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Women

EMPLOYMENT

and the Restructuring
of Employment

n 1992 there were around 169.4 mil-

lion women in the labour force in
the OECD area — 33 million more
than in 1980. The ranks of
economically active women —
on the rise everywhere —
averaged 2% annual growth
over the past decade, twice
the pace of their male coun-
terparts, whose numbers are
on the wane in the majority
of countries. At this rate, the
sexes will have reached nu-
merical parity in several
national labour markets by
the dawn of the 21st century.
Statistical equality will be
obtained in some countries
but not all — patterns vary
extensively from one OECD
country to the next (Figure 1).
At one extreme are Sweden
and Finland: in both coun-
tries, women’'s employment
rates are very similartomen’s,
but in Sweden, unlike Fin-
land, women frequently work
part-time. At the opposite
extreme is lIreland, where
economic activity among
women is low and offers little
sign of change, and Spain,
where, from an identical
starting point, the participa-
tion of women has made clear
gains among the younger
generations. In a third, inter-
mediate group of countries, &
including Australia and$
Japan, women's employment 5
rates are stilldropping sharply §
for the 25-34 age group.

ican

it

Segregation
in Employment
Today women can be found in every

occupation, yet gender-based job seg-
regation remains solidly anchored in all

Colfective, social and personal services will

Francoise Coré

In a couple it is the woman who - even
if she has a formal occupation — has to
perform the bulk of domestic and family

chores.

countries. One statistic from the Nordic
areais particularly striking: less than 10%
of women (and men) hold jobs for which
there is approximate numerical equality
between the sexes, and half of all women
(and men) occupy posts for which their

Frangoise Coré specialises in the role of women in
the economy in the OECD D (
Employment, Labour-Market a

own sex outnumbers the other by more
than nine to one.

Listing the ten occupations that re-
spectively employ the
largest numbers of
women and men (Table
1) prompts three obser-
vations: there is virtually
no common ground be-
tween the two lists; the
most common occupa-
tions for both sexes have
aparticularly pronounced
‘unisex’ tendency; and
on each list the same
occupations appearagain
and again, whatever the
country.

Such segregation oc-
curs by industry as well
as by occupation. Focus-
ing on the three major
sectors of activity in the
aggregate, one finds that
the breakdown of em-
ployment between men
and women is extremely
uneven (Figure 2). Al-
though 90% of jobs in
most OECD countries are
non-agricultural  for
women and men alike,
this 90% is much more
evenly split between
industrialand service em-
ploymentfor menthan for
women, whose jobs are
very heavily concentrated
inthe service sector. And
the more women there
are in the labour force,
the bigger the sectoral
inequality.

Received Ideas,
New Facts

Does the fact that women are taking
over an increasing share of the labour

1. Women and Employment Restructuring: New

Perspectives, OECD Publications, Paris, forthcoming
1894,

provide by far the largest number of jobs for
women.
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Figure 1

GROWTH OF FEMALE REPRESENTATION
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force have any effect on the quality of
their employment?

It is argued that women constitute a
different kind of labour force because
of their reproductive function and be-
cause they have maintained their trad-
itional role within the family and the
home. How much truth is there to this
assertion?

Repeated pregnancies have become
a rare phenomenon in the OECD

countries, where (with the exception of
Turkey) fertility rates range between 1.3
and 2.2 children per woman. Matters
are more complex when it comes to
women’s traditional role. First, an in-
creasing percentage of women are either
single, separated or divorced, and for
them the issue is not the same as for
married women. With couples, the way
they budget their time makes it unde-
niable that it always falls to the woman -
even if she has a formal occupation -
to perform the bulk of domestic and family
chores (Table 2).

The presence of young children always
entails a considerable overall workload
for mothers, who bear a double, if not
atriple, burden. Nevertheless, fewer and
fewer women are putting their careers
on hold while their children are young,
even if in certain countries they find

themselves having to work part-time, at
least for a while. In any event, at any
given time mothers with young children
make up only a small percentage of
women in the labour market.

Although still highly prevalent among
employers, the idea that women workers
are less readily available, less motivated
and less productive on account of their
reproductive function and the maintain-
ing of their traditional role seems ready
for the scrap-heap of misconceptions.
Notonly do such notions preventwomen's
productive capacities from being used
to the full; they also impede the search
for genuine solutions to the problem of
reconciling family responsibilities and
professional obligations.

Workers who can rely on a full-time
home-maker to relieve them of all
household and family concerns are a

Table 1

PRINCIPAL OCCUPATIONS OF WOMEN AND MEN IN CANADA, 1991
Women
Secretaries and short-hand typists 430 7
Sales-workers, commodities’ 347 6.2
Tellers and cashiers 257 4.6
Nurses 220 3.9
Waiters and caterers 205 3.7
Book-keepers and accounting clerks 193 3.5
Elementary and kindergarten teachers 148 2.6
Child-care 147 25
General office clerks 142 25
Accountants, auditors, other financial officers 141 25
Tolal of top ten occupations 2230 39.9
Total women in the labour force 5,589 100.0
Men
Truck drivers 222 3.3
Sales-workers, commodities' 218 32
Sales and advertising management 193 28
Accountants, auditors, other financial officers 148 2.2
Janitors and cleaners 138 20
Industrial, farm, and construction machinery mechanics and repairers 128 1.9
Motor-vehicle mechanics and repairers 118 1.7
General managers and other senior staff 109 1.6
Systems analysts, computer programmers and related 106 15
Carpenters and related 104 1.5
Total of top ten occupations 1,484 220
Total men in the labour force 6,751 100.0
1. Includes occupations not classified elsewhere.
Source: adapted from Statistics Canada
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dying breed. Today, every day, the vast
majority of workers must confront the
problem of organising their personal and
family lives in the light of the constraints
put upon them by professional respon-
sibilities and an ill-suited environment;
cities, for example, have to be re-
examined and redesigned (box, p. 9).

A secondassertionis thatwomenbring
a lower degree of skills to the job market.
Although the tendency for girls to stay
in school longer than boys is in evidence
in many countries, both subject-matter
and career paths are still heavily dif-
ferentiated by gender, with a large
majority of girls gravitating towards
general education, the humanities and
social sciences. Until now, training of
this sort was not considered particularly
marketable. Butin post-industrial society
the skills and aptitudes that women
acquire through their participation in the
educational system (abstract reasoning,
oral communication and so on) and the
qualities that are often referred to as
‘typically feminine’ (organisational and
interpersonal skills) will be increasingly
in demand. As a result, the ‘difference’
with female labour stems not so much
from a lack of skills as from a lack of
acknowledgement and of proper use of
these skills in the workplace.

Trends
in Services

Employment opportunities for women
inthe OECD area are increasingly limited
to services. This sector, which currently
accounts for 50-70% of all jobs, de-
pending on the country, currently com-
prises a wide spectrum of activities that
differ with respect to required skills,
working conditions, work organisation,
professional status, and so on.

Of the activities that make up the
service sector, each has its own pattern
of development. In the 1980s, employ-
ment growth was led by services to
businesses as well as by social and
personal services. Banking and insur-
ance companies, along with public serv-
ices, which had driven expansion in past
decades, seem to have exhausted — at
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Industry

least temporarily — their ability to absorb
additional labour. The same can be said
for retailing.

Many service jobs held by women are
to be found in branches of activity that
are undergoing extensive restructuring
because of changing patterns of com-
petition or, inthe case of the public sector,
the necessity of reigning-in spending and
reducing the deficit.

The development of financial services
initially prompted a surge in the number
of office jobs. In Japan, for example,
where financial services have grown
spectacularly, such jobs rose from 17.5
to 26.6% of all non-farm employment
between 1960 and 1980. More recently,
both the computerisation of a large
portion of office work and administrative
streamlining have considerably slowed
the growth of office jobs. Unskilled
positions, where women are inamajority,
have been the hardest hit. At the same

Services

time, financial-market deregulationinthe
1980s, along with higher mobility of
capital, triggered a substantial expansion
offinancial services, along with ademand
for highly skilled labour. By and large,
it was met mostly by men, although in
some countries (the United States in
particular), women with the requisite
qualifications were also able to benefit
from the demand.

The same two trends —the rationali-
sation of low-skilled jobs, which will keep
disappearing, and a rise in the demand
formore highly skilled workers — canaalso
be seen in other service activities and
are likely to persist. Services to busi-
nesses provide highly skilled jobs (in
advertising, marketing, accounting, legal
services, and so on) as well as very
low-skilled and insecure jobs in activities
where women predominate (cleaning
and corporate catering, for example).
That puts women doing unskilled jobs
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Table 2 extraordinary expan-

CHANGE IN DAILY USE OF TIME, 1974-85 sion of the welfare

French adults living in urban areas' stateinthe 1970s. But

theriseinpublic-sector

18-64 employment? was not

= P . uniform in all coun-

bl REER T T ST tries, with the ratio of

Employed Unemployed Employed ‘Unemployed such jobs to total em-

- P T T RS BT ployment varying

tos | 1985 | o7 | tess | o | oss | vors | 15 | P ey from vouniryto

Personal care 11h20 11h15 12h08 12h06 11h40 11h17 13h04 12h23 country: fromlessthan

of which: 10%inJapantonearly

Meals at home 1h28 1h18 1h54 1h37 1h33 1h23 1h47 1h37 a third in Sweden at

Meals outside home 0h26 0h33 Oh15 0h21 Oh42 0h40 0h40 0h31 the end of the '80s.

Paid work, study and training? 5h36 5h16 0h38 0h57 6h49 6h21 2h06 1h59 In general, the per-

Paid work 4h58 4h38 0h05 0h08 6h05 5h36 0h20 0h15 centage of women is

Study and training 0h06 0ho4 0h28 0Ohd1 0h04 0h05 1h35 1h31 higher than in the

Travel because of work or training 0h32 0h34 0h05 0ho8 0h40 0h40 Oh11 0h13 private sector and

Domestic work aha2 4h38  7het 6h53 2h20  2hat 3h34  4h0S increases with the

of which: relative size of the

Cooking, washing-up, house- public sector. In the

keeping, washing, etc. 3h15 3h09 5h14 4h17 Oh54 1h05 1h31 1h38 Nordic countries, for

Sewing, mending 0hi3 Oh1 0h30 0h23 oh21 0h24 0h21 0h36 example, more than

Domestic travel 0hag Oh41 Ohs1 0h54 Ohd1 0h43 1h02 1h07 half of all working

Child care, care of elderly, etc. 0h28 0h28 1h02 0h85 0h12 oh12 0h10 oht1 women are employed

Leisure time 2h22 2h51 3h27 4h04 3h11 3ha1 5h16 5h33 in general govern-

of which: ment, and two-thirds

Television 0h59 1h10 1h25 1h51 1h20 1h38 1h43 2h18 of these are staffed by

Sport 0h02 0h05 0h02 0h05 0h05 0h11 0h09 0h17 women.

Going out (theatre, etc.) 0h05 0h03 0h03 0ho8 0h08 0h09 0h09 0Oh15 Does the public

Games (cards, crosswords, etc.) 0h05 0hog 0h04 0h08 0h09 0h10 0h13 0h21 sector offer advant-

1. Activities showing the most marked change. ages that have a par-

2. Taking Saturdays and Sundays into account in the calculation of these averages produces a surprising figure for the time spent daily in working or studying; when ticular appe al for

multiplied by seven they appear closer to the figure one might expect. women? Offhand. as
Source: INSEE l

far as equal opportu-

in a very vulnerable position, at the same
time as more opportunities are opening
up for highly qualified women.

Nevertheless, trendsin collective, social
and personal services (health, educa-
tion, household services, and so on) are
the most important ones for women'’s
future job prospects, since this sector
is by far the biggest provider of jobs
for women. In most post-agricultural
countries, it alone employs about half
of all working women, in a host of
traditionally —and to a large extent
exclusively — female occupations, such
as child-care, teaching, nursing, and so
forth. In Sweden, for example, women
represent 73% of the sector's total labour
force.

This type of service is doubly important
for women's employment. Not only is
it the area with the largest, and as yet
largely untapped, potential for new
jobs (demand for training services and
services for old people and families is
expected to swell), but as more of these
services become available, women will
be freed from some household and family
constraints and thus be more fully
available to work.

Developments
in the Public Sector
In a fairly large number of countries,

the growth of collective, social and
personal services took place amidst the

nity is concerned, the
answerwould seemtobe ‘'no’. Horizontal
segregation and the concentration of
women in a small number of occupations
can be observed in the public as in the
private sectors. In the federal govern-
ment in Canada, for example, three-
quarters of the women are employed
in four of the 72 sub-categories: as office
workers, secretaries, administrators and
programme managers; one group alone —
office workers — employs 44% of the
women. There is also strong vertical
segregation (with women concentrated
at the lower echelons), especially in the
central administration. As in the private
sector, this dual segregation by gender

2.Understood here as general government.

Continued on p. 10
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ACCOMMODATING WOMEN
IN THE CITY

Lindsay McFarlane

Modern cities and suburbs have been influenced by many factors:
the introduction of the private car; commuter-oriented public
transport; zoning regulations (separating industrial activities from
residential areas); the quest for cheaperand more spacious housing
in the suburbs; and, more recently, economic restructuring and
the pursuit of economies of scale.

But many of the basic assumptions upon which nineteenth-
and twentieth-century urban planning was founded are now being
called into question. There are several reasons: the emergence
of different household structures, with a decrease in the number
of ‘standard’ households with two parents and children and an
increase in single-parent households and people, often elderly,
living alone; the increased participation of women in the labour
force; higher unemployment; and a concern for the environment.
There is now an increased demand for more ‘people-centred'
urban policies which bring the home, work and recreational facilities
closer and which allow city-dwellers access to employment, to
bring up their children and enjoy their leisure under better and
less stressful conditions.

Women are often economically disadvantaged because the urban
environment imposes higher costs of access to employment and
services, disadvantages that are compounded for lone mothers.
If women are to obtain work and accommodate both job and
domestic responsibilities, they must overcome innumerable hurdles:
difficulty in moving between home, job and shops; limited public
transport, particularly in the suburbs; transport schedules designed
primarily for the trip to and from work; services (such as medical
facilities, housing-authority offices, social security) the schedules
of which are based on the assumption that consumers and clients
will be available during the working day; and limited availability
of, and access to, child care. The geographical separation of
home and workplace thus acts together with restricted choice
in transport to limit accessibility to jobs.

Many planners and sociologists alike have forgotten that the
neighbourhood community is particularly important for people at
certain periods of their life — pre-school children, full-time parents
(mostly women) and retired and elderly people. To their number
can be added the increasing numbers of (particularly long-term)
unemployed. Urban environments should help households, whether
traditional or lone-parent, to provide a stable home for their children.
There are alarming indications (increasing crime and violence,
drug addiction, low educational achievement, and so) that it does
not.2 Similarly, the increasing number of elderly people living alone
(mainly women) require better access to assistance and care,
through measures that also allow members of their own family
to assist them.

Inmany OECD countries there is growing awareness that women
should be better integrated into the life of the city. In July 1993,
forexample, the Federal Department of Housing, Local Government
and Community Services of the Australian government organised
the first National ‘Women in Planning’ Conference in Melbourne.
Inthe Netherlands workis going onto raise awareness and formulate
innovative ideas — including a national research programme for
Emancipation Studies and experimental urban projects which
highlight the viewpoints of women. These include a housing project
in Zwolle, the Netherlands, where women architects and planners
were involved in the development of a neighbourhood of 230
new dwellings. The plan stresses maximum social and road safety
and allocates equal importance to all modes of travel connecting
both locations within the neighbourhood and employment and
services. The Foundation of Women, Building and Living
is organising women's networks throughout the Netherlands for
women who are, professionally or otherwise, interested in housing
and office buildings.

J. K./Magnum

A first Swedish congress on ‘Housing and Building on Women's
Terms' was held in 1979 in Kungsalv, initiating a dialogue between
the women's movementin housing and planning and a Scandinavian
interdisciplinary women's research group that resulted in the
creation of a project, ‘New Everyday Life’, financed by the Nordic
Council of Ministers. The project aims to encourage models of
neighbourhoods which pay more attention to the viewpoints and
requirements of women.

In Finland, the concepts developed in the course of the ‘New
Everyday Life', project have been applied in a number of housing
experiments and in the development of service systems for the
elderly and for long-term patients. A research project on ‘Healthy
Environments for Children and Youth' is also underway in three
Finnish neighbourhoods in conjunction with the WHO ‘Healthy
Cities’ project.

Meetings of female urban professionals are now a regular feature
in the Nordic countries. The various initiatives emerging from them
are helping to shed light on the specific interests of women —
and their own special requirements, ideas and view of the world —
which are not necessarily those of men. This in turn should help
guide policy-makers in developing communities which cater for
women and children.

The role of research in shaping policy is crucial. In the past
it has largely been men who have made decisions on the subject
of research. This means that there is a good deal of information
on heads of households (who in most cases are men) but little
about their wives. Traffic between work and home has been
researched, but virtually nothing is known about the destinations
and criss-cross routes that women take each day. Again, an
‘ideal' of family re-creation is automatically assumed, with little
investigation of the way women spend their free time. And this
lack of research data makes it difficult for women to support
their proposals for changes to their immediate environment.

Evolution towards a pluriform, emancipated society will require
that every man and woman has the possibility of acquiring an
independent life-style, if so desired, of benefitting from the
opportunities available to the maximum of his or her abilities.

Lindsay McFarlane is Secretary of the OECD Group on Urban Affairs,
a project manager in the Urban Affairs Division of the OECD Environment
Directorate, and is organising the OECD conference on 'Women in the
City'.

1. The OECD Group on Urban Affairs is organising a conference on
‘Women in the City: Housing and Urban Services' in the autumn of 1994
to focus on the special housing and service demands of women in cities.
2. See also pp. 20-22.
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brings about a wage-gap

between women and men.

Newly created employment
opportunities were therefore
the main reason that women
entered the public sector. But
government jobs do offer
certain advantages, particu-
larly for civil servants: until
recent years, pay for women

PART-TIME EMPLOYMENT IN 21 OECD COUNTRIES

Australia 362

409

Table 3

%

that limits such ar-
rangements to un-
skilled job categories.
Tomakethingsworse,
part-time workers
frequently have a
separate  status,
below that of full-
timers, especially for
social-security regu-

was often higher than in the 52 9.2 78.7 763 lations.
private sector; vacations are Austria 18.0 20.1 1.5 1.5 87.8 89.7 More and more
longer and there is more job Belgium 165 274 1.0 2.4 88.9 89.3 women are working
security. Furthermore, in Canada 23.3 255 5.7 8.8 72.1 705 part-time against their
several countries women are Denmark 463 37.8 52 105 86.9 755 will, since those are
becoming better represented Finland 10.6 10.2 3.2 5.1 747 65.2 the only jobs available
in skilled occupations and at France 16.9 235 24 34 822 84.0 that fit their profile.
middle echelons. And affirm- Germany 276 34.3 1.5 2.7 91.6 89.6 Women who have a
ative-action programmes have Greece - 72 - 22 - 62.9 full-time job and de-
now been introduced for their Ireland 13.1 17.8 2.1 36 .2 716 cide at some point to
benefit in the civil-service Italy 106 104 3.0 2.9 614 654 work  part-time -
systems of most countries | Japan o AR ) kot 0l e 6o generally for family
(Box, - 1), N e ot LN reasons and for the
: : ! : : . want of adequate
New Kinds New Zealand 29.1 357 4.9 9.7 777 74.2 day-care for their
Norway 50.9 476 73 9.1 83.0 81.4 P vinereiililian: s eam
of Employment Portugal 65 105 25 40 804 867 i

e o = Spain < 11.2 T 15 - 78.0 not always do so
ne of the most significant Swedort %0 30 54 76 75 534 withoutchangingjobs,
structuralchangesinthe labour United Kingdom _39.0 37 19 55 928 6.1 even sec_tors. As a
markets of the OECD coun- United Stales 267 %56 90 105 880 572 result,thelrgareerad-
tries is the rising number of ; vancementis halted -

g 7 .. not available. 7 i
jobs that depart from full-time, 1. Break in series after 1985, perhapsirreversibly —
permanent employment. 2. Break in series after 1986 and they frequently
Part-time work is one such Source: OECD have to settle for a job

atypicalformula, anditapplies

mainly to women. Self-
employment is another option which is
expanding rapidly in certain countries,
but one in which women are relatively
under-represented. Interpreting how
these two forms of employment affect
equal opportunity for women is not
without ambiguity.

Part-time Work

The frequency of part-time work varies
substantially within the OECD coun-
tries — from less than 5% of total
employment in Mediterranean countries
to over 30% in the Netherlands. In all
countries, women account for more than
two-thirds of all part-time workers; in a
significant number, nearly half of all
women work part-time (Table 3). Fur-

10

thermore, it can be noted that in some
cases the rise in female employment
in the 1980s stemmed exclusively from
an increase in part-time work.

Has the spread of part-time work come
aboutto meetthe requirements of certain
employers (that is, is it supply-led?) or
to suit new categories of workers
(demand-led)? It is extremely difficult to
say; what is certain is that the pheno-
menon exists mainly in activities and
occupations that are dominated by
women, and hardly anywhere else. In
some countries, part-time work has
become the norm in retailing, catering
andthe hotel industry, as well as in social
and personal services. It results most
frequently from are-organisation of tasks

that is below what
their skills and quali-
fications would merit.

Althoughitisindisputable that part-time
work now makes a major contribution
to the employment of women in very
many countries, it is not without draw-
backs. Because it overwhelmingly con-
cerns women, and because the job
categories involved are both separate
and inferior, part-time work adds another
dimension to gender-based employment
segregation.

If part-time work is to contribute more
to equal opportunities for women, it will
have to be developed across all sectors
and positions. The Nordic countries offer
an example: all workers there have the
right to reduce their hours under certain
circumstances and for a specified period

Continued on p. 12
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EQUAL-EMPLOYMENT
OPPORTUNITIES
IN THE PUBLIC SECTOR

Sally Washington

Employment opportunities and conditions experienced
by women working in the public sector have a significant
impact on the status of women in employmentin general.
Government employers have become front runners in
promoting equal opportunities, often acting as role
models for their private-sector counterparts.

