example, machinery and equipment
better adapted to farming on a smaller
scale.

All this suggests that even with the poss¬

ibility of stronger government support for
private farming, it will take some time be¬
fore any significant improvement in food

supplies from private farming (not least in
the form of increased production at lower
cost) will be felt. In the meantime, other

private forms of production, such as pro¬
ducers' co-operatives in which members

own clearly defined shares, will have to be

explored further. And the gigantic state

and collective farms should be broken up
into smaller units in which co-operative

members could play an active and responsi¬
ble role.

Obviously, in order to improve food
supplies, the Soviet Union will require
quite some time to address and correct

the various problems and distortions in its

agro-food sector. Yet this should not

obscure the fact that the adoption of a
coherent set of economic reform policies
could have an important impact on food

demand relatively quickly. The inadequate
food supply in the Soviet Union is most
commonly attributed to shortfalls in
production; in truth, the effects from over-

stimulated demand, due to high consumer

subsidies in the pre-reform Soviet food
economy, tend to be underestimated.

Analysis based on modelling work has
shown that the impacts of economic re¬
form - and in particular the elimination of
high consumer subsidies and the liberali¬

sation of prices - could be large and
would certainly produce both higher retail
prices for food and falling real incomes.
The resulting sharp drop in demand for

food would eventually result in lower im¬
port requirements.

The model results suggest, too, that, in
the first stage of reform, grain imports
would fall substantially while imports of
meat and protein feed concentrates would

tend to rise. In a second stage, with
economic reforms fully in place, and assum¬

ing reasonable gains in productivity, the
former USSR could, in theory, even begin
to become a net food exporter. Admittedly,
this is a long-term perspective and the
Soviet Union has a long way to go to achieve
the necessary conditions.

The construction of a model requires a
number of assumptions, and its results

therefore have to be used cautiously. But
the possible direction of post-reform

developments in the Soviet food economy
is supported by practical experience in
Hungary, the Czech and Slovak Federal
Republic and, particularly, in Poland. In
1989, Poland was still dependent on west¬

ern food aid. After introducing a far-reach¬
ing economic reform package, including
price liberalisation and the elimination of

subsidies, not only have the long queues
in front of the food shops disappeared; in
1991 , with the same production volume as

in 1989, Poland became a net exporter of
the main agricultural commodities.
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The Mounting Pile
of Waste Paper

Wilhelm Kurth

The waste paper generated in the
OECD area is made up of a myriad

of paper and board products -
newspapers, magazines, packaging ma¬
terial, office documentation, private and

business correspondence, advertising
material, kitchen paper towels, and many
others. And, with the growing consumpt¬
ion of paper and board products in ad¬
vanced economies, the amount gets higher

and higher. Most paper ends up as solid
waste immediately after serving its purpose;
other forms escape that fate - for some
time, at least - because their use is more

permanent: books, permanent records, wall¬
papers, and a number of industrial uses

Can you imagine a pile of
150 million tons of waste

paper? That is approximately
the quantity the OECD

countries generated in 1990,
the largest amount ever.
Compressed into bales,

it would cover the entire city
of Paris to a depth of two

and a half metres.

What measures are being
adopted to deal with

this growing problem?1

(for example, in shoes and cars, or as

building and insulation material). If these
products were added to the pile, it would
be some 20% higher.

How do societies cope with the waste-

paper pile? The Figure depicts the principal
means the OECD countries use to dispose

of waste paper. In almost all of them, the
most important method is the traditional
one of landfilling (that is, controlled dis¬
posal on land): up to 63% of all waste
paper ends up here. But landfill sites are

growing scarcer in many OECD countries,
and the costs of operating them are in¬
creasing.

The second biggest outlet is recycling in
the domestic paper industries them¬
selves, which in OECD countries absorb

1 . Environmental Issues: Waste Paper, available
free of charge from the Sectoral Issues Division of the
OECD Directorate for Science, Technology and Industry.

Wilhelm Kurth works in the Sectoral Issues Division

of the OECD Directorate for Science, Technology and
Industry.
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The recycling of waste papers,
increasingly demanded by the

public, requires a constant input
of 'virgin' material...

between 27 and 48% of waste paper.
Such recycling is increasingly demanded

by the public, notably for environmental
protection, in part because of the savings
in natural wood resources that public
opinion expects to result.

In a few countries, incineration is also

an important way of getting rid of paper
and other forms of waste, especially from
households. Relatively small quantities of

waste paper are exported, mainly to coun¬
tries in Asia, where they are recycled.

Composting - especially of boxboard

waste - is a new approach which is gain¬
ing interest in a few countries (Canada is
an example); if present research succeeds,

it could well prove a serious option for dis¬
posal.

Figure

DISPOSAL OF WASTE PAPER, 1989
% of total

100

I I Recycling by the domestic paper industry
HI Export
I I Incineration

Future trends in the disposal of waste

paper will clearly show a shrinking role for
landfill. And it is interesting to see that
incineration, in the countries where it is

practised, is expected to increase. As a
wood-based product, waste paper has a

high energy content and, if the energy
generated in incineration is recovered
(which is more and more the case), can

provide a substantial amount of town

heating. It could then replace heating
based on fossil fuels, as the example of a

number of cities in Europe shows - in par¬
ticular, in district heating in Sweden.
Where the waste paper cannot be recycled,
incineration, when coupled with energy
recovery, is thus considered an alternative
to landfilling.

Opportunities
for Recycling

Landfill Source: OECD

* For these countries, landfill includes incineration

Changing the pattern of disposal, and,
in particular, stepping up recycling, is not
as easy as might be thought because it
depends on a number of factors. The
most important of these is an efficient col¬

lection system which would permit waste
paper to be recovered for re-use instead

of being thrown away with other waste
material, particularly with household
waste. Considerable efforts have been

made in OECD countries to boost recov¬

ery in recent years; statistically, they are
reflected in recovery rates of 28-49%
(Table 1). Existing methods are constantly
being improved upon and new ones tried
out, which is expected to lead to recovery
rates of 50% in many OECD countries by
1995, with particularly high ones for pack

aging material, as well as for newspapers
and similar publications.

What quantities of waste paper are re¬

used in the paper industry? In a few coun¬
tries (Table 2) waste paper accounts for
more than 60% of the total production of
paper and paperboard products. This fig¬
ure is expected to grow, with utilisation
rates of around 70% being expected in
some countries by 1995. But the situation
varies. The countries that are highly en¬
dowed with wood resources and are sub-

Table 1

WASTE PAPER RECOVERY RATE1
%

1980 1989 1995

Austria 33 48 50

Canada 22 28 42

Denmark 26 32 50

France 30 34 n.a.

Greece 20 28 35

Netherlands 45 49 55

Portugal 32 42 50

Sweden 33 44 50

Switzerland 30 47 50 ]
United Kingdom 32 30 36

United States 40

n.a.: not available.

1 . Waste paper collected for
age of paper and paperboard
Source: OECD

e-use as a percent-
consumption.
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stantial exporters of pulp and paper pro¬
ducts have low domestic consumption

compared to production (Finland, Norway,
Canada and Sweden, for example), and as
a result low utilisation rates of waste

paper - often despite intensive domestic
recovery. This sets limits to the utilisation
of waste paper in these countries; it has
been estimated, for example, that even if

all Finnish waste paper were recovered,
its use in new products would rise to as
little as 10%.

Increasing the recycling of waste paper
is not entirely straightforward. In addition

to separating paper from other kinds of
waste, sorting by different kinds ('grades')

to improve homogeneity is of crucial
importance. It would, indeed, allow an

extension of the use of waste paper in a

large number of paper products and the
production of a first-class end-product
composed of as much as 1 00% recycled

fibre. One limitation - generally unknown
to the public - is that waste-paper fibre

cannot be re-used indefinitely: it becomes

degraded every time it is recycled. It
therefore requires input of 'virgin' material
to prevent the product from declining in

Table 2

WASTE PAPER UTILISATION RATE

1. Waste paper used for paper and paperboard
production as a percentage of total paper and
paperbroad production.
Source: OECD

...to maintain the quality of the fibres.

quality. Consumer acceptance of recycled
paper products, which is still low in some

uses because traditional products are

preferred, may increase with the growing
environmental conscienciousness in society
at large, and it may thus provide the demand

the industry requires to recoup the addi¬

tional investments necessitated by re-use.
'Quality requirements' - such as strength,
brightness and durability - limit recycling
in specific applications (for permanent
records, for example).

Recycling can also generate new kinds

of environmental problems. The sludge
which results from the ink, degraded fibre
and other contaminants washed out of the

waste material has to be disposed of.

(Every ton of recycled waste paper gives
rise to between 50 and 300 kg of such
dried sludge.) Much of the sludge is land-
filled after it has been 'dewatered' and

dried, and research is underway to use it
also for other purposes, such as soil con¬
ditioning or as mulch in agriculture. These
new environmental problems will require

more research as the public demands,

and the paper industry uses, more waste
paper as raw material.

At the present, waste-paper use for the
manufacture of new products varies ex¬

tensively between the different types of
paper and paperboard products (Table 3).

It is generally highest for packaging and
paperboard material, followed by tissues
and newsprint, and lowest for printing and
writing paper. These differences are
mainly due to quality requirements of the

final product, consumer acceptance, and
not least, low availability of well-sorted
waste paper.

Can increased recycling eventually lead
to a reduction in the use of virgin wood
material, and to the felling of fewer trees
for paper production? This question is

often posed in view of the vast quantities
of paper consumed in advanced societies.

The answer is one of degree. In a number
of countries, especially where there is re¬
latively little by way of natural wood re¬
sources (in continental Europe, for exam-

Table 3

WASTE PAPER IN PAPER

PRODUCTS, 1988-89

5" 36'

n.a.: not available.

a. Including industrial purposes.
b. Includes special industrial paper.
c. Percentages vary between different paper-
board grades.
Source: OECD
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pie), almost all of the virgin wood used for
paper production stems not from felling
but from the wood waste generated by

other timber processing activities, such as
saw milling (in the form of 'slabwood'), fur¬
niture manufacture, building, from the
clearing of forests, and from imports.

The situation is naturally different in

countries highly endowed with wood re¬
sources, where more virgin material is
used in paper production. In addition,

there are time considerations. Savings in
natural material will occur only as long as
there are technical and economic oppor¬

tunities for recycling still to be exploited.

