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Towards
the ‘Active
Society

James R. Gass

Having a job—usually a salaried job—is
more today than simply a means of earning a
living. It brings with it dignity and status,
social contacts, a sense of usefulness. It
helps structure the use of time, both on a
day-to-day basis and over a lifetime.
Employment, in short, helps integrate indi-
viduals into society—as the massive entry
of women into the labour market eloquently
demonstrates.

This development has been paralleled
since the Industrial Revolution by the
weakening of family and community ties.
They have given ground to the institutions
of the "welfare state’, which has grown
with the rise of the salaried classes. And the
Industrial Revolution was accompanied by a
profound change in the structure of society:
the division of labour and economies of scale
have led, in all sectors of society, to the
growing institutionalisation of the ways in
which individuals participate in society.

This complex equilibrium is under threat.
Widespread, and frequently long-term,
unemployment, the danger of shutting out a
growing number of people, the often contra-
dictory pressures on the systems of social
protection, particularly through the aging of
the population, the diminishing prospect of a
return to high rates of growth, the necessity
of rapid structural adjustment to the possibil-
ities offered by the new technologies—these
are among the factors that should encourage
the search for a new consensus on the
changes required.

How can new equilibria be devised to allow
all individuals both to take an active part in
economic and social life and to benefit fully
from the suppleness that the new means of
production will permit? That is the challenge
of the 'active society’. It also forms the
background to a meeting, in July, of OECD  #&¢
sacial affairs ministers, its theme the L3
future of social protection.
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he world of the last four decades

has been characterised broadly

by two competing views of how
to construct the socio-economic sys-
tems of advanced, industrialised socie-
ties: an authoritarian political system
combined with a centrally planned
economy; and political democracies
combined with a market economy,
based on varying compounds of public
and private sectors. Events have
proved the liberal democracies better
able to promote economic and social
progress, as the current debate in
Eastern Europe about perestroika and
glasnost makes clear.

What accounts for the comparative
success of the liberal democracies?
The explanation is, of course, complex,
but its essence probably lies in the
capacity of economies based to a large
extent on market principles to create a
mutually reinforcing process of both
rising economic efficiency and rising
social standards. At least up to the
early 1970s, the "full employment’ of
all available resources and the "welfare
state’, the twin pillars of the system,
were linked, in a combination that
proved to be a powerful engine of high
rates of economic growth, rising stan-
dards of material and social welfare,
and widening opportunities as a mas-
sive expansion of education brought
new social groups into positions that
society rewarded.

Strains
on the Welfare State

Many economists ascribed this suc-
cess to the 'Keynesian revolution’: the
apparent capacity of governments, for
several decades at least, to ‘'manage’
economies by increasing aggregate
demand in the face of economic reces-
sion. Whether or not this virtuous circle
of social and economic progress was
broken by endemic inflation or by
external shocks (such as the sharp rises
in oil prices), or both, is still hotly
debated. But what does seem clear is
that the broad consensus on the
priority of controlling inflation has
meant slow recovery to relatively mod-
erate rates of economic growth.

James R. Gass is Director, Manpower, Social Affairs
and Education, and Director of the Centre for Educa-
tional Research and Innovation at the OECD
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Such rates are unlikely in the short
term to restore full employment in the
way the term is used in political
debate—that everyone seeking a job
will find it after a relatively short
period. Higher rates of unemployment
and longer spells of joblessness have
increased the demands on the welfare
state dramatically in some countries,
and at the same time decreased the
capacity to pay for it. Once policy-
makers realised that welfare spending
could not go on indefinitely increasing
its share of the cake, the emergence of
a widespread political debate on the
future of the welfare state became
inevitable." Up to now the debate
has focussed on the importance of
controlling the explosive growth of
government spending on welfare,? and
of overcoming the rigidities in the
welfare system which hinder economic
efficiency. But now it is beginning to be
realised that both cost and quality of
service are important to the public in
health care, education and pensions,
the main areas of spending. This reality
provides a new opportunity to recon-
nect economic and social progress.

The outstanding rates of growth
that followed the Second World War
were built on the principle that a
full-employment economy, based on
the active population, was productive
enough to provide at least a minimum
income for its non-active members.
This required the redistribution of
income through taxes and social trans-
fers.

But the powerful trend towards an
aging society in OECD countries, the
movement of new groups such as the
long-term unemployed into the non-
active population, and the increase of
tax resistance (as taxes rose to pay for
the welfare state) all threatened this
lynchpin of the system. In macro-
economic terms, a shrinking active
population coupled with a growing
capital stock of increasing sophistica-
tion (in automated industrial plant, for
example) might well continue to gen-
erate sufficient income for the tax
system to provide the non-active pop-
ulation with a reasonable material
standard of living. But in human and
political terms such a "dual’ society,
composed of "insiders’ and 'outsiders’,
is incompatible with accepted stan-
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dards of social justice in industrialised
democracies and thus is most unlikely
to be a realistic long-term option.

The goal is that the most desirable,
as well as realistic, alternative is the
"active society’, in which government
policies should help as many people as
possible to participate fully in eco-
nomic and social life. Paid employment
in the market is the principal form of
such activity, but it is now taking new
and varied forms. Work outside the
market, moreover, must be recognised
and rewarded in new and appropriate
ways. Further, even if (as seems likely)
the market will meet, at least partly,
the growing demand for leisure, health
care and other ‘social’ services,
increasing numbers of people (the
"young elderly’, for example) are likely
to be doing voluntary work outside the
market. The choices facing individuals,
and the mix of employment, non-
market work and other activities, are
likely to be more complex than in
the past.

Individual Preferences
in Advanced Societies

Developments in the advanced
democracies are driven by the prefer-
ences of individuals and households.
Individuals make complex choices in an
effort to maximise income and control
over time, often 'voting with their
feet'—choosing how they spend their
money, allocate their time, and where
to live and to work. As the post
oil-shock economy, involving major
structural changes, gets underway, it
becomes apparent that new social
attitudes, values and behavioural pat-
terns are having an impact on policy.

For many, the wider options and
choices now available imply a major
improvement in the quality of life (if
also increased uncertainty). The diver-
sity of careers open to many young
people from different social back-
grounds, the possibility of a change of
career several times during a life-time,
the prospect of more flexible patterns
of education, work and retirement and

1. The Welfare State in Crisis, OECD, Paris,
1981.

2. Social Expenditure 1960-1990, OECD, Paris,
1985.



opportunities to travel are an obvious
boon in democratic societies which
require flexible and dynamic popula-
tions.

But there is another side to the coin.
Success in education and the access it
gives to the labour market are impor-
tant keys to opportunity—but failure, or
relative failure, can be the first step ina
downward spiral of unemployment,
exclusion and poverty. The long-term
unemployed, the handicapped, the
single parent and the drop-out find it
difficult to enter, or re-enter, the
rapidly moving mainstream of opportu-
nities—and the longer out of the labour
market, the more difficult it becomes.
The emergence of such persistently
disadvantaged groups, sometimes re-
ferred to as an ‘underclass’,3 probably
cannot be combatted by income main-
tenance alone—for it may foster the
very dependence and alienation from
which social policy should help them
escape.

The central implication of this new
analysis is a shift towards preventative
policies to keep wvulnerable people
actively integrated in society, and
towards remedial services which sus-
tain skills and motivation as the foun-
dations for a return to the labour
market. Short-term subsidies for useful
activities may also help to avoid long-
term dependence on income mainten-
ance. Such changes are already under-
way:
® preventive health programmes are
growing implying a more active role for
individuals in looking after their own
health
@® unemployment compensation is
often associated with remedial training
and with job-creation programmes
® a debate is starting about more
flexible pension schemes which will
allow retired or retiring people to be
more active
® and education and training opportu-
nities are being extended to adults
whose skills become obsolete.

The institutions of the welfare state
established in most OECD countries
should now be re-examined in the light
of the fundamental insight that access
to employment is the key to most other
opportunities. The redistributive power
of welfare programmes has proved
relatively slight in the face of inequali-
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ties in employment opportunities and is
leading to the re-emergence of poverty
in some OECD countries.

The consequence is clear: if the aim
of social policy is to assist individuals
to earn an adequate income and, as far
as possible, perform a useful role in
society, only new combinations of
work and welfare are likely to achieve
that goal for people at risk.

The most striking example of this
proposition is in the policies now being
developed for the handicapped, who
more than any others may in fairness
expect an adequate income from
society. Yet they are exerting in-
creasing political pressure for educa-
tional opportunities in the mainstream,
followed by subsidised access to the
labour market or, failing that, social
integration through community institu-
tions.

Many single parents, too, cannot
expect adequate incomes or succeed
as parents without access both to
work and to child-care facilities.
Income maintenance for the young
unemployed is now combined in most
countries with training and/or access
to government-subsidised employ-
ment. Displaced adults require retrain-
ing, and here public/private co-opera-
tion has developed to promote relevant

local employment initiatives. And
many retired people seek paid jobs or
voluntary activity as a means of main-
taining their identity and contributing
to society.

The validity of the distinction
between the ‘active’ and the ‘non-
active’ population is thus evaporating.
Major policy innovations are now
required to bridge the gap between
them, perhaps best through deeper
involvement of the private and volun-
tary sectors, particularly locally, in
programmes that in most countries
have traditionally been the province of
central government. Whether or not
such programmes should be ’priva-
tised’ is not the essential question. A
combination of public and private ser-
vices is likely to be best suited to
people who can afford it; and markets
will develop in one form or another for
education, health and services for the
aged, at least for the better-off. For
them, some combination of public and
private provision is thus the most likely
outcome.

More importantly, how can flexible,
innovative social programmes be de-
veloped to incorporate wider goals
than income maintenance—preventing
the slide into failure, rebuilding skills
and employability and re-orientation

The OECD OBSERVER 152 June-July 1388
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A society split be-
tween the active
and the outsiders is
no longer accepta-
ble. New techno-
logies (left) help the
handicapped inte-
grate themselves
into  the working
population, but
(right) what about
the young unem-
ployed?

towards work or other socially useful
activity? This will call for clearer public
priorities which can command the
necessary links between national tax,
labour market and social policies, and
more local co-ordination between
agencies (both private and public).
Government services will have to be
more responsive to individual require-
ments and thereby help people to
escape from dependence. Voluntary
and charitable actions can certainly
contribute, but will be most effective
within a comprehensive framework of
policy.

The Evolution
of ‘Full Employment’

These developments will result in
more demand for work, not less.4
‘Active societies’ are thus to lead to a
more ambitious—and more realistic—
form of full employment, which will
require a variety of combinations of
working time, education and other
activities, in accordance with individual
preference and family circumstance.

Labour-market policies in OECD
countries will therefore have to be
much more flexible, both in job creation
and in encouraging new forms of par-
ticipation. The rate of economic
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growth and the macro-economic poli-
cies which underpin it clearly have an
important role to play—but the days
when a rate of growth could be simply
translated into an equivalent growth of
employment seem to be over. Pricing
people into jobs through ‘'wage-flexibil-
ity" obviously has some role to play,
but it is not the only arbiter of the
relationship between output and em-
ployment.> The new technologies,
for example, tend to permit production
systems in which decentralised
units (even 'home work’) and flexible
working-time arrangements (including
part-time work) facilitate a natural
form of work-sharing. And such a
process is likely to spread because a
growing number of people appear to
prefer to work in this way, not least
those who wish to combine work with
household and other activities.

New, small enterprises are now
playing a key role in creating jobs.
Modern economies evolve swiftly and
are thus dependent on widespread
entrepreneurial initiative. The social
origins of entrepreneurs, forms of
enterprise and ownership of capital
appear to be changing rapidly. It
seemed unlikely even a few years ago
that unemployed people could be
helped to create their own enterprises,

and yet large numbers have now done
so. Even some deprived inner-city pop-
ulations have been able to escape from
dependence on welfare with the help of
policies which help them to take eco-
nomic initiative. These examples may
be at the extreme end of the spectrum,
but they do point to the prospect of an
entrepreneurial culture in which new,
small firms, self-employment and new
forms of economic initiative are given
their head. Government policies could
help enormously by redirecting part of
the subsidies (perhaps through tax
incentives) now going to existing, and
sometimes obsolete, enterprises to
giving the new entrepreneurs support
in the take-off period.

Some commentators have predicted
the demise of the large corporation as
the main creator of jobs, not least
through the decline of manufacturing in
favour of services and, no doubt, the
large manufacturers, under pressure
from international competition and
technological imperatives, will often be
forced to rationalise and reduce their
labour force. But that itself may gen-
erate demand for new services, and in
the communities in which they operate
the large corporations can be impor-
tant providers of markets, managerial
advice and capital to the emerging
entrepreneurs in their localities.® Cer-
tainly it is neither realistic nor in their
interest for them to operate as an oasis
in an economic desert.

The importance of dynamic local
economies in economic regeneration
and job creation, of new partnerships
between public authorities, business,
trade unions and community organisa-
tions, is thus beginning to be realised.
Already there are some striking
examples of economic and employ-
ment recovery in depressed ‘sunset’

3. See, for example, Ralf Dahrendorf, 'The Under-
class and the Future of Britain’, St. George's House,
10th Annual Lecture, 1987; Erol R. Rickett, Isabel
V. Sawhill, ‘Defining and Measuring the Underclass’,
Journal of Policy Analysis and Management, Vol. 7,
MNo. 2; William J. Wilson, "Cycles of Deprivation and
the Underclass Debate’, Social Service Review,
December 1985.

4. The 1987 OECD Employment Outlook ana-
lyses the latent demands for work which are not
reflected in unemployment satistics.
5. Labour Market Flexibility,
1986.

6. TheRole of Large Firms in Local Job Creation,
OECD, Paris, 1986.

OECD, Paris,



Mature students—
elderly but active.

The better the child-
care facilities, the
more active the par-
ent(s) can be.

areas (such as North-west of England
and the Lorraine region of France),
where the obsolete manufacturing sec-
tors of the industrial revolution are
being replaced by new dynamic, world-
oriented, local economies. The key to
these developments appears to be
mobilisation of local economic and
human resources, not the attraction of
massive, outside investments. Re-
gional, industrial and urban and rural
development policies must take ac-
count of this trend.

The service sector naturally plays an
important role in these developments,
particularly in employment. Both the
United States and Japan appear to
have been more successful in stimu-
lating a big, labour-intensive service
sector than Europe (p.9). Is the
advanced welfare state in Europe, with
its emphasis on national and public
institutions, frustrating the employ-
ment potential of the wide range of
services which industrialised societies
require? Or can the welfare state itself
evolve new forms of solidarity, with
public/private co-operation and the
decentralisation of services, and
thereby generate a labour market
which is responsive to the require-
ments of an active society?

oo

No doubt there is some justification
for the criticism of some commenta-
tors, notably trade unionists, that
these developments are bringing inse-
cure, low-paid jobs which undermine
standards in the labour market,
degrading the concept of full employ-
ment. But it is equally true that the
labour market of the future is to a
considerable extent dependent on
them, and that they will emerge in the
black market if not in the official
economy. And standards will surely
improve as part-time workers, the self-
employed and workers in services are
organised in trade unions and as gov-
ernment policies provide adequate
social security coverage for them. They
may also often be considered as
acceptable 'entry’ jobs, particularly for
young people trying to get a start and
married women trying to get back into
the labour market, so long as training is
provided to enable them to migrate to
better jobs. 8
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The Great
American Job Machine

AT A

Growth in scphisrfcared-'services,,.

EMPLOYMENT

Whatever its other economic troubles, the United States continues to generate a
large number of new jobs, while in Europe net job creation has been non-
existent, if not negative, over the past 15 or 20 years. In response to the

concern of European countries in general and France in particular, the OECD
recently organised a conference of experts to discuss what lessons could be
learned from the dynamics of employment creation in the United States.’

ince 1970 more than 30 million

new jobs have been created in the

United States, whereas there has
been hardly any growth in employment
in Europe. In the four biggest European
economies (whose combined popula-
tion is slightly more than that of the
United States), the number of jobs
stagnated between 1970 and 1987.
As a result, the differential between
American and European unemploy-
ment rates has been reversed since the
mid-1970s. In 1970 the jobless rate
was 2.4% in France and 4.8% in the
United States; by 1987 the rate in
France had almost quadrupled, to
10.5%, while in the United States it
was only 6.1%. Between 1981 and
1984 650,000 jobs were lost each
year in the EEC while 1.5 million were
added in the United States. Since
1983 in particular, nearly 11 million
jobs have been created in the United

The OECD OBSERVER 152 June-July 1988

States, reducing the unemployment
rate from 9.4% to 6.1% in 1987.

In the United States, moreover, the
labour force has grown far more rapidly
than in Europe (Table) reflecting among
other things the high proportion of
women that have entered it. Between
1972 and 1985 women took 64% of
the 25 million net new jobs created. By
1986 some two-thirds of women of
working age were in the labour force in
the United States, compared to 57% in
France.

Servicing
the Labour Market

The service sector has generated
almost all the new jobs in the United
States since 1970-29 million out of
30 million. Services now account for
some 70% of American employment,
as against almost 61% in France.

Already in 1970 service jobs repre-
sented over 60% of the total in the
United States, compared to only 47 %
in France. That France has narrowed
the gap during a period when total
employment has stagnated suggests
that service jobs have only substituted
for traditional industrial employment,
whereas in the United States the new
jobs have come at least partly in
addition to the existing job stock.
Service jobs tend to fall into two
categories. On the one hand, low-
skilled and poorly paid work is plentiful
in retailing, fast food, health and social
services, and routine services of all
kinds, all geared to catering for the
domestic consumer. On the other,
there are more specialised, export-

1. The Mechanisms of Employment Creation:
Lessons from the United States, OECD, Paris,
forthcoming autumn 1988.



LABOUR FORCE, JOBS AND UNEMPLOYMENT
Labour force Employment Rets of 1
unemployment
Total Total
millions change millions change
% %
1970 1987 |1970-87| 1970 1987 |1970-87| 1970 | 1987
United States 849 121.7 434 808 111.8 383 4.8 6.1
France 21.4 240 12.2 20.9 21.4 2.5 2.4 10.5
Germany 270282 4.4 26.7 25.7 -38 0.8 6.5
Italy 20.9 24.2 15.7 19.8 21.2 7.1 5.3 11.12
United Kingdom 253 278 9.8 24.7 24.8 0.4 3.0 10.3
Source: OECD Labour Force Statistics, 1965-1985, supplemented by estimates from the OECD
Secretariat.
1. Standardised Unemployment Rates
2. National estimates for 1986.

oriented services such as banking and
finance, accountancy, computer ser-
vices, and management and marketing
consultancy, which require highly qual-
ified personnel who can expect secure
positions and generous salaries.

A common factor on both sides of
the Atlantic is that small business is the
main source of new employment,
having generated over 88% of new
jobs in the United States between
1981 and 1985. The extraordinary
vitality of small- and medium-sized
firms in the United States goes hand in
hand with the high proportion of self-
employed. The self-employed now
account for 13.5% of the American
labour force, their share having risen by
50% since 1970.