Directdiscrimination in public-sector recruitment, pay,
promotion and dismissal is prohibited in all OECD
countries. And in many, measures to compensate for
lingering systemic discrimination against women (and
minority groups) also exist. They include setting targets
to increase the representation of women in senior
positions; positive action in recruitment; and career-
developmentstrategies. The United Kingdom, forexample,
has set a benchmark of 15% for women in top civil-
service jobs by the year 2000; amongst equally qualified
applicants in Norway, women are designated the
preferred candidate for positions where there is a sizable
imbalance of the sexes (that is, where women make
up less than 40% of the staff); in New Zealand there are
career-development courses designed especially for women, as
well as women's networks, wherein senior women coach and
support up-and-coming female staff.

In spite of progress towards equal opportunity — although uneven
across OECD countries — women remain relatively disadvantaged
in public-sector employment. Occupational segregation persists,
and women are still severely under-represented in senior posts.
It is estimated that at current pace it would take at least 25 years
for women to achieve numerical equality in senior public service
positions in the OECD area.’

Management Reform and Equal Opportunity

The public-sector environment is also changing.? Government
employment is being affected as the public sector is reduced
in size and as some services are contracted to the private sector,
aswellas by policies to reform the management of human resources
(HRM). HRM reforms vary across OECD countries, but common
developments include devolution of HRM to individual organisations
and individual managers; the use of management techniques
including performance contracts and sometimes performance-related
pay; more flexible systems for hiring, deploying, rewarding and
laying off staff, and a focus on raising productivity and cutting
labour costs.

How much women’s employment opportunities and working
conditions have been affected by these changes is difficult to
determine without systematic assessment and monitoring. Very
little of that occurs in OECD countries. Nevertheless, there are
pertinent questions to be asked which may offer some insights
and suggest areas for further inquiry.

Forexample, are women's jobs being disproportionately affected
by changes in the size and shape of the state sector? Does
managerial discretion open doors to the advancement of women
or create new scope for discrimination? Are centrally determined
equal-opportunity programmes or rules actually at odds with the
new spirit of public management and the managerial freedoms
it prescribes?

It is hard to judge whether occupations that are traditionally
held by women have been hardest hit by privatisation and
contracting-out. Some female-dominated jobs, such as cleaning
services, have been contracted out to the private sector in several
countries — but so have services like refuse collection, which
employ more men. The transfer of blue-collar jobs to the private

Sally Washington works in the OECD Public Management Service.

sector may result in some loss of conditions and security for
the people affected, especially in categories important for women's
employment, such as parental leave or permanent part-time work,
where there has tended to be most divergence between public
and private sectors.

Itis equally difficult to say whetherincreased flexibility in promotion
and reward systems has reduced or increased the barriers to
advancement for women. For example, have management
strategies such as performance-related pay* reduced or ex-
acerbated the gender-based pay gap?

Initial inquiry* suggests that in most OECD countries, at least
for the moment, equal-opportunity policies are still determined
centrally and administered in individual public agencies. But some
changes are occurring as a result of wider management reforms.
In Finland and New Zealand, for example, individual public-sector
organisations now assume primary responsibility for designing
their own equal-opportunity programmes. In New Zealand, re-
sponsibility rests with the chief executives of government de-
partments. Progress in equal opportunities forms part of the
performance appraisal on which the renewal of their contracts
is based.

Monitoring is required to identify the effects of changes in the
public sector on equality and fairness in employment. Governments
have to ask what sort of a public service they want in the future,
as well as what ‘good employer’ signals they wish to give to
the private sector. They have also to ensure that managerial
discretion does not lead to discrimination.

New or adjusted equal opportunities measures that are
compatible with, support, and are supported by the new managerialism
may be required. The benefits accruing through effective
equal-opportunity measures are compelling. Improved recruitment
and retention of skilled staff, enhanced flexibility and occupational
mobility, and a public service that is more representative of the
wider society and potentially more responsive, are all consistent
with the underlying objectives of public-management reform.

1. Women and Structural Change: New Perspectives, OECD
Publications, Paris, 1994,

2. Derry Ormond, ‘Improving Government Performance’,
OECD Observer, No. 186, October/November 1993,

3. Private Pay for Public Work: Performance Related Pay for
Public Sector Managers, OECD Publications, Paris, 1993; see
also Maria Maguire and Robert Wood, 'Private Pay for Public
Work?', The OECD Observer, No. 175, April/May 1992.

4. The OECD Public Management Service is reviewing reforms in
human resource management systems in OECD countries.
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EMPLOYMENT

Although the demand for highly skilled labour in
financial services was largely met by men,
women have also benefited.

of time. Another positive trend is that,
more and more frequently now, employ-
ers are offering their skilled workers a
chance to work part-time.

Self-employment

Self-employment, or setting up a busi-
ness, can be one solution for women
seeking access to work and social
advancement. At present, it is a path
chosen by relatively few women in the
OECD countries, or at any rate by far
fewer women than men. And yet it can

3. A conference on this subject was held in _F’aris on
25-26 November 1993 under the auspices of the ILE
Programme of the OECD.
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be a particularly attractive option, es-
pecially in rural areas, where local
job-markets are extremely thin.

Self-employment can satisfy two en-
tirely different types of aspiration for
women. Forhighly skilled women looking
for professional success, it can be an
alternative to corporate jobs where en-
trenched training and promotion systems
thwart their advancement. It is mainly
women in the professions who take this
route. For others, self-employment is a
means of juggling family tasks and
gainful employment; these women
generally go into personal services and
other female-dominated activities such
as health care or retailing.

Women who decide to start a business
still have to cope with problems and
discrimination. In the event, many at-
tempts fail, either in the planning stages
or after a firm has been created. To
help women create their own busi-
nesses, many schemes and programmes
have been established in recent years.
The goals have been to inform, train
and advise women all along the way,
from initial planning through to company
launch and subsequently expansion and
consolidation.®

Aswomen carve outalargerandlarger
place for themselves in the labour
market, it is increasingly unrealistic to
marginalise them as a minority. It is
chiefly through measures of a general
nature and applied in companies them-
selves that equal opportunity for women
must be pursued. It also has to be
recognised that coping with both pro-
fessional and family responsibilities is
a problem for all workers — not merely
for women — and that across-the-board
solutions must be found.

The female labourforce is nota uniform
population — far from it. Although many
women are perfectly able to cope and
to benefit from employment restructur-
ing, some are finding it very hard to adapt
to the new demands of employment. The
groups that currently give most cause
for concern are single mothers and
unskilled older workers, forwhom special
measures are still urgently required. =

OECD Bibliography
* Women and Employment
Restructuring: New Perspectives,
forthcoming 1994

*OECD Employment Outlook, 1993
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¢ OECD Employment Outlook,
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REGULATION

Why Governments
ust Work Together

w3 dend ues

A vast array of agreements and
treaties influence the regulatory
systems of national govern-
ments. They range from the supra-
national (the European Community, for
example, has adopted no fewer than
22,000 regulations), through interna-
tional multilateral agreements (the North
American Free Trade Agreement, the
GATT (not least its Technical Barriers
to Trade agreement), Decisions of the
OECD Council), bilateral treaties and
co-operative agreements (such as the
Australia-New Zealand Closer Economic
Relations Agreement), national-local ar-
rangements to share responsibility for
making and implementing rules (in most
OECD countries, both federal and
unitary), to regulatory agreements be-
tween sub-national governments (nego-
tiations among Canadian provinces to
reduce provincial trade barriers).

The rapidity and scope of the move
toward regulatory interdependence is
opening new opportunities for govern-
ment action and closing others, reshap-
ing institutional roles and relationships,
and transferring power from national

The OECD OBSERVER No. 186 February/March1994

Scott H. Jacobs

political institutions and traditional
bureaucracies to emerging intergovern-
mental networks. Effects on the roles
of government, the legislatures and the
judiciary in setting and overseeing laws
and policy are only beginning to be
perceived.

Intergovernmental co-operation -
though often described as reducing
discrepancies through the harmonising
of regulation — has usually amplified
regulatory complexity by introducing new
forms of decision-making and involving
a range of individuals, institutions and
processes that are outside the traditional
scope of government, yet whose actions
must nonetheless be dependable, con-
sistent and co-ordinated.

Interdependence affects governments
not only at all levels of national gov-
ernment, but also locally, regionally, and
supra-nationally. An accurate view of
regulatory interdependence has to see
it as an intricate web of vertical and
horizontal links between all these levels,

Scoft H. Jacobs is responsible for regulatory man-
agement and reform in the Public Management Service
of the OECD

Globalisation, increasing
international co-operation,
economic and monetary
unions, social conventions
and a variety of other
formal and informal
relations have meant
growing interdependence
between countries,

and particularly between
members of the OECD.
That has a substantial
impact on how
governments exercise
regulatory powers,

with less freedom

of action — and

new responsibilities.’

often stretching from the lowest to the
highest. Tasks are scattered throughout
this web. Implementation of regulations,
for instance, may be carried out by parts
of government far removed from where
decisions were made, as when
environmental-health inspectors em-
ployed by local authorities in the United
Kingdom advise refrigerator repairmen
how to handle ozone-depleting chemi-
cals under the terms of the Montreal
Protocol. ‘Regulatory diversification’ is
a better term for these developments
than such popular terms as ‘internation-
alisation’ or ‘decentralisation’.

Regulatory co-operation, too, tends
substantially to increase the amount and
detail of regulation. As member states
of the EC often note with dismay, issues
that seem simple at home expand to
pages of text as negotiators strive to
eliminate ambiguities and ensure con-
sistency. At times, the effect of govern-
mental co-operation seems to be
multiplication of regulation rather than
solving of problems.

1. Regulatory Co-operation for an Interdependent
World. OECD Publications, Paris, forthcoming 1994,
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Regulatory co-operation does little good, and
perhaps much harm, if governments choose
the wrong strategy. Three approaches to
co-operation — harmonisation, mutual recog-
nition and co-ordination — are proliferating in
the OECD area. Because they each have the
effect of eliminating differences in regulations,
they offer forms of regulatory rapprochement.

These regulatory strategies are not simple
in practice; on the contrary, their success
seems to depend on sophisticated manage-
ment strategies that are carefully designed to
match the specific regulatory environment,
expected consumer and business responses,
and the roles of government institutions,
including the judiciary. The European Court
of Justice, for example, has played a central
role in establishing and sustaining mutual
recognition in the EC.

What general lessons are suggested by
experiences to date?’

First, these strategies may be best used
in combination. Harmonisation - with its often
under-rated administrative and political difficul-
ties and its risk of ‘freezing’ multiple govern-
ments into the wrong decision — seems most
effective when it is limited to a few ‘essential
issues, such as, in the EC, health and safety.
Even in those cases, harmonised rules should
state the desired performance rather than list
technical specifications. On all other issues,
regulatory diversity should be permitted through
mutual recognition. This is, of course, the ‘new
approach’ adopted by the EC in 1985, although
the subsidiarity debate reveals substantial
uncertainty about which part of government
should act on specific issues.

Second, the regulatory strategy should be
suited to the specific type of ‘market failure'
that governments are attempting to correct.
Mutual recognition is likely to be appropriate
when consumers have insufficient information
on the quality of goods and services (because

MAKING IT WORK:
HARMONISATION, MUTUAL RECOGNITION, CO-ORDINATION

producers will compeie by providing more
information) butharmonisation may be required
when the problem is a ‘negative externality’,
such as trans-boundary pollution.

Third, disciplined mutual recognition can
establish the basis for beneficial regulatory
competition. Regulatory competition allows
businesses and consumers to choose between
alternative regulatory regimes, as when a
consumer picks a television made to either
German or French standards. Theoretically,
regulatory competition is desirable because it
expands consumer choice, increases effi-
ciency and rewards cost-effective regulatory
approaches. Governments tend not to trust
it because they fear that weaker standards
will vitiate stronger ones. But it is not clear
that this always happens. As seems to be
the case in car-safety and securities markets,
many consumers prefer tighter standards.
Regulatory competition can thus strengthen
regulatory protections. More understanding is
required of how regulatory competition works,
the role of information, and the general rules
by which regulatory competition can be dis-
ciplined sothat-as consumers 'discover which
regulatory regimes offer the most value — it
generates knowledge.

Fourth, much can be accomplished through
informal processes instead of formal and
legalistic systems of mutual recognition and
harmonisation. The Basel Supervisors’ Com-
mittee, for example, has accomplished through
its discussions a gradual convergence of bank
supervisory practices. And the market tends
to drive a ‘bottom-up’ process of convergence,
as in the case of technical standards for bolts,
light-bulbs and telecommunications systems.

1. Giandomenico Majone, Comparing Strategies of
Regulatory Rapprochement, Paris, 1993, available
free of charge from the OECD Public Management
Service.

This complexity is made even less
manageable by relentless pressure for
change as economic, environmental and
social issues become increasingly
intertwined. Markets have led interde-
pendence with the growth of global trade
and capital movements; unless govern-
ments resort to protectionist measures,
they have no choice but to follow. There
is also a growing recognition of envi-
ronmental and social externalities, ex-
emplified recently by charges of ‘social
dumping’. Linkages among policies
means that governments are not con-
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trolling change; rather, they are attempt-
ing to cope with it.

Making this sprawling, multi-
governmental regulatory system work is
a management challenge of the first
magnitude. As in any interdependent
system, the likelihood of failure increases
with complexity: policy success will be
constrained by the weakest link in this
web of relationships.

Butis this new regulatory environment,
as some public-sector managers be-
lieve, so uncertain, involving so many
different individuals and institutions, and

changing so rapidly that it defies any
kind of strategic planning? Indeed, are
governments losing control of regula-
tion? This perception would be quite
dangerous politically if it triggered a
retreat from the economic necessity of
interdependence and led to a reduced
capacity to deal with the urgent common
issues in the OECD area.
Governments do not have to lose
control, but deep-seated reform is
necessary if they are to use these
intergovernmental processes profitably
and within the constraints of their political
legitimacy and public acceptance. The
old style of government in OECD coun-
tries — hierarchical, vertical, standard-
ised, lodged firmly in the structure of
the national state — is suited for stable
conditions and well-defined problems,
butitis notappropriate fora multi-layered
regulatory system characterised by
complexity, diversity and innovation.

Networks
and Partnerships

One of the most profound changes
in the making of regulation is the
emergence of decentralised networks
among bodies that formulate and im-
plement regulation. One example is the
group of national regulators from 144
countries who gather in Rome to make
recommendations on food standards
under the auspices of the FAO-WHO
Codex Alimentarius Commission. Simi-
larly, in areas ranging from capital
movements and training of pilots to
chemical testing and workplace stand-
ards, thousands of intergovernmental
networks of organisations, administra-
tors and experts analyse, discuss,
negotiate, or even make regulatory
policies.

Such intergovernmental networks
provide flexible and specialised frame-
works within which multiple governments
can interact as pariners.? But national
administrators find them very difficult to

2. Les Melcalfe, The Weakest Links: Building Organi-
sational Networks for Multilevel Regulation, Paris, 1993,
available free of charge from the OECD Public
Management Service.
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manage, since they are &
often informal, respon- =
sibilities are diffuse and
shared among govern-
ments, issues can be
technical, and inform-
ation on what they are
doing is not consistent
or easily available.
Frequently, itisnoteven
clear who is involved in
a network. Networks
can thus escape exist-
ing national mecha-
nisms for policy over-
sightand co-ordination,
quality control, and con-
sultation.

Yet government ef-
fectiveness in OECD
countries today de-
pends less on how well
single organisations
function, and more on
how well these net-
works of people and
organisations function.
Styles of government
arechanging — slowly —
in response. Networks
are being institutional-
ised, asinthe EC Stand-
ing Committee for Ad-
ministrative Co-oper-
ationwhich has created
co-operative bodies between national
authorities in areas such as abolition
of tax frontiers in the European internal
market. Partnerships between govern-
ments —such as an agreement between
Sweden, Canada, and Australia to share
the burdens of testing of new drugs -
are supplementing decision-making in
national administrations.

Co-ordination among decision-makers
has emerged as a major issue for
managers: ‘top-down’ central co-
ordinators and lengthy co-ordination
processes may have to be replaced by
‘bottom-up’ networks that are more
tightly knit. The current efforts of pharma-
ceutical regulators and industries from
the United States, Japan and the EC
to arrive at consensus on requirements

e
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When it comes to safety many consumers will opt for higher standards — especially where
children are concemned.

for drug testing and registration is a case
in point. This informal and open process
has made more progress toward improv-
ing drug standards and reducing testing
costs than has been achieved by the
unwieldy national negotiating forum in
the WHO.

Perhaps the biggest obstacle to
co-operation is lack of trust. In spite of
increasing interdependence, govern-
ments find it difficult to trust one another
to carry out their respective duties in
regulatory agreements. To some extent,
this suspicion is realistic: many inter-
national agreements have simply not
been respected. But it is also inherent
in the intergovernmental process. Dif-
ferences in administrative cultures, legal
traditions (such as treatment of liability),

REGULATION

capacities, values and
policy priorities under-
mine co-operative rela-
tionships.

Trust is required not
only in administrations,
but also among politi-
cians and the general
public. Public accept-
ance of regulatory inter-
dependence rests ulti-
mately on perceptions
of the reliability and
compatibility of the
‘other’ governments
involved.

Trust between gov-
ernments must be built
horizontally and verti-
cally, using tools such
ascommon professional
norms, clear agree-
ments on duties and
roles, communication
and growing familiarity.
Improved transparency
is essential. Govern-
ments and intergovern-
mental organisations
must actively generate
and disseminate inform-
ation. Information tech-
nologies have not, in
general, beenusedvery
effectively in informing
governments about one another, butthey
do show considerable promise. Trustcan
also be buttressed by more effective
procedures for resolving disputes. Much
can be done to help governments gain
experience in making such procedures
work better.

Governments may therefore have to
devote more time to familiarising them-
selves with one another's administrative
styles, to better communication and
public openness, and processes that
control the quality of administration. A
step-by-step approach, in the co-
ordination of rule-making, may be pre-
ferable toimmediate harmonisation. The
OECD itself offers many examples —
such as its ‘Guidelines for the Testing
of Chemicals’ Programme —of how trust
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REGULATION

can be built and sustained between
countries as a foundation for regulatory
co-operation.

Accountability
and Sovereignty

Concerns about accountability and
national sovereignty lie behind many
criticisms of the multi-layered regulatory
system. How can governments work
effectively together while maintaining the
controls on law-making necessary for
a democratic system? How can agree-
ments between governments be held
accountable to citizens? This is made
more difficult by such traditions of
intergovernmental processes as closed
negotiations, limited participation and
lack of public information on conse-
quences and options.

Public concerns about sovereignty
tend to out-pace government response,
and will continue to heighten. Even so,
there may not be complete realisation
of the extent to which governments have
already effectively surrendered legal
authority to intergovernmental regulatory
processes - that is, they have become

3. John Braithwaite, Prospects for Win-Win International
Rapprochement of Regulation, 1993, available free of
charge from the OECD Public Management Service.
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Regulation ,@W are trying to find a
1sus on requirements for drug testing

‘regulation-takers’ rather than ‘regu-
lation-makers’.?

Information can be used to strengthen
accountability. Pertinent analysis, for
example, can be used to open up
intergovernmental decisions and im-
prove the quality of public debate on
important issues. The EC and the GATT
are using benefit-cost analysis to clarify
to interested groups the consequences
of regulatory decisions. But communi-
cation is complicated because percept-
ions of the problem to be solved by
regulation can vary widely between tiers
of government. This is particularly true
when the benefits and costs of regulatory
actions are distributed asymmetrically,
as is often the case in trade agreements
on specific products. In these cases, the
benefits of sustaining the broader
co-operative system must also be pre-
sented to the public.

Public consultation and participation
are not well-developed in processes of
regulatory co-operation, but demands
from non-governmental parties for ac-
cess are intensifying. Environmental,
labour and consumer groups are making
appearances in fora such as the GATT,
NAFTA, FAO-WHO, and the OECD.

National governments can do much
to strengthen and diversify the partici-

pation of interested groups; regional and
local governments, for example, may be
under-represented in international regu-
latory fora, given the importance of their
roles in implementation. Yet care must
be taken to ensure that a multitude of
new voices do not lead to chaos and,
equally, to ensure that participation is
not captured by narrow interests who
may be tempted to use intergovernment-
alfora to suppress competition and injure
wider public interests.

Careful thinking is required on the
relationship between intergovernmental
co-operation and the sovereignty of
citizens in a democracy. A loss of
democratic control in a national context
may be inevitable as the monopoly on
law-making held by national legislatures
and administrations weakens, but com-
pensating increases in accountability
may be achieved through the design of
networks, markets and international
institutions. Asthe GATT process shows,
international agreements can, in fact,
stimulate useful national debates on
fundamental issues of public policy.
Moreover, regulatory competition allows
consumers to choose between alterna-
tive regulatory regimes, and hence can
supplement ‘national sovereignty’ with
‘consumer sovereignty’.

An interdependent world requires new
forms of governance. Indeed, the tran-
sition to co-operative government is
already well-advanced. Sharing regu-
latory authority with other governments
does not have to be a threat to national
authorities or to the democratic values
they preserve. On the contrary, the
current search by national governments
for new and more effective forms of
regulatory co-operation to solve urgent
common problems is fuelled by a reliable
propellant — self-interest. | |
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Expanding Choice
in Austrian Education

Austria is proposing to create an entire new sector of
non-university higher education. What problems will have to
be resolved if this ambitious project

ast May Austria adopted a law
which may well be the first step
towards the overall reform of the
higher-education system; its purpose is
the development of an entire new non-
university sector. It marks an important
departure from the policy of higher
education to date and a rethinking of
the regulated, centralised system of
policy-making in Austria in general.
Several external and internal factors
explain such a decisive move. The first
is Austria’s proposed membership of the
European Union (EU), and the move
to the market in Austria's neighbours
in central and eastern Europe. Both
developments will stimulate demand for
Austrian goods — but will also expose
them to increased competition. So there
will be implications for the formation of
skills in the education and training
system. Even if the much-debated
principle of ‘subsidiarity’ governs Euro-
pean policy in education as elsewhere,
the growing integration of trade in goods
and services calls for increased mobility
of qualified manpower and more trans-
parency — and, perhaps later on, more
homogeneity — in qualifications.