So, if savings of virgin material are to be
made, in the long run they will have to
come from changes in consumer behaviour.

Government Policies
and Private Action

One of the main environmental con¬

cerns of the day is the pollution caused by
the generation of large quantities of waste
paper and the mounting difficulties of dis¬
posing of them. In some OECD countries,
governments have adopted a clearly de¬

fined approach, generally as part of the
general management of solid waste. There
are different priorities in the handling of
waste, sometimes called a 'hierarchical'

approach. This is the case in the United
States, Germany, Austria, Finland and Italy.

It establishes four priorities: in descending
order, waste avoidance at the source

('source reduction'), recycling, energy

generation, and landfill. Different 'hierar¬
chies' exist in other countries, but recycl¬

ing always ranks high.
The growing emphasis on recycling can

be observed in all OECD countries. In the

United Kingdom and Denmark, the gov¬
ernment has announced a recycling target

of 50% of the recyclable content of the
domestic waste stream by the year 2000.

The Canadian government has announced
its intention to reach a target of 50% di¬
version of waste from disposal by the same

year. In the United States, the Federal
Environmental Agency has set a national
recycling target of 25% for total solid
waste; and several individual states are

considering overall recycling goals of up

2. See Jim Salzman, 'Green Labels for Consumers',

The OECD Observer, No. 169, April/May 1991.

Incineration is providing an increasing amount of town
heating.

to 50%. Recycled content requirements,
particularly for newsprint, are receiving
attention; in a few US states, specific
regulations have been passed.

Achieving recovery goals depends on
the existence of an efficient recovery sys¬
tem. Unlike solid waste collection in gen¬
eral, for which the responsibility lies with
the municipalities, waste-paper collection

is usually a commercial business in the
hands of private merchants and waste-
paper dealers. As a result, it has an import¬
ant economic dimension, in that it is driven

by, and must satisfy, the cost/benefit con¬
siderations of private entreprise. That can

have a significant impact on the stability,
or otherwise, of supply and prices, as well

as on the sorting activities, since the re¬
sale price of waste paper, which is often
low in relation to the cost of collection,

tends to act as a disincentive.

So can governments stimulate re-use of
waste paper? Attempts to do so are cur¬

rently rare: incentives targeted at the
paper industry exist only in a few coun¬
tries. In 1978, for example, a scheme es¬

tablished in the United Kingdom provided
for grants of up to 25% of expenditures on
plants to process waste paper; this scheme
has been ended. Some financial incent¬

ives currently exist in the United States in
individual states; and some of them offer
tax benefits to businesses that invest in

facilities to recycle materials. In Denmark,
support can be granted for investment in

recycling production. In Australia, there
are exemptions from wholesale sales tax

for paper products made entirely out of re¬
cycled fibres - which also works as an in¬
centive to the consumer.

Recycled paper products are similarly
treated. Encouragement to paper users
generally is in the form of government reg¬
ulations; such encouragement often begins
'at home', in government offices them

selves; regulations to this effect exist in
Denmark, the United States, the United

Kingdom, France, Switzerland, Italy,
Australia and Germany.

Outside government itself, the author¬

ities sometimes exercise moral support or
persuasion to increase the use of recycled
material, by, for example, chain stores and

producers of notepads, school books and

the like. Occasionally, government support
for initiatives to mark recycled products
accordingly, as a means to sustain the
environmental conscienciousness of the

consumer, works in the same direction.2

Work has yet to be undertaken to discover
the effects of such incentives and schemes.

Managing the pile of waste paper, from

collection to re-use of recycled paper pro¬
ducts, has traditionally been a matter
mainly of private responsibility and initia¬
tive in the OECD countries. The results so

far have been satisfactory. Waste paper
has been disposed of in ways that have
kept the environmental problems largely
under control. Recovery of waste paper,
and particularly recycling it back into the
paper industry, have attained high propor¬
tions and are expected to make further
progress.

But there are also signs that the ever¬
growing quantities of waste paper, and
packaging in particular, are provoking so¬
cial pressure, to which governments in¬
tend to respond. Some countries are con¬

sidering new regulations in waste paper
and especially of packaging; the German
government recently introduced a specific
packaging regulation. These will establish
new patterns of behaviour in the collection

and trading of waste paper and, eventually,
its re-use in the paper industry. What im¬
pact those regulations will have is difficult
to predict, since it will be some time before
their effectiveness can be assessed.
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25 years
el the Economic Outlook

The OECD Economic Outlook - the Organisation's half-yearly macro-economic
assessment of the state of the world economy - has just celebrated its 50th edition.

The consistency of its projections and analysis, underpinned by a unique model and data
system, makes it an important guide to domestic and international policy-making. 1

The press conference at the launch of the 50th Economic Outlook.

The governments of OECD countries
devote a lot of resources to main¬

taining an enormous stock of know¬
ledge about their economies. They have
evolved advanced methods of taking their
country's economic pulse, as a basis for
formulating economic policy; and the
accuracy with which they do it depends
on the quality and the timeliness of the
available data. Inevitably, policies are
based on incomplete information, and
governments must ensure that the poli¬
cies they devise achieve as closely as
possible their intended results. One of the

earliest tasks of the OECD was therefore

to help governments assess the likely effects
of a given policy change, both in the coun¬
try of its origin and on its trading partners.2

The behaviour of economic variables

(investment, consumption, inflation and
growth, for example) is far from self-evident.
Economic activity is the result of billions of
decisions by economic 'actors' - buyers,
sellers, investors, consumers, and so on -

public and private. These decisions can
take a multitude of forms, ranging in size

from agreements to invest millions of dol¬
lars in industrial plant to an individual's

purchase of one packet of biscuits rather
than another. All such actions have an ef¬

fect on changes in the volume and struct¬
ure of the economy.

Before they can plan policies for the fu¬
ture, governments have to know what has
already happened. So the OECD Economic
Outlook began its life as an attempt to

1, Economic Outlook, No. 50, OECD Publications,

Paris, 1991; see also the centrefold of this OECD
Observer.

2. See John Llewellyn, Stephen Potter and Lee
Samuelson, Economic Forecasting and Policy: The
International Dimension, Routledge & Kegan Paul,
London, 1985.
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'predict the present'. Between the gather¬
ing of raw data in OECD countries, their
processing in national capitals, their arrival
at the OECD, their harmonisation with

other national sources and their being used
as a basis for analysing the economic situ¬
ation, the world had moved on. The OECD's

member countries thus wanted to know

what were the major economic trends since
the preparation of the data, six months or

so previously. The only way of doing this
was to take the most recent set of figures
and extrapolate the trends they revealed
into the present. Slowly, this extrapolation
evolved in its turn into a sophisticated fore¬
casting exercise.

Although the OECD Economic Outlook
takes into account official and private na¬
tional macro-economic projections for
member countries, its projections are

based on the Organisation's independent
assessment of the world economy. A cen¬
tral feature of the Economic Outlook is

that it combines individual analyses of the
OECD member countries, general economic
assessment and analyses of specific topics.
Every effort is made to ensure that these

are internally and externally consistent.
The analysis is therefore heavily weighted
towards international trade and financial

linkages, and the process of overall assess¬
ment depends critically on the consistent
interaction of domestic and external factors.

The aim is to achieve a coherent view of

the world economy.
The consistency of external trade assess¬

ments is one of the hallmarks of the OECD's

projections. Imports and exports have to
add up world-wide, and discrepancies have
to be explained. The statistical agencies
who produce national projections are not
well placed to ensure that their figures are
consistent with those from the rest of the

world. The OECD is.

The first Economic Outlooks were

based, as now, on work already being un¬
dertaken by the OECD Economics and

Statistics Department (ESD) for the Or¬
ganisation's Economic Policy Committee
and its supporting group of national experts,
the Working Group on Short-Term Eco¬
nomic Prospects (STEP). The focus of this
analysis, in its earliest days, was on moni¬
toring growth rates: in November 1961 a
ministerial meeting at the OECD had set a
target for the OECD member countries of

50% over the following decade (an annual
rate of 4.2%, which, indeed, was surpassed).
In the apparently stable, Bretton-Woods
world of the 1960s, inflation was not

widely regarded as a pressing problem.
By the end of the decade that view had

changed - and the importance of policy
analysis (rather than mere monitoring and
forecasting) had become evident.

The first impulse for publication came
from the OECD Secretariat, who felt that it
would allow the material to be made avail¬

able to a much wider public. As now, it
was published on the authority of the
Secretary-General - that is, it does not

have first to be approved by the Council of
the OECD, the supreme body of the Organ¬
isation, which is composed of ambass¬
adors from each of the 24 member coun¬

tries. (In any event, member countries'

reactions to the figures and analysis have
already been taken into account - box,

p. 34.) Indeed, if this procedure had not

been followed at the inception of the
Economic Outlook it might never have
appeared as an independent publication:
initially, there were considerable misgiv¬
ings among some of the national delega¬
tions to the OECD about the wisdom of

'going public'. At this period many of the
member countries did not produce fore¬
casts on their own economies and were

far from convinced of the advisability of
publishing the conclusions of an external

body. Some countries, moreover, were

worried that such a forecasting exercise
would be seen as the first step towards
national planning. There was also the con¬
sideration that the OECD's 'provisional

projections' might become self-fulfilling
prophecies - that, for example, a forecast
of inflation might stimulate inflationary be¬
haviour.

32
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The OECD Interlink model and its data base

are a central feature of the Organisation's fore¬
casting process; the model, indeed, was
structured to take account of the data bases

for individual countries but also to reflect the

international nature of its uses within the

OECD. For example, it allows projections of
demand and expenditures in a given country

to be pursued into the effects on the 'market
growth' of other countries and hence into the
likely impact on their exports.

The model has four clear functions. First, it

is a repository of information about the struc¬
ture of the world economy, based on empirical

analysis. Second, it is a software system
which allows economists to communicate

their judgement to their colleagues in a
manner which will produce coherent results.
Third, it allows forecasts to be produced on
the basis of the data it contains. Fourth, and

importantly, it is a simulation vehicle which
allows modification and experimentation in

'sensitivity analysis' to examine the risks and
uncertainties of the projections and the pro¬
duction of alternative 'scenarios', which are

regularly presented to OECD committees and
published in the Economic Outlook.