High Tech,
Low Job Growth

One myth that has to be knocked on
the head is that the fast growing
high-technology industries, which are a
particularly strong feature of the
United States economy, have contri-
buted to the high rate of job creation.
Unlike the service sector, these indus-
tries have not generated substantial
numbers of jobs because of their very
high productivity and their demand for
highly qualified personnel.. Between
1982 and 1985, for instance, they are
estimated to have provided only 3% of
the new jobs created in the United
States. And what jobs they do gene-
rate tend to be concentrated in a few
small areas, such as Silicon Valley and
the Highway 128 enclave around Bos-
ton.

But the story of the Great American
Job Machine is by no means one of
total advancement of the social good.
While job creation in the United States
seems to have accelerated in recent
years, one American economist, Irving
Bluestone, Professor of Labour Studies

10

at Wayne State University in Detroit,
told the OECD conference that the
annual rate of job creation under the
Reagan administration, at 1.72%, had
actually been lower than during the
Carter years, when it aver-
aged 3.3%.

He also took issue with the quality of
employment created in the service
sector. Whereas the United States
Deputy Secretary of Labour, Den-
nis E. Whitfield, claimed that ‘over
90% of the increase in employment
has been in full-time jobs’, that "the
great majority of those who work part
time prefer part-time work’ and that
“two-thirds of the increase in employ-
ment has occurred in the highest-
paying occupations’, Professor Blue-
stone pointed out that ‘extraordinarily
large numbers of the newly-created

Fast food, fast job growth.

a |

jobs in the past decade fall into the
category of low-paid employment’.
The result was that ‘for the last decade
or so the real income of average US
households has been essentially stag-
nant and is now below the peak
achieved in 1973". He explained that
‘manufacturing industries have lost
more than 2 million jobs since 1979’
and that ‘average earnings in the
industries in which employment is
declining are $402 a week while
average earnings in the industries of
employment growth are $258 a
week’. At the same time, the number
of part-time jobs has steadily in-
creased, now standing at 20.8 million
altogether, of which 15.3 million are
classified as "voluntary’ and 5.5 million
as 'no-option’.

America Moves
for Jobs

Quantitative macro-economic fac-
tors go only a small way towards
explaining the buoyancy of the Amer-
ican labour market. The pace of eco-
nomic growth, for instance, does not
seem to be a key criterion: between
1969 and 1985 France recorded
higher average GNP growth than the
United States (3% as against 2.5%),
but had a much lower rate of employ-

ment growth (0.3% compared
with 2%).
The most significant economic

factor is the much higher productivity
growth in Europe than in the United
States throughout the period after the
first oil shock. In France that growth
was translated into substantial earn-
ings rises for those in work, but a
growing number of jobless. The lower
productivity growth of the United
States has coincided with low gains in
real earnings but healthy employment
growth.

Far more significant factors in
creating jobs are the celebrated flexi-
bility and mobility of American labour.
The lack of restrictions on the hiring
and firing of staff mean that employers
are more prepared to recruit, while on
the other side of the fence unemployed
Americans demonstrate a high degree
of adaptability in their search for alter-
native work. Half the unemployed
between 1980 and 1986 were ready

The OECD OBSERVER 152 June-July 1988



to take jobs that paid less than their
previous employment, and two-thirds
were prepared to accept a drop in
income of over 20%. That goes a long
way to explain the stagnation in real
earnings mentioned by Professor
Bluestone.

Workers in the United States are
also inclined to change jobs more
frequently than their European coun-
terparts; in 1984 38% of American
employees had been in their jobs for
less than two years, compared with
18% in France. The general mobility of
the American workforce can also be
gauged from the fact that in 1986 only
8.7% of the unemployed in the United
States had been out of work for over a
year, whereas the figure was 48% in
France and 41% in the United King-
dom. And Americans are prepared to
move around the country to get work,
which partly explains why unemploy-
ment rates in individual states and
regions rise and fall quite considerably
over time.

The attitudes of American workers
and the balance of power between
employers and employees in the United
States are indicative of profound cul-
tural differences vis-d-vis Europe.
Americans have inherited an individual-
istic philosophy of life, giving them a
spirit of independence and responsi-
bility for their personal achievements.
There is a strong belief in the notion
that people should stand on their own
feet and not rely on support from the
state or any other deus ex machina.

Entreprenevurial Flair
in New Business

One consequence is the consider-
able entrepreneurial flair of Americans
in all spheres of economic activity. It is
the creation of new businesses that
effectively brings about the restruc-
turing of local economies. The annual
number of business start-ups has
increased appreciably in recent years,
with 668,000 new companies regis-
tered in 1986, against 533,000 in
1980. Although a similar trend has
been apparent in France, as in other
European countries, the rate of start-
ups per head of population remains far
higher in the United States, at 0.28 as
compared with 0.18 in France. In
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-
their services in the market...

particular, the number of firms owned
by women is rising at more than twice
the rate for men.

The Love Network

The venture capital industry cannot
take much of the credit for the high rate
of business start-ups in the United
States, although it has developed far
more than in Europe. Venture capital is
estimated to account for only about
15% of the $45 billion invested
annually in start-ups in the United
States. For the other 85%, individuals
going into business rely on personal
sources—the ‘FFA circuit’ (friends,
family and associates) or the ‘Love

Network’ (those who know and
trust you).
The entrepreneurial spirit goes

further than starting up companies. Itis
also evident in the behaviour and
involvement of all economic agents,

Economic revival in Baltimore through local initiative: here biology laboratories in Chesapeake sell

... and in the Bronx a worker-controlled home health care organisation provides 200 local jobs .

EMPLOYMENT

including local authorities and financial
institutions. Individualism and compet-
itiveness do not prevent economic
agents from co-operating in their
mutual interest, to which end partner-
ships are formed between firms, edu-
cational /research establishments and
local authorities to pool resources and
make the most efficient use of them.
The states and cities have become
increasingly interventionist on their
own turf, leading to the emergence of
‘territorial economies’, while the role of
the federal government in the eco-
nomic development process is now
largely confined to the very valuable
contracts it has to award.

Local authorities have acquired a
good grasp of financial management
and have shown considerable imagina-
tion in the way they fund their eco-
nomic development programmes
(box). Government funds are often only
handed out on condition that a certain
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REVITALISING THE CITIES

Most American states and cities have
introduced a variety of schemes and
programmes, tailor-made to meet the
specific demands and shortcomings in
their areas.
® The city of Greater Philadelphia,
which with a population of 5.7 million is
the fourth largest metropolitan area in
the country, embarked on the redevel-
opment of its urban core and the expan-
sion of the regional economy with
financial support from both the public
and private sectors. Major city-centre
reconstruction projects have been ac-
companied by schemes for attracting
new business to the region, while com-
panies, local authorities and universities
have co-operated in initiatives to attract
high-technology industries and encour-
aging research and development activi-
ties in the area. The economic revitalis-
ation of Greater Philadelphia has been
achieved through a major restructuring
of its economic base: instead of being
one of the world's manufacturing
centres for locomotives, ships, steam
turbines and men’s hats, the local
economy now generates some 65,000-
70,000 new jobs a year in a variety of
activities, especially corporate adminis-
trative offices, business services, law,
medicine, bio-technology, pharmaceuti-
cals, chemicals, computers and tech-
nical instruments.

@ Similar economic restructuring and
urban renewal programmes have been
implemented in the state of Massachu-
setts and the city of Baltimore. The
re-adjustment and resurgence of the
Massachusetts economy in the late
1970s and early 1980s were brought
about by local government initiatives

involving all relevant local interests
(educational, financial, political, public
agencies and community groups). Sup-
port was provided for new business
creation, but solely on the basis of
commercial criteria and market funda-
mentals — a new firm created as part of
a community or urban regeneration
programme had to be able to survive in
the discipline of the market economy.
® In Baltimore, too, public-private
partnerships in redevelopment schemes
have revitalised the local economy. In
particular, the Baltimore Economic
Development Corporation has acquired
and marketed vacant or under-used
land and property for redevelopment as
industrial and business parks and build-
ings, and has also provided finance for
private developments. Since 1976 its
activities have resulted in the provision
of 5.25 million square feet of business
premises, the injection of $1.25 billion
of private funding, the safeguarding of
about 28,000 jobs and the addition of a
further 14,000.

® In the District of Columbia, the
emphasis has been on promoting the
creation of new businesses, especially
in the black community, through
training young people in business man-
agement. A subsidiary aim was to
combat drug use and crime among the
young. The programme provided for
60 youths a year, aged 14 to 21, to be
given both theoretical and on-the-job
training in the management of small
local businesses, with the aim of
creating and running at least 10 busi-
nesses on public housing developments
each year.

@® Pennsylvania sought to boost local
employment by stimulating the estab-

lishment and development of advanced
technology companies and improving
the productivity of existing firms
through the introduction of new techno-
logy. The so-called Ben Franklin
Partnership programme brought to-
gether the local authority, universities
and industry in a decentralised structure
to promote specific projects between
companies and research establish-
ments. The public sector provided the
leadership and the seed funding,
industry the main financial support (on a
performance-related basis) and the
business know-how, and the universi-
ties supplied the research infrastructure
and technical expertise.

® In the very depressed district
economy of the South Bronx area in
New York City, a worker-controlled
home health care agency has been
established; it has achieved the dual
goal of providing a much-needed local
service and affording secure and useful
employment for minorities that have the
most difficulty in finding rewarding
work. A feasibility study suggested that
within three years the proposed agency
could achieve a turnover of $2.2 mil-
lion, make a profit of $100,000 and
employ 200 staff (70% of them full
time). An initial capital base of
$900,000 was raised from various
commercial and non-commercial
sources. Launched at the beginning of
1985, the agency got off to a shaky
start and was in a serious financial
position by the end of the first year. The
situation improved thereafter, and by
the end of 1987 the workforce had
been built up to the target of 200,
consisting almost entirely of black and
hispanic women residing in the area.

amount of private funds is put up
alongside them, the so-called 'leverage
effect’. And a new kind of financial
service is being offered by the local
‘financial packager’, his job being to
‘close the gap’ between the financial
requirements of enterprises and the
conventional funds available by
drawing on alternative sources of
finance.

Lessons for Europeans

The guestion the conference sought
to answer was whether the initiatives
which have rejuvenated many Amer-
ican cities could be exported to France.
Philippe Séguin, the French Minister of
Social Affairs and Employment at the
time of the conference, clearly felt
Europe had a lot to learn, both in terms
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of attitudes and in the institutional
approach to economic regeneration.
He drew comfort from the fact that the
Great American Job Machine was not
powered by a laissez-faire, hands-off
approach, but was the result of part-
nerships between the public and pri-
vate sectors. The state played a role in
‘accompanying and reinforcing the
partnership process in the United
States’, he said.

The main focal point of economic
development activity was local, rein-
forcing the importance of substantial
decentralisation of decision-making.
Philippe Séguin suggested that in
France central government had too
much decision-making power but was
impotent when it came to mobilising
resources. The business environment
in the United States is, by contrast,

unencumbered, less cluttered by rules
and regulations than is often the case
in Europe.

The Minister returned to the familiar
question of the flexibility of American
workers, but pointed out that it had
major drawbacks. Flexibility was asso-
ciated with low wages, precarious
jobs, poor social protection and pov-
erty. But a measure of flexibility could
enable some of the labour surplus to be
absorbed, through the development of
part-time and intermittent working.

The further expansion of the service
sector offered scope for creating more
jobs, especially in social services which
could be run commercially, observed
Mr. Séguin. There was room not only
for discovering new services to offer
the consumer but also for improving
the quality of existing services. [ ]
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Leading industrialists, GrOW'h u nd JObs

bankers and trade unionists
from Europe, the United
States and Japan were invited to consider some fundamental questions
on investment, growth and jobs at

t is one of the paradoxes of the

1980s that the possession of a job

has become almost as essential to
bestow a social identity as for eco-
nomic reasons, at the very time that
the industrialised countries are finding
it difficult to maintain, let alone
increase, employment. Job expecta-
tions have been rising steadily since
World War ll, as the population has
become better educated and as more
women, in particular, have entered the
labour market.

In the 1950s and '60s this demand
was easily accommodated as the
economies of the OECD countries
enjoyed high rates of growth. But since
the early 1970s the increase in unem-
ployment has become a major pre-
occupation almost everywhere. The
recent upheavals on world stock mar-
kets and foreign exchanges have
merely added to the general sense of
vulnerability and bewilderment, a for-
cible reminder of the interdependence
of the world economy and the impos-
sibility of sheltering within the confines
of the firm, the industry or the nation,
of ignoring what is happening else-
where.

What must be done to tackle these
problems in the medium to long term?
Where would it be best to concentrate
investment to promote economic
growth: in ‘intangibles’ such as educa-
tion, training, research and develop-
ment; in physical capital and economic
infrastructure? Why has European
investment been less effective in
creating jobs than North American and
Japanese investment? Is there scope
for more co-operation with the devel-
oping countries to improve prospects
for investment, growth and job crea-
tion? What are the respective roles of
government, the private sector and the
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a high-level meeting

at OECD headquarters recently.

trade unions? What might be the
broader aims of collective bargaining,
and how might they contribute to
building a wider social consensus
about the importance of change?

Jean-Claude Paye and Michel Albert.

These questions naturally evoked a
wide range of responses at the OECD
conference, but there was remarkably
broad agreement on the nature of the
problem and the goals to be pursued,
even if there were differences of
opinion as to the precise means of
achieving them. It was interesting that
the debate did not split the participants
along ‘them and us’ lines: the busi-
nessmen were as likely to disagree
with one another as with the trade
unionists, and vice versa.

New Models,
New Enterprises

Michel Albert, the rapporteur of the
meeting, commented in his summing-
up that there was a general lack of
confidence that governments alone
could overcome the difficulties, but nor
was there particular confidence in the
capacities of the private sector, and
certainly no reference to the kind of
recipes for success that would have

been heard from the businessmen in
the past: the importance of wage
restraint, increased profits, the neces-
sity of competitiveness.

Everybody, indeed, agreed with
Francois Dalle that it is imperative to
find completely new models, new
kinds of enterprise, to break away from
the mass-production “civilisation of the
automobile’. The only way forward is
to develop new attitudes and ap-
proaches to the creation of wealth and
jobs.

One reason for the disenchantment
with governments is that they are
perceived to be operating within the
old model, seeking solutions only in
traditional methods which are bound to
fail. Mr Dalle argued for more ‘espaces
de liberté’, where people could experi-
ment with new ideas, using the same
methods as businesses in feeling their
way forward, being innovative, taking
risks, being ready to retreat if an idea
turns out to be impracticable.

The ‘institutional economy’ — char-
acterised by large institutions in busi-
ness and government — is simply not
geared to work along these lines. He
proposed, instead, the proliferation of
individual, small-scale initiatives
coupled with intangible investments to
remedy the deficiencies on the supply
side.

Helmut Schmidt's formula of
1983 — that today's profits are tomor-
row’s investments and the jobs of the
day after tomorrow — was quoted by
several speakers, although the feeling
of the meeting was that this is an
increasingly necessary condition but by
no means sufficient for improved
growth in employment. For one thing,
all the speakers agreed with regret that
the manufacturing sector is unlikely to
create many jobs, even with high rates
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of investment and growth, because of
the speed of technological change and
the reduced labour requirements of
modern manufacturing industry. There
was a period when much hope was
pinned on the new technologies as a
source of increased employment, but it

Francois Dalle and Michel Geuenich; in the
middle James R. Gass, Director, Social
Affairs, Manpower and Education
at the OECD.

now seems that they will have far
wider impact on the structure and
quality of the employment they offer
than on its quantity.

The contrast between the genera-
tion of new and viable jobs and busi-
nesses in Europe and in North America
and Japan appears to arise at least
partly because the European econ-
omies have gone for high productivity
but low growth in employment,
whereas in North America and Japan
there has been rather lower produc-
tivity growth, accompanied by much
lower unemployment. (It is, of course,
very difficult to arrive at accurate and
comparable figures on productivity,
and the participants at the meeting
deplored the generally unsatisfactory
nature of the techniques -currently
available.)

The ‘New Domesticity’

This dualism between 'good’ high-
productivity jobs in competitive, inno-
vative firms or industries and 'bad’ jobs
in what Michel Albert called ‘the new
domesticity’ (services in the home, for
the elderly, child-minding, entertain-
ment and leisure, for example, which
generally require little training or
investment and offer low rates of pay)
poses a real dilemma: is unemploy-
ment to be preferred to low-paid work?
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The obvious answer is that neither is
preferable, and one of the common
concerns of all the speakers was to
ensure the growth of better-quality
employment, especially if the service
sector is to provide the main source of
new jobs.

Some jobs in the service sector, of
course, are highly skilled and very well
paid; some, too, have been radically
altered as a result of the introduction of
new technologies (banking, telecom-
munications and fast food, for
instance), and the trade union repre-
sentatives voiced their concern that
these gains in productivity should be
shared more equally with the workers
involved.

If these divergent trends continue,
some way will have to be found to
reconcile the demand from society for
more employment, which tends to be
felt nationally, and the economic
importance of higher productivity,
which is more and more an interna-
tional concern. Michel Albert stressed
the importance of a sense of solidarity
to avoid the social tensions that this
situation could produce, a point reiter-
ated by the meeting’s chairman, Jean-
Claude Paye, who added that this
solidarity should be sought from grass-
roots upwards and not only through
the state or micro-economic mea-
sures.

Entrepreneurial
Trade Unions

The change in firms’ and trade
unions’ perceptions of themselves and
their roles is encouraging. Busi-
nessmen react indignantly to the sug-
gestion that their province is purely
economic: they see their firms as
meeting the complex requirement of
shareholders, workers and consumers,
and they are very much aware of their
role in society. Western firms are thus
moving closer to the Japanese model
where, Shoichi Saba reminded the
meeting, there has always been more
emphasis on the human dimension,
and the top priority has been to main-
tain stable employment.

At the same time, the concern of the
trade unions is not merely to offer
social protection to their members. As
Bjorn Rosengren said, more entrepren-

eurs are desperately required, not least
among trade unionists. The unions
want to co-operate in promoting
employment and raising living stan-
dards, and not only for their members,
and they are prepared to make sacrif-
ices which will contribute to long-term
growth. In this connection, Josef Hout-
huys referred to the agreement
reached a year ago between Belgian
employers and unions which for the
first time is concerned with the volume
of employment in general, as well as
with working hours and conditions and
wage rates: how should some propor-
tion of profits be divided between
expenditure on infrastructure and train-
ing, and how can the available jobs be
shared out?

Lane Kirkland., Michael Geuenich and
Joseph Houthuys.

More investment in infrastructure
emerged as another matter of general
importance — and not merely physical
infrastructure, but perhaps more so-
cial, educational and intellectual infra-
structure. Yet it was less clear what
strategies should be adopted. Michel
Albert pointed out that for the last
twenty years commentators have been
unanimous that more should be done
about education and training — and all
that has happened in many OECD
countries is that the educational sys-
tems have been put under increasing
pressure, without ever reaching a solu-
tion.

Norbert Walter proposed that the
private sector should take more
responsibility, especially in view of the
speed of technological change and the
risk that teachers employed in the
state system would have to be carried
through to retirement although much
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of their knowledge was now obsolete.
He suggested economic incentives for
training: young people could be per-
suaded to accept low initial wages if
there were the carrot of a cycle of
training linked to wage rises
throughout their careers.