John Pratt is Director of the Centre for Institutiona
Studies at the University of East Lond e was the
rapporieur DECD review of Austrian education
and a ¢ to the OECD on alternatives to

universities
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is to succeed?'

EU membership will have other im-
plications for education. Recent EC
directives on the harmonisation of
gualifications have acted as a catalyst
for reform, particularly in higher educa-
tion, triggering renewed discussion on
creating a non-university sector, along-
side the state-owned universities. Unlike
the majority of OECD countries, Austria
does not offer a real alternative to
university education. In 1990/91, less
than 14,000 students were enrolled in
non-university post-secondary institu-
tions, as against 170,000 enrolments in
universities. And the students who
currently graduate from this small
post-secondary sector rarely benefit from
the kind of mobility enjoyed by graduates
whose diplomas are recognised in other
European countries.

Although it is always difficult to assess
accurately the demand for an emerging
middle-level qualification, it is clear that
Austrian employers are ready to hire
specialists in technology and business
from vocationally oriented courses of
higher education. As in several other
OECD countries, the initial demand is
from big and medium-sized firms which
specialise in high-technology products
and export a large part of their output.
Until now the flow of graduates from
the highest stream of technical educa-
tion in engineering and business has
generally met local demand, from a
variety of different firms, both in quality
and quantity. The holders of such di-
plomas easily found jobs even in neigh-
bouring countries (chiefly Switzerland
and Germany). But, as in the most
advanced industrialised countries,
changes in technology and work organi-
sation now call for a more advanced
and broader general and technological
education. The corresponding lengthen-
ing and revised content of the curriculum
implies that it should take place in
post-secondary institutions.

The resulting pressure for reform is
calling many aspects of the current
university system into question. Again
as in numerous other OECD countries,

the coalition government’'s commitment
to reducing the Austrian budget deficit
and improving the effectiveness and
efficiency of public services has led to
a consensus that it is no longer possible
to justify such returns on the ‘investment’
that Austrian taxpayers make in the
universities, which are marked by a high
drop-out rate and excessively long
duration of study. Although itis generally
considered that graduates have a high
standard of academic education, in 1992
only 9,000 students graduated.2 Hence
the recurrent idea —it was first raised
in the 1970s —that the universities might
be relieved of the burden of the mass
extension of higher education.

Another factor contributing to reform,
again common to most other OECD
countries, is the question of financing
higher education. Many countries have
now accepted thatitis no longer possible
to sustain a mass system of higher
education solely through central public
funding. In Austria, by contrast, since
higher education has always been free
to students, the political parties are
reluctant to see a change, since they
regard fees as a barrier to the poorer
student.

Features
of Austrian Education

These factors should be viewed against
specific national features. First, major
changes at any level in the Austrian
education system are difficult, because
they require a two-thirds majority in
parliament and thus a broad political
CONSENsuS.

Second, decision-making is concen-
trated at the top of the system, either
in provincial or federal government.
Institutions, schools and universities
have little autonomy. The universities
themselves suffer from the complexity

'|.Revi;3w5 of National Policies for Education:
Higher Education in Austria, OECD Publications,
Paris, forthcoming 1994.

2. Statistisches Taschenbuch, Bundesministerium fir
Wissenschaft und Forschung, Vienna.

17



EDUCATION

and difficulty that stem from central
control of curricula, which are regulated
by two Acts of Parliament that prescribe
not only the duration of studies, but also
the names of degrees, sub-divisions in
speciality subjects, types and details of
examinations, and so on. Any change
involves a four-stage process, which also
includes consideration of the academic
programmes by the 200 members of
parliament. Previous attempts at reform
have run foul of the Austrian regard for
social consensus.

Third, Austria, like other industrialised
countries, has seen an impressive
expansion of educational provision since
the Second World War. It was previously
reserved for a small elite. Today only
2% of students leave the educational
system at the end of compulsory school-
ing, and the number of students com-
pleting higher secondary education up
to the age of 18 or 19 has more than
doubled inthe pasttwo decades, toreach
31% of the age-group. These are
impressive achievements, but unlike
most industrialised countries, Austria
did not match this increase in student
numbers by structural reform. There was
no diversification of the post-secondary
sector, norwas acomprehensive system
introduced at the lower secondary level,
where streaming begins at the early age
of ten.

Fourth, secondary schooling in Austria
is still selective and compartmentalised.
The majority of Austrian school children
start vocational training at a relatively
early age. Fourteen-year-olds who in-
tend to continue in full-time education
enter either four years of general edu-
cation (in a Higher Secondary General
school, or AHS) or vocational education,
where they take four-year courses (in
a Full-time Vocational School, or BMS)
or five-year courses (in a Higher Sec-
ondary Vocational/Technical School, or
BHS). Students completing the AHS and
the BHS obtain the ‘Matura’ qualification
and are entitled to enter university. But
nearly half of all 14-year-olds enter the
‘dual’ system of apprenticeship, where
they receive one year of pre-vocational
education, and then go into employment
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and receive only part-time (although still
compulsory) education. The majority of
the students who follow the dual system
donotgoontoahigherlevel of education.
There is also a gap between the age
of graduates from higher vocational
education (19) and those from university
(generally 25-30).

Proposals
for Reforms

To resolve some of these issues, the
Austrian government has offered two
main proposals. First, since the govern-
ment is conscious of the consensus
within Austria on the desirability for a
new form of post-secondary education,
it has placed considerable emphasis on
the creation of an alternative sector of
higher education in ‘Fachhochschulen’,
or vocationally oriented colleges and
programmes. Second, it is taking initial
steps in reforming the management of
universities.

The objective of the Fachhochschule
programme —which has already received
wide support from employers and others
outside the educational system and from
the universities themselves —is to enable
a large variety of institutions, mainly
already in existence (top-level secondary
vocational schools, adult education
institutions established by business and/
or unions, some university faculties or
departments, private schools, and so
on), to offer courses, while at the same
time ensuring unified standards. This use
of a diverse range of existing institutions
and agencies has been questioned, but
the governmentbelieves thatthe benefits
of this innovation will outweigh the
drawbacks.

Alaw to establish an accrediting body,
or Fachhochschulrat, to supervise the
academic development ofthis sector was
passed in May 1993. An autonomous
board appointed by the Federal Ministers
of Science and Research and of Edu-
cation and Arts, the Fachhochschulrat
will examine proposals for courses, the
adequacy of regulations on access, staff
qualifications, existing infrastructure, cost
estimates and a plan for evaluating and

developing the curriculum. It will accredit
satisfactory proposals (for a limited
period) and monitor and evaluate progress
and outcomes. The limited-period ac-
creditation, together with a continuous
assessment of the outcomes, are aimed
to guarantee that the courses and
curricula are still matching demand in
the labour market.

The existing institutions, and possibly
new ones, that wish to provide Fach-
hochschule courses can apply to the
Ministry for designation as a Fach-
hochschule, provided they meetanumber
of academic and organisational require-
ments. One of the merits of the
Fachhochschule systemis that, although
complying with strict standards, the
institutions will be allowed to take a
variety of curricular initiatives. Increased
organisational flexibility will be matched
with concomitant freedom in financial
decisions.

To this end, academic and organisa-
tional regulations are separated from
decisions on finance. The Fach-
hochschulrat will make no funding
decisions, and will thus impose no
financial obligations on the federal
authorities. Itis up to the Fachhochschule
itself to provide funds from its own
resources or through subsidies from
federal, provincial or local authorities.
The extent of federal-government fund-
ing for the Fachhochschule sector has
not yet been specified; to date, the
government has merely stated that ‘The
federal government should not be re-
leased from its primary responsibility for
tertiary education’.

The original proposal was that the
Fachhochschulen should be able to
charge fees for tuition, but because
universities do not charge for teaching
and the government is reluctant to
change this situation, the proposal has
been delayed and the parties in the
coalition government agree that the
same regulations should be applied to
the entire higher-education sector. It is
therefore likely that fees will be a major
policy issue in years to come. It means
that in the first years of their existence
the Fachhochschulen would have to rely
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on more limited funding than was initially
expected, with the risk that it might be
more difficult later for the responsible
authorities to introduce tuition fees on
a significant scale.

If the Fachhochschulen are to enjoy
acceptance and success, several con-
ditions have to be met. First, the type
of institution that the government intends
to bring into the Fachhochschule sector
must be defined. Is it, for example, to
include colleges that provide training for
teachers and social workers? Should
small colleges offering a handful of
Fachhochschule coursesbe encouraged
to become fully fledged Fach-
hochschulen?

Early consideration also has to be
given to the feasibility of combining
related disciplines, such as technology
and management, within one institution,
and to potential development along
‘polytechnic’ lines. This question raises
a host of political and financial issues.
In non-university teacher-training, no
political decision has yet been taken
about the university or Fachhochschule
status for the institutions concerned. The
Austrian authorities do not seem to be
ready to up-grade socio-cultural and
para-medical studies to the level of
Fachhochschulen because of salary
implications for new graduates and, later,
for the whole profession. But it is clear
that fully fledged polytechnical institu-
tions provide opportunities to redress
current geographical imbalances in the
provision of tertiary education throughout
Austria by developing them in regions
where there is no university.

Whither
Research?

For research, the role of the Fach-
hochschulen requires careful definition,
since this issue has created conflict with
the universities, which insist on a mono-
poly on pure research and reject the
idea of allowing graduates from the
Fachhochschulen direct access to
doctoral studies. But if, as is intended,
the Fachhochschulen are to provide an
advisory and consultancy service to
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industry, their staff will require both
theoretical and practical experience and
an understanding of current develop-
ments.

The government must decide whether
the Fachhochschulen should be ‘equal
but different’ to the universities —as was
originally intended with British polytech-
nics (a goal reinforced in some instances,
abandoned in others, with the recent
transformation of many of them into fully
fledged universities) — or stay subordi-
nate to them at the highest level of
studies. If, as in many cases (Belgium,
France, Germany, the Netherlands and
Norway among them) such an alternative
to university should become an arm in
national and regional development of
technology, especially in its transfer to
smalland medium-sized firms, the experts
are generally of the opinion that the
Austrian Fachhochschulen will not be
able to avoid taking part in R&D and
applied research and should therefore
have the resources for that purpose. This
raises the question of the extent to which
the universities and Fachhochschulen
should be mutually exclusive — at what
point could the benefits of competition
between them be realised?

The Fachhochschulen will also have
implications for secondary education.
Until now, the quasi-monopoly of uni-
versities in higher education has meant
aratherrigid division of upper secondary
education (if notbefore) between streams
leading to university and those culmi-
nating with a secondary vocational
diploma. But if secondary education is
to offer a pool of good candidates for
the Fachhochschulen, it will prove nec-
essary to avoid over-early, over-rigid
selection. Thatwould require the rethink-
ing of the relationship between voca-
tional andtechnical education and access
to higher education, not least for adult
learning, on both a full-time and a
part-time basis.

But it will be important also to ensure
that the Fachhochschulen do not en-
croach on the five-year BHS route -
if there continues to be a demand for
it. Until now, such vocational/technical
training has been much praised by

employers, not only in Austria but also
in its neighbouring countries. It will take
several years before the new graduates
of the Fachhochschulen are unquestion-
ingly accepted at a higher level of
qualification on the labour market. Until
then, it is likely that the five-year BHS
route will continue to deliver its highly
appreciated diplomas.

The opportunities for innovation that
the Fachhochschulen offer, stimulated
by recent progress in information tech-
nology, could also be extended to
distance education, which may thus be
able to help answer questions raised
by mass higher education by allowing
anew public access to higher education.

Broad consensus on the importance
of reform is evident on the surface but
its significance is hard to judge; it has
not produced a coherent picture of the
future of the higher education system,
even in the short-term. Inevitably, reform
will be carried out step by step, since
tradition and parliamentary procedure
in Austria do not encourage proposals
for radical change. There are, moreover,
many unresolved issues, not least
the relationship between the Fach-
hochschulen and the universities. Such
an approach risks a lack of co-ordination
because of the number of organisations
involved (two federal Ministries, local
authorities, business, unions, and soon).
The government might therefore usefully
launch a broad public debate in order
to achieve the necessary consensus on,
and closer understanding of, the funct-
ions of the whole higher-education sys-
tem, and the roles of the different
institutions it should encompass. |
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Tackling Educational
Disadvantage

Peter Evans

How can a disadvantaged background
best be overcome?

ecreases in birth rates, increas-
D ing numbers of elderly retired
citizens and high unemploy-
ment rates mean that today many fewer
working people are supporting more and
more ‘pensioners’. That adds an eco-
nomic imperative to the individual
desirability that as many children as
possible acquire the skills imparted by
formal education in order to maintain
the economic growth that will be nec-
essary to support the growing burden.
There is substantial agreement on the
operational definition of what being ‘at
risk’ of school failure means for children
and what it can lead to: low attainment,
low satisfaction and self-esteem, dwind-
ling participation in school activities,
growing truancy and school refusal,
drop-out, behavioural problems and
delinquency. These patterns, to which
there are of course individual exceptions,
in turn can lead to broader difficulties
of integrating into society and obtaining
work, often producing unemployment,
poor health (sometimes psychosomatic),
drug abuse, crime, early pregnancy and
poverty.
A number of factors can help predict
some or all of these outcomes and,
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Some 15-30% of children in
many OECD countries may be
identified as being at risk of
failing at school and thus of
jeopardising their successful
transition to work and adult life.
What are the educational and
social indications that a child
may be at risk? How can they
best be understood in a way

indeed, are used to guide policy deci-
sions. There are six main elements:
- poverty
« ethnic-minority status
« family factors, such as single-parent-
hood, standard of family education,
housing, a breakdown in relations
between home and school, and child
abuse
* poor knowledge of the language of
instruction
« the type of school attended and its
location
« community factors, such as lack of
support, poor accommodation, lack of
leisure facilities and political voice.
These individual factors may act in
combination. Any one of them - say,
coming from a single-parent family —may
present no risk at all. But two — perhaps
a combination of having a single parent
and poverty —may increase the chances
of failure four-fold, and four factors
suggest a ten-fold increase. It is re-
cognised in some countries that re-
sources should be provided to schools
to reflect potential disadvantage. In the
Netherlands, for instance, additional
teaching staff are allocated by weighting
pupils according to certain social and
cultural background factors. Using 1.0
as a baseline, Dutch families from low
socio-economic backgrounds are given

that provides an agenda

for action? And what
strategies and innovations
have been adopted

by OECD countries

in trying to tackle the problem?

a weighting of 1.25, families who drive
barges for a living one of 1.40, travellers,
gypsies, circus families and other no-
madic families 1.70 and ethnic minorities
1.90.

The Importance
of Background

What should be changed in order to
improve the chances of success for
young people at risk? To this end the
processes which allow children to feel
part of the community have to be
identified and encouraged.

The majority of children are brought
up in healthy, supportive homes, by
parents who esteem education and
whose values are broadly those of the
mainstream of society. Career paths can
be set quite early (from 14 onwards)
in the light of knowledgeable discussion
with family and friends. But breakdowns
in the relationships between child and
family, or family and community, which
all help to fashion the child's own
attitudes, values and knowledge-base,
can help to create a gap between desired
and actual experiences, which then
affect the ability to benefit fully from
education.

These concerns and problems have,
of course, always existed, but in the past
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a lack of ‘school learning’ was not as
crucial as it is today. A wide diversity
of skills and abilities was required in
such activities as agriculture, building
and mining — and this kind of work often
had strong family traditions which could
offset lack of academic success in
school.

It may not be surprising that earlier
analyses of why children from disad-
vantaged backgrounds seemed to fail
were made in terms of either environ-
mental variables — membership of a
particular social class, for example, or
constitutional factors such as inherited
intelligence. But in retrospect, these
views seem rather naive; it now seems
clear that the factors which influence
the child's development, education and
socialisation, must be looked at in terms
of a complex interaction, unfolding over
time from conception to adulthood and
beyond, between children themselves
and the experiences received within the
family and the community, in the school
and the workplace and with their peer
groups.

It is in the harmonisation of these
experiences that successful develop-
ment is found. Increasing degrees of
disharmony increase the likelihood of
failing at school and its associated
difficulties. Since many aspects of the
child’'s character and personality, such
as learning potential and attitudes and
values which enable him/her to benefit
from education will be formed from these
experiences, it is of deep importance
that they be carefully directed.

An analysis couched in terms of
background and socialisation has the
further important advantage that it fo-
cuses the search for causes on to a
set of factors that are open to change.
It is possible, for instance, to improve
the relationships between family, school
and community. Schools can be changed
to meet the heterogeneity of demands
and expectations presented by multi-
cultural and pluralistic communities. And
it follows that it is possible to prevent,

1. Mary Ann McGovern, ‘Education and Care in Early
Childhood', The OECD Observer, No. 184, October/
MNovember 1993,
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certainly to re-
duce, the number
of children leav-
ing schools with
inadequate aca-
demic and social
skills to make
their way in the
world. But achieving all this will be no
mean feat; it requires confidence that
the theoretical analysis is correct, cour-
age to make the necessary changes,
and a commitment of policy to ensure
that resources are directed to where they
are most required.

Prevention,
not Remedy

The emphasis on prevention focuses
attention on the development of the child
throughout its life — beginning as early
asthe womb. When foetuses andparents
are healthy, babies are born at full-term
and full weight; the educational interest
is that low weight at birth (commonly
associated with, for example, excessive
consumption of alcohol and cigarettes
by pregnant women) is associated with
slower cognitive development. It is be-
coming increasingly acknowledged that
the child’s cognitive and linguistic de-
velopment must be stimulated during the
pre-school years, and that adequate
maternity leave, pre-school education
and access to health care and other
social services are beneficial for edu-
cational progress, as evaluations such
as those of the ‘Headstart’ programmes
in the United States demonstrate.’

In addition, there is growing evidence
that these preventative programmes are
cost-effective as well as educationally
beneficial, reducing the extent of
drop-outs as well as demand for expen-
sive special education facilities and
custodial care at a later age. The
development of appropriate child-care
policies — access to private care or a
good national system, such as the écoles
maternelles and the creches/garderies
in France —can also respond to women’s
growing expectations that they will be
able to continue to develop their careers

Uninspiring schools will not encourage learning.
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after giving birth.
Policies and
practices thaten-
courage parental
involvement in
education also
have to be de-
vised — in, say,
pre-school classrooms, caring for child-
ren with learning disorders, or helping
with extra-mural acitivities: visits to art
galleries, theme parks, swimming pools,
and the like.

Many children at risk enter school
poorly prepared, cognitively and socially,
for learning in a classroom with perhaps
35-40 other children and one adult.
Those whose parents do not speak the
school’s language of instruction at home
will have other challenges to respond
towhich willbe exacerbated if the parents
themselves are poorly educated and
have little personal understanding of the
demands on their child and the ways
in which schools function.

In response, education systems are
beginning to show the necessary flex-
ibility through analysis of school organi-
sation, curriculum content and teaching
methods. France, for example, is aban-
doning ‘redoublement’ (repeatingayear)
in favour of educational cycles spread
over two or three years. Other countries,
not least ltaly, the Netherlands, the
United Kingdom and the United States
are variously introducing other changes:
mixed-ability teaching, postponing or
eliminating streaming, incorporating
ethnic issues and inter-cultural teaching,
and so on. One of the main goals of
such reforms is to make these essential
elements of schooling more sensitive to
the educational requirements of the
individual child. But the individualisation
of the teaching process does not mean
providing one-to-one teaching; itempha-
sises instead the importance of moving
away from the idea of teaching to the
‘average’ childin the class by developing
content and method from which all
children can benefit — abandoning
centralised texts, avoiding illustrations
thathave a cultural bias and emphasising
cultural diversity. That challenge, inci-
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dentally, will also have to be met as
more and more handicapped children
are integrated in mainstream schools.

The Pursuit
of Flexible Curricula

For many countries, especially those
with centralised curricula, stimulating
flexibility has meant giving schools more
freedom to adapt teaching content and
to adopt approaches which are sensitive
to the interests of the child and the family
and the community, including the
workforce. In France, for example, the
development of ‘Zones d’Education
Prioritaires’ (ZEPs) is a way of sup-
porting local initiatives from central
funding while maintaining the general
framework of the national curriculum. But
the development of flexibility and indi-
vidualisation should not give carte
blanche either to the school or to the
child to go their own way; they are pro-
cedures intended to raise both person-
al and average standards by helping
children to be successful in school and
realise the benefits of education within
the mainstream of society.

The transition from school to work is
especially important for students likely
to fail in school, since it is they who
run more risk than others of failing to
find work. It is also a period where in
some countries ethnic-minority groups
experience particular problems. Yet
most schools have not yet realised the
fullimplications of the changes that have
taken place in the labour market and
they do not give adequate attention to
the transition to work. Indeed, many
schools keep follow-up records only of
those students who go on to colleges
or universities — which presumably
indicates the goals schools aspire to —
and perhaps, as a consequence, access
by students to potential sources of good
information and advice is unnecessarily
restricted.

As a way of tackling these problems
many OECD countries have developed

2. Donald Hirsch, ‘The Schools/Business Partnership’,
The OECD Observer, No. 174, February/March 1992
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Truancy can lead to
broader difficulties of
integrating into
saociety.

schemes to improve the links between
industry/business and schools as well
as with the wider community.2 Schools
can learn more about the realities facing
employers, who in turn learn more about
the ways schools are currently devel-
oping. In practice, it can mean, for
instance, ‘de-academicising’ the school
curriculum and increasing flexibility in
the way qualifications are earned. In-
dividualising the curriculum is also a
necessary component of this process.

Three
Desiderata

Three important common themes for
change can be identified which run
across the periods of pre-school, school
age and the transition to work. First,
children at risk, whose active involve-
ment in society is an essential aspect
of future growth, should have their social
and personal, as well as their educa-
tional, requirements cateredforinschools,
with more consideration being given to
the role of the family and the community.
This means improving the social envi-
ronment in which many children live. The
fact that some children succeed in spite
of harsh surroundings does not mean
that there is no requirement to improve
the general conditions in which many
of them are raised. That in turn calls
foraholistic, not a fragmented, approach
to be taken, with the implication that
government ministries and departments
and otheragencies offering, among other
things, health care, education and social
services should co-operate to establish
common goals.

Second, education systems mustlearn
to become more flexible and willing to
meet the educational demands of their
pupils, instead of imposing unnecessary
structural difficulties on them, by insist-
ing, for example, that they repeat a year.