The Interlink system contains empirical
macro-economic models for each of the OECD

member countries, as well as six slightly less
sophisticated models, covering the non-OECD
regions: the OPEC countries, the Dynamic

THE OECD

INTERLINK MODEL

Asian Economies, other parts of Asia, central
and eastern Europe, Latin America, and
Africa. The OECD-country models contain
blocks of equations to determine the main
components of demand and supply, wages
and prices, investment, the prices and
volumes of foreign trade, the distribution of
income, output and employment, stock build¬
ing and financial variables, which include
short- and long-term interest rates, key
monetary aggregates, and exchange rates.

At the beginning of each forecasting 'round'
a series of simulations is carried out, based

on the previous forecasts, and updated by
new assumptions - about exchange rates,
commodity prices, fiscal and monetary poli¬
cies in member countries, and about non-
OECD countries. The results of these simula¬

tions are fed back to the country desks, who
can react. If, for example, there is a large

change in monetary or fiscal policy in one of
the larger OECD economies, the projections
for that country - and the effects on other
countries - can be traced through and altered.

During the round, which provides the
figures submitted to the STEP group, the model
also furnishes the framework for assembling

forecasts from the country desks, who too
use various parts of the model for their own

assessments. Thus their forecasts are always

compatible with its data structure and com¬
parable with the corresponding equation-
based projections. At the same time the

ESD's Foreign Trade and Investment Division
carries out a series of analyses using the
model to produce the international trade
forecast: indeed, the trade relationships

between and beyond OECD countries have

always been central to the role of the model.
They enable the trade analysts to assess the
various import demands made by country
desks from 'their' countries and subse¬

quently to incorporate them into the export
trade forecast on a consistent basis. They
also do this both for commodity prices and
for the prices of other traded goods and ser¬
vices which, taken together, determine the
balance of payments.

Although the model was originally based
on a relatively Keynesian, demand-deter¬
mined view of the world, the ESD has done

much to incorporate empirical analysis

related to supply and financial-market consi¬
derations over the last ten years.1

1. The range of empirical studies underlying the
current structure of Interlink are regularly reported
in the 'Working Papers' of the OECD Economics
and Statistics Department (available free of charge;

details from the ESD) and in the OECD Economic
Studies.
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HOW THE ECONOMIC

OUTLOOK IS PRODUCED

The technical expertise of the OECD is
expressed primarily through a series of com¬
mittees, expert groups and working parties,
of which there are no fewer than 150. These

groups assemble expert representatives from
the national capitals. Two important eco¬
nomic fora are the Economic Policy Com¬
mittee (EPC) and a group of national experts
which provides technical support, the Working
Group on Short-term Economic Prospects

(STEP). The bulk of the material that the
OECD Economic Outlook contains is pro¬
duced first to service these two bodies.

At no point does the work on the content

of a given issue of the OECD Economic
Outlook start entirely from scratch; there is
always the basis of the projections made in
the previous Economic Outlook. The OECD
staff thus begin their deliberations, working
to a very strict timetable, by focussing their
attention on the major differences in the eco¬

nomic environment since the publication of
the previous Economic Outlook. This first I
stage takes the form of a general internal
meeting of the OECD's Economics and Sta¬
tistics Department (ESD), where an attempt -
on occasion in an atmosphere of considerable
intellectual excitement - is made to deter¬

mine the economic climate, some three months

ahead of publication. This meeting is backed
up by technical expertise, particularly in
attempting to assess the implications of
changes in exogenous variables, such as
exchange rates, government spending, inter¬
est rates and oil prices, assisted by model
simulations and other information.

The 'country desks', the ESD's specialists
in the economies of the individual member

countries, then prepare projections, in con¬
sultation with the OECD's 'topic' specialists,
for 'their' countries which are discussed at a

series of internal meetings. The ESD then
produces a set of forecasts which is circulated

among national governments before the
STEP meets; they are then discussed by the
STEP. Any divergence between countries'
own assessments and those of the ESD are

identified. Major differences are signalled to
the EPC, which usually meets a week or so
after the STEP. The ESD also prepares a
substantial amount of policy analysis, in par¬
ticular in the form of a 'general assessment'
and a set of short notes on individual coun¬

tries. Projections are then revised, taking
account of comments made at the STEP and

the most recent data; and the analyses are
also revised in the light of discussion at the
EPC - and another Economic Outlook is I

ready for publication.

These doubts had to be overcome before

the first Economic Outlook appeared - on

these pages, in The OECD Observer, No. 17,
August 1965. It took up a mere 12 of them,
contained ten tables and three charts. The

first independent publication appeared in

July 1 967; it had already swollen to 90 pages

in length and was richly furnished in
graphs and tables. It was broken down
into three main sections - 'General Trends

in OECD Countries' (further divided into

'Internal Developments', 'Monetary Devel¬

opments' and 'Trade and Payments'),
'Labour Market Development' and a sec¬
tion which surveyed developments in the

OECD's largest economies. The latest
OECD Economic Outlook, published in
December 1991 and the 50th as a free¬

standing publication, takes 242 pages,
and contains 122 tables and 20 charts.

Evolving
Analysis

The evolution of the Economic Outlook

has been gradual but continuous. The ear¬
liest issues contained fewer numbers than

current ones; the largest seven countries
were then the main focus of interest, with

less attention paid to the other OECD
member countries, as much for want of

statistical resources as any other reason.
The growth of the OECD's Economics and

Statistics Department in the early 1970s
permitted an increase in the number of
OECD countries covered in detail, in the

depth of the analysis, and in the attention

given to non-OECD countries.
Not surprisingly, the content of the

Economic Outlook has changed. In its
early days the OECD was more or less the

only body of its kind making such fore¬
casts. Now there are many hundreds of
institutions competing for the attention of
the world's decision-makers. Yet the OECD

is still virtually the only organisation produc¬
ing forecasts that are both internally and
externally consistent.

Forecasting activities themselves now

take up proportionately far less time in
the work programme that produces the
Economic Outlook, for two reasons. The

first is the enormous productivity gains
from growing improvements in computeri¬
sation and, since the early '80s, the use of
the Interlink model: calculations that pre

viously took an entire day can now be
completed within seconds (box, p. 33).

The other is that the OECD, happy to let
its forecasts stand in their competitive
environment, now devotes much more at¬

tention to the analysis that accompanies
those figures.

Not least, there has been a consider¬

able evolution in terms of the issues

covered. In those early days, the Outlook's
concerns were those of traditional macro¬

economics - employment, inflation, sav¬
ings rates, foreign trade, investment, bal¬

ance of payments, and so on. A quarter of
a century later, although such consider¬

ations obviously still play an important
role, the growing interest in structural
adjustment has enlarged to cover micro
as well as macro issues.

But the OECD has kept pace with - in¬
deed, has led - this change, and the Or¬
ganisation has developed the expertise to

allow it better to integrate macro and
micro considerations. And as the OECD

fosters its internal 'horizontal' approach,
complementing the analysis of one Direc¬
torate with the expertise of another, the
Economic Outlook now reflects structural

work being carried out elsewhere in the
Organisation.

The OECD Economic Outlook will face

daunting intellectual challenges in the
years ahead to continue to evolve in line

with the changes taking place in the world
economy - the emergence of the coun¬

tries of central and eastern Europe as
market economies, the increasing import¬
ance of the dynamic Asian economies, the
new outward orientation of Latin America,

the growing desirability of global co-oper¬
ation on a variety of issues. All these will
have to be assessed and assimilated. The

OECD's unique approach means that it is
well placed to do this.
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Spotlight on
The Czech and Slovak

Federal Republic
In comparison with other former member countries of the CMEA now in transition

to a market economy, the Czech and Slovak Federal Republic (CSFR) looks like a quick
learner. That is what emerges from the economic survey of the CSFR carried out
by the OECD Centre for Co-operation with the European Economies in Transition

under its 'Partners in Transition' programme.1

The Czech and Slovak Federal

Republic is proving to be quick on
the uptake in many ways. Although

the country was not beset by serious
macro-economic imbalances before the

'Velvet Revolution' of November 1989, it

had to manage its structural reform pro¬
gramme from scratch, not being able -
unlike its two neighbours Hungary and
Poland - to build on substantive earlier

reforms. Hardly two years ago Czecho¬
slovakia had seemed a very model of a

centrally planned economy: no legal base
for a market economy, virtually no private
sector, economic activity concentrated in

large units, prices that were completely
controlled, heavy dependency on the
CMEA for its foreign trade.

Today, in less than two years, a sub¬
stantial amount has been accomplished.

Restrictions on prices and foreign trade
have been almost completely lifted; sub¬

sidies have melted away; an ambitious

privatisation programme has been worked
out and is now under way; and the first
foundations of a legal base which will
allow a market economy and a private
sector to develop have been laid, although
in a number of areas progress has been

slowed by still unresolved issues concern¬
ing the constitutional division of functions
between the Federal government and the
Czech and Slovak Republics.

Most remarkable of all, this first phase

of the reforms has been carried through
without undermining macro-economic

stability. As matters stand today, inflation
has steadied at a reasonable rate, there is

a budget surplus, external debt has in¬
creased hardly at all, the exchange rate is

Val Koromzay is head of the Central and Eastern Euro¬
pean Division in the Country Studies and Economic
Prospects Branch of the OECD Economics and Statis¬
tics Department.

Val Koromzay

under control and the external deficit is

within limits. Above all, despite the hard¬

ships they are suffering as purchasing
power falls and unemployment rises, the
Czech and Slovak peoples are behaving
with a calm and patience that signal their
maturity.

Judicious

Macro-economic Direction

In 1990 the Net Material Product (NMP)

of the CSFR declined by only 1.1%, and
domestic demand increased despite a

5.7% fall in real wages. This is ascribable
to the steep drop in private saving and to
the policy of partially compensating
households through the budget for the
disappearance of consumer subsidies.
That said, consumption was boosted arti¬
ficially by householders' stockpiling at the
end of 1990 in anticipation of the devalu¬
ation of the crown. The picture for the first
six months of 1991 is therefore a much

gloomier one, with an estimated decline
of 13.8% in NMP and a 27% fall in real

wages attributable in part to the serious
financial difficulties that businesses are

facing. Unemployment, too, has been ris¬
ing rapidly since mid-1990. By August
1991 5.1% of the labour force (around

400,000 people) were out of work, and the
rate may well be up to 7% by the end of
that year.