It was widely accepted that this
improvement of infrastructures had to
be financed in one way or another, and
better positively and directly than in
costs arising from the failure to do so —
as Norman Willis said, ‘If you think
maintaining and developing infrastruc-
ture is expensive, try not doing it’.
Jean-Claude Paye thought that each
country would find its own style of
finance depending on its traditions in
such matters, although he felt that
people in general would be ready to
contribute, through higher savings or
other sacrifices, to a better future if the
investments were seen as fair and
efficient.

Interdependence

The broader international context
and the interdependence of the world
economy were not forgotten in the
discussions. Anxiety about possible
economic slowdown was expressed
most forcefully by Fritz Leutwiler: he
was pessimistic about future economic
growth in his assessment of the global
situation; in his view, the stock market
crash and the falling dollar are merely
symptoms of the fundamental interna-
tional disequilibrium whereby one of
the richest countries — the United
States — is maintaining large budget
and foreign trade deficits and importing
capital, while the developing countries
are forced to show balance-of-pay-
ments surpluses and accept capital
outflows. As long as the United States
fails to make major adjustments — by
reducing the budget deficit, increasing
exports, reducing imports, raising
interest rates and increasing savings —
there is limited scope, Mr Leutwiler
contended, for the rest of the world to
make much impact on the situation.

The two main countries with sur-
pluses, Germany and Japan, have
already undergone substantial adjust-
ments as their currencies were forcibly
revalued upwards against the dollar.
Restructuring in manufacturing and
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services, he continued, cannot usefully
go any further — it now means closing
factories in countries with strong cur-
rencies but not necessarily opening
new ones or expanding production in
areas with weak currency because of
world over-capacity in many sectors.
Germany and Japan are reluctant to go
too far in expanding the money
supply — the easiest thing to do on
paper — for fear that inflation would

The meeting in Paris was attended by
industrialists and trade unionists from
eight OECD countries. It was chaired by
Jean-Claude Paye, Secretary-General
of the OECD.
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quickly run out of control. The devel-
oping world, which is a huge potential
market for goods produced in the
industrialised countries, cannot afford
to pay for them because of their
enormous foreign debts. All in all,
Mr Leutwiler feared, stalemate had
been reached.

He thought that governments and
bankers should agree to a package deal
whereby the creditors of the devel-
oping countries would ease the burden
of debt service by acknowledging that
they had in effect written off some part
of the debt in return for undertakings
that the developing countries would
invest their export earnings wisely in
developing and expanding their infra-
structure. This concession would allow
the developing countries to run their
economies without the distortion of
the debt burden weighing so heavily,
and the threat of social and political
instability that goes with it. It would
also give the industrialised countries
new outlets for their exports and help
lessen international tension.

Increasing international trade was
identified by several participants as
one of the most promising ways out of
the current impasse. Shoichi Saba, too,
stressed the necessity that the ad-
vanced countries explore new avenues
in their relations with the developing
countries, concentrating on higher
value-added products and innovative
design. Michel Albert described the
situation very succinctly when he said
that the fundamental source of growth
is not national and individual but inter-
national and collective. Even the big-
gest countries, when operating alone,
have very limited prospects of eco-
nomic growth in the medium term,
especially in view of the chaotic inter-
national monetary system. What is
required, therefore, is more interna-
tional co-operation: the international
organisations like the IMF, the World
Bank, the European Economic Commu-
nity and the OECD must be streng-
thened; the OECD should seek not only
to provide a forum for research and
discussion of economic policies but
also strive for increased co-ordination
of policies, so that a common purpose
can gradually emerge to improve both
the quantity and quality of employ-
ment. =
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Agricultural

A Long Row to Hoe

Developments in the main commodity markets in
1987-88 point to a slightly better balance between
supply and demand, with the prospect that stocks of
some products will decline this year. But serious
imbalances remain, with total supply exceeding
effective demand. Consumers, taxpayers and

trading partners are thus continuing to bear the
substantial costs of surplus production, which is largely
due to national support policies. Since the call for a
reform of existing policies by the OECD Council in
May 1987, some steps have been made towards this
objective, but progress has been limited, as a recent
report monitoring the reform points out.’

rade in agricultural products has
generally fallen short of the
growth in output during the
1980s (boxes). After zero growth in
1985 and a decline of 4% in 1986, the
volume of world agricultural trade rose
by an estimated 1% in 1987. Trade in
cereals may increase by some 6.5% in
1987-88 to 198 million tonnes as a
‘result of higher wheat imports by China
and Bangladesh and increased coarse
grain imports into the EEC. At that rate
it will still fall well short of the 1984-
85 peak of 218 million tonnes. Sugar
imports are steadily shrinking, and a
further 3% fall is expected in 1987-88
following the 2% drop in 1986-87 to
28.2 million tonnes (about 27% of
world consumption). Trade in livestock
products is stagnant, with a rundown
of stocks stemming from reduced diary
production rather than higher import
demand. The more buoyant market for
beef, the price of which rose signifi-
cantly—in dollar terms—between mid-
1986 and 1987, reflects both falling
US production and Brazil's emergence
(probably temporarily) as a net
importer.
The medium-term outlook for these
different markets does not point to any
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radical departure from past trends. The
structural over-capacity in cereal pro-
duction will continue if current degrees
of support are maintained, although
higher fertiliser prices may curb output
to some extent. As an example, before
the recent measures decided in the
EEC, the European Commission was
predicting that excess stocks of some
100 million tonnes (mostly of wheat)
would accumulate between now and
1993. On present trends, OECD cereal
production will increase by 2-2.3% a
year for the foreseeable future,
although growth will have to be
reduced to only 0.9% a year if the

predicted surpluses are to be
avoided.
No Radical
Change

In the meat and dairy markets, the
substantial recovery from the very
depressed situation of recent years
could prove short-lived. The structural
imbalance in the livestock sector
mainly involves dairy products. There

1. Monitoring and Outlook for Agricultural Pol-
icies, Markets and Trade, OECD, Paris, forthcoming
summer 1988.

was an OECD-wide surplus of milk fat
production of some 900,000 tonnes in
1987, and although the surplus should
decline in 1988, it is forecast to return
to 1987 figures again in the early
1990s even with EEC dairy quotas
being maintained until the end
of 1992.

Milk accounts for most producer
support and is still the most widely
assisted product in OECD countries. If
assistance to agricultural commodities
in general were reduced by 10%, it
would be the world reference price of
milk that would increase most (by 3%).
More market-oriented policies are
required to eliminate the structural
surplus, and in the meantime measures
to limit supply will still be necessary.

In the beef market, no substantial
cyclical upturn is expected in North
America and Oceania (the Pacific basin)
to depress international prices in two
or three years’ time. EEC beef produc-
tion is likely to fall as dairy herds are
cut back, and the Community could
even be a net importer by the
early 1990s.

Grain

Grain consumption during the 1987-88
season will have exceeded production
for the first time since 1983, as a result
of a 4.3% drop in worldwide grain
output in 1987-88 (and a 8.4% fall in
OECD production). With consumption
forecast to increase by 2.4% this year,
world grain stocks should be run down
by 14% to about 384 million tonnes.
That would still leave them relatively
high, equivalent to 22% of annual
consumption overall. Wheat stocks in
particular remain higher than average
(26% of consumption), although they
are expected to fall in 1988 for the first
time in six years.
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Meat and Dairy Products

In the livestock markets, OECD coun-
tries are currently endeavouring to limit
milk supply and reduce stocks of milk
products and beef. OECD milk output in
1987 may have fallen by 3-4% com-
pared to the previous year, while beef
production was virtually unchanged. In
1988, both milk and beef output in the
OECD area are expected to decrease by
around 2%. Pigmeat and poultry pro-
duction is thought to have risen by
2.5% and 5.5% respectively in 1987
and is forecast to increase by a further
4% and 2% in 1988.

Demand for dairy products as a
whole is not increasing, since growing
consumption of cheeses and specialty
products is being offset by stable or
declining consumption of milk and other
products. Beef consumption is also
stagnating in many countries where
beef support prices are high. That per
capita meat consumption in the OECD
area is still rising reflects increasing
demand for poultry and pigmeat, whose
share of total meat consumption is
expected to increase substantially over
the medium term.

Dairy stocks, especially of butter,
have been considerably reduced since
late 1986, not so much because of
lower production as of special mea-
sures to dispose of them. EEC butter
stocks were cut from a peak of
1,475,000 tonnes in September 1986
to 640,000 tonnes in March 1988. The
stock disposal programme should result
in further declines totalling 1 million
tonnes in 1987 and 1988, and the
revised EEC intervention policy for
butter and skimmed milk powder should
prevent any further sharp build-up in
stocks. The EEC has also managed to
reduce beef stocks, in particular
through exports to Third World coun-
tries, but after being reduced to
531,000 tonnes in January 1987 they
had risen to 752,000 tonnes by the end
of February 1988,

The market for sugar will continue to
move towards a somewhat more bal-
anced position, with consumption
expected to go on rising at 2-3% a
year, while production falls short of
that. Stocks could thus decline by a
further 2 million tonnes in 1988-89 to
32 million tonnes, a figure considered
about ‘normal’ by the industry. But
that could stimulate output and,
assuming consumption of 116 million
tonnes, it might increase to 118 million
tonnes by 1992-93 and could thus
lead to another cyclical stock build-up
that would put renewed pressure on
prices.

The relatively more favourable de-
velopments in most commodity mar-
kets in the past year or so are only
partly attributable to policies to control
supply and the responses of producers
to market signals. Unforeseen circum-

stances, such as weather conditions,
have also played a part. Furthermore,
the decline in stocks has been largely
due to special measures. In any case,
stocks remain high and will thus con-
tinue to depress markets and prices in
the medium term. And trade is still
hindered by export subsidies and
import barriers, which widen the gap
between domestic and world prices.
In the longer term, the combination
of limited growth in demand and rising
yields and output will continue to put
downward pressure on prices. In the
QECD area, agricultural output per
head is growing at about 1.5%
annually, while consumption per head
is stagnant. Even outside the OECD,
there appear to be few expanding
markets for surplus commodities, so
that OECD producers face structural
over-supply and declining real prices.

Fruit and Vegetables

The 1987 crop of dessert apples in
Europe was some 10% lower than the
average for the last six years, although
the output in the United States and
Japan was exceptionally high, 20%
above average. Citrus fruit production
was down a little in 1987, although
export availabilities were higher for
most products except lemons. The
tomato crop was 2% higher in Europe in
1987, due entirely to increased produc-
tion for industry, as the consumption of
fresh tomatoes is decreasing.

AR
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Sugar

World sugar production and consump-
tion were initially in balance in 1986-87
at all-time highs of around 104.5 mil-
lion tonnes, reflecting a 6% increase in
output and a 4.4% advance in con-
sumption. Output is forecast to decline
to 104.2 million tonnes in 1987-88,
and consumption to increase to
105.5 million tonnes. That would lead
to a decline in stocks from 35.4 million
tonnes in 1987 to 33.6 million tonnes
this year, equivalent to 32% of con-
sumption, the lowest stock/consump-
tion ratio since 1980-81.
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Resources in the agricultural sector
must therefore be reduced overall.

On the whole, assistance to agricul-
ture, as measured in terms of Producer
Subsidy Equivalents (PSEs) and Con-
sumer Subsidy Equivalents (CSEs) has
increased in most OECD countries
between the beginning of the decade
and 1986, with price support policies
remaining the dominant means of
assistance. PSEs have increased both
in those countries where they were low
to start with (and where they remain
relatively low) and in countries where
they were already high. In particular,
PSEs have been stepped up on crops,
for which assistance was more limited
than for livestock products.

The Cost to Consumers
and Taxpayers

PSEs have risen particularly sharply
in the United States, the annual
average having doubled from about
16% in 1979-81 to 35% in 1986.
Most of that has taken the form of
budgetary payments, although con-
sumers have also been faced with
increasing costs in some products. In
the EEC, PSEs increased from around
37% in 1979-81, and then rose from
1985 to reach about 50% in 1988.
The average net percentage PSE in
Japan rose from 57% in 1979-81 to
75% in 1986, while it increased from
24 t0 45% in Canada, from 18 to 20%
(1985) in New Zealand and from 9 to
16% in Australia over the same per-
iod.

What change can be observed in the
different types of assistance used?
There has been a sharp jump in direct
payments, especially in the United
States and mainly in the form of
deficiency payments. As a result, the
overall share of market price support
has declined from 73 to 69%, while
that of direct payments has increased
from 5 to 11%. Trends in CSEs in most
countries reflect changes in the ele-
ment of PSEs given to supporting
market prices. Only in countries where
PSE growth is attributable to direct
payments or to other non-market sup-
port does the CSE trend differ signifi-
cantly from that of the PSE.

The cost of agricultural policies has
increased in all countries during this
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decade. It can be estimated that, in the
countries covered,? the total costs
borne by taxpayers and consumers for
supporting commodities, representing
about three-quarters of total output,
nearly doubled from an annual average
of nearly 100 billion ECUs in the 1979-
81 period to around 200 billion ECUs
in 1984-86. Between 1979-81 and
1984-86 average annual outlays
financed by consumers and taxpayers
increased by 40% in the EEC, doubled
in Japan and more than doubled in
North America and Oceania. At the
start of the decade the costs of agri-
cultural policy in the United States
were about half those of the EEC's

CALCULATING
THE SUBSIDIES

No two countries subsidise their far-
mers in exactly the same way. And
commodities are very often subsidised
differently. Where one country imposes
tight import quotas on sugar, for
example, a second will support its
wheat farmers with deficiency pay-
ments while a third protects its dairy
sector with guaranteed prices main-
tained by import taxes and export sub-
sidies.

In an attempt to deal with these
widely varying policies, the OECD has
applied the concepts of Producer Sub-
sidy Equivalents (PSEs) and Consumer
Subsidy Equivalents (CSEs) to measure
degrees of agricultural assistance,
country by country and commodity by
commodity, on a common basis.

The PSE represents the total pay-
ment that would be required to com-
pensate farmers for the loss of income
resulting from the removal of policies. It
measures all market price and income
support and, in addition, it takes into
account the more indirect measures of
assistance, such as research, advice
and other cost-reducing policies. The
PSE, expressed as a percentage, shows
the ratio of assistance to producer
receipts. The CSE, which measures the
tax on consumption resulting from poli-
cies as well as any subsidies to con-
sumption, can also be expressed as a
percentage of consumer expenditure.

Common Agricultural Policy (CAP), but
in 1984-86 they are about the same. In
Europe, though, about two-thirds of
the cost is borne by consumers
whereas in the United States the pro-
portion borne by the consumer
declined from one-third in 1979-81 to
one-quarter in 1984-86.

Prospects for Reform

In all countries, including in farming
communities themselves, there is a
growing recognition of the necessity of
reform. A more integrated approach is
being adopted to the problem, encom-
passing the whole gamut of commodi-
ties and policy instruments. It is gener-
ally agreed that more market-oriented
policies are required if market imbal-
ances and distortions are to be reduced
significantly. But changes in agricul-
tural policies, and in particular in their
practical effects, have been
limited so far.

The major concern of OECD govern-
ments is to cut, or at least contain, the
cost of budgetary support to agricul-
ture while at the same time preserving
farm income. There is growing aware-
ness that national policies are at the
root of excess production and that to
overcome that problem there has to be
a cutback in the use of resources in
agriculture. Moreover, in view of the
close links between agriculture and the
rest of the economy, there are
increasing pressures from other sec-
tors (especially those concerned with
the environment and the alternative
use of rural resources) to broaden the
scope of the debate on agricultural
policy. It is also recognised that a
long-term strategy is called for to
determine the role of agriculture in both
the domestic and international econ-
omies.

Policy changes to date have been
short-term reactions to existing situa-
tions rather than fundamental reforms.
OECD countries have been reluctant to
rely solely on price reductions to bring
about a balance between supply and
demand, preferring a variety of admin-
istrative devices for regulating the
volume of production. In most coun-

2. Awustralia, Austria, Canada, EEC, Japan, New
Zealand, United States.
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tries support prices have been either
pegged or reduced, but that will not be
enough to reduce output to the extent
required to balance the market, given
the rate of productivity growth.

Most OECD countries cut support
prices for cereals in 1987-88, and in
real terms support prices have con-
tinued to fall in all countries. Not much
has been done in livestock markets to
introduce market-oriented policies, al-
though the real value of support prices
has been reduced in the EEC and New
Zealand, while Australia has over-
hauled its dairy marketing and assis-
tance arrangements the better to
transmit international prices to
domestic producers.

Policies to manage supply have pro-
liferated in recent years, to the point
where few commodities in the OECD
area are not subject to some form of
supply control. These measures in-
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clude production quotas, restrictions
on crop acreage and livestock herds,
land diversion schemes and producer
levies for excess production. A number
of countries have opted for supply
limitation schemes that fix both prices
and output volumes, instead of seeking
to reduce support prices. Such mea-
sures have helped reduce output in
some sectors, but they have adverse
effects on long-term allocation of
resources and efficiency. Furthermore,
supply control measures in general not
only lack flexibility in their operation
but are difficult to dismantle once in
place (even when introduced as a
short-term device).

Supply control measures are often
used in markets where guaranteed
prices cannot be reduced down to the
market-clearing levels. For instance,
even though support of the dairy sector
has declined, the overall amount is still

AGRICULTURE

high enough to induce increased pro-
duction as soon as supply controls are
lifted. But there may be unplanned
side-effects to supply controls: quota
systems applied to dairy production in
the EEC and Sweden have had the
effect of stimulating beef production,
for example. Supply controls can also
keep consumer prices high.

Some governments are now consid-
ering direct income payments un-
related to production as a means of
support to farmers in particular circum-
stances. Such schemes are particularly
suited to meeting the requirements of
low-income farmers, including those in
disadvantaged regions or the process
of structural adjustment. Little pro-
gress has been made so far in this
direction, and more analysis should be
undertaken on the means and effects
of such measures.

At the same time, there have been
no major moves towards dismantling
impediments to trade. For the principal
commodities, access to domestic mar-
kets has not improved and there has
been a substantial increase in the use
of export subsidies by a number of
countries. These competitive tactics
for promoting exports on the part of
the major producing countries, to-
gether with a number of unresolved
disputes, have served only to perpe-
tuate trade tensions, although more
use is made of bilateral discussions and
of the multilateral dispute settlement
mechanism in the GATT.

The process of moving the Uruguay
Round forward by specific proposals is
well under way. Although these differ
in scope, timing and priorities, they
also contain a number of common
elements and the GATT Round is
addressing, in line with the ideas
expressed in the OECD Communiqué,
the fundamental causes of existing
imbalances, which lie in all direct and
indirect measures affecting interna-
tional trade.

oo

The final conclusion of the report is
very clear: ‘It is imperative that policy
reform efforts that are beginning in
OECD countries be strengthened, both
at the domestic and international
levels. Effective reform is more than
ever a matter of urgency’. [ ]
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What Policies

for

Innovation ?

easures taken to promote

technology in countries losing

ground seem to have little
effect on the economic, sociological or
other factors governing the competi-
tiveness of their industry. And in coun-
tries edging into the lead, the policies
adopted by government seem merely
to reinforce trends that are already
favourable. So it seems reasonable to
conclude that technology policy, to be
effective, must foster a 'climate’ in
which innovation can develop and
spread.