Third, schools and their local commu-
nites have to be able to influence
education systems so as to develop the
necessary flexibility and an individual-
ised approach. Occasionally, that may
require a change in the law; it certainly
involves changes in school organisation,

the training of teachers and pedagogical
approaches. The involvement of the
community, particularly that of other
professionals and local business lead-
ers, should be a high priority.

Achieving these goals will not be easy
and will certainly be dependent on
developments in the training of all the
professionals involved, as well as on
improving methods of evaluating the
effectiveness of the system. Some OECD
countries have taken these challenges
on board. In Australia, for example, the
allocation of additional funds from central
government is contingent on schools’
meeting criteria related to, for example,
training, evaluation and community
involvement. And in the ZEPs in France
government funds are contingent on
school-based plans and are evaluated
on a three-year cycle.

Tackling the problems of children and
other young people at risk requires a
broad approach that has an impact even
as late as their first 25 years of life,
since the policies involved also have to
tackle the re-integration of young people
into the workforce. They must both
prevent and improve. The heterogeneity
of the populations that make up the
societies of the OECD countries means
that education systems built on earlier
assumptions of homogeneity and on
teaching aimed at the average child can
no longer provide the education that will
be required in the next millennium. m

OECD Bibliography
o Education in OECD Countries
198889, 1993

e Mary Ann McGovem, ‘Education
and Care in Eary Childhood,

The OECD Observer, No. 184,
October/November 1993

e Partners in Education, 1992

» Donald Hirsch, The Schools/Business
Partnership’, The OECD Observer,
No. 174, FebruaryMarch 1992.

i

AL

-

The OECD OBSERVER No. 186 February/March1994



Olivier Baraud

ENVIRONMENT

From Stick to Carrot
in the Environment

Jean-Philippe Barde
and Johanes Baptist Opschoor

he most usual approach in en-
vironmental policy is regula-

tion — a ‘command and control’
strategy, involving licences, standards
and bans. But over the last decade
or so economic instruments — taxes,
charges, tradable emission rights —have
considerably grown in importance (box,
p. 25), meeting the call for environmental
policies that are both more efficient
economically and also fit as best they
can into economic and sectoral policies.
Both are indispensable prerequisites for
a process of sustainable development.
The OECD has long recommended
the economic-instruments approach.? In
January 1991, environment ministers
adopted a ‘Recommendation on the Use
of Economic Instruments in Environ-
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With the growth

of environmental policies
in the early 1970s,

two approaches emerged,
sometimes in conflict.
The first was for
government to step

in and regulate

directly. The

alternative,
‘economic’approach,
based on the
neo-classical theory

of externalities, brings
market mechanisms

to bear through economic

instruments. What progress have they made?’

mental Policy’ which included a set of
guidelines to be taken into account when
using them.

Until the early 1980s, the very few
economic instruments in use were still
experimental and limited in scope. To
some extent economists were preaching
in the wilderness, and the economic
approach had little place in environment-
al policies. A distinct shift during the first
half of the 1980s has since gathered
pace. An OECD report published in
19892 identified some 150 instances of
various economic instruments in 14
countries, of which 80 were pollution
charges and taxes. Things have moved
on considerably since then, and numer-
ous countries, especially in Scandinavia,
have introduced new economic instru-
ments.

Between 1987 and early 1993, the
number of economic instruments has
increased by 25-50% according to
country (Table 1).* The most significant
growth has been in product taxes,
especially energy taxes which are

Jean-Philippe Barde is responsible for programmes
to integrate economic and environmental policies at
the OECD Environment Directorate. Johanes Baptist
Opschoor, Protessor of Economics at the Free Uni-
versity of Amsterdam and President of the Netherlands
Council for Research into Nature and the Environment,
has contributed to an OECD survey on the use of
economic instruments in the OECD countries.

becoming increasingly ‘green’: carbon
taxes in Denmark, Finland, Norway,
Sweden and the Netherlands, sulphur
taxes in France, Norway and Sweden.
Heavier taxation on leaded petrol in
numerous countries has done much to
encourage wider use of lead-free fuels.
Many other polluting products, such as
pesticides, fertilisers, packaging, oil
wastes and so on, have been taxed.
Hence the emergence, still tentative but
genuine, of a pattern of ‘green’ or
ecological taxes which, if taken to its
logical conclusion, implies realtax-reform,
as in Sweden during 1991.°
Deposit-refund systems have also
grown strongly, up by 35-100% accord-
ing to country, especially in response
to the serious problem posed by con-
stantly rising volumes of packaging
materials (140 million tonnes a year in

1. Jean-Philippe Barc-le, ‘Environment: The Economic
Approach’, The OECD Observer, No. 158, June/July
1989.

2. Environmental Policy: How to Apply Economic
Instruments, OECD Publications, Paris, 1991.

3.Johanes Baptist Opschoor and Hans Bram Vos,
Economic Instruments for Environmental Protect-
ion, OECD Publications, Paris, 1989.

4.Integrating Environment and Economics: The
Role of Economic Instruments, OECD Publications,
Paris, forthcoming 1994.

5. Jean-Philippe Barde and Jeffrey Owens, ‘The
Greening of Taxation', The OECD Observer, No. 182,
JunefJuly 1993

23



ENVIRONMENT

TET T e e T

Table
RUMENTS PER COUNTRY,

1 JANUARY 1992

™

ECONOMIC IN

P I (A= T

Australia 5(2) 1(0) 3 1 2
Austria 3(1) 4(2) 3

Belgium 7(2) 2(2) 1

Canada 3(2) 7(3) 1 2 2
Denmark 3(2) 10 (2) 2

Finland 3(2) 10(2) 2

France 5 (2) 21

Germany 5(2) 3(3 2 1

Greece 2(1) 1

Iceland 1(1) 1(1) 2

Ireland 2(2) 1(1)

ltaly 3(2) 2(0)

Japan 3(1) 1(1)

Netherlands 5(2) 4(2) 2

New Zealand 1(1)

Norway 4(2) 8(2) 3

Portugal 2(0) 1(1) 1

Spain 3(2)

Sweden 3(2) 11(2) 4 2

Switzerland 3(2) 2(2) 1

Turkey 1

United Kingdom 1(1) 1(1)

United States 5(2) 6 (1) 4 8 2
Source: OECD

the OECD area). Deposit-refund sys-
tems are also being applied for bulky
items such as car hulks. Such systems
are generally proving highly effective,
producing an average return of 80%,
and as much as 100% in some cases,
for packaging materials and containers
(mainly plastic/glass bottles).

There has been little further growth
in emission taxes and charges, perhaps
because those constitutedthe first range
of economic instruments applied during
the 1970s and '80s (many water pollution
charges, for instance, were introduced
then). Such charges tend to be mainly
financial, because their yield is designed
to fund pollution-control measures, such
as communal water-treatment facilities.

Some countries, such as Australia,
Canada and Germany, have introduced
marketable pollution permits, but appli-
cations are few and of limited scope.
Pollution permits are appliedonany large
scale only by the United States, espe-
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cially for air pollution. The US tradable
permits programme received a fresh
boost from the 1990 Clean Air Act, under
which it is to expand significantly. The
US programme has clearly yielded some
substantial cost reductions, but appar-
ently not to the extent anticipated
(40-50%). No estimates
are available yet for the
country as awhole, but the
poll-ution-permits system
will certainly continue to
develop.

Six
Features

This substantial rise in
the number of economic
instruments only partly
reflects their actual posi-
tion in environmental
policy. The picture at
present, more subtly

shaded, can be described in terms of
six features.

Inthe first place, economicinstruments
are never applied in isolation. What
countries apply in practice are combi-
nations of economic instruments backed
up by regulations. For example, charges
can be a source of funds and/or an
additional incentive, whereas regulation
provides a general framework and a form
of protection against kinds of pollution
that are best banned altogether, or
limited by means of restrictive standards.
That being so, the emphasis laid on
individual instruments varies widely
according to type of pollution and country.
For example, pollution charges are the
corner-stone of water-management
systems in France and the Netherlands.
Sulphur oxide and carbon taxes are to
the fore in Sweden. Conversely, many
taxes on products like fertilisers and
pesticides are only a rather modest
adjunct to regulations.

Second, the main goal of economic
instruments should be to act as an
incentive. That means, for example, that
eco-taxes should be levied at rates high
enough to prompt polluters to reduce
their emissions to the desired volumes.
Experience shows, though, thatthis does
not always happen. Admittedly, taxes
and charges are incentives in them-
selves, since everyone wants to pay less
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tax, but they tend to be set too low to
achieve pollution-control objectives on
their own. That is why economic instru-
ments and regulation co-exist.

Yet a trend is now emerging, although
still tentatively, towards systems with
more ‘bite’, especially through higher
taxes. Certain eco-taxes recently intro-
duced in Sweden, for example, have
already produced convincing results: the
nitrogen-oxide charge levied on thermal
power stations since 1992 (4,500 ecus
per tonne of NO,) has resulted in an
average emission cut of 35%; taxing
diesel fuel according to its pollution
potential (especially its sulphur content)
yielded, within eighteen months, a tenfold
rise in the share of ‘clean’ diesel fuels
in total diesel consumption.

Third, many of the taxes and charges
retain an essentially financial purpose.
It is the search for money to fund
environmental protection measures that
has led to their being introduced. The
funds raised are earmarked for a variety
of purposes: financial aids of all kinds
to the private sector and local authorities
(water basins in France and the Nether-
lands); funding the rehabilitation of
pollutedareas (‘Super Fund'’ in the United
States); funding R&D projects in pollution
control, covering the administrative costs
ofimplementing pollution control policies
and measuring emissions; and so on.
It is perhaps this ‘milch-cow’ aspect
which explains why finance and budget
ministers are now showing so much
interest in ‘green taxation’, even though
taxes that have genuine incentives
should produce smaller or decreasing
yields over time (the less you pollute,
the less you pay). It is noteworthy that
an eco-tax is more acceptable politically
the more its yield is earmarked for
environmental protection: the tax seems
justifiable and fiscal transparency is
ensured.

Fourth, tax reform is on the agenda.
If eco-taxes are to play a growing part,
how should they be built into present
and future tax structures? Taxation will
have to be arranged in such a way that
non-environmental levies (on, for ex-
ample, energy, transport, agriculture) do
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WHAT ARE ECONOMIC
INSTRUMENTS?

Economic instruments can be defined
as proxies for market signals in the
formofchange to relative prices (through,
for example, taxation of certain pro-
ducts) and/or a financial transfer (for
instance, a tax or a charge to be paid).
One important feature is that an eco-
nomic instrument leaves economic
agents freedom to choose and to adapt
their activities, enabling them to maxi-
mise profit through whatever solution
is the most economically efficient for
them (for a pollution tax, simply paying
the tax or, alternatively, taking meas-
ures to reduce their emissions). Eco-
nomic instruments fall into one of four
main classes.
e Marketable permits are pollution quo-
tas, permits or ceilings (or more broadly,
rights to use the environment), mar-
keted by the competent authorities (by
allocatingthem free of charge or offering
them for sale). Permits can be traded,
bought and sold, within the bounds of
rules laid down by the authorities. This
approachis appliedmainly in the United
States to control air pollution (sulphur
oxides, lead, CFCs).
s Emission charges and taxes are
applied to emissions of air, water and
land pollutants, also to noise pollution.
France, for example, levies water poll-
ution charges and taxes on sulphur
oxides; Sweden taxes nitrous oxides.
« Product taxes are designed to alter
the relative prices of polluting products
such as fuels, fertilisers, pesticides,
batteries, packaging materials, etc.
* Deposit-refund systems have long
been applied to beverage containers:
a deposit, a kind of tax, is paid on the
packaging or container and reimbursed
when the packaging or container is
returned to an approved agent to be
re-used, recycled or destroyed.
Countries are applying financial
assistance fairly widely in the forms
of grants, accelerated depreciation and
softloans, althoughin macro-economic
terms they are of minor significance
(a few tenths of a percent of GDP,
varying from one country to another).
These too are economic instruments
but they have many disadvantages, not
least because they conflict with the
OECD's ‘Polluter Pays' Principle.
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not have unfavourable environmental
conseqguences, while at the same time
new eco-taxes are effectively incorpo-
rated in tax systems. A recent OECD
study of taxation and the environment?
concludes that tax policy and environ-
mental policy must not only be com-
patible but be made mutually reinforcing.

Fifth, one new feature of the present
situation is the growing international
dimension of economic instruments. The
UN Conference on Environment and
Development at Rio de Janeiro in June
1992 forcefully brought home the im-
portance of international action to con-
serve the biosphere, control climatic
change, curb transfrontier pollution and
preserve biological diversity.

How can countries implement policies
that are effective in all these aspects?
The potential international, even global,
role for economic instruments is under
serious consideration, especially the
possibility of taxes to cut emissions of
greenhouse-gases (mainly carbon di-
oxide). The European Commission has
proposed to apply a mixed carbon/
energy tax across the Community, but
the proposal remains blocked at present
by the ‘conditionality clause’ under which
no such tax can be applied unless the
Community’s main trading partners,
essentially the United States and Japan,
adopt similar measures. Several coun-
tries have already opened the way by
introducing carbon taxes (Figure, p. 26).

The OECD has produced several
feasibility studies for such taxes and their
economic consequences. The ‘Green'
model shows that, to be effective, a
carbon tax has to be very high ($250
per tonne of CO, on average for the
OECD area, up to $450 in certain other
countries”) and to be applied across the
world or at least covering, in addition
to OECD countries, China and the former
Soviet Union, which account for 28%
of total world CO, emissions. The OECD
is also investigating the scope for using

6. Taxation and the Environment: Complementary
Policies, OECD Publications, Paris, 1983

7.Tom Jones, 'The Economics of Climate Change’,
The OECD Observer, No. 179, December 1992/
January 1993,
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economic instruments to conserve com-
mon resources and biological diversity
(through international transfers, for
example), under the Rio de Janeiro
Convention on Biological Diversity.®
One final feature of the
present situation is that
it is no longer only the
advanced industrialised
countries that are ap-
plying economic in-
struments. The tran-
sition countries of
central and eastern
Europe are already
applying (Poland
in particular) or
considering them.
In the dynamic economies of Asia and
developing countries examples are fewer
(South Korea, Hong Kong, Singapore,
Thailand). In the context of structural-
adjustment programmes designed to
institute true-cost pricing, the economic
instruments of environmental policies
are definitely going to loom all the larger,
since protecting the natural resources
of those countries will be an essential
prerequisite for sustainable develop-
ment.

Constraints
and Obstacles

Countries trying to implement eco-
nomic instruments are encountering
various technical, economic and political
constraints and obstacles. Technically,
a tax may not always be readily ap-
plicable to certain forms of pollution, or
taxes may be inappropriate for toxic or
hazardous pollutants which should best
be banned altogether or strictly con-
trolled. Moreover, economic partners are
not unanimous. Industry, for example,
looks askance at the prospect of new
taxes. Two points among many others
are particularly sensitive: international
trade and distributive effects.

Trade

Environmental protection tends to have
a cost, which may affect the competitive
positions of particular firms orindustries.?
But economic instruments, like taxes,
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or at least some of them,
pose specific problems.
An emission tax
imposes an addi-
tional cost on in-

dividual
polluters (the
industry pays bot
the cost of pollution
control and the emission tax), even if
efficiency gains which the tax may yield
are expected, ultimately, to offset such
possible losses of competitiveness. In-
dustry is particularly watchful on this
matter, and experience shows that the
problem can be a genuine obstacle in
discussions on carbon taxes (the
conditionality clause).

Product taxes should not introduce
distortion so long as the ‘destination
principle’ prevails, under which the tax
applies at the point of consumption to
all products regardless of source. The
GATT broadly sanctions the levying of
taxes onimports andtax relief on exports,
when the same taxes are also applied
to products of domestic origin. Tax
adjustments at frontiers reflect the ‘des-
tination country’ principle customary in
tax treatment: in order to avoid double
taxation, the tax adjustment should be
applied in the country consuming the
product (the destination country) rather
than the source country.

Economic instruments may also raise
non-tariffbarrierstotrade. They canarise
for deposit-refund systems, which may
affect the kind of packaging used, and
how the product is marketed, shipped
and distributed. Foreign producers may
have difficulty in accessing storage and
return facilities forrecycling, orin acquiring

9.Jacques de Miramon and Candice Stevens, ‘The
Trade/Environment Policy Balance', The OECD
Observer, No. 176, June/July 1992; Environmental
Policies and Industrial Competitiveness, OECD
Publications, Paris, 1993,

Olivier Baraud
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recycling facilities on foreign markets.
Producers who are remote from markets
applying deposit-refund systems may be
handicapped, as may smaller-scale pro-
ducers.

Distributive Effects

Environmental policies may have impli-
cations for the distribution of wealth and
well-being. For example, an environ-
mental regulation or tax may have
unequal impacts on different categories
of income. Eco-taxes are liable to have
regressive effects by directly affecting
the prices of certain products, such as
energy, fertilisers, pesticides and so on.
Surveys in the United Kingdom and the
United States have highlighted the
regressive effects of energy taxes, even
though, because most current eco-taxes
are still modest, the effects remain very
limited. The matter is no less sensitive
in the discussion of economic instru-
ments. But it should not be allowed to
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eclipse the discussion, either by under-
mining the introduction of eco-taxes or
by resulting in rebates or any other kinds
of exemption, which would erode the
effects of the tax and might call its whole
validity into question. How environment-
ally effective a tax is depends to a large
extent on the rate at which it is set.
If the rate is reduced for distributive
reasons, its effectiveness will be jeo-
pardised. That is not to say that the
distributive implications should be ig-
nored, but the problems have to be dealt
with separately, as part of social policy,
not environmental policy.'®

Economic instruments are, of course,
not the only tools used in environmental
policy. Although a more widespread
application of economic instruments is
an essential prerequisite for sustainable
development, many questions remain
outstanding. Should existing instruments
be reinforced, especially by setting
eco-taxes at higher levels and so making
them more effective? Should countries
introduce economic instruments in the
context of tax reforms? How can the

10. David Harrison, 'Who Wirg and Who Loses from
Economic Instruments?’, The OECD Observer, No.
180, February/March 1993.

Olivier Baraud

various regulatory and economic instru-
ments be better co-ordinated so as to
avoid a proliferation of rather ineffectual
‘mini-taxes’? How can countries achieve
the necessary degree of international
harmonisation and co-ordination, both
in trade and in protecting the world
environment? What methods and pro-
cedures can they develop to assess the
effectiveness of these instruments? m
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ECONOMIES IN TRANSITION

Investing in Eastern

Rolf Alter

Investment by foreign
companies can play

a vital role in helping

the former Communist

countries move
to a market economy.
What pitfalls and progress
can be reported?’

olicies intended to develop the

private sector in the countries

of central and eastern Europe
(CEECs) and New Independant States
of the ex-Soviet Union (NIS) must aim
at enhancing opportunities and reducing
uncertainties for investment. In particu-
lar, they include: sound macro-economic
policies; a stable political framework; a
legal and institutional framework for
private business, including tax policies;
efficient mechanisms for privatisation; a
soundfinancial sector; and the promotion
of foreign direct investment (FDI).

Investment by foreign companies is
particularly important in the transition
from a centrally planned to a liberal,
market economy, since FDI can act as
apowerful catalyst for economic change.
It offers not only financial resources for
host countries; it also brings technology,
management, a ‘business culture’ and
access to foreign markets — each of
which factors can help overcome ob-
stacles to the development of the private
sector.?

The performance of flows of FDI to
the CEECs and NIS has been mixed.
Thousands of foreign companies have
invested in the region, the number of
projects with foreign participation is
expanding rapidly, and the value of FDI
flows is increasing. The overall volume
of FDI in the region nonetheless falls
dramatically short of the external capital
required for a rapid increase in the
standard of living (Figure). Since early
1993, moreover, FDI flows seem to be
levelling off, even in the more advanced
of these economies.

This weak performance is disappoint-
ing in view of the attractive opportunities
for large-scale FDI that many of these
countries offer: relatively large, some-
times even vast, internal markets that
urgently require an efficient consumer-
goods industry, and in some cases
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enormous natural resources. But many
of the home countries for FDI are in
recession and have reduced their out-
ward investment, while potential hosts
have to face competition as a location
for investment from other regions of the
world - and their domestic economic
performance is often still very weak.

Political
Stability

Sound macro-economic policies and
a political commitmentto democracy and
the market mechanism are not enough
to assure foreign investors. To induce
companies from abroad to bolt down their
capital in a growth-starved country,
policy-makers there must be able to
muster a high degree of credibility, and
be prepared to support clear, simple and
market-oriented policies. Even then it

1. Investment Patterns in Eastern Europe. Proceed-
ings of the Second AGI Meeting, OECD Publications,
Paris, forthcoming 1994; FDI in 14 Eastern European
Countries in Transition, OECD Publications, Paris,
forthcoming 1994; Establishing a Reporting System for
FDI Statistics: Proceedings of a Technical Meeting,

1993, available free of charge from the OECD Centre
for Co-operation with the Economies in Transition.

2.The non-financial benefits of FDI (in technology,
market access, and so on), though difficult to quantify,
are of considerable importance in economic develop-
ment, but are often also the source of major concerns
in the host countries because they touch upon
sovereignty, foreign domination, and like questions; see
Rolf Alter, 'The New Challenge in Eastern Europe:
Investment and Restructuring’, Intereconomics, Vol. 27,
January/February 1992

3.Guillermo A. Calvo, Leonardo Leidermann and
Carmen Reinhart, The Capital Inflows Problem -—
Concepts and Issues, International Monetary Fund,
Washington DC, 1993.

may be a while before substantive direct
investment takes place: building credi-
bility takes time — and in most of these
countries the process of reform was
implemented only relatively recently.?
Obviously, investors will seek protect-
ion against erratic changes and risks
from political upheavals in countries that
are still undergoing far-reaching institu-
tional change. Contracts between states
and investors (for large-scale projects)
containing stability clauses and guaran-
tees againstretro-active changesinlaws
and policies could offer a degree of
security. Expanding the network of
Bilateral Investment Treaties (BITs) that
many countries — Hungary, Poland and
Bulgaria, for example — have initiated
will also help provide protection and
improve confidence among foreign
investors. Legally binding on both part-
ies, BITs spell out rights, obligations
and rules of behaviour on essential
issues for both foreign investors and
host governments. BITs are often a pre-
requisite for financial support of investors
by their home countries. Combined with
treaties to avoid double taxation, they
can be a stimulant to investment.