Price deregulation has made spectacu¬
lar progress since the beginning of 1991.
The percentage of GDP under price regu¬
lation was reduced from 85% in 1990 to

between 13 and 16% in January, and by

October to only 5-6%. As a result prices
jumped by 49.2% during the first half of
1991, but then steadied during the sum¬

mer and are expected to have increased

by no more than 5% from June to the end
of the year. A wage-price spiral has been
avoided, in part due to the operation of
the tripartite agreements between the

government, employers and the trade
unions concerning allowable wage in¬
creases. But actual wage developments
have been even weaker than called for in

these agreements because enterprises
were often unable to pay higher wages.

Macro-economic stability was under¬

pinned by tight monetary and fiscal poli¬
cies. Total subsidies were reduced from

16% of GDP in 1989 to only 4.6% in 1991
and the share of government spending in

GNP is down by some 12 percentage

points. The budget, which recorded a
small surplus in 1990, moved towards a
very large surplus in the first half of 1991 ,
leading to some policy adjustments to

bring it to rough balance for the year as a
whole. Monetary policy, too, was tight,
and growth of broad money was kept
below the projected rate. The banks, in¬
deed, virtually stopped lending in the first
part of 1991.

The current account in convertible cur¬

rencies deteriorated from a $400 million

surplus in 1989 to a $1.1 billion deficit in
1990, largely due to a sharp rise in im¬
ports. That deficit was financed entirely by
a reduction of reserves. This year, be¬
cause of good export performance, the
deficit should not exceed $500 million.

The devaluation of the crown in December

1990 was an important factor in stimulat¬

ing export growth, since it brought about
a significant depreciation in real terms,

despite the jump in prices. The CSFR has
been the only country in central and east-

1 OECD Economic Surveys: The Czech and Slovak
Federal Republic, CCEET/OECD Publications, Paris,

1992. See also OECD Economic Surveys: Hungary,
CCEET/OECD Publications, Paris, 1991.
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ern Europe not to have been forced into
further devaluations. This will allow

Czechoslovakia to use the exchange rate
as a credible nominal anchor for 1992,

making structural reforms a good deal
easier.

Three Major
Structural Reforms

Alongside liberalisation measures in¬

tended to allow market signals (prices,
wages, exchange rate, labour) to work,

the authorities have begun a thorough
overhaul of the old system. Reform on

three main fronts - privatisation, integra¬
tion in the world economy and financial
markets - is proceeding, though at an un¬

even pace.

The government has made privatisation
the cornerstone of its structural policies.

The task is a formidable one: it requires
shifting to the private sector about
120,000 small and medium-sized enter¬

prises (SMEs) and more than 4,000 large
enterprises, which are often highly con¬
centrated - in 1989 almost half of total

manufacturing production was in sectors
in which the top five enterprises accounted
for over 40% of the market.

Though the initial aim of selling 50,000
SMEs in 1991 may seem overambitious,

small-scale privatisation is nevertheless

proceeding rapidly. As of August 1 991 , of
the 25,000 and more businesses targetted,

12,347 had been privatised, yielding
10 billion crowns ($357 million) of revenue.
Admittedly, uncertainty about restitution
has kept the proportion of direct sales

down to 10%, but leases at pegged rents,
enabling a buyer to acquire a business

and run it for five years, do not form an
obstacle to the development of the private
sector. Restitution of SMEs to previous

owners is another element of privatisation.
These restitutions seek to undo nationali¬

sations which occurred from 1955 on¬

wards; it is expected that some 70,000
properties will be returned.

Under the large-scale privatisation plan,
it is hoped that some 2,285 companies,
with an estimated book value of 200 billion

crowns ($7.1 billion), will be privatised by
the summer of 1992 through a voucher
system. Every adult Czechoslovak citizen
resident in the CSFR (around 12 million in

all) can acquire 1,000 voucher points,
issued by the federal ministry of finance,
for the price of 1 ,000 crowns ($36). These
points can be used to bid for shares in

the companies to be privatised. Once the

auction process is completed, the value

of shares of a given company can be estab¬
lished by dividing the number of invest¬
ment points offered by the number of
shares issued.

Of the 2 to 4 million people expected to
apply for vouchers, half are expected to

do so through investment funds to which
they would give their points to be invested
on their behalf. It is to be hoped that invest¬

ment funds will be involved in exercising
ownership control over enterprises, so as
to help offset the principal disadvantage
of the voucher system - weak control

owing to dispersed ownership.
Finally, up to 6% of large state enter¬

prises nationalised between 1 948 and 1 949

are likely to be privatised under restitution
arrangements.

The integration of the CSFR in the world

economy is already under way. In the first
half of 1991 Czechoslovakia, which used

to be more deeply involved (up to 80% at
one point) in CMEA trade than most of the

other countries, for the first time exported
more of its production to the West than to

its former CMEA partners (42%, against
39.6%). This opening up of the export mar¬
ket has made it easier to adopt the relative
price structure prevailing on the world
market and to reform domestic prices.

Since 1 January 1991 all registered
enterprises have been authorised to under¬

take foreign trade. The simultaneous
introduction of internal convertibility for
the crown has made the right to trade
operational by providing access to foreign
exchange for imports at a fixed exchange
rate, and quantitative restrictions on im¬

ports have been phased out almost com¬

pletely. Yet concern not to compromise
macro-economic stability prompted the

government to introduce some provisional
measures. In December 1990 an import

surcharge (initially set at 20% but reduced

in June to 15%) was applied, mainly to
consumer goods. Licensing was retained
only for four categories of imports (crude
oil, natural gas, narcotics, arms and am¬
munition); though some 20% of merchand¬

ise exports remain under license. A global

import quota covering a few agricultural
products was also temporarily introduced.

To soften the impact on the economy of
the collapse of the former CMEA trade,
bilateral agreements were concluded, in
particular with the USSR.

The CSFR has committed itself to an

overhaul of its tariffs and has prepared a
new tariff schedule which is to be submitted

to the GATT under the procedure of a 'tariff

restructuring'. This will have the effect of
increasing the average tariff rate very

slightly (from 5% to 5.7%). The govern¬
ment is also looking at ways of alleviating
the lack of export financing and is planning
to create by the end of 1991 an export

guarantee agency, financed jointly by the
state, the banks, exporters and possibly

foreign capital. Development of foreign
investment is being promoted by a federal
agency, together with national agencies in
each of the Republics. The regulations
allow 100% foreign ownership and place
no restrictions on the repatriation of profits.
Tax incentives are also offered, but fewer

than in Poland or Hungary.
Although a start has been made to

develop financial markets, much still re¬
mains to be done in this area. A two-tier

banking system, with central banking
(monetary policy and prudential control)
separated from commercial banking, be¬

came effective on 1 January 1990. But, for
the time being, monetary policy relies
heavily on quantitative restrictions on

credits. And while in law all the banks (36

of them, including nine foreign sub¬
sidiaries) are now entitled to operate as

universal banks, banking activities remain
severely segmented, with a resulting lack
of competition. Market mechanisms are
still weak: the interbank market consists

essentially of short-term deposits by the
savings banks in each republic with the

commercial bank dominant in the region,
at negotiated interest rates. As yet, inter¬
est rates do not play a market-clearing
role. Nonetheless, an active interbank

market in foreign exchange is developing
thanks to rapid growth in foreign currency
deposits which, since the liberalisation of

access to foreign exchange and the move
to internal convertibility, have grown to
account for almost 7% of broad money.

Non-bank financial intermediation is as

yet insignificant. But as privatisation (in
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particular through the voucher system)
gathers pace, steps are being taken to
organise stock exchanges in Prague and
Bratislava. With the exception of one open
bond issue there are as yet no govern¬
ment securities. Once the proposed law
on the state bank is enacted, however,

which severely limits the capacity of govern¬
ment to finance its deficits through the
central bank, markets in government secu¬
rities are expected to develop rapidly,
particularly in treasury bills, which are
intended to become the principal instrument

for managing government liquidity.

Desirable

Corrective Measures

Given the present trend, and if privatisa¬
tion goes according to plan, total output
could start growing again in the second
half of 1992, although this will not prevent
a decline in GDP for the year as a whole
and a continuing rise in unemployment.
Stability is threatened in three ways. First,
wage rises may gather pace, particularly if
the newly privatised enterprises do not
keep a tight hold on management reins
once wage controls are lifted. Second, the
tax base is likely to be eroded next year
with the dwindling of enterprises' margins
through pressure from imports and the re¬
sultant reduction in profit taxes. Budget

balance may therefore be difficult to

achieve, especially because the approach
of the elections and the growth of social
expenditures would seem to make a re¬
duction in total spending difficult. Third, if
privatisation does not lead to firm control
of enterprises by their new owners, and to
determined re-structuring efforts, man¬

agement 'drift' could lead to increasingly
difficult financial conditions in enterprises,

and put pressure on banks to roll over
credits of deteriorating quality.

As well as providing advice on macro-
economic management, the OECD makes
some recommendations on ways of con¬

solidating the success of the change¬
over. In industrial restructuring, while re¬
sisting the temptation to resort to sectoral
policies, steps will have to be taken to
speed up the effective take-over by the
new owners of the running of the newly

privatised enterprises. Then, to bring in
expertise, foreign investment ought to be
encouraged. And last, since large-scale
privatisation will take a long time, the
managers of state-owned undertakings
have to be encouraged to begin straight
away the process of adjusting their
production to the market.