Innovation is a complex social pro-
cess that calls for a scientific, technical
and business culture as well as a
climate that encourages entrepreneur-
ship and long-term vision. Such ele-
ments depend ultimately on institu-
tions and the ‘rules of the game’ since
it is they that condition behaviour,
inhibit initiative, or provide suitable
incentives. These institutions and rules
have been moulded by the economic,
administrative and political history of
each country, and therefore do not
evolve overnight, particularly as they
are rooted, either consciously or
unconsciously, in ideological, philoso-
phical or religious systems of
thought.

Another specific characteristic of
innovation policy is that all sectors of
the administration are involved, in-
cluding those directly concerned with
technology—science and industry—and
others, such as education, finance, and
social affairs. In the formulation of
policy it is often essential to approach
the intricacies of the administrative
‘'microcosm’. For example, there are
rules that may stifle enterprise, such as
procedures for starting up a business or
filing for bankruptcy, conditions of
competition, pension schemes, etc;
and there are teaching programmes
and selection procedures in the educa-
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Jean-Eric Aubert

The gaps in productivity
and technological
performance between
countries widen or shrink
in response to underlying
trends that often seem
relatively impervious to
action by government. How
can this difficulty be
overcome?

tional system that militate against the
development of a ‘technological cul-
ture’.

To foster an awareness of the impor-
tance and complexity of the factors
that affect innovation, and therefore
competitiveness, growth, and, ulti-
mately, living conditions, the OECD, at
the request of interested countries (or
regions), undertakes reviews of the
relevant policies (box, p. 21).

A few salient facts from recent
reviews of France (nationally) and
Western Canada (regionally) will serve
to illustrate the policies, institutions
and measures that affect a given
society’s capacity to innovate.'

The study on France highlights cer-
tain aspects of French society that
explain the strengths and weaknesses
of France’s position on innovation.
Such aspects include French ‘Car-
tesianism’, centralism, and a form of
elitism which, to complicate matters,
steers the brightest intellects away
from research or enterprise. These

Jean-Eric Aubert is a specialist in innovation policy in
the OECD Directorate for Science, Technology and
Industry.

mental attitudes and institutional
structures provide some insight, for
example, into the dualistic nature of
French industry. Although French
industry has scored notable successes
in large-scale projects (nuclear power,
aerospace technology, and so on), en-
gineered by a brilliant technocracy
supported by government at the
highest level and making the best use
of government contracts, there are
chronic weaknesses in ‘ordinary’ in-
dustries. France’s overall trade balance
for industrial products currently shows
a deficit.

The study notes certain significant
developments, such as the regionalisa-
tion of technology, dissemination of
technology, improvement of the edu-
cation system, and financial deregula-
tion. It makes recommendations on
pursuing such developments, on re-
forming the recruitment and promotion
procedures of the "Grands Corps’ (se-
nior civil servants, recruited from the
grandes écoles) and generally on
increasing the mobility of the scientific
and technical work-force and pro-
moting the dissemination of know-
ledge (box, p. 21).

Western Canada

In search of unity and identity, the
western provinces of Canada—Mani-
toba, Saskatchewan, Alberta and Bri-
tish Colombia—asked to be reviewed as
a single unit. Their economies are
based on natural resources (wood,
petroleum, potash, minerals, hydro-
electric power) and agriculture (cer-
eals, livestock). With a view to attempt
to diversifing their activities, the pro-
vinces are currently seeking to invest in

1. Inaddition to France, national reviews have been
made of Spain, Greece, Ireland and the Western
provinces of Canada; a regional review has been made
of the province of Mikkeli in Finland.
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INNOVATION/TECHNOLOGY

INNOVATION POLICY
REVIEWS

The general review procedure, derived
from that successfully applied to
science policy, is as follows:

@® preparation, by either the country
concerned or the OECD, of a basic
document describing the current situa-
tion

@ week-long visit by a team of exam-
iners, supported by members of the
OECD Secretariat, consisting of three or
four experts from the member countries

(scientists, industrialists, civil ser-
vants)
® preparation of an ‘examiners’ re-
port’

@ discussion and circulation of the
report at a ‘review’ meeting in the
country concerned, followed by publi-
cation of the report by the OECD.

The visit of the examiners is impor-
tant as they have to obtain an overall
impression of the society in question
within a very short period by assimi-
lating information from a wide variety of
sources. These include comments by
members of institutions but also by the
people working in the industries and
activities in question; administrative
reports but also industrial products; the
scientific, technical and industrial as-
pects of the society and also its daily life
and culture. Experience has shown that
these disparate elements may generally
be pieced together to make a consistent
whole. This is understandable since
individual elements, as part of a larger
whole, all bear the mark of the society in
which they originate and/or help to
create. But it is a harder task to deter-
mine the adaptative capacity of the
society in guestion, institutional flexi-
bility {which bodies and groups are
receptive to change), etc. Innovation
policy is a useful concept since it poses
guestions about all other policies—and
yet nowhere does it have a firm institu-
tional basis. Future OECD reviews might
therefore follow the example of Yugo-
slavia and examine science, technology
and innovation policies together.1

1. Science, Technology and Innovation Poli-
cies in Yugoslavia, OECD, Paris, forthcoming
summer 1988,

new technologies (electronics, tele-
communications, information techno-
logy, biotechnology, and so on). Sev-
eral ‘advanced technology’ centres,
each comprising several hundred firms,
have been set up throughout the
region.

While the study supports this stra-
tegy and praises the spirit of enterprise
that the provinces have shown, it also
notes a certain degree of inertia. The
attitudes of mind characteristic of the
industries based on natural resources
differ significantly from those founded
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FRANCE
Summary of Recommendations

The barriers separating the intellec-
tual elite from other students should be
lowered in secondary schools.

More prestige should be attached to
technical knowledge and education.

Teaching and research establish-
ments should be given more freedom
and more independence.

A more flexible approach should be
adopted towards career progression
and job assignment; in particular, rules
that limit the mobility of researchers
and teachers, or the diversification of
activities, should be amended.

The barriers raised by membership of
the ‘Grands Corps’ should be removed.
For example, centres of scientific and
technical excellence should be created;
engineering students should be encour-
aged to take up research; posts at
certain grades in the ‘Grands Corps’ of
the French civil service should be open
to candidates with a doctorate.

Human and financial resources
should be directed away from the centre
towards the regions, although care
should be taken to avoid increased
bureaucracy in regional bodies.

Strong support networks should be
created for the modernisation of tradi-
tional industries.

Reform of the financial system should
continue and should be aimed at aiding
innovation.

Legislation governing the start-up of
new enterprises should be simplified;
barriers to starting up new businesses,
or the closure of those that fail, should
be eliminated.

The largest possible benefit should
be derived from large-scale pro-
grammes by making wider use of small
firms as sub-contractors; through wide-
spread circulation of information re-
garding scientific and technical exper-
tise; by meeting more satisfactorily the
requirements of the end-users of infra-
structure projects, etc.

A study centre should be set up to
monitor measures designed to en-
courage innovation.

All innovative measures should take
account of international, and particu-
larly European, aspects.

Source: Innovation Policy—France, OECD,
Paris, 1986.
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WESTERN PROVINCES
OF CANADA
Summary of Recommendations

@ A technological ‘identity’ should be
forged by linking new technologies to
the requirements and strengths of the
provinces (biotechnology to agriculture,
electronics to natural resources, etc.) or
through further development of local
advantages (telecommunications,
'Arctic technologies’, etc.).

@® The environment for new industries
should be improved by mobilising the
large enterprises that exploit natural
resources by further development of
financial channels (establishment of a
Western Canada Stock Exchange), and
by relaxing the regulatory framework.
@® Human resources should be enriched
through increased investment in educa-
tion (especially higher education), by
introducing innovatory further-training
programmes (for entrepreneurs, man-
agers, manual workers), and by encour-
aging women to pursue careers in the
new industries.

@ 'Networking’ between individuals
and competent organisations should be
encouraged by increasing the number of
enterprise nurseries, evaluation centres
and 'science parks’.

@ Inter-provincial co-operation should
be extended by encouraging staff

exchanges between administrations,
initiating co-operative research pro-
jects, setting up technology monitoring
networks, organising an exhibition of
regional technology, and establishing
an open university of Western Canada
(building on existing elements).

@ Relations with the Federal Govern-
ment should be improved by appro-
priate decentralisation of innovation
policy, participation in international pro-
grammes, and generation of new statis-
tical data.

The report also makes specific pro-
posals for individual provinces. Creation
of infrastructures to serve an entire
region (Quality Assurance Center in
Manitoba); ‘critical mass operations’
(biotechnology in Saskatchewan); sti-
mulation of industry (hydrocarbon
industries in Alberta); and revitalisation
of existing technologies (natural re-
sources in British Colombia). Moreover,
it is suggested that a Special Commis-
sioner for Innovation should be
appointed in each province with the
rank of Inter-departmental Advisory
Officer.

Source: Innovation Policy—Western Pro-
vinces of Canada, OECD, Paris, 1987.
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on high technology, and the cross-
fertilisation of the two sectors is pro-
ving problematic. Similarly, the scien-
tists, managers and engineers now
being trained in the provinces’ educa-
tional institutions do not meet current
requirements and, more importantly,
will not meet those of the future.

Furthermore, the provinces in Ca-
nada’s extensively decentralised fed-
eral system are fiercely independent
and highly competitive. This facilitates
neither co-operation between the
western provinces nor individual spe-
cialisation, both of which are essential
conditions for achieving the ’critical
mass’ required for the successful
development of new technologies. The
OECD has made practical proposals for
improvement (box)

oo

Mere reports cannot be expected to
produce decisive developments, what-
ever their quality or authority. Yet their
impact may be significantly increased if
their findings are given careful atten-
tion. They should be seen as exer-
cises—among other efforts—in social or
behavioural analysis designed to make
the society under review aware of its
creative aptitudes and the principles
that govern creativity. It can often take
several years to attain such awareness
and requires a willingness to face
exposure to scrutiny and criticism.
Then the recommendations must be
considered, certain courses of action
undertaken, publicly discussed and the
results analysed. If this process of
analysis were fostered by the adminis-
trations of the countries or regions
involved, it could significantly increase
their capacity for change and innova-
tion.

The issue of innovation policy leads
the discussion into the realm of "quali-
tative economics’. Innovation policy
addresses the structure of institutions,
society and mental attitudes rather
than the variables and quantities on
which traditional analysis and eco-
nomic policy are based. These struc-
tures, the form of which differs from
one country to another, are in large
part responsible for differences in long-
term development. Qualitative eco-
nomic policy would consist of
achieving gradual changes in such
structures within a reasonable period.
This qualitative dimension is—as is
generally recognised today—destined
to play an increasingly important
role.? [ ]

2. Interdependence and Co-operation in Tomor-
row’s World—Symposium to commemorate the
25th anniversary of the OECD, OECD, Paris,
1987.
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Videotex

INNOVATION/TECHNOLOGY

Systems Take Off

Robin Mansell

Videotex is the result of the union of computer and telecommunication technologies.
Its commercial success has varied considerably among OECD countries,
as have the methods used to promote its development and growth. The most successful
systems seem to have benefitted from active government support and long-term
development strategies. But government funding and promotion of videotex systems
has not always brought about a rapid adoption of services.!

ideotex began as an experi-

mental interactive service in the

early 1970s to allow users to
communicate with databases through
a set of relatively simple and standar-
dised procedures.

Videotex services can be differen-
tiated from other on-line communica-
tion services by their interactive char-
acter and the special sets of standards
which have been adopted in OECD
countries. Users are able to receive
information from a wide variety of
suppliers and can respond to it. It uses
telecommunication networks and ter-
minals; services can be publicly or
privately accessible and they can offer

Robin Mansell is Head of the Centre for Information
and Communication Technologies, Science Policy
Research Unit, University of Sussex.
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text and/or graphics capabilities. Digi-
tised information is sent through tele-
communication networks, received
and displayed on dedicated videotex
terminal, computer screens or modified
television sets. A specially designed
keyboard allows the user to request
information using a simple menu
system and to give other instruc-
tions.?

Videotex was conceived as a low-
cost service to allow the general public
access to a wide variety of information
services. However, private individual
users have come to represent a signif-
icant market for public videotex ser-
vices in only a few countries, chiefly
France, Australia and the Netherlands,
and mainly for weather, travel and
entertainment information, telephone

directory assistance, home shopping
and banking, and bulletin-boards
where ‘real-time conversations’ can be
carried on.

The business sector has proved a
major and growing market for videotex
services in most countries, and in all
European countries except France two-
thirds of service applications are busi-
ness-oriented (e.g., stock-market quo-
tations, news services). Private video-
tex systems have been developed to
support intra- and inter-firm communi-
cation (e.g., exchanging orders and

1. New Telecommunication Services — Videotex
Development Strategies, OECD, Paris, to be pub-
lished in summer 1988.

2. Teletext is closely related to videotex. It is a
one-way system of presenting information on a
television screen (such as the United Kingdom BBC's
Ceefax and the French Antiope services).
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filing financial and stock-control data).
A growing number of companies have
found videotex to be an inexpensive
and convenient method of accessing
databases.

France is the undisputed world
leader in public videotex services,
accounting for over 90% of the termi-
nals installed in Europe. At the end of
1986, there were over 2 million termi-
nals in homes and businesses in
France, compared to 70,000 in the
United Kingdom and 50,000 in Ger-
many. The number of terminals in
France is forecast to rise to 10 million
by 1990, an average annual growth
rate of 50%.

The European market for videotex is
forecast to reach US $1.6 billion in
1990, compared with $350 million in
1985. During this period, the French
market alone will grow from $233 mil-
lion to approximately $1.3 billion. In
the United States estimates on reve-
nues are difficult to assess because a
much broader definition tends to be
used (sometimes including text-only
on-line services) and videotex net-
works tend to be local or regional
and/or specialised. The business ser-
vice market is nonetheless expected to
be worth some $1.5 billion by 1990.

France Leads the Way

As with any new technological inno-
vation, it is very difficult to isolate the
conditions which combine to lead to
commercial success. Seemingly small
differences in timing of introduction,
incentives for suppliers of information
services, simplicity of use and user
acceptance, advertising, and pricing
can result in marked variation in
growth patterns and emphasis on dif-
ferent types of applications. The stra-
tegy adopted in France is instructive
because it has involved heavy initial
government investment in expectation
of future profits and a comprehensive,
though not inflexible, planning pro-
cess.

In 1978 the Direction Générale des
Télécommunications (DGT) decided to
develop a public videotex service, Télé-
tel, as part of a larger programme to
develop computer and telecommunica-
tion technologies. Commercial services
were inaugurated in 1983. Two deci-
sions were central to the French stra-
tegy. First, an electronic telephone
directory to replace the printed version
was provided, together with terminals,
free of charge to all 23 million tele-
phone subscribers. The unit cost of
producing Minitel terminals on such a
enormous scale has been estimated at
$56, far below costs and market prices
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for terminals available in other coun-
tries. Second, the government decided
in 1981 to allow telephone subscribers
to continue to receive printed directo-
ries which resulted in additional cost
(recovered, according to the DGT, by
advertising revenues generated by the
‘yellow pages’ directory).

By the end of 1984, Télétel was
clearly a success — 450,000 terminals
were installed, (115,000 of which
were leased and 15,000 purchased).3
By 1985, the French system had nearly
1.5 million users, the PRESTEL system
in the United Kingdom had 63,000 and
the German Bildschirmtext 33,000.

Users Making More Calls

The number of Minitels installed in
France reached 1.9 million in
July 1986 and some 23 million calls a
month were being generated by Télé-
tel’s varied services. Indeed, the use of
Télétel increased so swiftly in the
summer of 1986 that the Transpac
data network which provides the tele-
communication infrastructure for
Télétel was saturated. More than
7,000 businesses and nearly a million
Minitel users found themselves unable
to communicate because of a software
fault, which was quickly remedied.

The large number of installed Mini-
tels provided a ready market for pri-
vate-sector information providers. By
the end of 1985 there were 1,899 ser-
vices in operation, 60% of which were
directed towards the consumer market
and 40% to the business market. Total
services passed 3,000 in 1986.

Initially, users paid for most Télétel
services on the basis of a fixed charge.
This policy may have stimulated the
recreational use of Télétel which
accounts for approximately 42% of
use. An unexpected trend has been an
extraordinary boom in bulletin-board
services which allow individuals to
‘meet’ electronically and now account
for a major proportion of household
Minitel use (excluding consultation of
the electronic telephone directory). To
stimulate the market for more sophis-
ticated services such as databases and
documentation centres, the DGT has
introduced differential tariffs. This
policy is expected to encourage busi-
ness use, which is estimated to be
growing at 30% per year.

Télétel is now in a mature growth
phase with US $170 million in reve-
nues generated in 1986. Yet it has
been an expensive investment. By the
end of 1986, the DGT had spent
approximately $860 million on video-
tex and continuing yearly outlays are
estimated at $300 to $400 million.

Nevertheless, the DGT estimates that
its initial investment of $318 per
subscriber pays for itself in four years,
which is the same timescale as for a
telephone line.

Other Users
Reluctant to Pay

The OECD countries with the highest
videotex terminal penetration after
France are the Netherlands and Aus-
tralia, both of which adopted the
United Kingdom's PRESTEL system.
The VIATEL system launched in Febru-
ary 1985 by Telecom Australia had by
June 1987 400 information providers
catering for 28,500 subscribers and a
further 6,000 users connected to other
videotex services.

Canada’s TELIDON system began
commercial service in 1981. TELIDON
incorporates a superior display techno-
logy and the Canadian standard
became the basis for the North Amer-
ican Presentation-Level Protocol Stan-
dard. Government funding in the devel-
opment and early marketing phases
was withdrawn in 1985, stand-alone
terminals remain expensive and the
public TELIDON system has very few
subscribers. As in other countries, pri-
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vate systems are being introduced and
customers are able to use videotex
services on adapted personal com-

puters rather than single-purpose
videotex terminals.

In Japan, too, the CAPTAIN (Char-
acter and Pattern Telephone Access
Information Network) system operated
by Nippon Telephone and Telegraph
(NTT) has not met initial growth pro-
jections. The detailed technical stan-
dards for CAPTAIN were issued in
1984 (incorporating Japanese charac-
ters) following trials which began five
years earlier. Commercial service
started in 1984 and was available in all
major cities by the end of 1986. Only
26,000 dedicated terminals had been
sold by March 1987 and 680 informa-
tion providers were offering services.
Government support for CAPTAIN con-
tinues and NTT reduced terminal prices
from US $1,305 to $474 in Jan-
uary 1986 in a bid to stimulate
demand.

In the United States there has been
no attempt to develop a nationwide
public videotex service. Several early
private-sector ventures have been
abandoned, at considerable cost. In
December 1986, for example, Knight
Ridder Newspapers Inc. and Times
Mirror Co. closed their services after
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Most use of the
French minitel system
is by the general pub-
lic, for directory en-
quiries and recrea-
tional purposes.

cumulative losses of $50 and $30 mil-
lion, respectively, over ten years.