Laws
and Institutions

Typically, foreign investors are able
to choose between the creation of

Rolf Alter specialises in international direct investment,
not least in central and eastern Europe, in the OECD
Directorate for Financial, Fiscal and Enterprise AHairs
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ECONOMIES IN TRANSITION

Catalyst for Transition

joint-ventures, establishing companies
they own entirely, or holding a minority
stake in the equity of an indigenous firm.
There are often only a few restrictions
on the legal form of the investment, as
long as it is legally incorporated in the
host country. Basic legal rules for
business activities — such as corporate
organisation, codes defining and regu-
lating commercial activities, and entre-
preneurship and bankruptcy laws - are
frequently already in place.*

Free repatriation of profits, of the sal-
aries of expatriate workers, and of capital
gains is usually granted, although in-
tellectual property rights are not yet fully
protected. Domestic legislation and a
network of BITs usually provide for
compensation in cases of expropriation,
and procedures for settling disputes.

Most transition economies follow
broadly the principle of national treat-
ment, by which the host country under-
takes to treat foreign-controlled enter-
prises operating on its territory no less
favourably than domestic enterprises.
Some, like Hungary, include the principle
in their domestic laws. There are, of
course, still exceptions that limit the
freedom of foreign investors in compari-
son with nationals - in, for example,
the financial sector, real estate, and arms
production, and restrictions on the
ownership ofland and fixed property exist
in many transition economies. (Here
medium- or long-term leasing offers a
temporary alternative.) Butalthoughthese
exceptions may be related to domestic
policy considerations, they frequently
have adverse effects on the perception
of the investment climate in a given
country.

In spite of the progress already made,
there is room forimprovement. The most
important tasks in the short term are
the effective implementation of FDI
policies, and ensuring their coherence,
predictability and institutional co-
ordination.

New laws frequently require new
administrative structures that often take
time to recruit the qualified staff required
to make sure that legislation is effective;
and confusion can reign in the interim.
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Figure
FOREIGN DIRECT INVESTMENT
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The establishment of ‘one-stop-agencies’
would seem to be an appropriate re-
sponse. By uniting all an investor's
governmental interlocutors on a single
site, it would help reduce the admin-
istrative hurdles many investors discover
to be an unnecessary headache.
The political process frequently aggra-
vates the problem of competing and
contradictory pieces of legislation, since
FDI policies are influenced by various
interests and may differ at national and
sub-national level. With different kinds
of legislative acts, such as laws and
decrees, it remains sometimes unclear
what exactly is the legal basis for a

particular decision (for example, the
refusal of an authorisation to invest), and
how and where it could be appealed
against. A review of first-generation
reform laws could help improve consist-
ency. A clear hierarchy of legal and
regulatory actsintroduced atvarious tiers
of government still has to be established.

Taxation
and Incentives

When these economies were centrally
planned, taxes on enterprises were
basically transfers of profits from
state-owned enterprises to government.
The move towards a modern corporation
tax requires a definition of the tax base
in accordance with the accountancy
standards accepted in western coun-
tries. The effectiveness of tax audit and
collection procedures is an important
complementtoa sound tax system, while
international treaties for the avoidance
of double taxation facilitate cross-border
investment and contribute to stability and
confidence.

Most central and eastern European
countries use financial incentives for
foreign investment, mainly through tax
policies. Experience in OECD countries
of the costs and benefits of schemes
that offer such financial promotion is
mixed indeed. Although it is not clear
whether incentives really influence in-
vestors’ decisions or whether they offer
‘windfall profits’ for the foreign investor,
many OECD countries think that they
cannot do without incentives in view of
the offers made elsewhere —which could,
of course, also be an argument for
economies in transition to make use of
them.

In that case, they should be based
on clear and objective criteria. The
budgetary consequences of tax incent-
ives have to be taken into account from
the outset: limiting tax exemptions to
some percentage of taxable profits may
be one way of constraining revenue
4. See R. Alter and F. Wehrle, 'Investissements Directs
Etrangers (IDE) dans les Six Pays d'Europe de |'Est
aux Economies en Transition (Pologne, CSFR, Hongrie,

Roumanie, Bulgarie et Albanie)’, Revue De Droit des
Affaires Internationales, No. 5, 1992,
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THE OECD ADVISORY
GROUP ON INVESTMENT

The OECD Advisory Group on Investment
(AGI) was established in 1992 to provide
a forum for:

« an exchange of experience in FDI policies
among senior policy-makers from Western
governments, transition economies and re-
presentatives from the private sector and
labour

» monitoring progress in FDI legislation and
policy — policy-makers from the transition
economies have the opportunity to report
regularly onrecentlegislative and institutional
changes; quantitative developments in FDI
are also addressed

» discussion of economic policy issues that
put FDlin the broader context of the transition
process.

The AGI, which includes not only the
CEECs, but also the Baltic States and many
of the NIS, is unique in many ways. The
active role of the private sector ensures that
both policy issues and practical problems
and challenges of investors are recognised
and discussed in a mutually beneficial
perspective. Substantial flexibility in the
format of the AGI allows for the ad hoc
participation of experts, academics and so
on. Emphasis has been put on the close
co-operation with other international institu-
tions for gathering maximum expertise.

The substantive work of the AGI started
with a meeting in Paris in January 1993 that
produced a detailed catalogue of measures
that create a favourable business climate.
The second meeting, in Warsawin July 1993,
focused on the investment patterns of
western-based foreign investors; it was
based on a comparative study of the
investment processes, and examined case
studies of the experiences of individual
western investors in the CEECs and the NIS.
The third meeting of the AGI, in Budapest
in February 1994, will discuss the role of
financing and guarantee schemes for the
promotion of FDI; commercial and official
sources of investment capital will also be
explored and bilateral and multilateral invest-
ment guarantee schemes will be examined.

losses, and ‘sunset clauses’ that deter-
mine an expiry date for incentive pro-
visions are also useful in this context.

But some east European countries
have abandoned the policy of generous
tax incentives, mainly because of the
exponential growth of revenue foregone.

5. See Hans J. Blommestein, ‘Banks in the East: Paths
to Privatisation’, The OECD Observer, No. 185,
December 1993/January 1994.
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So is there an alternative? A few
countries have introduced direct,
targeted subsidies to investment — in
infrastructure, for example. One tempt-
ation would be to offer high and selective
customs duties and quotas to protect
foreign production in the country. Some
major investors seem to have bargained
successfully to obtain such advantages.
But giving in to this kind of request does
three things. It weighs on the liberali-
sation of the external regime that many
transition economies had implemented
so courageously at the outset of reform.
It creates substantial economic costs
because it distorts the structure of
production and trade. And it makes it
hard to remove the special treatment,
as experience with any kind of subsidies
demonstrates everywhere.

The accumulation of non-performing
assets and highly inefficient clearing and
payment settlement systems distort
proprietary relationships between banks
and large domestic enterprises. That
calls for a rapid and massive bank
restructuring.® The creation of a sound
banking system is a priority of financial
reform. First, the bulk of domestic
savings s likely to be channelled through
the banking system rather than capital
markets, at least at the early stage of
transition. Second, an efficient banking
systemis necessary for the effectiveness
of discount rates and other indirect
monetary-policy instruments and for the
development of capi-
talmarkets. Andthird,
although foreign in-
vestors are likely to
resort to external
capitaltofinance new
large investment
projects, an efficient
local credit market is
required for normal
working-capital op-
erations and to fi-
nance local partners
in joint ventures.

Although retained
earnings and bank
loans are likely to be
major sources of

finance for local enterprises for some
time, the development of markets for
equities and other securities is of in-
creasing importance, especially to foster
privatisation and thereby increase for-
eign participation in existing enterprises.

Emerging financial markets typically
are vulnerable to malpractice, fraud and
excessive exposure to risk, which un-
dermine the confidence both of domestic
savers and of foreign investors. The
strengthening of supervisory structure
and prudential regulations is therefore
an immediate priority for a successful
financial reform.

Promoting
FDI

National programmes intended to
promote investment usually consist of
three main elements: building or chang-
ing the ‘investment image’ of a country;
generating investment directly; and
servicing existing and prospective in-
vestors.

Foreign investment agencies (FIAs)
play an important role in preparing and
distributing information about the country
as an investment location. There is no
uniform model for such an agency. It
should at least be autonomous and have
sufficient resources and policy flexibility
to carry out its promotional activities
effectively and recruit qualified staff.
Experience shows that FlAs operate

—
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more efficiently when registration and
approval functions for FDI projects are
clearly separated. FIAs could also provide
‘one-stop’ services for investors and act
as mediators with the regulatory authori-
ties. FIAs should also encourage the
establishment of business councils and
associations of domestic and foreign
investors to promote dialogue between
government officials and the private
sector and to develop recommendations
for improving the investment climate.

An important feature in support of
outward FDI by home countries are ‘open
market policies’ that help exploit the links
between trade and investment, particu-

larly where central and eastern Europe
and the NIS provide a sound basis for
export production. Market access is a
powerful incentive for export-oriented
FDL.

In addition, investor-country govern-
ments and multilateral institutions have
designed instruments targeting the in-
vestment process directly, such as fi-
nancing feasibility studies and providing
start-up loansin hard currency repayable
in local currencies. They have also
offered close co-operation between FIAs
in the East and their own agencies.

To give small and medium-sized en-
terprises more chance of investing in
transition economies, special pro-
grammes have been designedinthe EC,
and more are desirable. Western gov-
ernments and/or international financial
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institutions couldhelp
inidentifying suitable
investment projects.
There should also be
room for the expan-
sion of investment
guarantee schemes.
It remains to be seen
whether multilateral
agreements are ad-
equate for the specific requirements of
eastern Europe and the NIS because,
for example, of frequent changes in
legislation.

Training has been identified as a vital
mgredlent in the transition. Western
governments could
provide an exchange
of civil servants, and
private companies
could assist in offer-
ing training to local
employees in the
East, which will have
a substantial impact
on the social and
economic culture of
the CEECs and NIS.
Finally, international
organisations could
step up their efforts
to provide training in
areas related to
private-sector devel-
opment, such as privatisation, taxation
and the like.

The contribution of foreign investment
in transition economies goes beyond the
entrepreneurial and financial engage-
ments of the investor. Representing the
market system, foreign investors con-
tribute to the emergence of the corporate
business culture and help shape the
attitudes of a population that, until
recently, was not confronted with a
substantial foreign presence. That role
brings with it responsibilities, and
multinational enterprises oughttherefore
to commit themselves to principles of
good corporate behaviour. The OECD'’s
Guidelines for Multinational Enterprises,

ECONOMIES IN TRANSITION

which address a wide range of issues,
including respect for the host country’'s

general policy objectives, industrial
relations, competition and environmental
protection, have contributed to an open
climate for FDI in OECD countries. They
could do good work also in the CEECs
and NIS.

Foreign investors could also make their
experience available to policy-makers in
the host country, through, for example,
a consultation mechanism between the
host government and the private sect-
or — where business associations with
a fair representation of domestic and
foreign investors would discuss policy
problems of investment with the gov-
ernment. Setting up or promoting these
private business associations could also
be a major contribution to the building
of institutions in transition economies.®

.
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Hungarian Agriculture
at the Crossroads

Matthew Harley

The move

from collectivism to market
is proving difficult

for Hungary’s agricultural
sector, as it has

for all the other

economies in transition.
Progress in the reform

of farming and the food
industry has been patchy but
is undeniable. It should

not be compromised

by the mistaken adoption of
the kind of support policies
that have

produced large-scale
inefficiencies in OECD
countries.’

Ithough in many respects less
centralised than other countries

in central and eastern Europe
(CEECs),? Hungary, like them, suffered
severe macro-economicimbalances after
1989. But by 1993 there were signs of
a turn-around. Hungarian economic
growth may have been close to zero
for 1993 in contrast to the sharp falls
of earlier years. Inflation, which never
became hyper-inflation, has declined
and should have stayed around 20%
for the year as a whole. In mid-1993
the rate of unemployment was about
13%, and interest rates remain high.
Like many other sectors, agriculture
has contracted, a fall exacerbated in
1992 by drought. As in the other CEECs,
Hungarian agriculture has been squeezed
between soaring costs and prices that
are rising more slowly. Demand has been
depressed by the loss of CMEA® markets
for exports and by falling domestic
purchasing power with the removal of
consumer subsidies and reductions in
household incomes. These conditions,
coupled with lower producer subsidies,
have brought about many bankruptcies

Maithew
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in agriculture. The accompanying loss
of jobs, an inevitable feature of adjust-
ment, has been marked.

The structure of agricultural production
in Hungary, as in most other centrally
planned economies, was based on the
sovkhoz, the ‘'state farm’, held in state
ownership, and the kolkhoz, a
‘co-operative’ or collective farm in which
farmers had notionally agreed to pool
their land to be farmed collectively —
though any ‘voluntary’ behaviour in the
early days of collectivisation was rapidly
replaced by various forms of coercion.
In Hungary's case private ownership
persisted throughout the Communist
period, and much of the land remained
the individual property of members of
the collective farm. A substantial degree
of private farming was also permitted
on plots assigned to individuals on
collective farms and on state farms. This
symbiosis of private and collective farming
accounted for much of the relative
prosperity of Hungarian agriculture.

Reviving
Property Rights

Restructuring hasinvolved the break-up
of collective farms or their transformation

into free co-operatives. And state farms
are being privatised, in a process that
the government hopes may both encour-
age the development of private farming
and avoid the problem of farm fragment-
ation that has occurred in other CEECs.

As elsewhere, of course, the resto-
ration of former property rights has been
contentious. In 1992, Hungary opted for
a process of partial compensation rather
than a restitution of expropriated prop-
erty. Compensation vouchers were paid,
on a sliding scale of loss, to successful
claimants. These vouchers are bonds
that can be used by the bearer to acquire
shares in state-owned industries being
privatised or to acquire housing owned
by local authorities; they can also be
traded for cash through brokers and on
the Budapest stock exchange or used
to claim a life annuity. The first bearer

1. Review of Agricultural Policies: Hungary, OECD
Publications, Paris, 1994.

2. The CEECs include Hungary, Poland, the Czech
Republic and the Slovak Republic as well as Albania,
Bulgaria, Romania, and the Baltic States: Estonia, Latvia
and Lithuania.

3. The Council for Mutual Economic Assistance, also
known as Comecon, was established in January 1949
by centrally planned economies in response to the
creation of GATT in 1947. Its aim was to co-ordinate
the economic development of members through
centralised arrangements for trade. It collapsed in 1990.
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of a voucher can use it to acquire farm
land in a series of auctions from ‘funds’
of land held by collective and state farms.

This settlement of property rights has
much to commend it. By allowing com-
pensation for lost land to take various
forms, including land of equivalent value
if the claimant so wished, it helped to
separate questions of justice from those
of land privatisation and farm restruct-
uring.

The results so far have nonetheless
been disappointing, mostly because
validating claims is
so complicated. Dis-
putes over bounda-
ries and rights of
access have delayed
the resolution of 5
claims and the sub-
sequent issue of
vouchers. That in
turn has retardedthe
auction of land and
the resolution of
property rights. And
delaysinsettlingland
issues have potent-
ially serious con-
sequences for the
development of agri-
culture. They hinder
theemergence ofthe
efficient market in
land that is necess-
ary if new banking _ ™=
and financial institu- 5 | ="
tions are to facilitate 3
investment in agri- & §
culture. Restrictions &
on the use of any §
land, acquired as g
compensation, for &
any use other than
farming may also be hindering the
development of a land market.

The basic aim of the legislation re-
forming the collectives to force them to
transform themselves into new business
organisations, such as private or public
companies, or, if they so wished, into
new, free co-operatives. Although the
deadline has technically passed for this
transformation — it was supposedly the
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end of 1992 - many issues remain
unresolved.

Few members of the former collectives
who had re-established as new
co-operatives opted to take their land
and other assets out in order to farm
independently. This low rate of conver-
sion to private farming can be ascribed
to many factors. There was undoubtedly
a reluctance to give up what had
generally been a relatively prosperous
and secure environment in favour of
higher-risk private endeavour. State and

Hungarian exporters have difficulty competing with heavily subsidised products on third markets.

local authorities have not replaced the
social safety-net function formerly pro-
vided by the collective farms. Few
co-operative members or workers as yet
have the knowledge and skills necessary
to survive as private farmers. Capital
is scarce and expensive, and market
conditions have not been attractive.
Since the transformation, by contrast,
the new co-operatives are no longer

obliged to provide jobs formembers. The
resulting power of management to share
out the remaining jobs may have been
used to put pressure on people to stay
and to vote for the new co-operative
structure.

Such farming co-operatives have not
developed and thrived in market econo-
mies, and indeed the new co-operatives
may not survive in Hungary. Yet the
hybrid business organisation that is em-
erging — a mixture of co-operative and
other private or public structures — could
facilitate their sur-
vival or their evolu-
tion into other forms.

The privatisation of
state farms is a
different process to
that of the transform-
ation or reform of
collective farms.
Apart from a small
number of special-
ised state farms, one
hundred or so state
farms are to be wholly
privatised in the
same mannerasany
other state-owned
industry. The aim is
to create viable in-
dividual farms with
between 1,000 and
2,000 hectares of
land each. In addi-
tion, the industries
attached to state
farms can be trans-
formed and sold as
units without any
farm land attached.

The privatisation of
the state farms has
been slowed by a number of difficulties.
Prominent among these is the delay in
compensation. Like collective farms, the
state farms were obliged to put land in
compensation funds against any poten-
tial claims. And until the claims are
resolved, the vouchers issued and all
necessary land auctions take place, all
state farm-land remains in the hands
of a state agency. Only the non-land
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assets of the farms can be offered for
sale; land for farming can only be rented.
Inevitably, there is now uncertainty and
confusion as to the true amount of land
that willbe available with the other assets
being offered for sale.

Moreover, the state farms are saddled
with so much debt that they are un-
attractive at the prices being asked.
Foreign interest may also have been
dampened by restrictions on land ac-
quisition by non-residents. More re-
cently, some debt has been consolidated
and firm commitments made as to the
minimum area of land that will be
available for sale or rent from the state
with each unit to be privatised. Gov-
ernment experts now expect about
one-third of the state farms to have been
privatised by the end of 1993, helped
by subsidised credit being made avail-
able to finance buy-outs by manage-
ment, at around half the rate of 30%
or so normally charged for agricultural
loans.

Privatising
the Food Industry

The degree of privatisation achieved
in the food industry has been mixed.
The most successful group consists of
companies producing consumer goods
such as vegetable oils, sugar, alcohols,
confectionery and tobacco. These firms
were more amenable to privatisation, for
anumber of reasons, not least their more
modern technological base, better loca-
tion and closer ties with western busi-
nesses. Less successful are the more
traditional industries — canning, meats,
dairy and cereals, whose lower value-
added products were traded largely with
the Soviet Union. Their severe financial
condition after the loss of eastern mar-
kets has undoubtedly played its part;
but the poorer prospects, poor location
and sometimes low state of technology
and quality are major factors in delaying
their transformation and discouraging
interest in acquiring them.

Foreign interest has been strongest
in the less traditional industries. Like the
tobacco industry, the vegetable oil in-
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dustry is now completely foreign-owned.
It was sold as a single entity, effectively
converting a state monopoly in vegetable
oil into a de facto private, foreign
monopoly, though the final product is
still open to some competition, as
vegetable oilis not subject to quantitative
import restrictions.

The small number of former state-
owned monopolies in foreign trade -
trade in all cereals and vegetable oils,
all meats and all fruits and vegetables
used to be under three state mono-
polies —have been effectively privatised,
although their new owners still include
state companies, state farms and
co-operatives, themselves still undergo-
ing privatisation. In

increase the effectiveness of its mar-
keting, at home and abroad.

Restoring
Markets

Before the transition, agricultural
markets were regulated essentially by
the state procurement system under
which input and output prices were
strictly controlled. Subsidies to the food
industry to meet losses on domestic
sales (consumer subsidies), as well as
to cover losses on export sales (export
subsidies), were used extensively to
sustain these industries and maintain
regulated farm prices. Other trade meas-

ures, including quan-

1993 the former
monopolies still
retained a very
large share of for-
eigntrade although
thatshare isdeclin-
ing and competi-
tion is growing.
Competition
policy, too, has a
vital role in the
transition to a
market-based agri-
cultural sector and
ensuring the suc-
cess of privatisa-
tion. In some areas
itis difficult for com-
petition to emerge
because of high
entry costs and
border protection.
The job of the state
in ensuring compe-
tition in agricultural
products, during
and after privatisa-
tion, should be em-
phasised. In addi-
tion, to take advan-
tage of emerging
trade opportunities
andto compete with
imports, Hungarian
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titative controls on
imports and exports,
were also used.

In most of the
CEECs, including
Hungary, the reform
of the supply side of
agriculture throughthe
break-up of collectiv-
ised agriculture has
beenaccompanied by
the dismantling of the
compulsory state pro-
curement system.
Price liberalisation has
been the principle in-
strument of reform
here. The difficult
market conditions
resulting from these
changes have led
naturally, but unfortu-
nately, to pressure for
relief in the form of
support mechanisms
modelled on those of
the Common Agricul-
tural Policy (CAP) of
the EC and other
western European
neighbours. The ten-
dency in the CEECs
to provide such struct-
ures has also been

business has to enhance the quality of
its agricultural and food products and

encouraged by the apparent desirability
of aligning their policies with the CAP
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with a view to eventual
membership of the EC.

This offers the danger
of putting in place a
mechanismto guarantee
minimum prices that in
future years, and under
pressure from interest
groups, could be used to
increase supportand fur-
ther distort agriculture
(evenifthe dangerseems
slightnow, given how low
Hungarian prices now
appear). Many similar
systems that were intro-
duced in OECD coun-
tries — with the same
good intentions — have
proved difficult to remove.