Consolidating the institutional and legal
framework for a market economy has two

top priorities. First, a new tax system will

have to be established, introducing in¬

come tax (personal and corporate) and
value-added tax; this ought to be possible
by 1993. Second, the draft Central Bank
Act ought to be brought into force as soon
as possible so as to make that institution
largely independent of the government
and strengthen the prudential supervision
of banking activities. De-specialisation of
the commercial banks should be hastened,

too, so as to foster competition. And

above all, the underlying solvency of the
large banks needs to be strengthened.
The current near-absence of internal gov¬

ernment debt means that the government
does have some capacity to substitute its
own debt for that of the state-enterprise

sector and could thus carry out a re¬

capitalisation operation.
A final priority for the government, if

faulty policy conclusions are to be avoided,
is that its statistical apparatus has to be

improved, both in quality and efficiency. It
would indeed be a pity if the Czechoslovak

authorities - who have amply demon¬
strated their capability - were to see their
efforts come to naught through the failure
of policies which they had thought right
but which in reality were mistaken because

they were based on unreliable data.
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The system of education in the Netherlands has
undergone a large number of reforms in recent
years. Achieving a consensus on these reforms
is providing a long and difficult task, especially
in light of tight budgets and maintaining and
monitoring the quality of the educational system.
This report analyses these reforms as well as
the structure of the Dutch system.
(91 92 04 1) ISBN 92-64-13608-8, 148pp.
FF120 £17 US$31 DM50

See Karen Seashore Louis. 'Choice and Centralism

in Dutch Education', The OECD Observer. No. 172,
October/November 1991.
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OECD STATISTICS ON MICRO-COMPUTER

The data are provided on diskette for IBM-compatible micro-computers on 5V4 inch, double-sided,
double-density diskettes formatted on both sides to 360 Kbytes or on 31/2 inch, double-sided, double-
density diskettes formatted to 720 Kbytes. OECD data are supplied in a compressed (CMP) format
and the diskette contains a simple programme to translate the files into other formats: WKS, WK1,
DIF, SLK, PRN, TXT. The data can therefore be readily used with software packages such as LOTUS
1-2-3, SYMPHONY, MS-DOS, MULTIPLAN and VISICALC. Technical documentation accompanies
each data package.

Statistical data currently available on micro-computer diskette include:

ANNUAL NATIONAL ACCOUNTS -

MAIN AGGREGATES

Annual subscription: FF1.450 £155 US$260 DM460

QUARTERLY NATIONAL ACCOUNTS

Annual subscription: FF2.500 £260 US$445 DM800

BUSINESS SECTOR DATABANK

Annual subscription: FF2.500 £260 US$445 DM800

ECONOMIC ACCOUNTS FOR AGRICULTURE

Annual subscription: FF900 £1 10 US$190 DM350

ECONOMIC OUTLOOK

Annual subscription: FF2.200 £230 US$420 DM700

ECONOMIC OUTLOOK

REFERENCE SUPPLEMENT

Annual subscription: FF1.050 £115 US$185 DM330

EXTERNAL DEBT STATISTICS

Annual subscription: FF630 £69 US$115 DM200

FOREIGN TRADE STATISTICS -

SERIES A - MONTHLY

Annual subscription: FF6.300 £690 US$1 ,100 DM2,000

FOREIGN TRADE STATISTICS -

SERIES A - HISTORICAL SERIES

Annual subscription: FF2.400 £260 US$440 DM765

GEOGRAPHICAL DISTRIBUTION

OF FINANCIAL FLOWS

TO DEVELOPING COUNTRIES

Annual subscription: FF1 ,470 £155 US$265 DM460

INTEREST RATES ON INTERNATIONAL

AND DOMESTIC MARKETS

Annual subscription: FF3.150 £340 US$550 DM1,000

INTERNATIONAL SECTORAL DATABANK (ISDB)
Annual subscription: FF6.300 £690 US$1,100 DM2,000

LEADING INDICATORS

AND BUSINESS SURVEYS

Annual subscription: FF5.250 £550 US$945 DM1 ,650

MAIN ECONOMIC INDICATORS

Annual subscription: FF6.825 £740 US$1 ,315 DM2,165

MAIN ECONOMIC INDICATORS -

HISTORICAL SERIES

Annual subscription: FF2.400 £260 US$440 DM765

MAIN SCIENCE

AND TECHNOLOGY INDICATORS

Annual subscription: FF630 £69 US$115 DM200

MEAT BALANCES IN OECD COUNTRIES

Annual subscription: FF600 £65 US$125 DM235

QUARTERLY LABOUR FORCE STATISTICS

Annual subscription: FF2.350 £255 US$420 DM750

STATISTICS ON EXTERNAL INDEBTEDNESS

(DAC/BIS)
Annual subscription: FF630 £69 US$115 DM200

IEA International Energy Agency
WORLD ENERGY STATISTICS

AND ENERGY BALANCES

This is a new annual four-part service covering energy supplies
and uses. The diskettes complement one another, have the
same structures and layout and are intended to be used as
a package. Subscribers purchasing all four parts will be

at a special price.
Annual subscription: FF6.600 £695 US$1,199 DM2,165
The parts may be purchased separately:

I. ENERGY STATISTICS OF OECD COUNTRIES
Annual subscription: FF2.500 £260 US$450 DM820

II. ENERGY BALANCES OF OECD COUNTRIES

Annual subscription: FF2.500 £260 US$450 DM820

III. ENERGY STATISTICS

OF NON-OECD COUNTRIES

Annual subscription: FF2.500 £260 US$450 DM820

IV. ENERGY BALANCES

OF NON-OECD COUNTRIES

Annual subscription: FF2.500 £260 US$450 DM820

COAL INFORMATION

Annual subscription: FF2.500 £260 US$450 DM820

ENERGY PRICES AND TAXES

Annual subscription: FF4.000 £445 US$700 DM1,325

MONTHLY OIL AND GAS STATISTICS

Annual subscription: FF7.500 £810 US$1,300 DM2,400

MONTHLY OIL AND GAS TRADE DATA
Annual subscription: FF5.000 £550 US$895 DM1 ,600

OIL AND GAS INFORMATION

Annual subscription: FF2.500 £260 US$450 DM820

Many statistical files are available also on magnetic tape for use on mainframe computers.
For more information contact:

OECD Publication and information Centres in Washington, Tokyo or Bonn
or

Client Services Unit OECD Publications Service, Paris

REVIEWS OF NATIONAL POLICIES

FOR EDUCATION: SWITZERLAND

(December 1991)
This review is a comprehensive analysis of
Swiss educational policy. It looks closely at
how the system is administered and organised,
and at the country's highly developed voca¬
tional training and apprenticeship schemes. It
also addresses the issues of the human re¬

sources required to maintain the system, mobil¬
ity of teachers, and compartmentalisation.
(91 92 01 1) ISBN 92-64-13603-7, 288pp.
FF180 £25 US$46 DM75

See Jean-Jacques Silvestre, 'Schooling
and Vocational Training in Switzerland',
The OECD Observer, No. 170, June/July 1991.

ADULT ILLITERACY

AND ECONOMIC PERFORMANCE

(December 1991)
An important publication which considers the
extent of adult illiteracy in OECD countries and
assesses its impact on economic performance
and looks at what kind of remedial programmes
can be most effective to solve this serious

problem.
(96 91 03 1) ISBN 92-64-13597-9. 96pp.
FF95 £13 US$24 DM39

See Donald Hirsch, 'Combatting Adult Illiteracy',
The OECD Observer, No. 171 . August/September 1991.

Energy
NEA (Nuclear Energy Agency)

PROCEEDINGS OF SEMINAR

ON POWER GENERATION

MANAGEMENT AND STRUCTURES

IN EAST AND WEST

(October 1991)
This report contains the papers presented at a
seminar on power generation management and
structures in central and eastern European
countries and in Western countries. Experts
from Bulgaria, the Czech and Slovak Federal
Republic, Hungary, Poland, Yugoslavia and the
IEA member countries exchanged information
on their experiences with power-plant manage¬
ment and central electricity administrations at
the seminar in Berlin.

(61 91 19 1) ISBN 92-64-13586-3, 450pp.
FF350 £42 US$72 DM125

Financial Affairs

THE TAX/BENEFIT POSITION

OF PRODUCTION WORKERS

1987-1990

(November 1991) Bilingual

Special Feature:
The tax unit used under personal
income tax systems
This report examines the income tax and social
security contributions paid, and family benefits
received, by taxpayers at the income level of a
production worker. It also provides, in a standard
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format, a description of the personal income
tax and social-security systems in each coun¬
try. Furthermore, as a special feature to this
edition, the tax unit used under personal in¬
come tax systems is analysed and described
for the 24 OECD countries.
(23 91 03 3) ISBN 92-64-03519-2, 324pp.
FF175 £25 US$42 DM73

TAXING PROFITS

IN A GLOBAL ECONOMY:

Domestic and International Issues

(December 1991)
Presents, in a common format, the main corporate
tax provisions in all 24 OECD countries in 1 991 .
It calculates effective corporate tax rates on
domestic and international investment for the

manufacturing industry in these countries. The
report discusses in depth relevant tax policy
issues with particular emphasis on how to re¬
duce tax distortions to international flows of

capital.
87 tables and 7 graphs
(23 91 02 1) ISBN 92-64-13596-0, 510pp.
FF390 £47 US$84 DM140

Industry
TECHNOLOGY

IN A CHANGING WORLD

(December 1991)
Presents the work of a group of experts to¬
gether with a policy statement on Technology
and the Economy' adopted by the OECD Coun¬
cil at Ministerial level.
(92 91 06 1) ISBN 92-64-13598-7, 176pp.
FF180 £25 US$42 DM75

Rural Development
NEW WAYS OF MANAGING SERVICES

IN RURAL AREAS

(November 1991)
This survey describes new strategies being im¬
plemented in OECD countries to facilitate the
emergence of services specifically suited to the
new demand of rural areas.
(42 91 02 1) ISBN 92-64-13592-8, 116pp.
FF100 £14 US$24 DM30

See Christian Huillet, 'New Management for Rural Services'.
The OECD Observer, No. 172, October/November 1991.

Transport
ECMT (European Conference
of Ministers of Transport)

MARITIME TRANSPORT 1990

(November 1991)
This annual report provides comprehensive
coverage of international developments in
maritime transport during 1990 with particular
reference to national shipping policies and
longer term trends in international shipping and
trade. It reviews the recent evolution of supply
and demand for maritime transport services and

the resultant impact on world freight markets. A
statistical annex provides the most recent data
available on seaborne trade, the movement of
bulk commodities, the world fleet and the vari¬

ous freight markets.
34 tables and 6 charts

(76 91 01 1) ISBN 92-64-13587-1, 166pp.
FF180 £25 US$45 DM74

85th Round Table

TRANSPORT AND SPATIAL

DISTRIBUTION OF ACTIVITIES

(December 1991)
Past experience has shown that there is a very
close relationship between the geographical
distribution of activities and the location of

transport infrastructures, a relationship that is
becoming evident again today as high-speed
railway lines are built or enter the planning
stage. What influence will these lines bring to
bear on the regions served? Round Table 85
seeks to answer this question in the light of the
findings relevant to existing lines, notably the
TGV Sud-Est' in France.