The US consumer videotex market
has been slow to take off, with reve-
nues estimated at $88 million in 1986
and projected to double by 1990. The
bulk of growth in the consumer market
is likely to come from terminals in
public kiosques. Home use of videotex
is expected to develop increasingly
around demand for tele-shopping and
banking. In contrast, the private busi-
ness market has been more buoyant
and is expected to be worth approxi-
mately $396 million by 1990.

In European countries telecommuni-
cations administrations have played a
major role in developing national public
videotex services. The United Kingdom
was the first country to experiment
with the technology and launched its
PRESTEL service as early as 1979. But
the number of subscribers has built up
slowly, especially for home use. The
50,000 mark was passed in 1985, but
reached only 70,000 at the end
of 1986. The majority of subscribers
are business users. PRESTEL terminals
remain costly and a significant number
of users prefer to buy or rent modified
television sets (at a cost twice that of
an ordinary set). Although there cur-
rently are well over 1,200 information

INNOVATION/TECHNOLOGY

services available on PRESTEL, some
information providers have criticised its
relatively high charges. Even though
public videotex has grown slowly in the
United Kingdom, there are more than 4
million television sets capable of
receiving one-way teletext informa-
tion. In addition, it is estimated that
there are approximately 100,000 dedi-
cated terminals attached to private
(non-PRESTEL) videotex systems in
the United Kingdom (stock exchange
and travel agency systems, for exam-
ple).

In Germany, the Deutsche Bundes-
post (DBP) introduced a public demon-
stration of videotex using Prestel soft-
ware in 1977. A decision to develop a
nationwide system led to a contract
with IBM. The Bildschirmtext (Btx)
commercial service using a version of
the European Standard for the Har-
monised Enhanced Videotex Service
was introduced in 1984. The number
of subscribers reached 50,000 at the
end of December 1986, only 25% of
whom were private individuals. The
number of information providers was
3,500 in December 1986. Customers
can use Btx at local telephone rates,
but additional charges are levied for
connection and sending and receiving
information. Until July 1986 informa-
tion providers were offered substan-
tially reduced charges. It is still
expected that individuals will even-
tually form the major group of
subscribers.

No International
Dimension... Yet

Videotex markets are almost en-
tirely national. The Conference of Euro-
pean Postal and Telecommunications
Administrations (CEPT) has developed
a set of common standards but, with
the exception of some newer termi-
nals, national systems are not yet fully
compatible. A common standard
agreement would enable commercial
service providers to benefit from a
much wider market and to compete on
an equal footing with companies that
use the North American Presentation-
Level Protocol Standard.

Some countries have succeeded in
exporting videotex terminals and soft-
ware. The United Kingdom's software
protocol has been adopted in several
countries. Although in the lead in
developing the domestic market,
France has experienced difficulties in
penetrating foreign markets. Suppliers

3. Where Minitels were not available free of charge,
they could be leased from DGT. More sophisticated
terminals could also be leased in areas where basic
models were available.
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have been handicapped by the diver-
sity of videotex standards. But French
software companies, notably Cap
Gemini Sogeti, have been commis-
sioned to develop services in other
countries and have exported packaged
videotex software for business use.
Minitel manufacturers have received
sizable orders from Spain and Switzer-
land and are exploring market opportu-
nities in the United States.

Technology Push
or User Pull?

France is the only country in the
OECD area where videotex has lived up
to (and exceeded) expectations. In
most countries, policy-makers and
telecommunications administrations
seem to have misjudged the dynamics
of the videotex market. Yet there is

‘France is the undisputed world leader in public
videotex services...’

general agreement that demand for
cheap, mass-market data communica-
tion networks exists,

Videotex was unexplored territory
when the British, Canadian, French and
other governments began considering

PRESTEL in Britain has a network of predominantly professional users.
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its possibilities in the 1970s. There
were few precedents to guide the
marketing, pricing, regulation, design
and management of systems in the
public and private sectors.

In the beginning, it was assumed
that because the potential market for
videotex seemed very large, the actual
market would grow rapidly. There was
a tendency to over-estimate willing-
ness of users to pay for services and to
under-estimate the time required for
them to become familiar with a novel
technology. Experience has shown
that consumers cannot be expected to
spend money on terminals and connec-
tion charges if the choice of services is
insufficient. And similarly, private-
sector information suppliers will not
develop services if demand is insuffi-
cient to enable them to recover their
investment over a reasonably short
period.

The success of the French strategy
is instructive. It clearly propelled
Télétel along an assured growth path.
At the same time, it required a govern-
ment investment of nearly US $900
million and there is little evidence that
even if other countries could adopt the
same strategy as the French govern-
ment it would meet with success.

In some countries initial government
support for videotex has been discon-
tinued in the belief that the private
sector will maximise its potential as the
market develops. As other types of
on-line information and communication
services have declined in cost and
become more ‘user-friendly’, the de-
gree of complementarity between
videotex and other services is being
reduced. Some observers believe that
over time videotex will find a niche
beside these services; others suggest
that it will be superceded by other
telecommunication network-based
services.

oo

Will videotex become commercially
viable and increase its market?
Videotex technology has been received
very differently by various types of
users throughout the OECD area. There
is a trend toward incorporating more
‘intelligence’ in videotex terminals
which allow users to store and process
information as well as acquire it. At the
same time, on-line microcomputer-
based services are diffusing very
rapidly. Future growth will depend on
the emphasis given to business versus
public service applications, pricing
strategies, terminal costs and whether
videotex complements other evolving
telecommunication network-based
services. |
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There are many different ways of taxing

the wealth and capital gains' of households
or individuals. OECD governments

have adopted a variety of solutions which
themselves have changed

over time—hardly surprisingly, for the choices
are numerous, involving fundamental

issues in tax policy as well as offering

varying degrees of difficulty in implementation.
Nearly ten years ago the OECD’s

Committee on Fiscal Affairs completed an
extensive analysis of the problems involved
and a survey of country practices; it has
recently been revised and updated.?

he main rationale for capital taxes

is nowadays provided by social

considerations, such as the
ability to pay or equity between per-
sons and groups in society. These
include both "horizontal” and ‘vertical’
equity.

Horizontal equity requires the equal
treatment of persons with comparable
capacities to pay tax. But taxes on
capital can at best only approximate to
the additional taxable capacity that
wealth confers. Different types of
capital tax make this approximation in
different ways. An annual tax on net
wealth can be expected to take
account of a continuing basis of the
advantages conferred by wealth. Capi-
tal transfer taxes supplement income
taxes by taxing wealth once (or more)
in a generation. Capital gains represent
an appreciation in capital assets and, if
realised, are akin to current income, so
that considerations of horizontal equity
suggest that these also should be
taxed.

What Economic
Consequences?

Vertical equity, the appropriate tax
treatment of persons with differing
abilities to pay, requires the reduction
of inequalities in wealth and disposable
incomes. Insofar as such a goal is
accepted, there remains a variety of
opinions as to whether it is most
effectively achieved by reductions in
pre-tax differentials in income, by gov-
ernment expenditures, or through the
tax system. If the tax system is to be
used there is a case for levying all three

Kenneth Messere is Head of the Fiscal Affairs Division
in the OECD Directorate for Financial, Fiscal and
Enterprise Affairs.
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Capital
Taxes
Revisited

Kenneth Messere

taxes under consideration. But it
should be added that in practice, given
the low yield of capital taxes, they are
unlikely to play much of a role in
redistributing wealth, except away
from the relatively few very rich.
Social considerations cannot be
divorced from the economic conse-
quences of introducing or changing
capital or capital gains taxes. And
economic arguments can be advanced
for and against each form they take.

For...

Because the tax base is related only
to past accumulations, both the annual
wealth and the death tax may have less
of a disincentive effect on work than
taxing current income. Moreover, an
annual net wealth tax, particularly if it
is introduced as a partial substitute for
income tax, may be expected to
encourage transfers from assets which
yield nothing, such as jewellery, to
investments offering high yields. High
marginal rates of income tax may, for
example, encourage a wealthy man to
use some of his capital to buy a very
expensive car, which yields a tax-free
income of satisfaction (what econom-
ists call 'psychic income’) rather than
invest in a taxable income-yielding
asset. A wealth tax might counteract
that tendency.

It is sometimes argued that there is
no guarantee that the heir of a business
or farm is competent to carry it on and
that, after the death of its creator,
heavy capital transfer taxes may fulfill
a useful economic function in forcing
such enterprises into the market where
the enterprise may be bought by the
most competent potential manager. A
capital gains tax can also be justified on
the grounds that investment patterns
are less likely to be distorted by the

diversion of savings into assets which
offer the prospect of untaxed capital
gains but yield little or no income.

And Against...

Capital taxes may adversely affect
savings, as well as work undertaken
with an eye to saving, because accu-
mulated savings—unless invested in
assets which are exempt—are taxed. A
heavy wealth tax imposed on top of an
already heavy income tax might not
only discourage saving but stimulate
dis-saving—that is, consumption out of
capital. In addition, the argument that
an annual net wealth tax encourages
more productive use of capital ignores
the objection that, in the real world,
capital is not perfectly mobile, and that
high vield and efficiency are not invari-
ably synonymous.

Capital transfer taxes may also dis-
courage savings motivated mainly by
the desire to leave something to one’s
heirs. For many people, this may not be
a dominant motive at the most remun-

1. Hereafter abbreviated to capital taxes.

2. Both studies are published under the title The
Taxation of Net Wealth, Capital Transfers and
Capital Gains of Individuals. The first covered all
OECD countries except lceland, Greece and Turkey,
the second all OECD countries except Iceland. The
1988 report generally reflects the position at
April 1986 but changes between then and 1 January
1988 are taken into account. The Taxation of Net
Wealth, Capital Transfers and Capital Gains of
Individuals is concerned with the tax treatment of
individuals, not of businesses or enterprises, though
sometimes references are made to the taxation of
small businesses or partnerships. Three main taxes
are covered: annual net wealth taxes on the value of
assets, minus debts related to such assets; death and
gift taxes, generally referred to as capital transfer
taxes, on transfers of assets during lifetime or at
death and capital gains taxes on gains from the sale of
assets (though not strictly speaking taxes on capital,
they are included in the report because the objectives
in taxing capital gains are often similar to those for
taxing net wealth and capital transfers, and the
administrative and valuation problems of these three
taxes have much in common).
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erative stage of their career, but it
tends to become more important as
wealth and years accumulate. These
taxes may also have undesirable
effects if enterprises become encum-
bered by debts incurred to pay the
taxes—or the owner of a business may
wish to build up liquid assets against
future inheritance tax liabilities, a pro-
cess which could check expansion. For
this reason governments often con-
sider it necessary to give relief to firms
and small businesses even if it violates
the principle of horizontal equity.
Capital gains taxes may have the effect
of locking in capital to avoid tax which
applies only on realisations.

What Choices for Policy ?

Under all three taxes similar ques-
tions arise.
® What should be the value of the
assets or gains on which tax should
become payable?
® What rate or rates should be applied
to this value?
® Which kinds of assets or capital gain
should be included and which excluded
from the base of the tax?
® How should assets be valued and
what allowance, if any, should be
made for inflation?

Governments have found divergent
solutions for all these questions. Each
of these taxes involves also a number
of decisions on specific issues. To cite
only four examples from the net wealth
tax:

@ assets such as households and per-
sonal effects, works of art, owner-
occupied principal homes, motor ve-
hicles, jewellery and life insurance pol-
icies, may be totally or partially
included in or totally excluded from the
tax base

@® a larger allowance may or may not
be given to married couples than to

Table 1

FORMS OF CAPITAL TAXATION IN OECD MEMBER COUNTRIES

Transfer Tax

Capital Gains

Net Wealth Tax' on Gifts TaxationZ
at Death
1Jan76 1 Jan 88| /Jan76 1 Jan88|1 Jan 76 1 Jan 88
Australia - = E - = |
Austria’ W W H H B B
Belgium - - H H B B
Canada - — — = I I
Denmark w* w H H G C
Finland W# W#* H H B I
France — - H H | |
Germany! W W H H B B
Greece - — n.a. H n.a. B
Iceland n.a. w n.a. H n.a. I
Ireland w - H,A3 H,A3 c C
Italy E = EH EH B B
Japan — - H H | |
Luxembourg’ W W H | B 1
Netherlands W w H H B B
New Zealand - - E E . =
Norway' w* w* H H I 1
Portugal = - H H Cc Cc
Spain - W+ H H | |
Sweden W+ w* H H | |
Switzerland!: 4 w# W+ H.E H,E C.l,B C.lB
Turkey - — n.a. H n.a. |
United Kingdom - - E E C (¢
United States = - E E I |
W = Single-rate net wealth tax.
W* = Multi-rate net wealth tax.
E = Estate-type transfer tax.
H = Inheritance-type transfer tax.
A = Accession tax.?
C = Capital gains tax (separate).
1 = Comprehensive taxation of capital gains under income tax.
B = Taxation of capital gains for businesses
(whether or not incorporated) but no comprehensive tax on capital gains of individuals.

n.a. —:— r:r ?:éifabfe.
1. Net wealth tax covers also incorporated businesses. In Canada it applies only to incorporated

businesses.

.24 Excludes the taxation of the capital gains of individuals where such taxation is narrowly based or

confined to short-term gains.

3. Accessions tax: aggregates gifts and legacies from any donor to determine the rate of tax.
4. All taxes are Cantonal with considerable variation between the Cantons.
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Is it a bull or a cow?

single persons or to parents than to
childless couples (figure)

@ methods of valuation vary consider-
ably both between countries and
among assets (for example, the valua-
tion of life assurance policies may be
based on premiums paid, their redemp-
tion value, their surrender value, their
capitalised value or some combination
of all four)

@ in most countries with such taxes
total wealth is assessed annually,
although in some Swiss cantons the
period is two years and in Austria,
Germany and Luxembourg it is three.

The range of choices governments
have under the three kinds of taxes is
immense. What are the most impor-
tant policy choices? And what changes
have occurred in OECD countries over
recent years?

Net Wealth Taxes

The first choice a government must
make is whether or not to have this
particular kind of tax. In practice half
the 24 OECD member countries have
chosen to tax net wealth and the other
half not to. In ten countries they accrue

TAXATION
==

exclusively to central/federal govern-
ment, and in Switzerland to the can-
tons, while in Norway they are shared
between central and local government.
Net wealth taxes illustrate the often-
expressed view that an old tax is a
good tax since of the twelve countries
with them ten have had them for over
fifty years and an eleventh for more
than forty years. The twelfth, Spain,
introduced it in 1978.

Of the 12 countries without them
only two have had them in recent
years, and in each of these cases they
were introduced after one change of
government and abolished after
another (lreland introduced a net
wealth tax in 1975 and abolished it in
1978, and France introduced a similar
tax in 1982 and repealed it as from
January 1987). The only other country
to have rescinded a wealth tax was
Japan, which had one for a short period
about forty years ago. Countries with
such a tax find it easy to administer and
a useful means of helping to control the
much more important income tax; in
countries without such a tax, appre-
hension has been expressed at the
administrative costs and problems that
would be involved if it were adopted.

If it is decided to have a net wealth
tax, one of the main choices involved is
whether or not to impose a flat rate or
whether higher rates should be
imposed on larger amounts of wealth.
Table 1 shows that countries with

WEALTH TAXTHRESHOLDS

Single persons; married couples; married couples with two children
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1. The Netherlands’ single person threshold as shown on the graph is 56,000 fi. However, for single parents and for those over 27, it is 88,000 fl.
2. 0,05% is the base rate only; percentage additions are made each year by the canton and communes.
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such taxes are more or less equally
divided on this issue, Denmark having
moved from differential rates to a flat
rate in recent years. It shows also that
countries are more or less equally
divided on whether or not these taxes
are applied to businesses as well as
individuals.

Death
and Gift Taxes

In contrast to net wealth taxes,
death and gift taxes exist in nearly all
OECD countries. Only Canada and
Australia lack them, and in both these
countries they were abolished quite
recently (in 1972 and 1977 respec-
tively). They accrue exclusively to cen-
tral/federal government in all countries
except Switzerland, where the cantons
benefit.

The main policy options for govern-
ments is whether the amount of the tax
on the bequest should be determined
by the amount left by the deceased
(donor-based or estate tax) or by the
amount inherited by the beneficiary
(donee-based or inheritance tax). The
main claims made for the estate tax are
that is is simpler and easier to admin-
ister and that it is a better revenue-
yielder than inheritance tax. For the
inheritance-type tax it is argued that it
is more equitable than estate tax in
that it accords more closely with ability
to pay, can be more readily adjusted to
the circumstances of the heir (by giving
preferential rates to the immediate
family), and is a better medium for
encouraging a wider dispersion of
wealth. There are arguments of varying

force for and against all these
claims.
In 1974 Ireland moved from an

estates tax (with no general tax on
gifts) to an accession tax covering
gifts. Over the last 15 years, the United
Kingdom has moved full circle, from an
estate tax not covering lifetime gifts
(other than those given seven years or
less before death) to one which did
cover gifts in 1974 and in 1986 to
another one which applied only to
donations given seven years or less
before death.

Over a somewhat longer period
there has been a move away from
donor- to donee-based taxes. In 1970,
all OECD countries had such taxes, 16
countries with donee-based taxes, six
with donor-based and two (ltaly and
Switzerland) with both. By the end of
1987, only New Zealand, the United
Kingdom and the United States had
solely donor-based taxes; ltaly has
both; and most Swiss cantons have
only a donee-based tax.
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Table 2

as % of total tax revenue

COMBINED REVENUE FROM NET WEALTH TAXES
ON INDIVIDUALS AND CAPITAL TRANSFER TAXES

gy 1985 1976 1965 gt
1 Switzerland! 3.06 3.42 4.46 1
2 Japan 1.19 0.85 0.71 21
3 Greece 0.94 1212 0.95 18
4 Netherlands’ 0.94 0.85 1.86 8
5 Denmark! 0.92 0.81 2.09 6
6 France' 0.85 0.46 0.56 22
7 Portugal 0.83 0.50 2.48 4
8 United States 0.77 1.41 1.99 7
9 Sweden' 0.68 0.62 1.29 13
10 United Kingdom 0.64 0.88 2.62 3
11 Norway! 0.61 0.91 1.67 10
12 Belgium 0.58 0.72 il 14
13 Austria’ 0.51 0.73 0.85 19
14 Luxembourg’ 0.51 0.54 1.14 15
15 Finland' 0.50 1.142 1.07 17
16 Spain’ 0.49 0.65 1.09 16
17 Germany! 0.42 0.76 1.53 11
18 Ireland 0.30 0.97 1.87 9
19 Italy 0.23 0.20 0.85 19
20 New Zealand 0.19 1.32 2.30 5
21 Turkey 0.19 033 0.17 23
22 Canada?® 0.03 0.25 1.48 12
23 Australia® 0.01 1.37 2.74 2
OECD average
(unweighted) 0.66 0.91 1.61

Ireland had one in 1976.

residue of revenue from them in 1985,

1. Countries with net wealth taxes in 1985; France and Spain did not have such a tax in 1976 or 1 965;

2. In 1976 there was an exceptional temporary increase in net wealth tax receipts.
3. Australia (1977) and Canada (1972) have abolished their capital transfer taxes but received a small

Another recent development, which
has also been happening in personal
income tax, is a reduction in the
number of rate bands and a lowering of
the rates. Here New Zealand repre-
sents the extreme example: in 1976 it
had 34 rates of taxes at death and
21 rates from taxes on lifetime gifts—
and, by 1985, a single rate for taxes at
death and four rates for taxes on
lifetime gifts. New Zealand is currently
the only country with a flat rate tax at
death, progressive rates applying in all
other countries. Countries with inheri-
tance taxes also have a number of
rates depending on the relationship
between the deceased and the benefi-
ciary, but these have been reduced in
recent years, in, for example, Finland,
Ireland, the Netherlands and Norway.