Support
to Agriculture

For some years now the OECD has
been calculating the total support to
agriculture in an indicator known as the
Producer Subsidy Equivalent (PSE).*
Simply put, the PSE measures the
money value of the transfers made in
favour of primary agriculture from the
range of government policies that affects
farmers’ interests. It is especially effect-
ive in identifying the transfers to pro-
ducers that result from the higher prices
consumers are obliged to pay as a result
of market regulation. These ‘market price
support’ transfers are often much higher
for OECD countries than the more visible
direct transfers that are made from
government budgets.

The percentage PSE, broadly speak-
ing, measures the share of producers’

4. Agricultural Policies, Markets and Trade: Moni-
toring and Outlook, OECD Publications, Paris, 1993.

5. Carmel Cahill and Gérard Viatte, ‘A Fallow Year for
Agricultural Reform’, The OECD Observer, No. 182,
June/July 1993.

6. For the PSE calculations, the official forint exchange
rate against the US dollar was adjusted to reflect
changes in the domestic price level relative to those
in the United States. This adjustment had the effect
of increasing the rate of decline in the percentage PSE
compared to the results without the adjustment.

7.In November 1993 the US dollar was worth about
100 Hungarian forints.
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The privatisation of the agro-food industry has had mixed resulls.
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farm receipts accounted for by transfers.
The Figure shows that Hungary has done
better than any OECD country in re-
ducing supportto agriculture since 1987.°
This sharp drop in support can be
explained by a number of policy-related
and other factors. Among the policy
factors has been the reduction in pro-
tection of the domestic market because
of cuts in the rate of export subsidy and
in tariff rates. Another factor has been
the very sharp cuts in many of the
subsidies paid to agriculture directly from
government budgets, often paid to the
food industry to cover losses. Another
has been the rise in costs after the
product leaves the farm gate, not least
because of the persistent inefficiency of
monopolistic industries down-stream.
Among the non-policy factors is the
price-cost squeeze. Producer prices
have not kept pace with rising costs and
the generalrate of inflation. World prices,
rising more in line with domestic inflation
as the exchange rate adjusted,® have
narrowed the price gap between the farm
and border prices in forint terms;” market
price support has therefore declined over
the period 1986-92. The reduction in
export subsidies is in part both a cause
and a result of this evolution.
Hungary has to sustain this achieve-
ment if it is to be competitive and, in
particular, has to be alert to the danger
that the new system of market regulation

could become an instru-
ment of higher market-
distorting support. Calls
formore supportare stimu-
lated, quite understand-
ably, by concerns about
the penetration of the Hun-
garian market by the
subsidised exports of
OECD countries and the
difficulties Hungarian ex-
porters have in competing
with such heavily subsi-
dised products on third
markets.

Increased import pro-
tection for domestic markets and fighting
export-subsidy wars on third markets are
not answers for Hungary. Instead,
Hungary has to try to maintain and
improve the competitiveness of its
products on domestic and export mar-
kets by a restructuring of its industry.
The establishment of strengthened and
more operationally effective GATT rules
and disciplines together with a multi-
lateral reduction in support and protec-
tion would help maintain such a policy
orientation.

Hungary is a Cairns Group member
and thus advocates freer trade. Hungary
requires freer access to OECD markets
and less disruption of her own and third
markets by the export subsidies of big
exporters. But it must also resist pro-
tectionist pressures at home and reduce
its own use of non-tariff barriers. =
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Science

in Russia:
Implosion

and

Rebirth?

Jean-Eric Aubert

Russia has inherited most of the science and technolo
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gy complex of the former Soviet

Union. But with the crisis in the economy and the political uncertainties
connected with transition towards a free market, this huge system is rapidly falling apart.
Where does research and development stand in Russia today? How are the scientists
and engineers coping? How is the military establishment moving to civilian activity?
What is the government doing? What part is being played by international co-operation?
The Russian authorities have asked the OECD
to provide an outside opinion on these questions.’

science and technology (S&T) as
one of the pillars of development
and a key to its power in the world.
The S&T complex took on gigantic
proportions under the aspirations of both
the military and the bureaucrats. In the
late 1980s there were as many as
1.5 million researchers and technicians
engaged in research and development
(R&D) - nearly a quarter of the world
totaland almost as many as in the United
States, but in an economy the real size
of which was considerably smaller.? The
military are reckoned to have accounted
for over 70% of R&D spending.
There were more than 5,000 R&D
institutes. Over 70% of the S&T workforce
was employed in branch research in-

I n its day, the Soviet Union regarded
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stitutes. Basic research was for the most
part the concern of the USSR Academy
of Sciences; roughly 12% of all science
personnel worked in Academy institutes.
University research was underdevel-
oped, employing only 6% of science
personnel — a result of the Soviet prin-
ciple of keeping research separate from
higher education. Research carried out
within industry itself involved no more
than 10% of the total.

The innovation system resembled a
pyramid divided vertically into well-defined
layers. In most branches of activity,
research, design, testing and production
were kept clearly apart. Innovation — as

Jean-Eric Aubert works in the Science and Technology
Palicy Division of the OECD Directorate for Science,
Technology and Industry

it is understood in a market-based
economy, that is, as not only the dev-
elopment but also the dissemination of
new products and techniques — barely
existed. Only one or two enterprises
would handle questions of application —

1. Science, Technology, and Innovation Policies:
Federation of Russia, Part|: Evaluation Report,
CCET/OECD Publications, Paris, forthcoming 1994;
Part Il: Background Report, CCET/OECD Publications,
Paris, forthcoming 1994. The two Reports will also
be published in Russian. They were drafted in 1993
on the same lines as other OECD S&T country studies.
In each case, a background report is prepared by
specialists in the country concerned and an evaluation
report is drawn up by experts from OECD countries
working in co-operation with the OECD Secretariat.

2. US GDP in the late 1980s was estimated, according
to a recent International Monetary Fund study, at about
22.4% of world wealth, whereas the figure for the Soviet
Union was B8.3% (World Economic Outlook, Annex IV,
IMF, Washington DC, May 1993).
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hardly surprisingly, since monopolies
were the rule in every sector.

Another feature of the Soviet system
was the existence of more than 70
science cities (naukograds), each with
its speciality: aeronautics, electronics,
telecommunications, nuclear science
(over 15 sites), and so on. Located
in large part close to Moscow, most of
the science cities were off limits to
foreigners.?

Management of the S&T system was
controlled to a large degree by the
Military-Industrial Com-
mission (VPK), repre-
senting the complex of
the same name. It
worked through the
Ministry of Defence and
a dozen other Minis-
tries, including the
Ministry for Nuclear
Energy (Minatom),
whose budget was big-
ger than that of the
Academy of Sciences.
The system was also
infiltrated by the Com-
munist Party, whose $
cells were present in &
every laboratory and £
factory and which acted &
as a communications§
thoroughfare, regionally <
and locally, for the
central government. Lastly, the State
Committee for Science and Technology
(GKNT), headed by an official with the
status of Minister or on occasion Deputy
Prime Minister, took charge of national
planning and international co-operation.

This elaborate organisation began to
crumble and fragment when the Soviet
Union burst and the economy ran into
crisis.

The Collapse
of the Apparatus
With dismemberment of the Soviet
Union the research and innovation
apparatus fell apart. Although Russia

controlled the lion’s share — 70% of R&D
plant and personnel — the system was
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relatively well integrated across the
USSR. There were many sectors, the
least militarised ones in particular, in
which R&D establishments suddenly
found themselves cut off from their
science correspondents and their indus-
trial design bureaux and experimental
stations located in other Republics.
But the worst blows have been inflicted
by the economic crisis. From 1991
to 1993, the budget for research tumbled
by two-thirds in real terms. Funds are
today distributed on a quarterly or even

For a long time now Russian science has commanded the respect of the West.

monthly basis. In a context of 30%
inflation a month, that poses insoluble
problems. External sources of fund-
ing —among them, enterprises that had
been obliged under the old rules to order
acertainamount’s worth of research from
R&D institutes — have dried up.

The immediate result of these hard
times was a rapid outflow of scientists
and technicians.® An estimated 300,000
researchers and engineers have aban-
doned the R&D sector in Russia, most
going to other parts of the economy.
The brain drain abroad has been limited:
about 20-30,000 researchers, counting
both those who leave for good and those
who take up long-term contracts in
another country. Some activities, de-
serted by many of their best researchers

and establishment directors, have nev-
ertheless suffered severe damage in
terms of quality.

Institutes have done everything within
their power to stay afloat. Many have
sold or let part of their premises, taking
advantage of the budding market-based
economy to give aroofto anew business.
Some have set up their own firms or
accommodated firms organised by their
staff to merchandise their services and
technology, such astheirdata-processing
facilities. Others have sought contacts
abroad in an attempt to
sell their expertise in
exchange for hard cur-
rency. Russian science
is being ‘dollarised’ as
western companies and
foundations enter into
contracts with institutes
and researchers. It is
helping to save, but is
also somewhat disor-
ganising, the best ele-
ments in the system.
With the dollar buying
1,000 roubles inautumn
1993, and the average
Russian monthly wage
today standingat 90,000
roubles, a tremendous
divide has been created
between scientists who
are receiving foreign
money and the rest.

As to industry, the sudden opening-up
of the market has resulted in an invasion
of foreign products with which Russian
manufacturers cannot compete. A good
example is the micro-computer market,
where local makers were wiped out in
the space of a few months.

Most of the forbidden cities have
opened their gates to make their tech-
nology, services and equipment — some
of it without equal elsewhere in the
world — available, and not only to for-

3. Tim Kelly and Martin Salamon, ‘Swords into Plough-
shares, Tanks into Telephones', The OECD Observer,
MNo. 177, August/September 1992.

4. Anne de Tinguy and Catherine de Wenden, 'Eastern
Europe: What Benefits from the Brain Drain?’, The
OECD Observer, No. 184, October/November 1993,
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eigners.®> But these places are mono-
technological by nature and are having
enormous difficulty in diversifying. Their
institutes and industries are further
handicapped in their efforts to adjust by
having to pay for their staff's housing
and social services.

Government
Action

As soon as the first Gaidar government
was set up after the attempted putsch
in August 1991, a Ministry for Science
and Technological Policy was created
on the foundations, and with many of
the powers, of the old GKNT. It was
given responsibility for the whole civilian
R&D budget (an important point), and
the various industry-sector Ministries
were abolished. The Ministry of Defence
retained control over the R&D appro-
priations in its field. The Academy of
Sciences, which has always enjoyed
high prestige and a certain amount of
freedom, continued to manage its in-
stitutes and to receive its own share
of the national R&D budget. Friction
rapidly developed with the new Ministry
for Science as a result of conflicts of
interest and power-struggles in many
different activities.

A Russian Fundamental Science
Foundation was created by presidential
decree in late 1992 and funded with 3%
of the civilian R&D budget. Its purpose
is to aid research projects controlled by
western-style peer review. During the
first four months of 1993 it distributed
funds with a will, 80% of the money
going to Academy of Sciences research-
ers.

The Ministry has launched a pro-
gramme of assistance that benefits thirty
or so specialised institutes, renowned
nationally, even world-wide, for the
quality of their personnel and facilities,
to help them survive through the current
crisis. These newly dubbed ‘Federal
Research Centres' are granted 40% of
their staffing costs by the Ministry, on
the condition that they raise the rest of
their funds in Russia or abroad. Some
university institutes have joined the
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TEN KEY
RECOMMENDATIONS

The OECD Evaluation Report lists almost
thirty recommendations on the subject of
institutions, adjustment of R&D to economic
capacity, promotion and protection of inno-
vation, development of civil technology,
international co-operation, and improvement
of statistics and accounting practices. The
ten which follow seem particularly important
for the transformation of Russian
science and technology with a minimum
of expense.

« the establishment of a reasonably sized
R&D budget within the state budget (as a
percentage of government spending), ma-
king it available annually to designated
recipients

« the drawing-up and implementation of
rational personnel reduction and
re-organisation schemes within the different
R&D institutional structures (Academy of
Sciences, university and branch institutes)
« the development of extensive peer-
review evaluation mechanisms for attributing
funds to R&D projects requiring support,
choosing institutes for preservation, nomi-
nating researchers eligible for aid

» the familiarisation of all institutes and firms
with accounting procedures capable of
measuring the real costs (including indirect
subsidies) of research and innovation

= the constitution of an effective judicial
system for protecting inventors and entre-
preneurs against fraudulent practices,
monopolies, and the like

= theintroduction of a system of quality norms
and certification which will eventually bring
Russian merchandise up to OECD market
standards

» the elimination of institutional and financial
obstacles to the transfer of foreign funds
intended for S&T co-operation

= the design and carrying-out, in conjunction
with the OECD countries, of large-scale
programmes to help young researchers and
teachers

» the modernisation, with outside help, of
telecommunications services

« the avoidance, through negotiated ‘co-
operative equilibria’ agreements, of
destabilisation of certain world markets.

programme but the Academy institutes

have so far declined the offer.
Intellectual property laws providing for

a system much like the European one

5. Hans-Peter Gassmann, ‘Krasnoyarsk-26', The OECD
Observer, No. 177, August/September 1992

were passed in autumn 1992. They are
largely ineffectual for lack of enforcement
structures (inspection, penalties for fraud
or infringement). Other vital factors in
improving the climate for innovation —
norms, standards, quality promotion —
are stultified by the absence of resources
and, above all, of a guiding strategy.

Parliament, represented by its Com-
mission for Science and Education, on
the whole co-operated actively with the
Ministry in implementing policy — until
it was dissolved last September. The
biggest obstacle to reforming the S&T
system has been, and continues to be,
not so much disputes between the
executive and legislative branches, as
in other sectors, but the lack of the third
leg of the tripod in functioning demo-
cracies, the judiciary. Entrepreneurs and
innovators trying to gain a footing in the
nascent market economy are seriously
hindered by the absence of arrange-
ments for monitoring compliance, enfor-
cing laws and decrees, or seeking
redress.

International
Co-operation

Russian science for a long time past
has commanded the respect of the West
for its achievements in theoretical
(mathematics, say) and applied (space)
activities alike. When the barriers around
it suddenly came down in the early
1990s, international co-operation went
into high gear, especially as it was feared
that top-flight teams might make their
way, taking sensitive technology with
them, to developing countries eager to
arm themselves quickly, powerfully and
cheaply.

The governments of many OECD
countries, the G7 in particular, stepped
up the budgets of their bilateral pro-
grammes and launched new initiatives
such as joint ventures and institute
twinning. Multilateral projects were also
initiated. The best-known of them is
probably the creation in Moscow of the
International Centre for Science and
Technology funded by the United States,
Japan and the European Community.
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Its purposeisto ‘tether’
researchers and engi-
neers working in sen-
sitive areas like nu-
clear and chemical
weapons. In autumn
1993, the project had
still not been approved
by the Russian Parlia-
ment, and so it is not
yetreally offthe ground.

The total amount set
aside by OECD gov-
ernments for bilateral
and multilateral co-
operation with Russia
(nuclear safety ex-
cluded) is $300-400
million, of which very
nearly half is provided
by the United States.
In truth, quite a large
portion of this amount will never be spent,
for lack of suitable partners in Russia.
Another part of it will be used in the
OECD countries themselves to host
Russian researchers or finance joint
research projects. The result is that no
more than a quarter of the amount is
being spent in Russia.

In addition to such official funding, a
good deal of aid is promised by national
and international learned associations
(in astronomy, mathematics, and so on)
and private foundations. The most dili-
gent has been the International Science
Foundation, created by the financier
George Soros; it plans to spend $100
million over three years and has already
aided several tens of thousands of
Russian researchers with its individual
grants ($500). Lastly, one should mention
the private firms which have ‘gone
shopping’ in Russian R&D institutes and
occasionally picked up outstanding

6. The figures come from a survey carried out especially
for the Evaluation Report in the main OECD countries:
International Co-operation in Science and Techno-
logy with the Federation of Russia: Experiences
and Programmes of Selected OECD Countries,
OECD Publications, Paris, forthcoming 1994.
7.The inclination towards dumping may be partly
explained by the Russians' ignorance of their true
production costs, there being no appropriate accounting
machinery in a planned economy system.
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The risk of a techno-industrial incident of the Chernobyl kind is not negligible.

talents, especially in establishments
working for the military. In 1993, private-
sector R&D spending in Russia probably
topped $100 million.®

In overall terms, funding from abroad
may today be estimated at 10% of total
R&D expenditure in Russia (military
included). This is a large figure, higher
than in most OECD countries. Yet there
is much disgruntlement, both in Russia
and outside it. Foreigners complain of
the fearsome difficulty they have in
transferring funds, owing to the shortage
of proper bank facilities, to bureaucratic
red-tape and, more than anything else,
to a 60% tax levied on incoming capital.
So many barriers can only encourage
the illegal importing of money and favour
corruption. The Russian authorities for
their part are unhappy that most of the
co-operative arrangements are concluded
directly with the scientists and do not,
as they formerly did, transit through the
central co-ordinating apparatus (Minis-
tries, Academies and so on). They are
also convinced that the financial inflow
from outside countries amounts to tens
and not hundreds of millions of dollars
(perhaps because a large proportion of
the money is paid straight to the inter-
ested parties in circumstances that are
not entirely transparent).

ECONOMIES IN TRANSITION

Big changes have also occurred in
technology transfers. CoCom regula-
tions used to discourage transfers,
subjecting them to heavy controls. The
rules were eased first for the countries
of central Europe and have now been
relaxed for Russia itself to the point
where most obstacles have been lifted.
Industrial co-operation with Russiaraises
unusual problems for the equilibrium of
a number of world markets owing to
Russia’s propensity for dumping.” Yet
the Russians depend on foreign partici-
pation to develop the sectors in question.
It is the case with space, but also with
non-ferrous metals and certain energy
products. What is required is a system
of ‘co-operative balances’ that can satisfy
the demands of partners on both sides
and, more generally, serve theircommon
interests.

What Does
the Future Hold?

Given the background of economic,
political and geostrategic uncertainty
besetting Russia today, forecasts on the
future of Russian science and techno-
logy are not easy to make, the more
so in that everything depends on finan-
cial, institutional, legal and other ‘frame-
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ECONOMIES IN TRANSITION

and

Space - one of the activities where Russian technology had its most marked success.

work conditions’ that are not likely to
exist until the reigning doubts and
difficulties have been cleared up. An
attempt may nonetheless be made to
sketch in the most likely forecasts.

First, in the medium run —in three
to five years —the R&D system will shrink
considerably (possibly by half in terms
of personnel) compared to its size in
the late 1980s. It was then far too large.
While its cost to the country will never
be known, the former system would
clearly be out of key with the real capacity
of the economy once it forms part of
the world market and has to start obeying
normal cost/price rules.

Second, for a long time to come, the
R&D system will continue to be largely
dependent on government funds, just
as the proportion of R&D performed in
the public and academic sectors will
continue to be substantial. The present
outlook for setting up industrial research
within industry itself is dim, and will
remain so until the legal and financial
structures enabling production methods
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to fit in with principles of the market
economy are in operation.

Third, S&T will probably remain a fairly
low priority for the Russian people and
government. The military will go on
playing a pivotal role; they will hence
be a major employer in both research
and industry. The regions will almost
certainly be asked to play a bigger part
in funding research and innovation and
in framing institutional and legal rules.

Lastly, the system will go on becoming
more internationalised since foreign
money is vital to its survival. Foreign
involvement will, by its very existence,
provide standards of comparison of use
to the players on the Russian scene.

The long-term outlook is not necess-
arily bleak. Inthe shortand mediumterm,
adjustment is likely to be arduous. Nor
can serious ‘accidents’ with world-wide
consequences be ruled out. The chance
of a techno-industrial incident of the

Chernobyl kind is not negligible. There
is also the possibility that ‘sensitive’
technology might fall into the hands of
unfriendly powers or organised crime.
Specialists consider that bacteriological
weapons present the biggest danger of
proliferation.

On the other hand, the opening-up of
Russian science and its acceptance into
the international community will almost
certainly benefitthe planetin many ways.
That science is, after all, the product
of seventy years’ colossal investment
in scientific and technological exploration
by a superpower which has shaped the
history of the world. £l
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New OECD Publications

Economy

OECD ECONOMIC OUTLOOK

No. 54

December 1993

The Economics Depariment of the OECD
Secretariat puts forward its own projections
for output, employment, prices and current
balances over the next two years, based on
areview of each member country and of the
feedback effect on each of them of inter-
national developments. Particular attention
is paid to the policies that governments are
adopting to solve present economic
problems. Summary statistics and project-
ions are included for developments in
non-member countries, in particular in cen-
tral and eastern Europe as well as in the
Dynamic Asian Economies.

See the centrefold of this issue of The OECD
Observer.

(12 93 54 1) SBN 92-64-14045-X, 200pp.
France: FF 115

Other countries: FFE150 US$25 DM48

OECD Economic Surveys
1992-1993

CANADA

November 1993
(10 93 01 1) ISBN 92-64-14006-9, 120pp.

ITALY
December 1993
(1094 19 1) ISBN 92-64-14054-9, 160pp.

JAPAN

November 1993

See Robert Price, '‘Spotlight on Japan: Public
Finances', The OECD gbserver, No. 185,
December 1993-January 1994.

(1093 03 1) ISBN 92-64-14016-6, 55pp.

UNITED STATES

November 1993

See Mark French and Peter Jarrett, ‘Spotlight on
The United States: Restoring Productivity Growth',
The OECD Observer, No. 185, December 1993—
January 1994.

(1093 02 1) ISBN 92-64-14005-0, 140pp.
Perissue: France: FF80

Other Countries: FF105 US$20 DM30

1993-1994 Subscription:

(17 to 22 Surveys to be published)

(10 00 00 1) ISSN 0376-6438

France: FF1100

Other Countries: FF1200 US$220 DM365
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PURCHASING POWER PARITIES
AND REAL EXPENDITURES,

GK RESULTS, Volume 2, 1990
November 1993, bilingual

This publication is the second volume of
results based on price and expenditure data
for the 1990 benchmark year. For the first
time, it covers a multilateral comparison of
the 24 OECD countries. These results were
calculated using the GK method of
aggregation. Purchasing Power Parities and
Real Expenditures, Volume |, published in
1992, presents results calculated using the
EKS method of aggregation.

Two other publications based onthe same
price and expenditure data for the 1990
benchmark year and covering regional
comparisons have come out:

« Purchasing Power Parities and Real
Expenditures for Nordic Countries — 1990,
published in 1992, presents a multilateral
comparison of Denmark, Finland, Iceland,
Norway and Sweden.