(75 91 10 1) ISBN 92-821-1 159-8, 156pp.
FF120 £17 US$30 DM49

Statistics

EXTERNAL DEBT STATISTICS -

THE DEBT AND OTHER EXTERNAL

LIABILITIES OF DEVELOPING,
CENTRAL AND EASTERN EUROPEAN

AND CERTAIN OTHER COUNTRIES

AND TERRITORIES

AT END-DECEMBER 1990

AND END-DECEMBER 1989

(November 1991)
This report, containing statistics on the volume
and composition of the external debt of 153
countries at end 1989 and 1990, covers more

countries than any other publication of its kind.
The way in which the figures were compiled en¬
ables the reader to make more comparisons
than is usually possible. The report also in¬
cludes estimates of the amortisation payments

each country was due to make on its long-term
debt in 1991. Full technical explanations are
provided.
(43 91 04 1) ISBN 92-64- 13588-X, 32pp.
FF90 £12.50 US$22 DM38

ECONOMIC ACCOUNTS

FOR AGRICULTURE 1976-1989

(December 1991) Bilingual
Provides data on agricultural output and its
main components, intermediate consumption,
gross value added to net income and capital
formation, and much more. This publication
responds to the growing demand for a compar¬
able OECD-wide data base of statistics on farm

accounts.

(51 91 07 3) ISBN 92-64-03521-4, 240pp.
FF170 £23 US$40 DM70

OECD HEADQUARTERS, PARIS

Vacancies occur in the OECD Secretariat in

the following areas:

Public Administration

Balance of Payments
National Accounts

Agricultural Economics
Development Economics
Energy Economics
Industrial Economics

Labour Economics

Monetary Economics
Econometrics

Environment

Urban Studies

Fiscal Policy
Nuclear Engineering
Macro-economics

Nuclear Physics
Education Policies

Social Affairs

Statistics

Computing and Communications

Qualifications:

relevant university degree; at least two or
three years' professional experience; very
good knowledge of one of the two official
languages of the Organisation (English and
French) and ability to draft well in that
language; good knowledge of the other.

Initial appointment:

two or three years.

Basic annual salary:

from FF 252,000 to FF 329,000 (Adminis¬

trator) and from FF 363,00 (Principal
Administrator), supplemented by allowances
depending on residence and family situation.
Vacancies are open to both male and female
candidates from OECD member countries.

Applications, in English or French (specifying
area of specialisation and enclosing detailed
curriculum vitae), should be marked 'OBS'
and sent to :

Human Resource Management
OECD

2, rue André-Pascal
75775 PARIS CEDEX 16

FRANCE

®@jjj)B
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Where to obtain OECD Publications
ARGENTINA

CARLOS HIRSCH S.R.L.

Galeria Giiemes, Florida 165, 4° Piso

1333 Buenos Aires Tel. 30.7122, 331.1787 y 331.2391
Telegram: Hirsch-Baires

Telex: 211 12 UAPE-AR.

REF:S/2901 Telefax:(1 1331-1 787

AUSTRALIA

D.A. Book (Aust.) Pty. Ltd.
648 Whitehorse Road, P.O.B. 163
Mitcham. Victoria 3132 Tel.

Telefax:

AUSTRIA
OECD Publications and Information Centre
Schedestrasse 7

D-W 5300 Bonn 1 (Germany)
Telefax: (49.228)26.11.04

Gerald & Co.

Graben 31

Wien I

(03)873.4411
(03)873.5679

Tel. (49.228)21.60.45

BELGIUM

Jean De Lannoy
Avenue du Roi 202

B-1060 Bruxelles

Telex: 63220

Tel. (0222)533.50.14

Tel. (02)538.51.69/538.08.41
Telefax: (02)538.08.41

CANADA

Renouf Publishing Company Ltd.
1294 Algoma Road
Ottawa, ON. K1B 3W8
Telex: 053-4783

Stores:

61 Sparks Street
Ottawa. ON. KIP 5R1

21 1 Yonge Street
Toronto, ON. M5B 1 M4

Federal Publications Inc.

165 University Avenue
Toronto, ON M5H 3B8

Telefax: (416)581.1743
Les Publications Fédérales

1 1 85 rue de l'Université

Montreal, PQ H3B 3A7
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OECD Economic Outlook

Highlights

The Path to Recovery

OECD growth appears weaker in the second half of 1991
than expected in the July Outlook, but the fundamental con¬
ditions for renewed growth at a moderate pace are in place.
Thus, demand is expected to pick up in 1992 only gradually,
as many households, firms and governments seek to improve
their financial positions. By 1993, OECD output could be
expanding at over 3%. Economic activity is recovering in
countries where it had fallen, even though more slowly than

expected in the United States; it is slowly picking up in coun¬
tries where it had been weak; and it is slowing to a more

sustainable pace in Germany and Japan - where signs of

overheating had persisted into 1991. Hence, differences in
rates of expansion across countries should narrow consid¬
erably. Underlying inflation could edge down in many coun¬
tries. By late 1 993 average OECD unemployment is projected to
be unchanged from its present rate of just over 7%.1

Growth

Prospects
The main force shaping the outlook for

economic growth is interest rates. These have
fallen markedly in countries that had experienced
a recession, and have come down moderately

in most other countries. Business profitability

and longer-term factors, like the prospect of an
enlarged and more closely integrated European
market, are also favourable to the recovery of
investment. Demand growth in each country
should be reinforced by a more-or-less simul¬

taneous expansion across countries: world trade
is expected to turn up.

Uncertainty attaches to the timing and strength
of the recovery of OECD growth, given recent
softness of indicators. The impetus behind the
projected pick-up of activity does indeed seem

rather less than in past recoveries. Business
and consumer confidence have levelled off and

in some cases slipped following a rebound at
the end of the Gulf war. Thus, there may be

some further lag before the forces leading to re¬
covery are fully felt. More fundamentally, the
shallowness of the recession and high levels of
indebtedness point to only a moderate pick-up
of consumption and investment spending. The
OECD consequently projects a weaker expan¬
sion than in previous upturns (Table 1).

A particular concern is that the expansion of
credit could be inhibited. There are risks both

on the supply side, where financial institutions
may hold back in order to improve their balance
sheets, and on the demand side, where house¬

holds and firms may be slow to borrow and
spend given levels of indebtedness that are
already high. Evidence is not clear-cut on the

Table 1

GROWTH OF REAL GNP/GDP IN THE OECD AREA1

seasonally adjusted at annual rates (%)

Share in

total

OECD

1987

change from previous year change frorr previous half- /ear

1990 1991 1992 1993
1991

II

1992

I II

1993

I II

United States 35.8 1.0 -0.5 2.2 3.8 1.4 1.8 3.7 3.9 3.8

Japan 19.2 5.6 4.5 2.4 3.5 0.8 2.7 3.3 3.5 3.7

Germany 8.8 4.5 3.2 1.8 2.5 -2.0 3.3 2.6 2.5 2.5

France 7.0 2.8 1.4 2.1 2.7 2.2 1.9 2.4 2.7 2.8

Italy 6.0 2.0 1.0 2.0 2.5 1.1 2.3 2.4 2.5 2.5

United Kingdom 5.5 0.8 -1.9 2.2 3.2 1.1 2.4 3.1 3.2 3.1

Canada 3.3 0.5 -1.1 3.1 4.1 2.5 3.1 3.8 4.2 4.1

Total of above countries 85.7 2.6 1.1 2.2 3.4 1.0 2.3 3.3 3.5 3.4

Other OECD countries2 14.3 2.9 1.0 1.9 2.7 1.3 1.9 2.5 2.8 2.9

Total OECD 100.0 2.6 1.1 2.2 3.3 1.0 2.2 3.1 3.4 3.3

Four major European countries 27.3 2.8 1.2 2.0 2.7 0.4 2.6 2.6 2.7 2.7

OECD Europe 39.8 2.9 1.2 2.0 2.7 0.6 2.3 2.5 2.7 2.7

EC 34.3 2.9 1.4 2.1 2.7 0.7 2.5 2.6 2.7 2.7

Total OECD less

the United States 64.2 3.5 2.0 2.2 3.0 0.8 2.5 2.8 3.0 3.1

Industrialproduction :

Major seven countries - 1.9 -0.5 2.7 4.5 1.8 2.5 4.1 4.6 4.8

Total OECD - 1.9 -0.4 2.7 4.3 1.6 2.5 3.9 4.4 4.5

strength of these factors and thus on the extent
to which they may retard growth. It appears
that, while problems in credit markets may have
important effects on particular sectors and
actors, they are not likely to derail recovery.

The Inflation

Outlook

The underlying rate of OECD inflation,
abstracting in particular from the rise and sub¬
sequent fall of oil prices between mid-1 990 and
early 1991, declined slightly during 1991. This
trend should continue: a slow but steady decel¬

eration of prices seems likely over the next year
and into 1 993 (Table 2). Significant slack in pro¬
duct and labour markets has emerged in most

1 . OECD Economic Outlook, No. 50, OECD Publica¬

tions, Paris, 1991.

Share in

total

OECD

1987

% change frorr previous year

1990 1991 1992 1993

Austria 0.9 4.9 2.8 2.6 2.7

Belgium 1.3 3.7 1.4 2.0 2.7

Denmark 0.8 2.1 2.0 2.5 3.1

Finland 0.7 0.4 -5.2 -0.4 3.8

Greece 0.4 -0.1 1.0 1.3 1.6

Iceland 0 0 0.3 -1.6 0.5

Ireland 0.2 6.5 1.3 2.5 3.3

Luxembourg 0 2.3 2.5 2.9 3.3

Netherlands 1.7 3.9 2.2 1.8 2.3

Norway 0.7 1.8 4.1 2.0 2.9

Portugal 0.3 4.2 2.7 2.6 2.7

Spain 2.3 3.7 2.5 2.9 3.2

Sweden 1.3 0.3 -1.2 0.2 1.5

Switzerland 1.4 2.2 -0.2 1.2 1.8

Turkey 0.5 9.2 2.3 2.8 5.5

Total of above

countries 12.5 3.1 1.2 1.8 2.7

Australia 1.6 1.6 -0,6 2.6 3.2

New Zealand 0.3 1.9 -0.4 1.0 2.0

Total of above

1 7 countries 14.3 2.9 1.0 1.9 2.7

1. Aggregates were con
expressed in 1987 US d

2. Halt-yearly data mus

iputed on
otlars.