Capital Gains Taxes

Because of the varying tax treat-
ment by countries of gains from dif-
ferent kinds of assets—especially be-
tween those from shares and bonds on

the one hand and those from real
estate on the other, and between
long-term and short-term gains—
country comparisons are difficult to
make unambiguously. Countries may
be broadly divided into four catego-
ries:

® those with a separate tax on capital

gains—Denmark, Ireland, Portugal,
Switzerland (cantons), the United
Kingdom

® comprehensively taxed, whether
long- or short-term—Australia, Canada,
Finland, France, Japan, Norway,
Spain, Sweden, United States

® provisions mainly restricted to
short-term or speculative gains—Aus-
tria, Belgium, Germany, Turkey

® not taxed—ltaly, the Netherlands
and New Zealand.

Perhaps the fundamental question
facing countries in the first two cate-
gories is whether the objective is to tax
real gains or nominal (including infla-
tionary) gains, since the various kinds
of mitigation from the principle of
taxing capital gains as income can be
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seen (at least in one aspect) as a move
towards taxing only real gains. The
form of mitigation most frequently
seen is to exempt long-term gains
altogether or to subject them to a
lower rate than short-term gains (the
differential between the two rates and
the definition of ‘long-term’ varying
from country to country). No distinc-
tion between ‘long-term’ and ‘short-
term’ is generally made in Canada
(where only half the gain is taxed,
however), Norway (other than gains on
shares), United Kingdom and the
United States (since the recent tax
reform). Nearly all countries in the first
two categories also reduce the impact
of inflation by adjusting, either auto-
matically or on an ad hoc basis, the
value of the gain or rate bands or both,
by the equivalent of increases in the
cost of living. How this is done again
varies from country to country.
During recent years more and more
countries have been adopting either
separate capital gain taxes or taxing
them as income. In Australia this
occurred in 1985. Luxembourg, which
previously taxed only short-term ca-
pital gains, moved to a comprehensive
capital gains tax in 1979. Many of the
other capital gains taxes are relatively
new, Canada, France and lIreland all
having introduced comprehensive ca-
pital gains taxes in the 1970s, and
Portugal and the United Kingdom in
1965. Although many of the capital
gains taxes have undergone consider-
able revision in the past decade, there
is no instance of a comprehensive
capital gains tax being abolished,
although, in 1982, Turkey repealed a
capital gains tax on real estate.

TAXATION

Frankly, I feel you've been stung for this early Renoir...

Hﬁ‘f\g.a

The number of different rates of tax
on capital gains has been reduced
mainly as a by-product of income-tax
simplification. The outstanding ex-
ample is the United States, where the
14 rates of capital gains tax in 1986
have been reduced to two.

Contribution to Revenues

Reliable statistics are available for
receipts from net wealth taxes on
individuals and from capital transfer
taxes. They show that these taxes
make a very small contribution
towards government revenues and
(Table 2) that the receipts have been
declining in real terms over the last two
decades. In 1985 net wealth taxes on
individuals represented over 2% of
total tax receipts in Switzerland, but in

7

Consumption out of capital...
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all the other 11 countries they repre-
sented well under 1% (Norway and the
Netherlands with 0.5% being the next
highest). Receipts from taxes at death
and on gifts exceeded 1% of total tax
receipts in 1985 only in Japan (1.2%).
For those countries which can make
the distinction, receipts from taxes at
death by far exceed these from those
on gifts, the latter amounting to less
than 0.1% of total tax receipts in all
countries except Greece (0.3%).

Table 2 shows that receipts from the
two capital taxes declined in real terms
between 1965 and 1985 in all OECD
countries except Switzerland, France,
Greece and Japan. And the ranking
order of many countries, in receipts
from these two taxes as a percentage
of GDP, has changed markedly
between 1965 and 1985: the most
drastic are the changes of Australia
from second to 23rd place (following
the abolition of the capital transfer
tax), of Japan from 21st to second,
and of Greece from 18th to third
place.

oo

Revenues from capital gains taxes
are likely to be very volatile according
to the state of the economy; and where
there is no capital gains tax, much
revenue from the income tax will be
lost through “tax avoidance devices
which transform income into capital
gains. Indeed, where capital gains are
subject to a lower rate of tax than
income, the governments of a number
of countries have found that revenues
are lost in this way. In the majority of
countries the capital gains tax is inte-
grated with the income tax, so thatitis
not possible to estimate receipts from
capital gains tax. ]
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Spotlight on

he present Administration of the
United States came to office in

1981 with a four-part pro-
gramme: to cut the rate of growth in
Federal spending; to reform the tax
system; to bring down inflation by
slowing the rate of money creation and
to deregulate the economy.

The programme has been largely
successful in accomplishing these four
objectives. The economy has now
entered its sixth year of sustained
recovery, making it the second longest
US expansion in the post-war era. The
country has been in the forefront of tax
reform, and substantial deregulation
has improved the competitive environ-
ment. Underlying inflation has been
markedly reduced and employment
creation has been vigorous, more so
than elsewhere, reflecting strong eco-
nomic growth and labour-market flexi-
bility (see pp. 9—12). But the emer-
gence of a sizable Federal budget
deficit and a declining national saving
rate, together with a large current
external deficit, has complicated ma-
cro-economic policy and become a
cause of domestic and international
concern.

Over the medium term, the US
economy is faced with the critical task
of maintaining non-inflationary
growth, while unwinding domestic and
external imbalances. The recent
budget agreement is therefore wel-
come, but may do little more than
stabilise the Federal deficit at about
$150 billion up to the end of the
decade. For the external adjustment to
be completed over the medium term, a
sustained reduction in the deficit is
necessary.

As a share of GNP, the general
government deficit is not abnormal;
nor is the Federal debt and burden of
debt interest exceptional, especially
when measured in terms of govern-
ment and private-sector net worth. But
government credit demands are large
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in relation to private saving. In this
context, a continuing US demand for
world savings, accompanied by a
further build-up of dollar liabilities,
could weaken confidence in the dollar
and contribute to exchange-rate insta-
bility and interest-rate volatility. The
growth of US domestic demand will
have to be reduced if the transfer of
real resources from the domestic to the
external sector is to take place.

In these circumstances, it is essen-
tial that the provisions of the Balanced
Budget Act be implemented, and that
Federal budget balance be broadly
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achieved by 1993. This would be
beneficial in its own right. But it is also
essential that it be accompanied by
increased efforts to raise the US pri-
vate saving ratio, by faster growth of
domestic demand abroad, and by con-
tinued structural adjustment in the
United States and its main trading
partners, as well as by progress in
liberalising world trade.

In the immediate future, the inter-
ests of the US economy and those of
other countries would seem to be best
served by a period of relative stability
in exchange rates. The advantages and
disadvantages of dollar depreciation
depend crucially on the degree of
capacity utilisation and labour-market
tightness in the US economy, both of
which have recently shown significant
increases. With real net exports and
manufacturing output expected to
expand rapidly as a result of previous
dollar depreciation, additional external
stimulus could be inflationary. There is
a significant possibility that the rise in
the household saving ratio will be
accompanied by a lasting improvement
in the monthly trade data, reassuring
currency markets on the viability of the
current dollar exchange rate. If down-
ward pressures on the dollar were to
continue, however, they should be
resisted.

Monetary policy will have to remain
pragmatic and flexible. Given the parti-
cular uncertainties attached to the
short-term outlook, the appropriate-
ness of policy changes should continue
to be assessed in the light of the
strength of aggregate demand, the
potential for inflationary pressure, and
conditions in financial and exchange
markets. Here the strategy followed
immediately after the crisis of
19 October in equity markets—namely,
announcing and supplying liquidity to
meet the requirements of the econ-
omy—was essential, as it contributed
to maintaining orderly conditions in
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credit markets. In view of current
economic conditions, the relatively
cautious accommodating stance of
monetary policy would seem appro-
priate, although the monetary authori-
ties must remain alert to signs of
inflationary tendencies.

The stresses of an outdated regula-
tory structure in the face of changes in
the macro-economic environment have
spurred a process of innovation in US
financial markets. This development,
aided by improvements in computer
and telecommunication technology,
has helped erode many long-standing
distinctions between various financial
institutions and increased the degree of
competition in many financial markets.
This rise in competition has extended
beyond national borders, as US inter-
mediaries, businesses and even house-
holds have become increasingly linked
to foreign markets and institutions.

Along with internationalisation, in-
novation has also involved a diversion
of funds away from the banking sector
and into securities. With information
and other transaction costs falling,
ultimate borrowers and lenders are
now often able effectively to dispense
with bank intermediation and meet
directly in capital markets. These
changes, along with the increased use
of risk-management tools and other
innovative instruments, have increased
the range and quality of financial ser-
vices.

The stability of financial and mone-
tary conditions appears all the more
desirable since the vulnerability of the
US economy to shocks may have
increased. The profitability and, in
some cases, the capitalisation of depo-
sitory institutions has declined in the
1980s in the face of large loan losses.
There has been a large increase in the
indebtedness of the non-financial sec-
tors, and in the business sector, a
decline in net worth. The quality of
outstanding debt has fallen.

Yet these changes do not seem to
have seriously compromised the sta-
bility of the economy: so far the
October fall in stock prices has been
absorbed with remarkably few difficul-
ties. Nevertheless, many households
and firms could have difficulties ser-
vicing existing debt in the event of a
large increase in interest rates or a
recession. Coupled with the nervous-
ness lingering from the stock market

The OECD OBSERVER 152 June-July 1388

crash, this vulnerability makes it espe-
cially important that the stability of the

financial system be protected and
enhanced.
Overall, the task of unwinding

smoothly the existing large domestic
and external imbalances is bound to
take time but does not appear intract-
able over the medium term. It is also
essential for the future of the world
economy that protectionist tendencies

in the United States and elsewhere be
resisted and that progress in expanding
trade opportunities be made under the
continuing ‘Uruguay Round’ negotia-
tions of the GATT. Finally, for co-
operative action to improve market
confidence, policies will have to be
seen as credible and internationally
consistent, both in macro-economic
action and micro-economic structural
reforms.

@¥ Portugal

INDICATORS

CONSUMER PRICES
change from previous year

ortugal’s present Government—

the first enjoying an overall par-

liamentary majority since the
Revolution—is committed to opening
the economy to the forces of the
market. Steps have been taken to
make public enterprises more efficient
and to give interest rates a bigger role
in allocating credit. Still more—tax
reform and denationalisation—are
under active consideration.

Entry to the European Community
presents a challenge and an opportun-
ity: more exposure to more flexible and
competitive economies in the rest of
Europe makes structural adjustment
urgent. And the provision of EC grants
gives Portugal the chance to improve
its capital infrastructure rapidly. The
last few years have provided ample
evidence of the dynamism and respon-
siveness of the Portuguese economy:
in the five years to 1987, the volume of
exports rose by over 80%, a bigger rise
than in any other OECD country. But
Portugal’s past experience with abrupt
‘stop-go’ policies underlines the impor-
tance of a stable macro-economic
stance to avoid a relapse to demand-
depressing measures dictated by ex-
ternal deficits or by accelerating infla-
tion. The Government’s intention—
enshrined in the Programme for struc-
tural correction of the external deficit
and unemployment (PCEDED)—is to
reduce public borrowing. Early action in
this direction is necessary if its ambi-
tious medium-term objectives are not
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to be frustrated by more drastic, but
delayed, correction.

The investments required to develop
the Portuguese economy are likely to
be very heavy, especially as further
large investment in its infrastructures
will be necessary. In the last couple of
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years, aid to investment has been
considerable; it runs the risk, in parti-
cular, of artificially depressing the cost
of capital to business, encouraging
projects with low real returns and the
substitution of capital for labour. It is
thus important that investment pro-
jects (national or foreign) in a labour-
abundant and capital-scarce economy
such as Portugal earn a high return on
capital.

Reducing the budget deficit will be
essential to put domestic savings to
more productive use. The public sector
borrowing requirement in 1986
amounted to almost 12% of GDP and
outstanding debt was over 70% of
GDP, a quarter of which was held
externally. Some steps towards ad-
justment were taken that same vyear,
although, since growth received a
powerful stimulus from sizable terms-
of-trade gains, further fiscal adjust-
ment may have been desirable. Fiscal
policy turned out to be expansionary in
1987 and the 1988 Budget envisages
virtually no change in the size of the
budget deficit relative to GDP.

Five measures might help powerful
upward pressures on government
expenditure to be resisted if develop-
mental objectives are not to be com-
promised:

@ the choice of projects with the
highest return, although infrastructure
investment remains necessary both
inherently and also to benefit from EC
grants

® better control of local government
spending

® the long-standing embargo on pub-
lic-sector employment must be applied
to contain widespread overmanning in
the public services and in public enter-
prises; public-sector pay increases
must be limited, and the quality of the
public administration improved
through increased standards of ap-
pointment

@ spending on social transfers (which
rose in 1986 by about 17% in real
terms) will have to be kept broadly in
line with real economic growth

® tax reform is an urgent priority—a
wider and a better-enforced tax
system is required in the medium
term.

Monetary policy will also have an
important role to play in containing
domestic absorption. It is obviously
important that monetary management
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be co-ordinated with the financial pro-
gramming of government and public
enterprises as well as external
financing so that major sectors do not
escape control. The recent rapid devel-
opment of a Treasury bill market—
allowing the public to hold government
debt directly at market-determined
interest rates—is a useful first step.

Portugal’s accession to the Euro-
pean Community reinforces the impor-
tance of maintaining international com-
petitiveness. The depreciation of the
escudo in 1986 has not fully offset
inflation differentials between Portugal
and the rest of the world.

Achieving a durable reduction of
these differentials hinges critically on
limiting nominal wage increases. The
Government sets much store by
incomes policy to help secure lower
wage inflation. In Summer 1986 the
social partners agreed to negociate
wages in terms of prospective, rather
than past, price increases. This stra-
tegy proved effective. According to
collective wage agreements, nominal
wages rose by 12% in 1987 compared
with 17% the previous year. Accep-
tance of this policy was obviously
made more palatable by substantial
growth in real wages and by the
payment of wage arrears. The current
policy will face difficulties in the years
immediately ahead. The outlook for
world demand has deteriorated signifi-
cantly, and significant terms-of-trade
gains appear unlikely. These factors
and the likely re-emergence of a cur-
rent account deficit mean that real
wages should rise less than produc-
tivity to create room for higher invest-
ment. Here incomes policy may con-
tinue to have a role to play.

Fear of adding to prices or costs
should not inhibit the pursuit of the
appropriate macro-economic policies.
Not taking the necessary measures in
time would produce only a spurious
and transient decline in measured infla-
tion, but complicate the task of even-
tual structural adjustment.

On this point, rather rigid labour
legislation in recent years has damaged
productivity and made employers too
cautious in hiring. Recent proposals to
help match labour supply and demand,
to improve its mobility and the effec-
tiveness of the state-run employment
agencies could also help increase the
flexibility of the labour market.

he Finnish economy has per-

formed remarkably well for a

decade. GDP growth has consis-
tently been somewhat better than the
OECD average. Unemployment has
remained relatively stable at around
5%, well below the OECD and Euro-
pean averages. Inflation has been
roughly in line with the rest of Europe,
serious external imbalances have been
avoided and the public debt has
remained low.

In early 1986, the temporary weak-
ening of demand for forest products,
unrest in the labour market and
reduced exports to the Soviet Union
under bilateral trade arrangements as a
result of lower oil prices caused some
slowdown in GDP growth, although
exports to Western markets picked up
strongly from the second half of 1986.
Domestic demand accelerated sharply
in 1987: private consumption was
boosted by high growth in real
incomes, expansionary fiscal policies
and easier access to credit following
financial deregulation. Credit-financed
consumption is also stimulated by the
tax system which allows interest pay-
ments to be deductible. And private
investment has recovered in response
to the booming exports to Western
markets and strong domestic demand.
As a result, imports have risen rapidly
and the current account has deterio-
rated.

The slowdown of growth in the
OECD area following the stock market
crash of October 1987 is likely to
affect Finnish exports adversely. Fur-
thermore, all important wood products
and paper industry exports are facing
stronger competition from North
American producers because of the
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lower dollar; in addition, there is a risk
that cost developments at home will
jeopardise competitiveness.

The Finnish Government has already
indicated to the employers’ and work-
ers’ organisations that there will be
little scope for wage increases in 1988.
As a sign of its determination, it has
adjusted tax brackets for inflation by
only 2%. This decision will, in all
probability, entail a tightening of fiscal
policy, since wages, because of
existing commitments, will rise by
approximately 5%, even without any
new wage increases.

Monetary policy is expected to
result in interest rates which may seem
high in view of the importance of
improving competitiveness and stimu-
lating business investment but never-
theless appear lower than may be
necessary to check the growth of
private consumption.

Medium-term prospects and ex-
isting constraints on policy may run
counter to the Government's plan for a
return to equilibrium in the balance-
of-payments in the period up to 1992.
And balance-of-payments considera-
tions aside, the room for manceuvre in
fiscal policy appears to be restricted by
the importance of avoiding increases in
government debt and the relatively
heavy burden of taxation.

The principal contribution towards
keeping the economy on a sustainable
medium-term growth path, despite
likely adverse international develop-
ments, can thus mainly be expected
from policies to improve the supply
side and thereby competitiveness.
Wage moderation would therefore
seem essential. But institutional fea-
tures of the Finnish labour market may
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not help achieve this end. High produc-
tivity growth and buoyant demand in
industry have weakened employers’
resistance to wage demands, and
strong egalitarian attitudes among
labour unions have increasingly led to
leapfrogging in wage negotiations.

Wages for public-sector employees,
whose numbers have increased rapidly
in the last ten years, pose a special
difficulty since there are no clear-cut
links between employment and the
competitive remuneration of labour as
exist for the sectors of the economy
that are exposed to competition. Such
a link could be provided by the intro-
duction (following the recent example
of Sweden) of cash limits on public-
sector spending.

Population trends point to virtual
stagnation of the labour force, with
some specific skills already in short
supply. Policies to increase the mobility
of labour may therefore be called for
and, in particular, the expansion and
improvement of adult education and
retraining.

ECONOMY

The reduction of oligopolistic market
power and the enhancement of com-
petition among domestic suppliers
would also appear to be important to
reduce inflationary pressures in the
Finnish economy. Similarly, the pre-
sent system of agricultural price-set-
ting may require revision: Finland has
some of the highest prices for food in
the OECD area.