« Purchasing Power Parities and Real
Expenditures for Canada and the United
States, published in 1993, presents a
bilateral comparison of Canada and the
United States.

With 38 tables

(30 93 06 3) ISBN 92-64-03897-3, 96pp.
France: FF100

Other countries: FF130 US$22 DM 39

SERVICES: STATISTICS

ON INTERNATIONAL
TRANSACTIONS, 1970-1991
November 1993, bilingual

This publication assembles and assesses
available information on OECD countries’
international transactions in services in the
balance-of-payments context for the period
from 1970 to 1991. This information is
reported by member countries to the OECD
and is largely unavailable elsewhere. It
provides a statistical picture of the
developments in international trade in ser-
vices, an area which, in view of the
increasingly service-oriented nature of the
worldeconomy, has grown significantly over
the past two decades. This series includes
country tables for each of the 24 OECD
member countries as well as for specific
categories: travel, transport, government
services and other private services.

(30 93 04 3) ISBN 92-64-03883-3, 500pp.

France: FF270
Other countries: FF350 US$64 DM112

Agriculture

INTERNATIONAL
STANDARDISATION

FOR FRUIT AND VEGETABLES:
MANGOES

November 1993, bilingual

(51 93 03 3) ISBN 92-64-03893-0, 60pp.
France: FF120

Other countries: FF160 US$27 DM50

WORLD CEREAL TRADE:

What Role for Developing
Countries?

December 1993

Developing countries are playing an
increasingly important role in international
cerealmarkets. Theirshare of worldimports
is now approaching 60%. While their cereal
production has grown faster than it has in
industrialised countries, consumption has
grown even more quickly. This report
elucidates the complex framework of factors
affecting domestic production and import
demand of the developing countries. It
examines recent trends in cereal product-
ion, consumption and trade and reviews
those policies which have influenced them.
Itlooks as well attrade with OECD countries,
and assesses market prospects onthe basis
of available projections to the year 2000 for
certain individual countries as well as for
these countries as a whole. Lasily, it
summarises recent findings on the potential
effects of a worldwide process of trade
liberalisation in cereal markets.

With 40 tables and 9 graphs

(51 93 04 1) ISBN 92-64-14025-5, 104pp.
France: FF110

Other countries: FF140 US$25 DM44

Competition
and Consumer Policy

COMPETITION POLICY

IN OECD COUNTRIES, 1990-1991
December 1993

(24 93 03 1) ISBN 92-64-14023-9, 370pp.
France: FF200

Other countries: FF260 US$45 DM77
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e e ey
‘10 BESTSELLERS’

(To order, please use the form inserted
in this issue)

1. TRADE LIBERALISATION
Global Economic Implications
(4193 10 1) ISBN 92-64-13962-1
France: FF190
Other countries: FF250 US$43 DM79

2. OECD ECONOMIC SURVEYS
1993-1994 Series
HUNGARY
(09 94 01 1) ISBN 92-64-13959-1
France: FF90
Other countries: FF115 US$30 DM37

3. INVESTMENT GUIDE
FOR UKRAINE
(14 93 13 1) ISBN 92-64-13957-5
France: FF120
Other countries: FF160 US$27 DM50

4. REVENUE STATISTICS
OF OECD MEMBER COUNTRIES
1965-1992
(23 93 04 3) ISBN 92-64-03885-X, bilingual
France: FF220
Other countries: FF285 US$50 DM90

5. TRANSFORMATION
OF THE BANKING SYSTEM
Portfolio Restructuring,
Privatisation
and the Payment System
(14 93 09 3) ISBN 92-64-03880-9
English and French texts not translated
France: FF175
Other countries: FF230 US$40 DM73

6. INFORMATION SYSTEMS
FOR URBAN MANAGEMENT
(97 93 08 1) ISBN 92-64-13935-4
France: FF50
Other countries: FF65 US$12 DM20

7. ENERGY STATISTICS
AND BALANCES OF
NON-OECD COUNTRIES,
1990-1991
(61 93 13 3) ISBN 92-64-03877-9, bilingual
France: FF420
Other countries: FF525 US$95 DM170

8. INTERNATIONAL DIRECT
INVESTMENT STATISTICS
YEARBOOK, 1993
(21 93 09 3) ISBN 92-64-03887-6, bilingual
France: FF240
Other countries: FF310 US$52 DM93

9. SHORT-TERM ECONOMIC
STATISTICS
Commonwealth of Independent
States, 1980-1993
(14 93 11 3) ISBN 92-64-03888-4, bilingual
France: FF150
Other countries: FF195 US$35 DM62

10.INSURANCE STATISTICS
YEARBOOK, 1983-1990
(21 93 07 3) ISBN 92-64-03881-7, bilingual
France: FF240
Other countries: FF310 US$57 DM100
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Development

Series: Development Centre
Studies

REGIONALISATION AND LABOUR
FLOWS IN PACIFIC ASIA

by Pang Eng Fong

November 1993

This study analyses the characteristics,
causes and consequences of labour flows
in the east and the south-east Asian region.
It examines the impact of individual,
corporate and state reactions to these flows
on the competitive position of Pacific Asia in
the world economy. It provides some
surprising insights into the nature of such
flows and will become required reading for
economists, and everyone interested in the
region.

(4193 16 1) ISBN 92-64-14008-5, 92pp.
France: FF80

Other countries: FF105 US$18 DM33

FINANCING AND EXTERNAL
DEBT OF DEVELOPING
COUNTRIES

1992 Survey

November 1993

(43 93 03 1) ISBN 92-64-14007-7, 200pp.
France: FF170

Other countries: FF220 US$38 DM70

Series: Development Centre
Documents on Sale

NON-GOVERNMENTAL
ORGANISATIONS AND
GOVERNMENTS: STAKEHOLDERS
FOR DEVELOPMENT

Edited by lan Smillie and Henny Helmich
November 1993, bilingual

Are development NGOs from OECD
countries significantly and independently
contributing to the alleviation of world
poverty? Or, rather, dothey riskbecoming
cheap instruments to support development
policies which targetthe poorer segmentsin
the South and other ‘high-risk’ sectorsin the
South and elsewhere?

At a time of growing concern about the
effectiveness of public and private
development assistance, this book attempts
to answer these and other questions by
comparing the NGO phenomenon in 13
OECD countries and in the European
Community. Exploring the increasingly
complex relationshipbetween governments
and northern NGOs, this book sheds light
on questions about voluntarism,
dependency and independence, pro-

fessionalism, NGOs as contractors, andthe
dramatic new emphasis on emergencies
and refugees.

(41 93 15 3) ISBN 92-64-03899-X, 364pp.
France: FF150

Other countries: FF195 US$35 DM58

EXTERNAL DEBT STATISTICS
Annual Report

The Debt and Other External Liabilities
of Developing, Central and Eastern
European and Certain Other Countries
and Territories at end-December 1992
and end-December 1991

November 1993

This annual report provides detailed inform-
ation on the amount and composition of the
external debt of each of 151 countries and
territories (in effect, worldwide coverage of
non-OECD countries) at the end of 1992,
with corresponding revised figures for the
previous year. In addition, estimates are
provided of the amortisation payments due
b¥| each country on long-term debt in 1993.
These dataare reportedto OECD by member
countries’ governments and credit institu-
tions, and the main international organisa-
tions. As a result of the use of common
reporting rules and timely reporting, this
volume gives a comprehensive, consistent
and up-to-date account of external debt,
making it invaluable for international
comparisons and country risk analysis.
Special feature: this publication also
includes a table on claims arising from
export credits extended to the individual
New Independent States of the former Soviet
Union and the Republics of the former
Yugoslavia after they emerged as separate
political entities.

(43 93 05 1) ISBN 92-64-14001-8, 31pp.
France: FF95

Other countries: FF125 US$22 DM37

Education

EDUCATION AT A GLANCE:

OECD INDICATORS

November 1993, bilingual

This second publication of Education at a
Glance (first published in 1992) covers the
1990/91 school year and includes a set of
38 indicators. These make it possible to
examine different aspects of education
policy; the volume of investment that is
supported; how the education system is
financed and staffed; where important
decisions are taken; what level of participa-
tion is reached; how student differentiation
operates; what results are achieved in key
subjects; and student graduation rates.
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These indicators also help identify the levels
and types of education that lower the risk of
unemployment, one of the major problems
now affecting the OECD countries.

(96 93 03 3) ISBN 92-64-03894-9, 200pp.
France: FF130

Other countries: FF170 US$30 DM50

Energy

Series: Disposal of Radioactive
Waste

THE STATUS OF NEAR-FIELD
MODELLING

Proceedings of a Technical
Workshop,

Cadarache, France,

11-13 May 1993

December 1993, bilingual

The near-field of a high-level nuclear waste
repository consists principally of the waste
itself and of the man-made barriers
engineered around it. Over time, its
behaviour determines the amount of
potentially harmful substances that can be
released to the geological barrier and it is
therefore important for long-term safety.
This technical workshop addressed the
issue of modelling near-field performance.
The discussion focused on the conceptual
and mathematical models for source-term
calculations and reviewed the state of the
art in the field. These proceedings include
the conclusions of the workshop and an
updated version of a discussion document
prepared by consultants.

(66 93 17 3) ISBN 92-64-03974-0, 360pp.
France: FF280

Other countries: FF350 US$59 DM99

Series: Nuclear Energy
and Information

PUBLIC PARTICIPATION

IN NUCLEAR DECISION-MAKING
Proceedings of the International
Workshop, 4-6 March 1992
December 1993, bilingual

The principle of public participation in
decisions regarding industrial and
technological matters is embodied in
constitutional, legislative or regulatory pro-
visions in mostindustrialised countries. This
participation can take many different forms,
such as direct participation (referendum),
parliamentary representation, local consult-
ation, etc.
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However, the successful application of
this principle, in particular with regard to the
siting and operation of nuclear installations,
requires that certain conditions be met in
order to ensure meaningful participation of
the public concerned.

This publication contains the proceedings
of an international workshop organised by
the OECD Nuclear Energy Agency and the
International Atomic Energy Agency on
public participation in the decision-making
process in the nuclear field. It includes the
main papers presented at this workshop.
(66 93 18 3) ISBN 92-64-03975-9, 400pp.
France: FF250
Other countries: FF325 US$55 DM96

Series: Conference Proceedings

CLEAN AND EFFICIENT
USE OF COAL: THE NEW ERA
FOR LOW-RANK COAL
November 1993
With rapidly changing economic and political
climates, the countries of Eastern and Cen-
tral Europe are searching for answers to
decades of inefficient coal production and
use and environmental neglect. A central
question is how new clean coal technolo-
%Ees canhelpinaddressingthese problems.
hese proceedings contain the perspecti-
ves of senior executives from government,
the coal industry, electric utilities, R&D cen-
tres, and regulators. Major topics include
‘best practice’ techinology applicable to the
indigenous coal of the region and East-West
co-operation on technology management
and development in the transition towards
market economies. The conference also
discussed options for financial and technical
assistance to retrofit and repower coal-fired
power plants and related infrastructure.
(6193 21 1) ISBN 92-64-14022-0, 700pp.
France: FF450
Other countries: FF560 US$97 DM165

Series: Economic Aspects
of the Nuclear Fuel Cycle

PROJECTED COSTS

OF GENERATING ELECTRICITY:
1992 UPDATE

December 1993

This is the fourth in a series of comparative
studies of projected baseload electricity
generation costs for power plants to be
commissioned near the turn of the century.
This report reviews the cost data of nuclear,
coal-fired, gas-fired and renewable sources
provided by sixteen OECD countries and
sixnon-OECD countries. Sensitivity studies
are included and trends in cost projections
in the past decade are also discussed.

(66 93 08 1) ISBN 92-64-14020-4, 200pp.
France: FF220
Other countries: FF290 US$50 DM90

ENERGY TECHNOLOGY

REPORT NO. 2:

ELECTRIC VEHICLE TECHNOLOGY
December 1993

(6193 20 1) ISBN 92-64-14015-8, 180pp.
France: FF230
Other countries: FF300 US$53 DM89

QUALIFIED MANPOWER

AND EQUIPMENT

FOR THE NUCLEAR INDUSTRY
Proceedings of an International
Workshop, 2-3 December 1992
December 1993, bilingual
Recentrestructuring orretirement of several
suppliers in the nuclear field has made
qualified equipment more scarce. Not only
is equipment scarcity raising concerns, but
the potential shortage of qualified manpower
and loss of know-how are also generating
worry.

The OECD Nuclear Energy Agency (NEA)
organised an international workshop to
exchange information on the current situa-
tion and on the measures taken related to
the demand and suppI)I/_ of qualified man-
power and equipment. This publication in-
cludes the papers presented as well as a
record of the discussions held at that mee-
ting.

Seg Nicholas Zarimpas, ‘Qualified Manpower for
the Nuclear Industry’, The OECD Observer, No.
181, April/May 1993.

(66 93 16 3) ISBN 92-64-03973-2, 267pp.
France: FF260

Other countries: FF325 US$56 DM97

Environment

OECD ENVIRONMENTAL
PERFORMANCE REVIEWS:
PORTUGAL

November 1993

This report is part of the new OECD
Environmental Performance Review Pro-
gramme which conducts peer reviews of
environmental conditions and progress in
each Member country.

Itscrutinises efforts to meetboth domestic
objectives and international commitments.
Progress in reducing the pollution burden,
improving natural resource management,
integrating environmental and economic
policies, and strengthening internationl
co-operation are also central to these
reviews. The analyses presented are
supported by a broad range of economic
and environmental data.
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Environmental performance reviews on
Germany and Iceland have already been
published.

97 93 07 1) ISBN 92-64-14003-4, 108pp.
France: FF130
Other countries: FF170 US$29 DM49

OECD ENVIRONMENTAL
PERFORMANCE REVIEWS:
NORWAY

November 1993

This report scrutinises efforts to meet both
domestic objectives and international
commitments. Progress in reducing the
pollution burden, improving natural resource
management, integrating environmental and
economic policies, and strengthening
internationl co-operation are also central to
these reviews. The analyses presented are
supported by a broad range of economic
and environmental data.

(97 93 06 1) ISBN 92-64-14002-6, 150pp.
France: FF130

Other countries: FF170 US$29 DM49

OECD GUIDELINES

FOR THE TESTING OF CHEMICALS
December 1993

(97 93 50 1) ISBN 92-64-14018-2, 146pp.
France: FF950

Other countries: FF1235 US$199 DM365

CHOOSING AN ALTERNATIVE
TRANSPORTATION FUEL

Air Pollution

and Greenhouse Gas Impacts
November 1993

Pollution from current fossil fuels is posing
increasingly serious threats to the
environment. Developing alternative
transportation energy is therefore an urgent
necessity. This study synthesises the
available literature on alternative fuels and
pays particular attention to the air-pollution
impacts of each possible solution. It presents
a new, comprehensive analysis of how the
entire production and use-cycle of the current
and alternative transportation fuels
contribute to greenhouse gas emissions.
On the basis of this analysis, the study
provides recommendations to assist policy
makers in forming a soundtransition strategy
for the use of alternative fuels.

(97 93 12 1) ISBN 92-64-14004-2, 149pp.
France: FF170

Other countries: FF220 US$38 DM65

Financial, Fiscal
and Enterprise Affairs
GOVERNMENT SECURITIES
AND DEBT MANAGEMENT

IN THE 1990s
November 1993
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The ways in which governments manage
their debt has a profound impact on the
structure and functioning of financial
markets. This volume is aimed at making
the reader familiar with policy issues and
techniques of government debt manage-
ment. In addition, it provides a factual
survey of debt instruments, selling techni-
ques, the organisation of primary and
secondary markets in government
securities, and other relevant information
on government debt managementin OECD
member countries. In so doing, it not only
addresses experts and practitionersinthese
countries, but also serves as a source of
reference for officials in newly emerging
market economies that wish to create and
develop markets for public debtinstruments.
(2193 12 1) ISBN 92-64-14011-5, 220pp.
France: FF180
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IN OECD COUNTRIES -

ANNUAL REVIEW 1993

November 1993

This annual report analyses recent
government initiatives to promote industrial
development and adjustment in OECD
countries. It also reviews trends in industry
on the basis of quantitative indicators of
industrial production, employment, physical
and intangible investment, trade,
competitiveness and international
investment that enable international
comparisons.

The reader is also provided with information
on industrial policy measures and trends in
the Czech Republic, Hungary, and Poland
aswellasinKorea, Taiwan, Hong Kongand
Singapore. For the Slovak Republic,
industrial trends only are available.

With 80 tables and 18 graphs
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With 456 tables
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PRIVATE PENSIONS

IN OECD COUNTRIES:

NEW ZEALAND

December 1993

Interest in changing the balance between
public and private provision of retirement
income, with increased reliance on private
sources, is emerging in OECD countries.
Although documentation and analysis of
public systems are abundant, much less is
known about the performance of private
plans. This volume, one of a series of
national case studies, describes the
characteristics of private arrangements in
New Zealand. Itdiscusses theirprevalence,
structure, financing and administration, tax
treatment, regulation, and their effects on
the distribution of retirement income.
(8193 02 1) ISBN 92-64-13803-X, 92pp.
France: FF90

Other countries: FF115 US$20 DM34

THE PUBLIC EMPLOYMENT
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December 1993

With 22 tables
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France: FF110
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Series: Local Initiatives
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PARTNERSHIPS: THE KEY
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Experiences from OECD Countries
November 1993
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In the last twenty years, OECD countries
have faced a constant and difficult process
of structural change which has strongly
affected the geographical distiibution of
economic activities and the growth path of
local and regional economies. Two decades
of structural reform policies have markedly
improved the conditions of economic per-
formances but have not managed to create
the conditions for steady growth of
employment. Abroader view ofthe problem,
emphasising the importance of economic
development and not only of growth, is
needed.

This report takes stock of the influence
and relevance of local development efforts
in the context of constant structural
adjustment and high and lasting
unemployment. It seeks to discuss the role
and responsibilities of government in
fostering development, and to establish
some guidelines for action.

See Jean-Pierre Pellegrin, 'The Hidden Sources
of Employment’, The OECD Observer, No. 185,
December 1993-January 1994.

(84 93 02 1) ISBN 92-64-14014-X, 57pp.
France: FF40

Other countries: FF50 US$9 DM15

THE TAX BENEFIT POSITION

OF PRODUCTION WORKERS

Annual Report

November 1993, bilingual

This report examines the income tax and
social security contributions paid and family
benefits received by taxpayers attheincome
level of a production worker for the years
1989-1992. Italso provides a standardised
description of the personal income tax and
social security systems in each OECD
country.

Special Feature: for the first time, inform-
ation is included on Mexico.

(23 93 05 3) ISBN 92-64-03898-1, 253pp.
France: FF195

Other countries: FF250 US$44 DM76

Public Sector Management

Series: Public Management Studies

MANAGING

WITH MARKET-TYPE

MECHANISMS

November 1993

Inan erawhen markets have triomphed and
the role and modus operandiof the state are
being questioned, what is the potential role
for arrangements which try to combine the
efficiency of markets with the traditional
virtues of public administration in order to
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better serve citizens and control public
expenditures? This question launched the
programme of studies whose main results
and conclusions are reported here.

(42 93 04 1) ISBN 92-64-14010-7, 108pp.
France: FF70

Other countries: FF90 US$16 DM27

Trade

Series: Trade Policy Issues, No. 2

ASSESSING THE EFFECTS
OF THE URUGUAY ROUND
November 1993

(22 93 03 1) ISBN 92-64-14017-4, 36pp.
France: FF50

Other countries: FF65 US$11 DM19

Transport

Series: Activities of the Conference

RESOLUTIONS OF THE COUNCIL
OF MINISTERS OF TRANSPORT
AND REPORTS APPROVED

IN 1992,

39TH ANNUAL REPORT - 1992
November 1993

This publication describes the activities of
the European Cohference of Ministers of
Transport during 1992 and sets out the
Resolutions and Reports approved by the
Council of Ministers of Transport during that
year. The organisation chart of the Con-
ference is also given at the end of this
volume.

(7593 07 1) ISBN 92-821-1186-5, 320pp.
France: FF240

Other countries: FF312 US$53 DMS6

STATISTICAL TRENDS

IN TRANSPORT,

1965-1989

November 1993 bilingual

The annual publication sets out the main
statistical data concerning the transport
sector in the member countries of the
European Conference of Ministers of Trans-
port.

The reader will find tables covering such
topics as investment, infrastructure, rolling
stock, human resources, traffic and energy
consumption forthe differentmodes of trans-
port for the years 1965-1989.

With 109 tables

(75 93 09 3) ISBN 92-821-0187-8, 181pp.
France: FF170

Other countries: FF220 US$38 DM66
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Table 1
GROWTH OF REAL GDP IN THE OECD AREA

seasonally adjusted at annual rates (%)

An increasingly solid expansion is under way
in North America, and moderate, if unspectacular,
recoveries are continuing in the United Kingdom,
Australia, New Zealand and some smaller Euro-
pean countries. For the remainder of the OECD
area taken together, activity continues to be
disappointingly weak, and household and busi-
ness confidence are typically depressed. In most
of continental Europe the recovery that was
projected last spring is not yet apparent, although
there are some indications that, with the possible
exception of Germany, the trough has been
reached. In Japan economic activity has renewed
its decline.’

The forces that have underpinned recovery
in the English-speaking countries, in particular
significant falls in interest rates, should have an
increasingly positive impactin continental Europe
during 1994. In Japan, however, where the
depressive effects of yen appreciation are being
felt strongly and the negative effects of
balance-sheet adjustment are easing slowly,
recovery may be more gradual. Overall, output
growth in the area may rise slowly, from about
1% in 1993 (the third year in which it has been
well below potential) to perhaps just over 2%
in 1994 and close to 3% in 1995 (Table 1). Global
activity has been —and will continue to be —
supported by buoyant growth in a number of
non-OECD countries, particularly in Asia.

Inflation has fallen to low levels and is likely
to come down somewhat further during the coming
two years (Table 2). By 1995, it is projected
tobe 3% orlessin 20 OECD countries, aninflation
performance throughout the area which compares
favourably with that of the early 1960s, often
remembered as a period of reasonable price
stability. The emerging very favourable price
situation, if sustained, will help to establish an
economic environment more conducive to sus-
tainable increases in productive investment,
output, and employment than has existed since
the early 1960s.