Oe interpr

the basis of 1987 GNP/GDP

ted with care.

weights
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Table 2

PRIVATE CONSUMPTION DEFLATORS IN THE OECD AREA1

percentage changes: seasonally adjusted at annual rates

! 1990 1991 1992 1993
1991

II

1992

I II

1993

I II

United States 5.0 4.0 3.6 3.5 2.7 4.0 3.7 3.5 3.4 |

Japan 2.4 2.7 2.0 2.1 1.4 2.2 2.1 2.0 2.0 I

Germany 2.6 3.4 4.0 4.0 5.5 3.5 3.8 4.8 2.6

France 2.9 3.0 2.9 2.7 3.0 2.9 2.8 2.7 2.6

Italy 6.3 6.4 5.4 4.9 5.0 5.6 5.5 4.8 4.6 i

United Kingdom 6.0 6.2 4.1 3.5 5.1 3.8 3.6 3.5 3.3 ;

Canada 4.2 5.4 2.9 2.5 3.5 2.9 2.5 2.5 2.3

Total of above countries 4.1 3.9 3.4 3.2 3.1 3.5 3.4 3.3 3.0

Other OECD countries2 7.8 7.6 6.6 6.0 7.2 6.4 6.3 6.1 5.6

Total OECD 4.7 4.5 3.8 3.6 3.7 3.9 3.8 3.7 3.4

Four major European countries 4.2 4.5 4.1 3.8 4.7 3.8 3.9 4.0 3.2

OECD Europe 5.4 5.7 5.0 4.6 5.7 4.8 4.7 4.7 4.0

EC 4.4 4.6 4.2 3.9 4.8 4.0 4.0 4.1 3.4

Total OECD less the United States 4.4 4.7 3.9 3.7 4.2 3.9 3.8 3.8 3.3

1990 1991 1992 1993

Austria 3.2 3.2 3.1 3.1

Belgium 3.5 3.3 3.1 3.0

Denmark 2.5 2.7 2.7 2.8

Finland 5.8 4.4 0.3 1.2

Greece 20.0 18.3 14.7 10.9

Iceland 12.8 6.8 8.0 8.0

Ireland 3.2 3.0 2.7 2.7

Luxembourg 4.1 3.2 3.2 3.0

Netherlands 2.4 3.4 3.4 3.8

Norway 4.5 3.4 3.0 2.8 j

Portugal 13.5 11.4 10.5 9.9 :

Spain 6.4 5.9 5.6 4.9

Sweden 9.3 10.0 3.5 4.0

Switzerland 5.4 5.8 4.5 3.5

Turkey 60.3 67.8 70.0 58.0

Total of above countries 8.0 8.2 7.1 6.3

Australia 6.2 3.5 3.3 3.9

New Zealand 6.1 2.8 2.5 2.3

Total of above

17 countries 7.8 7.6 6.6 6.0 i

1. Aggregates were computed on the bast
expressed in 1987 US dollars.
2 Halt-yearly data must be interpreted with

of 1987

care.

GNPGDP weights

OECD countries and is likely to persist. In¬
creases in hourly earnings in manufacturing
have already slowed, and recent wage settle¬
ments point to further moderation. The average
rate of increase of the OECD GNP deflator

could be down to just over 3% in 1993, about
1 percentage point less than in 1990.

There are some dark spots in the inflation
picture despite the prospect of lower inflation

rates with less dispersion across countries. First,

inflation is still expected to be unacceptably
high in a number of countries even at the end of

1993. Second, the degree of disinflation seen
so far is broadly in line with the past respon¬
siveness of prices and wages to demand weak¬
ness - but no greater. This is an indication that
efforts to make labour markets more flexible

and product markets more competitive may not
yet add up to a fundamental improvement in
the flexibility of OECD economies.

Monetary
Policy

A recovery of growth to a sustained, moder¬
ate pace - with inflation decelerating - would
seem consistent with the objectives of monetary
authorities. Thus, on the basis of the OECD's

projections, there appears to be no need at pre¬
sent to adjust the basic stance of monetary poli¬
cies, although interest rates could come down

further in some countries as inflationary press¬
ures subside.

A need to change the stance of monetary
policy could arise, however, if the situation

seemed to be evolving differently. The most dif¬
ficult issue in the present conjuncture, with in¬
flationary pressures receding somewhat, could
be how and when to respond to the possibility
that demand is faltering, and what weight to
give to slow growth of money and credit aggre¬
gates in making this judgement. Several con¬
siderations are relevant here:

the effect on demand of the most recent

monetary policy easing has not yet been fully
felt

it is not clear how much sluggish expansion
of money and bank loans will restrain recovery:
the growth of credit and liquid balances in secu-

ritised forms should make output growth less
dependent on bank finance

it is important that any further easing not
erode the credibility of the commitments of

monetary authorities to achieve approximate

price stability. Only if market-determined long-
term interest rates come down, along with the
short-term rates controlled by central banks.
can an easing of policy be expected to improve
growth prospects.

If, while giving these considerations due
weight, interest rates were lowered, demand

could be expected to respond, albeit with some
lag; indeed, the experience of the past 40 years
is that monetary policy runs a bigger risk of
over-stimulation than of failing to boost activity.

In many countries the risks to activity are on
the downside, so that debate is centred on the

conditions under which it would be appropriate
to ease monetary policy further. In a few coun¬
tries, however, most notably in Germany, in¬
flationary pressures persist, and thus monetary
policy must remain oriented to containing them.

Exchange rates of major countries have fluct¬
uated within ranges where relative prices and
competitiveness are not serious concerns, and

unwelcome external pressures on monetary
policies have receded. Within the EMS, there
have been some tensions because of the mon¬

etary policy constraints involved in maintaining
the establisned parities, but these tensions

have not been acute. The credibility that has
been built up over recent years of unchanged
parities has brought with it lower long-term
interest differentials between EMS currencies

together with expectations of exchange-rate
stability. These conditions are supportive of
investment demand.

Fiscal

Policies

The steady reduction of budget deficits
achieved in most countries over the 1 980s, with

the OECD general government deficit being
brought down to some 1% of area GNP by
1989, has been reversed in the past two years,
and only partly for cyclical reasons. Deficit re¬
duction is projected to resume, but even by
1 993 only part of the lost ground will have been
recovered - and this on the assumption that
current official objectives, which are relatively
ambitious in some cases, will be achieved.

Hence, fiscal policy needs to be directed towards
achieving at least these objectives; there is little

or no scope for laxity in spending programmes
or for tax cuts that would be unsustainable over

the medium term. There is scope to improve
the balance and efficiency of public expendi¬
ture programmes.

Budgetary prospects are of particular concern
in a number of countries. In the United States,

the Federal deficit in the 1 991 fiscal year (which
ended on 30 September) was $269 billion, and
the medium-term position implied by present
legislation is likely to be significantly worse than

projected at the time the current Budget Act
was adopted. Even taking account of expenditure
cuts of over $60 billion which have yet to be
enacted, there could still be a large Federal deficit
in the mid-1990s. Thus, the budgetary process
in the United States still appears to be in¬
adequate to the task of keeping Federal fi¬
nances on a sound course. In Germany, the tax
increases effective in mid-1991 and planned for
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Table 3

UNEMPLOYMENT IN THE OECD AREA

national definitions

1990 1991 1992 1993
1991 1992

I II

1993

I II

Unemployment rates ( %f

United States 5.5 6.7 6.7 6.1 6.8 6.9 6.6 6.3

2.3

6.0

2.3Japan 2.1 2.2 2.3 2.3 2.2 2.2 2.3

Germany 5.1 4.6 5.0 5.1 4.7 4.9 5.1 5.1 5.1

France 8.9 9.4 10.1 10.2 9.7 10.0 10.1 10.2 10.1

Italy 11.2 10.9 10.8 10.7 10.7 10.8 10.8 10.7 10.7

United Kingdom 5.9 8.7 9.9 9.7 9.3 9.9 9.8 9.8 9.6

Canada 8.1 10.3 10.2 9.8 10.4 10.3 10.1 9.9 9.7

Total of above countries 5.6 6.4 6.6 6.4 6.5 6.7 6.6 6.4 6.3

Other OECD countries 8.7 9.5 10.1 10.1 9.7 10.1 10.2 10.1 10.0

Total OECD 6.3 7.1 7.4 7.1 7.2 7.4 7.3 7.2 7.1

Four major European countries 7.5 8.2 8.7 8.7 8.4 8.7 8.7 8.8 8.7 ;

OECD Europe 8.1 8.7 9.3 9.3 8.9 9.2 9.3 9.3 9.2 j

EC 8.4 8.9 9.3 9.3 9.1 9.3 9.3 9.3 9.2

Total OECD less the United States 6.6 7.3 7.7 7.6 7.4 7.7 7.7 7.7 7.6

Unemployment (millions)

North America 8.0 9.8 10.0 9.3 9.9 10.1 9.8 9.4

17.1

9.1

16.9OECD Europe 14.5 15.8 16.9 17.0 16.2 16.8 17.0

Total OECD 24.6 28.0 29.4 28.8 28.6 29.5 29.4 29.1 28.6

% 1990 1991 1992 1993

Austria 3.3 3.4 3.8 4.0

Belgium 8.8 9.4 9.7 9.6 ;
Denmark 9.5 10.3 10.2 9.6

Finland 3.5 7.7 9.8 9.3

Greece 7.2 8.6 9.6 10.5

Iceland 1.7 1.6 2.0 2.0

Ireland 13.7 15.8 16.5 16.0

Luxembourg 1.3 1.4 1.4 1.3 j
Netherlands 6.5 6.1 6.4 6.3 i

Norway 5.2 5.3 5.1 4.8

Portugal 4.6 3.9 4.5 5.3

Spain 16.3 15.9 15.2 14.6

Sweden 1.5 2.7 4.1 4.1

Switzerland 0.6 1.2 1.6 1.4

Turkey 10.4 11.5 13.2 13.4

Total of above

countries 8.9 9.5 10.1 10.1

Australia 6.9 9.5 10.1 9.7

New Zealand 7.8 10.4 11.5 11.6

Total of above

17 countries 8.7 9.5 10.1 10.1

1. As percentage of labour force.

early 1993, together with the substantial ex¬
penditure restraint that is also programmed,
appear sufficient to attain the objective of
reducing the general government borrowing re¬
quirement to some 3% of GNP by 1994; but
this objective aliows no room for slippage. In
Italy, sizable additional - and ambitious -

measures are envisaged to put deficit reduct¬
ion, and attempts to contain the debt/GDP
ratio, back on track. But these measures have

yet to be implemented, and similar attempts in

the past have not reached their goals. Recent
measures adopted in the United Kingdom are
likely, on the basis of OECD Secretariat estimates,

to push the general government borrowing re¬
quirement to around 3% of GDP in 1992, and

only slightly less in 1993.
The underlying rationale for sustained efforts

to reduce, and preferably eliminate, public-sector
deficits has not changed: concern about the
adequacy of national saving in relation to desir¬
able rates of investment in both OECD and

non-OECD countries. While there might be

some reversal of the sharp falls in household

saving ratios experienced in the 1980s, these
are unlikely to rise significantly, and the pro¬
spects for much higher rates of corporate saving
are likewise not good. Under such cir¬
cumstances, expansion of funds available for
investment will depend on improved public-
sector financial balances.