The authorities have been very
active in stimulating R&D activity. And
the tax reform that has been
announced could provide an oppor-
tunity to influence future productivity
growth. It aims to improve the alloca-
tion of capital through changes in the
taxation of investment income which
render the tax system less discrimina-
tory and better balanced. Furthermore,
the reduction in marginal tax rates on
contractual income could help mod-
erate wage demands. The introduction
of a VAT system might also be consid-
ered. The current system of indirect
taxes, which relies mainly on sales
taxes, remains distortive, and thus
adversely affects the competitiveness
of Finnish exports.

Some of the factors which helped
industrial growth in the past may now
have been exhausted. One obvious
element is trade with the Soviet Union,
where low oil prices have impaired
prospects for Finnish exports, at least
over the next few years—although low
oil prices also benefit the Finnish
economy which is very energy-inten-
sive. And the high real interest rates
may slow down growth of capital
stock, although the effect of lower
investment on unemployment may be
alleviated by a reduction in the substi-
tution of capital for labour.

The Finnish economy must therefore
be expected to face continued pressure
for adaptation. That will call for further
efforts in modernising and rationalising
production processes, not least inter-
national integration. And structural
adjustment is required if the Finnish
economy is to adapt itself efficiently to
changing patterns of demand, espe-
cially where demand in traditional mar-
kets is likely to be saturated. It is thus
essential that industrial policy continue
to be non-interventionist.

Sources: OECD Economic Surveys: United States,
Portugal and Finland. OECD, Paris, 1988.

35



...tind Environment

conomic development and the

state of the environment are

closely linked, particularly in
Finland where the economy depends,
even more than most, on its own
natural resources, forests especially.
Because Finland's environment is
experiencing the pressures associated
with economy activity, emissions of
S0, and NOy into the atmosphere and
discharges of oxidisable matter in
water have been higher (per unit of
GDP) than Scandinavian, Western
European or OECD averages. This is
hardly surprising: between 1975 and
1985 Finland's GDP increased by 33%
(against 24% in OECD European coun-
tries), its industrial production by 48%
(22%), energy consumption by 24%
(13%) and the number of road vehicles
by 53% (24%).

These pressures from economic
activity added to the effects of pollu-
tion from abroad, and the resultant
pressure from public opinion led the
Finnish government to take steps to
improve environmental protection
while continuing to ensure sustainable
use of natural resources.

This is the context in which the
Finnish Government asked the OECD
to review its policy to date and suggest
policies for the future.! The conclu-
sions of the review are clear: although
environmental protection has im-
proved in recent years, Finland must
reinforce the effectiveness of its policy
of protection and, especially, take
increased account of environmental
concerns.

Economic Development
and Environmental Impact

There is currently no obligation in
Finland to assess the impact on the
environment of major economic pro-
grammes, and it usually receives only
limited attention. The report of the
World Commission for Environment
and Development? and the OECD
review together provide an opportunity
to examine in more detail, assess and
align economic goals and environ-
mental protection. Some progress,
though limited, has already been
achieved: low- and non-polluting tech-
nology in some industries, energy sav-
ings in buildings, combined production
of heat and electricity, 'softer’ forestry
and farming practices. Such efforts
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could well be extended to all sectors of
the national economy.

Obstacles to both environmental pro-
tection and economic efficiency should
also be identified and removed. At pre-
sent, both market and government fail to
reflect, to any significant extent, the true
cost of pollution and of the use of natural
resources to the Finnish economy and
society as a whole, despite certain
advances in ‘internalising’ the external
costs of pollution and natural resources.
Charges for waste water have much
reduced its production. Provision was
made recently for gravel and sand
extraction sites to be landscaped at the
expense of the companies using them.
The ‘Polluter Pays’ principle (for pollu-
tion) and the ‘User Pays’ principle (for
natural resources) should nonetheless be
extended and given more prominence in
Finland’s environment policy.

Planning
for the Environment

Government planning procedures in
Finland do not include any systematic
impact on the assessment of their
environment. Moreover, communica-
tions between the relatively new Min-
istry of the Environment (founded in
1983) and the Ministries responsible
for such sectors as forestry, agricul-
ture, energy, industry, transport, re-
gional planning and financial and eco-
nomic planning have often been too
limited, although the situation is
improving.

Although project appraisal has occa-
sionally been accompanied in Finland
by some degree of ecological assess-
ment, no systematic evaluation of
environmental impact is made, infor-
mation is often missing or incomplete
and, when it does exist, the subse-
quent decisions rarely take note of
environmental assessments.

In the past few years, nonetheless,
valuable preparatory work has been
undertaken: co-operation between
authorities responsible for the environ-
ment and those responsible for some
major development projects (highway
authorities, for example) has been
intensified, advisory bodies have been
established and pilot projects under-
taken.

On the basis of these efforts and the
experience of other countries, the OECD
recommends that formal procedural

requirements—mandatory but simple—for
environmental impact assessment be
created and applied at an early stage in
the decision-making process.

The closer integration of environ-
mental concerns with the administra-
tion of the economy requires that the
environmental effectiveness of a
number of regulatory and economic
instruments be examined:

@ Fuel pricing and fiscal policies must
consider, for example, the relative tax-
ation of leaded and unleaded petrol,
and of petrol compared with diesel
fuel, the choice between short-term
considerations (following international
market fluctuations) and long-term
(promoting both energy conservation
and environmental protection).

@ The extent of explicit subsidies to
public transport and of implicit ones to
private vehicles through the non-inter-
nalisation of social costs—in air pollu-
tion, noise, congestion and accidents—
must be examined if their effect on
economic and environmental efficiency
is to be determined. Organisational and
regulatory aspects of goods transport
may also significantly influence the
means of transport and thus its envi-
ronmental impact.

Energy Production
and Consumption

Not only has energy consumption
increased in Finland; its structure has
changed, too, away from oil towards
other fossil fuels (peat, wood, coal and
gas) and towards nuclear energy,
together with increased reliance on
indigenous energy sources (peat, hy-
dro-electricity). Accordingly, the main
environmental concerns derived from
energy production and use in Finland
are the high degree of air pollution from
the burning of fossil fuels, the destruc-
tion of the environment and natural
habitats by flooding for hydro-power
and by peat extraction, and the safety
of nuclear power-plants and disposal
problems posed by radio-active
waste.

Progress is particularly noteworthy
in three areas: the development and
use by several industries of technology
which produces little or no air pollution;
large-scale combined heat and elec-
tricity production, resulting in im-
proved energy efficiency; larger and
more cost-effective production of
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energy from the burning of waste
liquors and waste wood in the pulp
industry.

In spite of these advances, Finland
continues to have very large energy
requirements and is highly dependent
on energy imports. The goals of energy
and environment policies alike make
energy savings particularly necessary,
and even call for a thorough examina-
tion of all the more energy-saving
options for economic developments.
To integrate environmental concerns
into economic decision-making in the
energy sector, five developments in
particular should be encouraged:

@® air pollution should be monitored—
the high rates of sulphur and nitrogen
emission may, through acidification,
damage Finland’s forests and its for-
estry industry; this, moreover, requires
international co-operation

@ the cost of damage suffered by the
environment as a result of energy-
related activities must be internalised
by use of economic and regulatory
instruments

@ comprehensive environmental as-
sessment must be made when consid-
ering alternatives to both indigenous
and non-indigenous fuels

® the damage caused by energy pro-
jects must be reduced by requiring
environmental impact assessments to
be made at a stage early enough to
have some real effect

@ the various kinds of license required
by new energy facilities should be
harmonised nationally, and all licences
obtained before construction can be-
gin.

Forestry and the Future

Although their relative importance is
decreasing, forest products still repre-
sent some 36% of Finnish exports.
And in remote areas the forest is a
major source of employment and eco-
nomic activity.

During the 1950s and "60s, Finland
exploited its forest resources inten-
sively, using ‘hard’ techniques such as
large-scale clear-cuttings, drainage,
deep ploughing, etc. This contributed
to Finland’s economic growth but also
had a deleterious effect on the environ-
ment. A considerable effort has been
made lately to change matters and
there is today a consensus among the
various individuals and organisations
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involved in forestry (authorities, own-
ers, private companies) on two basic
principles:

@ forest management must maintain
a balance between the various uses of
the forest—wood production, protec-
tion and leisure activities

@ economic development must be
based on a reasonable use of natural
resources and must not erode the
heritage of future generations.

In the future, an effort will have to be
made to maintain a balance between
the effects of different trends:

@ the objective of increasing wood
production (some of the management
techniques used currently may prove
to be harmful to the environment)

@ increasing public demand for nature
protection and recreational uses of the
forest, especially for second houses
® the decrease in the average size of
plots of land owned, and thus a poten-
tially decrease in the standards of
management, because of the growing
proportion of owners who are town-
dwellers

@ research efforts towards the devel-
opment of ‘soft’ forestry techniques,
able to reconcile increased production
with environmental protection and
recreation.

If forestry and environmental poli-
cies are to be satisfactorily integrated,
two developments are essential:

@ the further improvement in commu-
nication between the Ministry of Agri-
culture and Forestry and forest admin-
istrations on the one hand, and the
Ministry of the Environment on
the other

@ the continuation and elaboration of
the recommendations and guidelines
to owners, explaining in practical terms
how to maintain or improve the bal-
ance between the multiple uses of their
forests.

Lastly, it is proposed that consider-
ation be given to enacting legislation
setting out obligations (e.g., allowing
old trees which are interesting ‘eco-
topes’ to stand) or, conversely, prohi-
bitions (e.g., on draining ecologically
valuable zones, deep ploughing in
recreation areas, large clear-cutting in
sensitive areas, logging in delicate
landscapes). ®

1. Environmental Policies in Finland, OECD,
Paris, 1988.

2. Our Common Future, World Commission for
Environment and Development, UNO, Oxford Univer-
sity Press, 1987.
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Bank, International Monetary Fund, Bank
for International Settlements, OECD

(March 1988)
(43 88 02 1) ISBN 92-64-13039-X, 178 pp.
FB0 £7.00 US$12.00 DM26

Development Centre Studies

COMMUNITY ACTION FOR FAMILY
PLANNING: A Comparison of Six Project
Experiences (February 1988)

{41 87 05 1)ISBN 92-64 13032-2, 134 pp.

F100 £10.00 US$21.00 DM43

DEVELOPING COUNTRY DEBT: THE
BUDGETARY AND TRANSFER PROBLEM
by Helmut Reisen and Axel Van

Trotsenburg (March 1988)
{41 88 01 1)ISBN 92-64-13053-5, 196 pp.
F120 £14.00 US$26.40 DMS52
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OECD STATISTICS
ON MICRO-COMPUTER

Statistics from a number of OECD publications are
available in computer-readable format for use on
IBM-PC (or compatible) micro-computers. They offer
subscribers easy, rapid access to a wide variety of
economic and financial data on OECD member coun-
tries.

Data are provided on 5 "s double-sided, double-
density diskettes in an OECD-specific format. Each
diskette contains a simple program for translating the
data into DIF, SYLK, LOTUS WKS or LOTUS PRN
formats, for easy transfer to popular spreadsheet
packages.

Statistical data currently available on micro-com-
puter diskette include:

THE ECONOMIC OUTLOOK

Annual subscription, FF1,900 US$400

ANNUAL NATIONAL ACCOUNTS

Annual subscription, FF1,200 US$250

QUARTERLY NATIONAL ACCOUNTS

Annual subscription, FF2,200 US$460

MAIN ECONOMIC INDICATORS

Annual subscription, FF6,000 US$1,260

MAIN ECONOMIC INDICATORS

Historical Series

Price per decade set, FF2,000 US$420

EXTERNAL DEBT STATISTICS

Annual subscription, FF500 US$110

GEOGRAPHICAL DISTRIBUTION OF FINANCIAL
FLOWS TO DEVELOPING COUNTRIES

Annual subscription, FF1,200 US$250

INTEREST RATES ON INTERNATIONAL RATES
ON INTERNATIONAL AND DOMESTIC
MARKETS

Annual subscription, FF2,500 US$525

STATISTICS OF EXTERNAL INDEBTNESS: BANK
AND TRADE-RELATED NON-BANK EXTERNAL
CLAIMS ON INDIVIDUAL BORROWING
COUNTRIES AND TERRITORIES

Annual subscription, FF500 US$110

LEADING INDICATORS

AND BUSINESS SURVEYS

Annual subscription, FF5,000 US$1,100

MAIN SCIENCE AND TECHNOLOGY
INDICATORS

Annual subscription, FF500 US$110

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
Clients Services Unit
OECD Publications Service, Paris

Industry, Science
and Technology

INNOVATION POLICY: Western Provinces
of Canada (March 1988)

(92 88 01 1)ISBN 92-64-13056-X, 108 pp.

F75 £8.50 US$16.50 DM32

REVIEWS OF NATIONAL SCIENCE AND
TECHNOLOGY POLICY: DENMARK (April
1988)

(92 88 02 1)ISBN 92-64-13058-6, 120 pp.

F90.00 £10.50 US$19.80 DM39

Financial and Fiscal Affairs

FINANCIAL MARKET TRENDS

(Issued 3 times per year)

No. 39, February 1988

Special Feature

East-West Financial Relations:

Recent Developments and Medium-Term
Prospects

(27 88 01 1) 148 pp.

Perissue F70 £7.00 US$14 DMS5S8

1988 Subscription F130 £13.00 US$58 DMS8
BANK PROFITABILITY. Statistical
Supplement. Financial Statements of
Banks 1982/1986 (March 1988)

(21 88 01 3)ISBN 92-64-02969-9, 96 pp.

FBO £9.40 US$17.60 DM35

THE TAXATION OF FRINGE BENEFITS

(March 1988)
(23 88 01 1)ISBN 92-64-13054-3, 104 pp.
F60 £7.00 US$13.20 DM26

Transport and Road Research

TRANSPORTING HAZARDOUS GOODS

BY ROAD (February 1988)
(77 88 03 1)ISBN 92-64-13051-9, 144 pp.
F95 £11.20 US$21.00 DM41

Environment

ENVIRONMENTAL POLICIES IN FINLAND
(May 1988)

(97 88 02 1)ISBN 92-64-13057-8, 230 pp.

F125 £14.70 US$27.50 DM54.00
TRANSPORT AND THE ENVIRONMENT

(April 1988)
(97 88 01 1)ISBN 92-64-13045-4, 130 pp.
F95 £11.20 US$21.00 DM41

Statistics

FOOD CONSUMPTION STATISTICS
1976-1985/STATISTIQUES DE LA
CONSOMMATION DES DENREES
ALIMENTAIRES 1976-1985 (March 1988)
bilingual.

(51 88 02 3)ISBN 92-64-03061-1, 530 pp.

F295 £35.00 US$65.00 DM127

MAIN SCIENCE AND TECHNOLOGY

INDICATORS*
1988 Subscription ISSN 1011-792X
FI50 £18.00 US$33.00 DM65

* A FREE SPECIMEN covering the period 1981-1987 is
available on request.
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IRELAND
TDC Publishers - Library Suppliers,
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PORTUGAL
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AUSTRALIA
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OECD Council Meets at Ministerial Level

he Council of the OECD met on 18

and 19 May at ministerial level. The

meeting was chaired by Kjell-Olof
Feldt, Minister of Finance, and Mrs Anita
Gradin, Minister for Foreign Trade, of
Sweden. The Vice-Chairmen were James
A. Baker |ll, Secretary of the Treasury of
the United States, and Panayotis Roume-
liotis, Minister of National Economy of
Greece. The following records the agree-
ments reached by Ministers.

Achieving Better Economic
Performance
and Job Creation

There are encouraging features in the
current economic situation:

@ growth in OECD countries quickened in
the second half of 1987, and expansion is
entering its sixth year; world trade is
growing robustly

® average OECD inflation has decelerated
over the past years and now stands at a
low rate

® OECD economies proved more resilient
in the face of the October stock market
crisis than expected

® major external imbalances are nar-
rowing gradually

@® international co-operation has been
reinforced—notably through efforts to
achieve greater co-ordination of economic
policies and to foster greater stability of
exchange rates following accords among
the major industrialised countries and
through the new round of multilateral trade
negotiations

® tax reform, deregulation, reduction of
subsidies and other structural reforms
undertaken in member countries are
improving the functioning of economies
@ while most developing countries are still
facing difficult problems, the situation of
some of them is being eased by stronger
growth of world trade and firmer com-
modity prices, adjustment policies pursued
by many of the developing countries them-
selves, and a widening menu of techniques
dealing with debt problems.

QECD governments will build on these
developments in order to enhance job-
creating, non-inflationary growth and to
sustain it over the forthcoming years.
There are no grounds for complacency.
Important challenges remain:

® to ensure the continued reduction of
large external imbalances which remain a
major source of uncertainty and potential
instability

® to reduce unemployment, which con-
tinues to be unacceptably high in many
countries, notably in Europe

@ to remain vigilant against any signs of a
renewal of inflationary pressures

® to make steady progress in reducing
structural rigidities and distortions within
economies and internationally

® to strengthen the open, multilateral
trading system

® to combat and curb protectionism in all
its manifestations

® to co-operate with developing countries
in addressing their problems and in
working towards the full realisation of their
economic potential

® to ensure that economic growth is
compatible with environmental concerns.

Policy Directions

Macro-economic policies and structural
adjustment policies support each other and
must be exploited to the full. Improving the
quality of structures and the flexibility of
markets strengthens the responsiveness of
economies, enhances the effectiveness of
macro-economic management and im-
proves the prospects for strong and sus-
tainable growth. In turn, such prospects
make structural adjustment more attrac-
tive and rewarding. International co-opera-
tion is an important ingredient of both
macro- and micro-economic policies.

All OECD governments will contribute to
the co-operative effort through the pursuit
of monetary and fiscal policies aimed at
supportings job-creating, non-inflationary
growth, correcting external imbalances,
containing budget deficits, striking appro-
priate balances between domestic saving
and investment, maintaining orderly finan-
cial markets and achieving greater
exchange-rate stability. They will intensify
their action, nationally and internationally,
to reform structural policies especially in
such areas as trade, agriculture, industrial
subsidies, tax systems, financial markets
and international investment. In this con-
text, they consider it important to promote
widespread understanding and acceptance
of structural reforms among business,
labour and the public at large. Dialogue
involving social partners has made a con-

tribution to this end in a number of coun-
tries.

Ministers welcome the report on the
reform of structural policies by the Eco-
nomic Policy Committee' and endorse the
priorities identified in Section Il of this
report. They invite the Secretary-General
to develop further and strengthen the
QECD’s surveillance of structural reform
and call for a report at next year's minis-
terial meeting.