Unemployment is high and, during the recent
downturn, it has increased in most countries,
especially in continental Europe (Table 3). Un-
employment is likely to fall somewhat in North
America, but it could approach 35 million people
in the OECD area as a whole during 1994 and
may fall only marginally thereafter. This has put
policy-makers under considerable political press-
ure to act on jobs. The challenge they face is
to find policy responses that yield results quickly
but that also promise durable gains.

Macro-economic
Policy Requirements

The background to the setting of fiscal policy
in the current situation is the need to contain
and reverse the steady build-up of public debt
in most countries, which has severely circum-

scribed the scope for any e e e
fiscal support to activity. g mﬂn
Between 1979 and 1992 1991 all
average OECD gross public g - A
debt rose from 41% of GDp  |-Jnited States 57.68
to around 63%. In the face | Japan 15.47
of recession, the issues fac- Germany 8.80 21 -15 08 22
ingpolicy-makershavebeen: | France 6.82 14 09 11 27
soldation shoui bs tempo. [ S IR
rarily deferred: the extent to United Kingdom 5.94 06 20 29 29
which a cyclical widening of | Canada 3.46 07 25 37 41
the budget deficit (some- Total of above 7 countries 84.58 s P PR
ing of tha auoratic stabi- (L8 SO OT= ;i) Mo
I | I- 7
lisers’) should be accepted:; Belgium 1.16 08 -12 09 20
and the risk that such actions Denmark 0.60 10 02 25 28
would weaken confidence Finland 0.51 40 20 03 24
andthereby leadtoincreases Greece 0.52 09 05 09 21
in long-term interest rates or = =
pressure onexchange rates. Iceland 0.03 37 04 20 14
In a slightly longer-term con- Ireland 0.27 49 27 31 82
text, however, the need for Luxembourg 0.05 18 10 15 23
fiscal consolidation does not Metherlands 164 14 D2 0.6 29
necossarily precluds in-- R 0.47 33 16 32 38
creased expenditure on
projects assessed to have Portugal 0.59 16 -04 20 341
a high rate of return. Be- Spain 3.27 08 -10 08 26
tween1979and 1992, trans- | Sweden 0.95 ST A50oe
fers increased by 3% to 4% ronand 0.98 01 08 08 20
of GDP on average in OECD ?_“:k e1an 1'33 5‘9 7‘0 R
countries and interest pay- HIKEY : : : 2 =
ments by 2%z to 3% of GDP.? Total of above 15 countries 13.27 e ) T2y
Reversal of these trends | Australia 1.84 S5 gy
fiodla help lapiiice scope. RIS I 031 D530 33 4
to both reduce deficits an z
shift expenditure to more Total of above 17 countries 15.42 1370 040 ST N2
fruitful uses. Total OECD 100.00 17 1 2 AT

Inpractice, countries have OECD Europe 11 02 15 26
reacted differently to the EC 11 03 14 25
tendency for deficits to widen

: Total OECD less
during the downturn. Many :
have allowed automatic sta- the United States 12 0 14 26
bilisers to work as far as has 1. GNP,

been consistent with main-
taining some degree of control over the increase
in public debt. Some have gone further and taken
modest expansionary measures. And Japan has
taken significant expansionary action. But now
QECD countries have largely exhausted the
scope forallowing public deficits to widen. Indeed,
in a number of countries where priority was given
to fiscal consolidation in the face of rising public
debt, policy-makers have reaped the reward of
a fall in long-term interest rates. On the other
hand, where discretionary fiscal measures have
been taken to support demand, the effects on
activity appear to have been disappointing.
With little scope for expansionary macro-
economic action on the fiscal side, support for
recovery in current circumstances must rely
largely, if not solely, on monetary policy. Here
a number of countries do have room for man-

ceuvre, although there may be a question of how
most effectively to exploit this room, in terms
of the size and timing of cuts in officially controlled
interest rates. While the specific requirements
of monetary policy differ across countries, there
are nevertheless some common threads. One
is the need for monetary policy, in supporting
activity, not to compromise the control of inflation
overthe mediumterm. Asecondis theimportance
of financial market expectations in the determi-
nation of long-term interest rates, which have
significant consequences on business invest-
ment, output and employment over the longer

1. OECD Economic Outlook, No. 54, OECD Pub-
lications, Paris, December 1993.

2. 0ECD Economic Outlook, No. 52, OECD Pub-
lications, Paris, December 1992.



Table 2

PRIVATE CONSUMPTION DEFLATORS IN THE OECD AREA

seasonally adjusted at annual rates (%)

___change from previous year decline in long-term interest rates
| e, 1982 | 1993 [ 1994 | 1985 | through much of the last year.
United States 33 27 27 30 Given prospectsfordemand growth,
concerns on the fiscal side are now
Lo 20 0.9 03 04 related more to the contribution of
Germany 4.7 4.1 3.2 1.9 the public-sector financial position
France 24 2.3 1.9 129 to increasing national saving and
Italy 5.4 45 4.1 30 investment over the Ionger term.
: . Further measures to reduce the
Uniled Sgdom 0 Se it S structural deficit, beyond those in
Canada 11 17 19 18 the medium-term deficit-reduction
Total of above 7 countries 34 2.6 24 2.3 package, will be needed over the
Austria 42 37 28 2.5 coming years. Success willdepend
: importantly on achieving a satis-
Holghi £t a7 o et factory reform of the health care
Denmark 1.9 1.1 25 2.3 system that does not weigh on
Finland SN0 A0S A budget deficits. Should the economy
Greece 14.6 14.1 10.8 85 recover somewhat more rapidly
lceland! 4.9 4.1 24 15 ::an Elrojecteid. it will be important
at the resulting improvement in
Ireland 8 22 3.5 36 the deficit be recognised as cyclical
Luxembourg 28 3.5 3.0 2.5 and not taken as a substitute for
Netherlands 3.0 2.0 2.2 2.0 further fiscal consolidation. (This
Norway 26 23 19 29 consideration also applies to, inter
Po @g 5 94 63 53 48 gf;i;gha;% the United Kingdom and
Spain 65 48 4.1 2.9 Onthe monetary side, the stance
Sweden 25 5.2 3.5 3.0 of policy inthe United States, which
Switzerland 41 33 1.8 2.0 has appropriately remained expan-
sionary for the past few years, will
Tihey - DY S0 have to be adjusted at some stage
Total of above 15 countries 113 108 105 9.5 so as to lock in low inflation and
Australia 1.7 2.1 31 2.7 ensure satisfactory growth overthe
New Zealand 1.0 1.4 15 17 medium term. This adjustment will
- need to take due account of the
JUll i seaiy 17 couities 19.0 32 23 g projected narrowing of slack in the
Total OECD 4.4 37 35 32 economy and of the long lags with
OECD Europe 6.6 59 55 4.7 which monetary policy affects the

EC 46 3.8 33 25 economy.
Total OECD Jess Japan stands in strong contrast.
the United States 5.0 43 39 34 It is uncertain how far the main
e forces behind the current recession

1. Consumer price index.

run. Market expectations in turn are heavily
influenced by the credibility of policy. It is only
if policy is credible and consistent across
countries that governments are in a position to
support activity without deleterious consequences
for interest rates and exchange rates.

Policy Priorities
in Major Countries

The strengthening recovery in the United
States suggests that this is one major country
where additional support to activity is not an
immediate concern. A necessary tightening of
fiscal policy has been embodied in the Admin-
istration's medium-term deficit-reduction pack-
age. And this welcome step towards eliminating
the budget deficit has contributed to the significant

there —adjustment to sharp falls
inassetprices and the appreciation
of the yen - are still depressing activity. It is
therefore necessary to re-assess whether the
easing to date — the three fiscal packages over
the last eighteen months and the reduction in
the official discount rate to the historical low of
1.75% — is sufficient to ensure a recovery. On
the monetary side, although both money-market
rates and long-term yields on government se-
curities have come down to levels that are very
low in nominal terms, a number of indicators
suggest that monetary conditions are tighter than
the levels of nominal interest rates might imply.
Because the scope for further declines in interest
rates is limited by their already being very low,
effective monetary easing may require action
which facilitates more balanced behaviour toward
risk taking by banks in their lending activities.

On the fiscal side, some indicators suggest
Japan may be the only major OECD country
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in a position to envisage significant fiscal ex-
pansion. However, the relatively high level of
gross debt, future demands on public finances
and the impact of the three packages already
adopted on underlying budget positions restrict
the scope for such action. Furthermore, the limited
results of action taken so far raise questions
about its effectiveness. This suggests that any
expansionary fiscal-policy moves, if undertaken,
should be temporary and designed so as to
achieve other ends that are desirable in their
own right. In this regard, a direct tax reduction
now, fully offset in due course by a phased
introduction of indirect tax increases as the
economy recovers, would provide positive
short-run support for the economy while having
the durable effect of improving the structure of
governmentrevenues. Furthermore, comprehen-
sive structural reforms going further than those
contained in the recent package could also have
some favourable impact on activity.

In Europe, the budgetary position of nearly
all countries has deteriorated significantly in
recent years and gives virtually no room for any
fiscal stimulus. For most countries the central
issue to be addressed is how rapidly to con-
solidate budget positions despite direct negative
demand effects. Many (including Germany, France,
Italy, and the United Kingdom) have already taken,
or have indicated their intention to take, action
which promises to improve underlying, or struct-
ural, budget positions over the next two years.
Provided these actions are implemented as
planned, significant fiscal consolidation should
become apparent over the medium term as
cyclical conditions improve. However, in some
(including Iltaly, Belgium and Greece), where
public indebtedness is particularly high and
budget deficits are large, there is a strong case
for taking further measures in order to move
more rapidly. The risks in these countries of not
doing so in terms of future tax burdens and loss
offinancial market confidence very likely outweigh
the risks to activity of taking decisive action in
cyclically weak conditions.

A central guestion in continental Europe is
whether, or how, the negative direct demand
effects of fiscal consolidation can be more than
offset by cuts in officially controlled interest rates
as well as declines in market rates induced by
fiscal consolidation. Unlike other OECD regions,
officially controlled interest rates in continental
Europe have until recently been ratherhigh. These
high interest rates were necessary to deal with
inflation pressures in Germany following unifi-
cation, but they were not always appropriate to
domestic conditions in countries whose exchange
rates were linked, whether officially or de facto,
to the Deutschmark or the ecu. This tension was
at the root of the turmoil in European currency
markets which led ultimately to the adoption of
15% fluctuation bands by most of the remaining
participants in the European Exchange Rate
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Mechanism (ERM) in August. While both short-
and long-term interest rates in Germany have
come down since September 1992, in many
countries short-term rates are still high relative
to inflation, and inverted yield curves indicate
that monetary conditions remain relatively tight.
Continued economic weakness and declining
inflation make further cuts in short-term rates
likely. The main question is how rapidly this should
happen.

In Germany, given the fiscal deterioration that
has occurred since unification, the stubbornness
of inflation pressures, and the overriding need
to ensure that confidence in the Deutschmark
is maintained, the Bundesbank has so far
proceeded cautiously in allowing money-market
conditions to ease. The continuing inverse yield
curve andalow absolute level of long-terminterest
rates appear to reflect the favourable prospects
for a decline in overall inflation as well as weak
economic activity. Those indicators appear to
suggest that the monetary authorities can con-
tinue to follow the announced strategy of relaxing
monetary conditions steadily without undermining
the credibility of their policy.

In Germany's ERM partners, where activity
is weak and infiation is low, further interest-rate
reductions will be required to underpin recovery.
In spite of the scope for flexibility provided by
wider fluctuation bands, these countries have
sofarbeen cautious about bringing money-market
rates below those in Germany in order to limit
further movements of exchange rates away from
central parities. The case for proceeding in this
way rests on the important contribution it makes
to sustaining the credibility of commitments both
to continued non-inflation policies as well as to
the Maastricht process for achieving monetary
union. However, if German inflation remains
unsatisfactorily brisk and German interest rates
continue to decline only slowly, these countries
will face an increasingly difficult situation. The
extent to which monetary autonomy can be
achieved, and interest rates — particularly at the
longer end of the market —can be reduced below
German levels without disruptive exchange rate
movements will depend at least in part on the
credibility of anti-inflation policy by most of the
remaining in Germany's partner countries.

In countries which suspended their participa-
tion in the ERM or cut informal links with the
Deutschmark or the ecu in 1992, interest rates
were lowered and currencies have depreciated,
in most cases significantly. Many of these
countries had been suffering from severe
balance-sheet adjustment problems following the
asset price cycle of the late 1980s and early
1990s or, in Italy, from a major fiscal problem
in which debt servicing played a large role. Lower
interest rates contributed to easing the stresses
which various sectors faced in these countries,
while competitive exchange rates led to strong
export demand. In most of these countries (with

the exception of Finland,

Table 3
where the balance-sheet
adjustment problem has UNEMPLOYMENT IN THE OECD AREA’
been particularly severe) thousands %
moderate recoveries are of labour force
either already apparent or 1991 1992 | 1993 | 1994 | 1995
in Pr??Pecf- h;LO:* Off_‘t';'ese United States 8,446 74 69 65 62
countries would benefit from
further lowering of interest iy s ce &b 23 28
rates, in particular in the | Germany 2,602 77 89 101 103
context of widespread falls France 2,362 104 117 124 123
in European interest rates | |aly? 2,654 116 102 111 116
which would not generate  [7eq Kingdom 2346 100 103 100 95
downward pressure on ex-
change rates within EUYODE Canada 1,417 11.3 112 110 10.5
and upward pressure on Total of abave 7 countries 21,192 73 13 75 73
inflation. Austria 125 36 48 53 53
Belgium 391 103 1214 130 132
Structural Denmark 296 111 121 119 113
Reform Finland 193 131 182 199 203
Greece 301 92 100 107 11.2
For the past decade or lceland 2 30 44 51 51
more, OECD govern-
ments —and indeed many Ireland 209 167 176 178 178
others outside the OECD | Luxembourg 2 14 22 27 28
area - have sought to pur- Netherlands 493 68 83 93 97
sue economic reforms based Norway 17 59 B0 59 57
onthe propositionthatopen  [Tpog, o0 198 42 51 60 61
and efficient markets for -
goods and services, ex- Spain 2,464 184 227 238 235
posed to domestic and in- Sweden 122 53 82 88 84
ternational competition, pro- Switzerland 40 2.5 45 50 45
w‘de the crucial |._|nderp|n- Turkey? 1547 78 86 95 107
nings for dynamic, high- s
inGome economies, The Total of above 15 countries® 6,499 96 115 124 126
agenda for reform that Australia 817 10.7 109 104 101
emerges from this proposi- | New Zealand 167 103 98 93 90
‘:’:g;.i; ;”‘;':S;l:iﬁea‘fga‘;”:s Tolal of above 17 countries® 7,482 97 114 121 123
T | v
freeing-upinternational trade Total OECD® 28,674 78 B2 85 B84
in goods and services as QECD Europe® 16,462 96 107 114 115
well as capital flows; intro- EC 14,316 103 113 120 120
ducing competition into pre- Total OECD less
viously sheltered sectors — | e United Stales® 20,228 80 88 93 94
n_ot least those dominated 1. Commonly used definition
directly by governments; 2. After 1992, data are based on new definitions and are therefore not comparable with
making labour markets more earlier figures.
responsive and flexible in 3. The figures incorporate important revisions to Turkish data.

the face of changing tech-

nologies and trade patterns; liberalising financial
markets, both domestically and internationally;
reducing distortions to incentives to work, save
and investby broadening tax bases while reducing
marginal rates; improving the efficiency of gov-
ernment itself; and developing effective means
for integrating environmental concerns into eco-
nomic decision-making in both the public and
the private sectors.

A review of government actions over the
past three years in relation to this reform agenda,
lessons from this experience, and priorities for
the future will be published by the OECD early

in 1994 .° The assessment is mixed. Constructive
reforms have been undertaken in most countries
in many of the areas listed above, though in
most cases much remains to be done. The review
identifies trade policy as an area of particular
concern: there have been signs of vacillation
oncarrying through with global trade liberalisation;
unilateral protectionist measures have become
more prevalent; and there has been a drift towards
‘managed trade’; forward momentum has oc-
curred primarily inthe extension of regional trading
3. Assessing Structural Reform: Lessons for the
Future, OECD Publications, Paris, forthcoming.




arrangements to include a larger number
of countries and more aspects of activity.

Structural reforms bring benefits, but
also entail costs. There is much scope
for further work to assess costs and
benefits in terms of the direct effects in
the sectors concerned, but especially in
terms of broader impacts on longer-term
social and economic evolution. Even so,
there is empirical evidence across a range
of areas that the benefits substantially
exceed the costs. The economic gains
from trade liberalisation, for instance, are
substantial and well documented. Many
studies also identify large potential eco-
nomic gains from privatisation and/or
reform of regulation in a range of services
presently provided by the public sector.
Countries with less regulated, more flex-
ible labour-markets not only experience
higher rates of employment growth but
also face substantially smaller problems
of long-term unemployment. Liberalised
financial markets yield important benefits
to savers and investors by allowing for
increasingly tailor-made management of
risk. Finally, significant cost-savings can
be achieved by shifting from direct regu-
lation to the use of economic instruments
inthe achievement of environmental goals.

Perhaps even more tellingly, in many
cases the failure to correct inappropriate
policies can create growing problems as
economic agents adjust to the perverse
incentives generated by them. In the end,
these policies become unsustainable, but
the costs of correcting the situation will
in the meantime have risen substantially.
This has been evident in the case of
delayedfinancial reformin some countries.
It is also clear in the case of
agricultural-support policies, whose costs
continue to rise. Likewise the evidence
is that protectionist policies cannot, in the
long run, prevent adjustments in employ-
ment and production patterns that are

Table 4

CURRENT BALANCES IN THE OECD AREA

% of GDP

| 1992 [ 1993 [ 1994 [ 1995

United States -1.1 -1.7 -2.0 2.1
Japan 3.2 33 3.1 3.0
Germany -13 -1 08 07
France 0.3 0.8 1.1 1.4
Italy -2.2 0.4 1.0 1.4
United Kingdom -1.4 -1.8 -19 -5
Canada 4.0 -3.6 -3.1 2.7
Total of above 7 countries 0.2 0.1 0.1 0.1
Austria -0.2 0.1 0.1 0.2
Belgium-Luxembourg 24 2.1 1.8 2.0
Denmark 3.3 26 1.8 1.4
Finland -4.9 -1.5 2.7 5.5
Greece -2.8 -1.9 -2.0 -2.0
Iceland -3.2 -15 -1.0 -0.8
Ireland 5.2 5.6 5.9 6.1
Netherlands 2.1 20 2.7 31
Norway 25 3.1 3.9 5.2
Portugal 0.2 -0.5 0.2 0.1
Spain -33 23 20 -20
Sweden -2.1 0.2 1.3 2.7
Switzerland 6.2 78 79 8.1
Turkey' 08 52 48 -35
Tolal of above 15 countries 0.2 0.8 1.2 1.6
Australia -3.7 4.2 4.4 4.4
New Zealand -19 -1.7 -1.5 -0.4
Total of above 17 countries -0.3 0.2 0.6 0.9
Total OECD -0.2 0.0 0.1 0.0
OECD Europe 0.7 0.1 0.2 0.6
EC -0.9 -0.3 0.0 0.2
Total OECD less
the United States 02 0.8 1.0 1.1
1. % of GDP.
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face of sharp increases in agricultural
productivity
e the appropriate nature and scope of
government intervention can be changed
or reduced over time as a result of
technological progress that diminishes the
extent of natural monopoly
» the service sector, which has traditionally
been sheltered from international compe-
tition and has often been heavily regulated,
willincreasingly be a focus for future reform
» binding budget constraints often can play
amajor role in advancing structural reform.
Looking ahead, the following reform
issues would seem to deserve the highest
priority:
» erosion of the open multilateral trading
system needs to be reversed, and drift
into managed trade avoided; a new impetus
towards liberalisation, transparency and
fairness is urgently required
» a few tentative steps towards reforming
agricultural policies in a more
market-oriented direction have been taken;
but there is much more to do.
e labour-marketreforms — generally involv-
ing actions on a number of fronts, and
in ways that reflect each country's situ-
ation — are necessary if high rates of
unemployment are to be brought down;
macro-economic policies that promote
economic recovery will help, but the largest
part of most countries’ unemployment
problems are structural in nature and
require structural remedies
¢ reforms directed at bringing more com-
petition to bear in sectors that have
previously been largely sheltered need to
be carried through; marketisation within the
public sector, privatisation, deregulation
and/or redefinition of regulatory regimes
are all approaches thatcan yield substantial
efficiency gains and take advantage of
rapidly expanding technological possibili-
ties in many of these sectors
* substantial reforms in health and welfare

driven by increasing international integration. In
the meantime, they increase the eventual costs
of making these adjustments.

In spite of the gains that structural reform can
generate, it has in many cases proved difficult
to implement. In part this reflects the fact that
reforms require political support, which is often
lacking for two reasons in particular:
¢ the gains from structural reform tend to be
widely distributed among consumers and tax-
payers in the country as a whole; at the same
time the losers may be a relatively small group
but in a position to complain loudly at reforms
which undermine their vested interests
e reaping the benefits of reform can take time
while the costs are borne straight away; this
increases the need to deal with the legitimate

concerns about transition hardships of those
affected.

These difficulties do not call into question the
need for continued reform, but rather highlight
the importance of overcoming resistance to it
by effective leadership and management of the
reform process. The experience of recent years
suggests a number of lessons in this respect,
beyond those identified above;

» failure to take account of incentive effects can
lead to large costs over time as economic agents
adapt to the perverse incentive effects of inap-
propriate policies

e changed circumstances can turn reason-
able policies into very costly ones - for
example, energy price controls after the large
oil shocks; or agricultural-support policies in the

systems are needed in a number of countries
in order to cope with exploding budget costs
in these areas, to improve service delivery and
to help deal with inappropriate incentives that
affect other areas of the economy

e as regards environmental protection, there is
a strong case for making more use of economic
instruments rather than regulation.

This list is not exhaustive; depending to some
extent on the country, other areas - including
tax policy and financial market reform — remain
areas where further reform efforts can be
expected to yield important benefits.
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