Labour-market

Policies

Even before economic activity slowed in the
second half of 1990, the average OECD un¬

employment rate was a full percentage point
above its 1979 level (Table 3). The rise in job¬
lessness from cycle to cycle has been most

pronounced in the countries of the European
Community, which have also experienced a
growing incidence of long-term unemployment.

Faced with this situation, governments have

experimented with a wide variety of labour-
market policies, and they are now devoting to
these policies resources equivalent to 1 % of
area GNP. Although no prescriptions have

emerged that would apply to all cases, some

lessons are being drawn.
One lesson is that 'active' labour-market poli¬

cies can help reduce joblessness by providing

for re-training, counselling and improved job

placement, and by relaxing employment regu¬
lations affecting especially young workers and
the long-term unemployed (through temporary
contracts, exemptions from minimum wage

regulations, and reduced payroll contributions

to social security). For these programmes to
work, the disincentive effects, now widely rec¬

ognised, of 'passive' income support, and
especially of high and long-lasting unemploy¬

ment benefits without an obligation to accept
employment, need to be tackled. At the same
time, care must be taken to ensure that active

policies do not deal with the problems of some

groups of the unemployed in ways that disad¬
vantage others; this would merely redistribute
unemployment. An emphasis on active policies
needs to go together with removing the regulat¬
ory impediments to the efficient functioning of
labour markets, and to creating a framework for

pay determination which achieves and maintains
a better balance between wages and economies'

capacity to pay.

International

Transactions

Over the past year, current-account balances
have reflected in particular the effects of the
Gulf War on official transfers, tourism and oil

trade (Table 4). Some of these factors were

temporary. Other important changes, however,
are not expected to be reversed. Germany is
likely to remain in current deficit following the
rapid evaporation of its large surplus as a con¬
sequence of unification. The underlying improve¬

ment of US trade performance is expected to
be maintained, so that the US current-account

deficit over the next year or so, although larger
than in 1991, should be much smaller than in

the late 1980s. In view of the attention paid to
earlier surpluses, it is worth noting that Korea's
current account has moved into deficit. One

thing that seems not to have changed is the
position of Japan as a country in large surplus;
but in relation to GNP, current and prospective
surpluses are little more than half those of the
mid-1980s.

The projected pattern of current accounts
does not seem to pose problems of sustainabi-

lity. The shift in German net capital flows has
been absorbed smoothly by financial markets.

A recent slowing of direct investment outflows
from Japan and shift from portfolio outflows to
inflows have been more than offset by net
short-term capital outflows. There is a risk that
the Japanese surplus could provoke protect¬

ionist responses in other countries, but a

surplus is not, by itself, indicative of conditions
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Table 4

CURRENT BALANCES OF OECD COUNTRIES

$ billion; seasonally adjusted at annual rates

1990 1991 1992 1993
1991

II

1992

I II

1992

II

United States -92.1 -4 -56 -61 -35 -54 -58 -60 -61

Japan 35.4 70 82 80 78 82 82 81 80

Germany 47.9 -21 -14 -12 -14 -15 -13 -13 -11

France -13.6 -8 -7 -7 -6 -8 -7 -7 -6

Italy -14.4 -15 -19 -23 -14 -18 -20 -22 -25

United Kingdom -24.5 -11 -15 -19 -10 -14 -17 -18 -20

Canada -18.9 -18 -18 -20 -17 -18 -19 -19 -20

Total of above countries -80.2 -7 -48 -61 -19 -44 -52 -59 -63

Other OECD countries -21.5 -8 0 4 0 -3 2 4 4

Total OECD -101.6 -15 -48 -57 -19 -47 -49 -56 -59

Four major European countries -4.6 -55 -55 -61 -45 -54 -57 -60 -62

OECD Europe -10.4 -52 -44 -45 -35 -45 -43 -44 -45

EC -8.2 -56 -53 -57 -45 -52 -53 -56 -58

Total OECD tessthe United States -9.5 -11 8 3 16 7 8 5 2

1990 1991 1992 1993

Austria 0.8 -0.5 -0.8 -0.9

Belgium-Luxembourg 3.6 4.3 6.4 7.6

Denmark 1.6 2.1 2.6 3.2

Finland -6.7 -6.1 -4.2 -2.7

Greece -3.5 -1.7 -2.0 -2.0

Iceland -0.2 -0.3 -0.3 -0.3

Ireland 1.4 1.2 0.7 0.9

Netherlands 10.3 10.5 13.1 14.9

Norway 3.6 5.3 6.3 7.1

Portugal -0.1 -0.6 -1.6 -2.4

Spain -16.9 -16.7 -16.6 -18.0

Sweden -5.8 -4.3 -4.1 -3.4

Switzerland 8.6 10.6 11.8 13.1

Turkey -2.6 -0.3 0.2 -0.3

Total of above

countries -5.8 3.4 11.7 16.6

Australia -14.3 -10.1 -11.0 -12.2

New Zealand -1.4 -1.2 -0.8 -0.6

Total of above

17 countries -21.5 -7.9 -0.2 3.9

that require correction, especially when there is
concern in many other parts of the world about

the adequacy of the flow of funds available for
investment. Vigorous efforts to identify and
eliminate impediments to imports in Japan
would help to improve both domestic perform¬
ance and international economic relations - as

indeed would similar efforts in other individual

member countries and in the EC.

While trade balances are not a pressing
issue, at the time of writing trade policies are -
with the outcome of the Uruguay Round not yet
known. It bears repeating that progress on this
front would not only yield gains in dynamism
and efficiency in the OECD area, but would also

provide an important positive message to the

many developing countries which have engaged
in far-reaching trade liberalisation in recent
years, and would help bolster the substantial

steps in this direction taken by several of the

formerly centrally planned economies. It should
lay the groundwork for a determined effort by
OECD member countries to dismantle the pro¬
tectionist measures which have become all too

prevalent, and which impose high costs not
only on consumers but also - in more subtle
and difficult to measure ways - on those effi¬
cient, competitively viable firms and industries

which hold the key to economic growth.

Central and Eastern

Europe

The political disintegration in the former
Soviet Union has been a major factor shaping
economic developments throughout central and
eastern Europe. In the Soviet area itself, central
planning has collapsed, and the command and
control of enterprises that went with it have not

been replaced by organised markets. Falling
production and exports, as well as hoarding of
convertible currencies, are making it more diffi¬
cult to maintain debt service and purchase im¬
ported inputs, resulting in a further decline of
production. Since the failed coup in August, the
economic disintegration has accelerated, as
flows of raw materials and final products be¬
tween republics have been disrupted further.
Overt unemployment has so far been contained
by keeping loss-making enterprises afloat with
subsidies and soft credits. The printing of money
for this, and to meet government obligations, is

fuelling inflation and rapidly completing the de¬
struction of the rouble as a medium of exchange.
Barter or use of foreign currency has already
become the main basis for inter-republican
trade.

The collapse of the Soviet Union as an export
market has complicated the difficult situation

already facing other central and eastern Euro¬
pean countries as they seek to make the trans¬
ition to a market economy domestically and to
establish new international trading arrange¬
ments. Nonetheless, all have made advances,

even if none are yet on a path of economic
expansion. Within the group, Poland, Hungary
and, more recently, Czechoslovakia have made
impressive progress in shifting exports to other
markets. In all of these countries, most prices
have been set free - a crucial but difficult step.
Czechoslovakia has maintained macro-economic

stability and got through the phase of price de¬
control. Hungary has halted the increase in in¬
flation. Poland seems at least to be able to keep
its inflation problem from getting out of hand.
Much has been done in all three countries to lay
the legal and institutional groundwork for a
market economy.

Privatisation is a critical area where progress
has been slow. Countries are following different
strategies, and it is not known yet which of the
various routes to a private-enterprise economy
will prove most efficient in meeting economic
and social aspirations. Flexibility in the use of
several techniques may well be the best strat¬
egy. What is essential is that governments move
rapidly on privatisation so that the momentum

of reform can be kept up and growth ensue.
OECD countries can support the transition in

central and eastern Europe in a number of
ways. The most important is to provide access
to OECD markets. Resistance that exports are
encountering in the West raises a question as
to whether success in reorienting trade and
production can be sustained. Opening of OECD
markets to exports from central and eastern

Europe should not come at expense of the market
access for other countries that have estab¬

lished themselves as suppliers in world markets

for textiles, steel and other goods that are pro¬
duced in central and eastern European coun¬
tries. Rather, the best response to the new
challenges would be to strengthen adherence
across the board to the principle of non-dis¬
crimination in trading arrangements.

OECD countries and international financial

institutions are extending financial assistance
for stabilisation programmes and infrastructure
investment to central and eastern Europe, along
with public and private technical assistance of

various kinds. Private capital is also beginning
to flow into the area. This Western support is
crucial, but it is essential that the resources

provided through assistance and private invest¬
ment be used well. This largely depends on the
steadiness and vigour with which the recipient
countries themselves face up to the com¬
plementary challenges of structural transforma¬
tion and macro-economic stabilisation.

28 November 1991