For the United States, the essential
requirement is to reduce further the Federal
budget deficit. The US Administration and
Congress are agreed on this objective, and
action will be taken to ensure that the
budget deficit is brought down substan-
tially in 1989 and subsequent years. Struc-
tural reforms will be pursued with a view to
improving the overall investment/saving
balance, to strengthening the international
competitiveness of the industrial sector
and to reducing government spending, as
well as removing distortions created by
policies—for example, agricultural support.
Monetary policy will be guided by the
objective of ensuring that the economy
remains on a path towards price stability,
while nurturing orderly conditions in finan-
cial and foreign exchange markets. Con-
tinued budget deficit reduction and
stronger private saving will ease pressures
on monetary policy and will forestall
domestic inflation pressures. Moreover,
these actions will make room for continued
strong expansion of US exports and will
contribute to a reduction of the US current
account deficit and hence to greater finan-
cial stability. Resisting protectionism
remains a priority objective, as is the early
implementation of the Free Trade Agree-
ment with Canada in conformity with
international obligations and the objective
of maintaining and strengthening the open,
multilateral trading system.

In Japan, the current process of growth
led by strong domestic demand and
accompanied by rapidly rising imports,
which has been contributing to interna-
tional adjustment, needs to be sustained.
The short-term outlook in this respect is
favourable. The Japanese Government will
seek to ensure that this process continues.
Fiscal policy will remain flexible within the
medium-term framework of fiscal consoli-
dation. Monetary policy will be conducted
with care to contain the provision of



liquidity within ranges consistent with
non-inflationary growth of demand, while
continuing to contribute to external adjust-
ment. Sustained structural reforms will
contribute to reduced inflation risks and to
adjustment, thereby expanding consump-
tion opportunities and increasing imports.
Policies are being designed and imple-
mented, inter alia, to improve market
access and to further promote deregulation
as well as structural adjustment in wide-
ranging fields including agriculture, land-
use policy, the tax system and the distri-
bution system.

In Europe, structural reforms will be
continued and intensified. These reforms,
combined with flexible implementation of
macro-economic policies, are essential to
maintain growth in demand and production
and to enhance the economic potential of
Europe. This will build confidence, improve
the responsiveness of economies, create a
better climate for investment and thereby
strengthen the prospects for non-infla-
tionary growth and better employment.
While taking account of the differences
between countries, European governments
will continue to co-operate in the conduct
of their structural and macro-economic
policies so as to maximise the benefits
from reform and to increase the scope for
policy action by individual countries.

The programme of the European Com-
munity to complete the internal EC market
by 1992, together with joint efforts by the
Community and EFTA countries to deepen
and extend their co-operation beyond the
current free-trade agreements to create a
European Economic Space, are imparting a
strong momentum to structural policy
reform and to growth. These moves will be
taken in line with the objective of main-
taining and strengthening the open, muiti-
lateral trading system and in conformity
with international obligations.

Particular attention will be given by
European Governments to the following
reforms:
® increasing the flexibility of markets,
including continuing liberalisation and inte-
gration of financial markets, by reducing
regulation and, more generally, removing
barriers to internal and external competi-
tion
@ reforms of agricultural policies, in-
cluding the continuing implementation of
those recently agreed in the EC aimed at
achieving a better balance between supply
and demand in agricultural markets
@ re-orienting government finances away
from support of agriculture and industry
towards reduced taxation and stronger,
growth-supporting infrastructure invest-
ment
® reducing distortions created by tax sys-
tems, including the reduction in marginal
rates of taxation where these remain
excessive

® improving the flexibility of labour mar-
kets through education, training and other
measures, including new legislation where
required.

These reforms will create expanding
opportunities for innovation and employ-
ment. They will also contribute to dissi-
pating inflationary risks and to an environ-
ment conducive to lower interest rates.
Stepping up the pace of structural reformin
Germany will, inter alia, strengthen
domestic demand and contribute to a
reduction of its persistently large current
account surplus and hence to a better
distribution of external balances within
Europe and globally. Mutually supportive
fiscal and monetary policies in Europe will
take full advantage of the scope for growth
created by structural reforms and contri-
bute to a climate of confidence, productive
investment, price stability and lower
unemployment.

Canada, New Zealand and Australia
will pursue thorough structural reform. In
the period ahead, Canada will undertake a
second stage of tax reform and implement
the recently concluded Free Trade Agree-
ment with the United States in conformity
with international obligations and in line
with the objective of maintaining and
strengthening the open, multilateral
trading system. In addition, Canada will
continue to give priority to reducing its
budget deficit. It will also pursue further
reforms in a broad range of sectors,
including agriculture, to reduce economic
distortions. New Zealand, which has un-
dertaken the most far-reaching market
reforms of any OECD country to open its
economy to international competition and
dismantle extensive government interven-
tion in domestic markets, will continue to
implement this programme. Australia will
continue its broad programme of structural
reform, including deregulation of domestic
markets and extending significantly expo-
sure to international competition.

Developing
Countries

The situation and performance of devel-
oping countries vary widely. However,
central to the prospects of all is a global
economic environment conducive to strong
and sustainable growth. The OECD coun-
tries have made a commitment to this
objective. They will do all possible to
ensure more open markets for the exports
of developing countries, and they consider
it important to maintain and as far as
possible increase both official development
assistance, particularly in grant form, and
other financial flows. They will also
encourage industrial and technological co-
operation, and direct investment.

The developing countries, in turn, have
important responsibilities in improving
their own performance and policies,

MINISTERIAL COMMUNIQUE

strengthening their credit-worthiness,
creating a more attractive climate for
investment and ensuring more open mar-
kets. The necessary, far-reaching
domestic policy efforts are often difficult.
Nonetheless they are essential. Many
countries have already embarked on major
growth-oriented reforms, whose success,
in part, depends upon continued OECD
support.

A number of middle-income countries
with large debt burdens continue to have
difficulty in achieving the financial stability
and resumed investment necessary for
sustainable growth. Generalised ap-
proaches or across-the-board measures
cannot provide the appropriate answer to
their differing problems. All parties
involved must therefore continue efforts,
on a case-by-case basis, to deal efficiently
with debt problems and new financing
needs, including a broad 'menu’ of market-
oriented options for commercial bank debt.
Such approaches should take due account
of the adjustment efforts of the developing
countries concerned. To support these
directions for the debt strategy, it is
important that the IMF, the World Bank
and other international financial institu-
tions be equipped with adequate facilities
and resources. In this regard, Ministers
welcome the recent agreement on a Gen-
eral Capital Increase for the World Bank
and the ongoing adaptation of the IMF’'s
policies and instruments aimed at
strengthening its central role in the debt
strategy. They also welcome the efforts
made in the Paris Club.

The important contribution that interna-
tional direct investment, too, can make to
adjustment and growth is now gaining
wider recognition in developing countries.
However, significant obstacles to the flow
of direct investment remain and should be
addressed by both host and home coun-
tries, and through co-operative action. The
welcome new activities of the Multilateral
Investment Guarantee Agency and the
International Finance Corporation will help
stimulate international investment in de-
veloping countries.

For the poorer developing countries the
IDA  replenishment, World Bank co-
financing arrangements with bilateral
donors and the Enhanced Structural
Adjustment Facility of the IMF will help
alleviate their situation. Improved terms for
consolidating the debt of the poorest
developing countries notably in Sub-
Saharan Africa are also making a contribu-
tion. Nevertheless, debt burdens continue
to mount. Proposals to ease these burdens
for the poorest countries undertaking
structural adjustment efforts therefore
merit careful consideration, including,
where possible, interest-rate reduction in
official reschedulings or alternative mea-
sures having a similar impact. Improved
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official development assistance, in quality
and in quantity, is essential.

Relations with Newly Industrialising
Economies

Important actors in the world economy
are emerging from among the newly indus-
trialising economies. This is a welcome
development. It provides these economies
with the opportunity to play an increased
role in the co-operative effort to manage
the open world economy and confers upon
them a greater responsibility in the inter-
national adjustment process commensu-
rate with their capacity. Discussions
involving these actors—recognising mutual
interests and taking into account the div-
ersity of the economies concerned—could
contribute to better understanding and the
convergence of views on policy co-opera-
tion for the continued growth and develop-
ment of the world economy.

Trade

The world trade picture shows a number
of contrasts. Trade is growing robustly.
However, protectionist pressures and
trade tensions remain strong. While OECD
governments have generally resisted these
pressures, a fairly significant number of
import restrictions have been either
extended or introduced; there are still
many serious bilateral disputes—though it
is encouraging to note a more marked
tendency to look for settlements within the
GATT framework; the propensity for unila-
teral measures or bilateral agreements
which are sometimes discriminatory re-
mains a particularly serious threat to mul-
tilateralism. In order to create an environ-
ment conducive to the success of the
Uruguay negotiations, resolute efforts will
be made by the OECD countries to fight
protectionism and to resolve trade frictions
on an amicable and non-discriminatory
basis. In this context, ministers recognise
the need to strengthen the multilateral
trading framework and the importance of
better functioning of the GATT. Within the
Organisation broad-ranging work, in-
cluding strengthened monitoring of trade
policies, will support these efforts.

The Uruguay Round has been pro-
ceeding satisfactorily in line with the time-
table set in January 1987. A number of
important proposals on the issues to be
negotiated have been lodged, including on
subjects such as agriculture, tropical pro-
ducts, services, intellectual property,
safeguards and institutional issues such as
dispute settlement and GATT functioning.
As they enter their more difficult phase, itis
vital to ensure the momentum of these
ambitious negotiations, which aim to
strengthen the multilateral system and
adapt it to the needs of the modern world.
The greatest possible advance must be
made in the months to come, in all areas of

the negotiations, so as to reach before the
end of the year the stage where tangible
progress can be registered. To this end,
member countries should seek to agree on
a framework approach on all issues. Thus it
will be possible to hold a mid-term review,
at the meeting scheduled for December in
Montreal, that establishes a solid base for
the full and complete success of the
negotiations in accordance with the Punta
del Este Declaration.

The Uruguay Round should lead to
positive results which ensure mutual
advantage and increased benefits for all
participants. The negotiations must take
duly into account the growing and differ-
entiated role of developing countries in the
world economy, hence their interests and
the responsibilities which they must bear,
according to their level of development. In
accepting higher levels of obligation within
the GATT framework the more advanced
developing countries would contribute to,
and benefit from, the strengthening of the
multilateral system. For developing coun-
tries, as for OECD members, trade liberal-
isation can play a positive role in rational-
ising and invigorating their economies.

The behaviour of member countries in
trade matters will inevitably influence the
climate of the Uruguay negotiations. It is
essential, therefore, that, in line with com-
mitments made, particularly at Punta del
Este, standstill undertakings be strictly
adhered to and that efforts be intensified to
roll back protectionist measures that have
been in force for a number of years. The
abuse of anti-dumping and countervailing
procedures will have to be avoided.

The adjustment and growth policies
which member countries intend to pursue
and intensify should also contribute to the
success of the Uruguay negotiations by
improving the expansion of activity and
exchange market stability.

Liberalisation of trade in services
remains an important objective for OECD
members, because of the growing contri-
bution of marketable services in their
economies and those of their trading part-
ners. The Organisation will persevere with
its work in this field, particularly on
approaches to a multilateral services
agreement and on the strengthening of the
OECD Codes.

Agriculture

Ministers took note of the joint report of
the Agriculture and Trade Committees?
and endorsed its conclusions. There has
been some recent improvement in the
market balance for certain commodities,
resulting partly from supply control policies
or from producer responses to market
signals and stock disposal measures, and
partly from weather conditions. Despite
this improvement, supply in the OECD
area, stimulated by policies which prevent

an adequate transmission of market sig-
nals to farmers, continues to exceed effec-
tive demand. The resulting economic and
trade problems remain acute. Since the
beginning of the decade, according to
OECD Secretariat estimates, the cost of
agricultural support for the OECD as a
whole imposed on taxpayers and con-
sumers has nearly doubled, reaching about
200 billion ECUs per year in 1984-1986. It
is difficult to make an assessment of the
trend of policies and their consequences
over a relatively short period. Some
encouraging efforts have been undertaken,
but it is clear that there has been only
limited progress overall since the Minis-
terial Council in May 1987. It is therefore
imperative that policy reform efforts be
strengthened by all member countries as a
matter of urgency. In this context it is
essential that measures already introduced
are underpinned by further positive
actions. This will contribute to much-
needed structural adjustment as well as to
the success of the Uruguay Round.

Further measures will be taken, based
upon the principles agreed upon at the last
Ministerial Council, to allow market signals
increasingly to influence the orientation of
agricultural production, by way of a pro-
gressive and concerted reduction of agri-
cultural support as well as by all other
appropriate means, while consideration
may be given to social and other concerns.
Concerted international action on a multi-
country, multi-commodity approach will
strengthen the process of reform. Minis-
ters re-affirm that the Uruguay Round is of
decisive importance in this context.

The Uruguay Round negotiations "are
providing a setting within which member
countries will continue to seek agreements
reinforcing the attainment of viable long-
term reform in agriculture as defined by
ministers in 1987. It is important that the
mid-term review add impetus to the nego-
tiating process in this as in other fields. To
this end member countries should seek to
agree on a framework approach, in confor-
mity with this Communiqué (above),
including short-term as well as long-term
elements which will promote the reform
process as launched last year and relieve
current strains in agricultural markets.

Since trade tensions on agricultural mar-
kets remain very serious, notably due to
the persistence, and in some cases inten-
sification, of all forms of support, including
export subsidies and import restrictions,
member countries are urged to take mea-
sures in conformity with the Ministerial
Communiqué of 1987, including its long-
term objective, in order to avoid confron-
tational and destabilising trade policies.

The Organisation will pursue its work on
the monitoring of agricultural reform and
the process of structural adjustment in
agriculture. In this context, it will carry out
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thorough analysis of the effects of mea-
sures which are envisaged or have been
taken. The improvement and updating of
the analytical tools, such as the PSE/CSE
and the OECD agricultural model, will be
pursued. The Organisation will also study
the possible contribution to agricultural
reform that might be made by measures
such as the quantitative limitation of pro-
duction or resources used in agriculture;
direct income support; other measures
aimed at facilitating structural adjustment;
and policies for rural development
including environmental aspects. The work
on the economy-wide effects of agricul-
tural policies in the OECD countries will
also be actively pursued and broadened.

Financial Markets

Liberalisation and regulatory reform in
financial markets have improved the effi-
ciency of financial intermediation and
strengthened competition, thus enlarging
the role for market judgements in guiding
investment decisions. However, the stock
market crisis of October 1987 and, in
particular, the speed and pervasiveness
with which shocks were transmitted
between markets and across countries,
have raised concerns about potential vul-
nerabilities and the limits of policies based
on purely national approaches. Interna-
tional co-operation to ensure the smooth
working of financial markets will be
extended both within the OECD and more
widely. The Organisation will intensify its
efforts to analyse the nature and func-
tioning of the emerging global financial
system and to identify gaps and inadequa-
cies in the coverage and co-ordination of
prudential arrangements, especially in the
case of securities markets.

International Investment

International investment has a signifi-
cant role in the promotion of structural
adjustment and technical advance, easing
payments imbalances and contributing to
economic efficiency and growth. Signs of
emerging protectionist pressures in the
investment area are therefore worrying.
Ministers express their determination to
resist such protectionism; to maintain an
open investment climate; to fulfil their
international commitments in this respect,
notably those in the OECD Codes; and to
strengthen the OECD National Treatment
instrument. The review of the 1976 Decla-
ration on International Investment and
Multinational Enterprises provides an im-
portant opportunity to reinforce the inter-
national framework for furthering liberalis-
ation and maintaining an open investment
climate in the OECD economies. A progres-
sive step-by-step approach will be devel-
oped towards extending the application of
National Treatment. Backsliding must be
avoided. Ways to set in place an effective
process for further liberalisation will be

explored. The balance that has character-
ised the Organisation’s approach to inter-
national investment questions, including
between the different elements of the
Declaration, should continue to prevail.

Technology

Technological progress is one of the
major driving forces in the development of
the world economy. Among the aspects
which figure prominently on the policy
agenda of member governments are: the
process of generation and diffusion of new
technologies; their potential contribution
to more dynamic economic performance
and greater social welfare; the interaction
between technology and society; and the
implications for environment. Recognising
the growing importance of these questions
and their international dimension, minis-
ters welcome the broad orientation for the
future work of the Organisation contained
in the Progress Report of the Secretary-
General and invite the Secretary-General to
report in due course to the Council at
ministerial level. They amso welcome the
recent Recommendation by the OECD
Council on Principles for International Coo-
peration in Science and Technology which,
reflecting the importance of science and
technology to economic growth and social
development, will promote openness in
this area.

Environment

While taking account of their differing
situations, environmental protection and
enhancement are important objectives in
all member countries. To this end, environ-
mental considerations should be taken
fully into account in a balanced and effi-
cient manner in all appropriate areas of
governmental decision making, thereby
contributing to sustainable growth, as
underlined in the report of the World
Commission on Environment and Develop-
ment. The Organisation’s work on the
integration of environmental and economic
considerations in policy-making will be
extended and strengthened accordingly.
Priority is also placed on continued efforts
to address environmental problems of a
transboundary nature. Furthermore, the
Organisation will intensify its efforts on
global issues, including climate-warming,
and on environmental degradation in
developing countries. In this context, the
Organisation should continue its work on
developing common approaches to the
environmental review of bilateral and mul-
tilateral assistance projects as a further
contribution to sustainable development.

Education and Training for Better
Employment

Occupational adaptability has become
increasingly important in the modern work-
place. Education systems must be geared
to provide all young people with the

fundamental competence to acquire skills
and to adapt through their working life.
Every effort should be made to have public
and private opportunities for training and
retraining available to meet the needs of all
members of the workforce and all those
wishing to join it. It is important that
work-place opportunities for individual
adaptation and redeployment be as wide-
spread as possible. Attention should be
given to the problem of the long-term
unemployed.

Social Protection

Social protection systems, which are of
considerable importance not only for the
security and well-being of individuals but
also for the efficiency and adjustment
capacity of economies, are generally under
budgetary constraint. This is particularly
the case for publicly funded health care and
pensions. These issues will be at the centre
of the discussion at the meeting of minis-
ters of social policy on 6-7 July.3

Energy

The energy situation has changed con-
siderably over the last several years. In the
present circumstances, security of supply
in the short term at reasonable conditions
is available. Nonetheless, energy security
remains a central objective in both the
short and the long term, through emer-
gency preparedness and through structural
changes leading to a more sustainable
energy mix. Structural adjustments are
taking place in all energy markets and
industries in response to changing supply
and demand patterns and prices, and new
technologies, and as a result of govern-
ment policies. Meanwhile, important
issues relating to energy trade, to research
and development, to environment and
safety, to emergency preparedness, and to
non-member countries are receiving
greater policy attention.

In this situation, agreed energy policies
regarding diversification of energy sources,
development of indigenous energy re-
sources, greater energy efficiency, en-
hancement of emergency response
mechanisms and further liberalisation of
energy trade should be continued. Careful
monitoring and analysis of energy develop-
ments in member countries and, increas-
ingly, elsewhere in the world will continue,
in order to ensure that structural and policy
adaptations necessary to maintain energy
security take place. u

1. Progress and Friorities in the Reform of Micro-
economic Policies.

2. Monitoring and Outlook of Agricultural Poli-
cies, Markets and Trade, OECD, Paris, forthcoming
summer 1988; see also "Agricultural Reform: A Long
Row to Hoe', pp. 16-18 of this issue of The OECD
Observer.

3. See ‘Towards the “Active Society”™’, pp. 4-8 of
this issue of The OECD Observer.



