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The conclusion of the Uruguay Round agreements has profoundly
altered the outlook for agriculture in OECD countries. The new
commercial framework defined by the GATT will lead to important
changes in agricultural markets and policies.

The adjustments that these changes will inevitably entail must be
considered immediately and measures taken to help ensure success
in the transformation of the agricultural sector.

What direction will the grain, oilseed, meat and dairy product
markets take? What will be the role of environmental factors in the
agriculture of the future? These are real questions which require
well-informed answers.

In an effort to address these questions, the OECD Agricultural
Outlook — which covers all the OECD countries — provides a unique
tool for work and reflection, combining both forward-looking
analysis and statistical forecasts that lead up to the year 2000. These
short- and medium-term prospects are of central importance in
setting priorities, and determining the nature and timing of the
reforms which will have to be undertaken.
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Technology,

Employment

and Structural Change

Jean-Claude Paye, Secretary-General of the OECD

rowth and employment depend crucially in the long run
on the capacity of economies lo generate and make the
most effective use of scientific and technological
knowledge — this was one of the main themes in the
OECD Jobs Study. The gains in efficiency from the introduction,
diffusion and continuous improvement of new production processes
are one of the major factors bebind the secutlar rise in real wages in
OECD economies. And throughout bistory the emergence of new
activities has been a major factor in the creation of new employment.
But over the past two decades, which have been characterised by
high and persistent unemployment in many OECD countries and
growing wage inequality in some, the ‘destructive’ part of the ‘creative
destruction” involved in the process of structural change has oflen been
the most visible. Many people associate technical change, combined
with increasing international competition, with widespread loss of jobs
and the growing unemployment of workers with superseded skills.
Moreover. technology, and in particular information and commumni-
cation technology, is beld responsible for increasing disparities in
incomes and for job insecurity.
There is thus a gap between the confidence of economists,

businessmen and policy-makers in the continuing bistorical record of

growth and employment associated with new technologies and the view
of large parts of the general public. who are more sceptical about the
opportunities for growth and demand that new technologies offer and
who may be more directly affected by the employment displacement
and job imsecurity associated with their introduction. These adjustment
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problems raise major policy challenges for OECD countries and
underline the importance of further assessment of the links between
technology and jobs.

Four issues dominate the current debate and give rise lo many
questions. First and foremost, there is growing concern about the
nature of the jobs being created and destroyed after the introduction
of new technologies and the accompanying distribution of benefits
and costs across the workforce. The decline in demand for unskilled
labour has been so dramatic that unemployment and/or falling
relative wages have affected a very large part of the lower-skilled
elements of the labour force. How does the introduction of new
technologies interact with the historical trend in the distribution of
skills in society? What kinds of skill become redundant, and what
kinds are in demand? How can education and training systems
respond to the demand for new skills?

Second. there are questions about the actual productivity gains
associated with the introduction of new technologies. Has the
relationship between technical change, productivity growth, wages
and employment shifted over the past two decades, and what has
been the role of the service sector in this process? Do bigh-productivity
sectors create more jobs than low-productivity ones? To what extent
can technical change be characterised as labour-saving, and has
this differentially affected job creation among sectors? What are the
international implications? Are some countries benefiting from
technical change more than others in terms of job creation, and what
are the major factors, such as domestic and foreign demand, that



affect these employment gains? The first article in this issie of The
OECD Observer addresses some of these questions.

Third, there are questions regarding the new demands arising from
the use of new technologies, particularly in sectors where markets might
Jail or be wrongly regulated. Are existing regulations preventing
competition in product markets and the emergence of new goods and
services, or is it rather the case that firms are deterred from
experimenting with polential areas of new demand because of risks
which are too high? For example, it is commonly agreed that
telecommunications regulation must adapt to the changing
circumstances of technical advance and increasing competition.
Regulatory reform and removal of many restrictions 1o market entry
are essential for the development of appropriate information
infrastructures and associated applications and services, which are
widely regarded as important sowrces of future demand and
employment. These issues of regulation and growth are importcant
world-wide and are illustrated in this issue of The OECD Observer
by a case study of Mexico, the newest member country of the OECD.

Fourth. there are questions about the required organisational
changes within firms: in the organisation of work (flexibility.

multi-skilling, job security. and so on); in the organisation of

production (Clean’ production, downsizing, flexible specialisation);
and in the learning capacily of firms (knowledge acquisition. the role
of complementary assets) and the like. There is also the question about
the actual and potential creation of employment in small and
medinm-sized businesses. and particularly the role of technology in
this process and the relative role of bigh-technology businesses.

These developments bave important implications for technology
and innovation policy and for broad policies affecting business and
industry. The most pertinent direction for policy centres on the
development of buman capital. Although there are, overall. no single
lines of change in education and training policies related to technology
and business requirements. we are witnessing a period of widesprecad
experimentation aimed at shifting education and learning closer to
work reguirentents. This period of experimentation involves attempis
to provide students with a broader range of competences so as to
underpin continuous life-long learning, and to couple this with more
applied jjust-in-time” learning, expanded opportunities for work-based
learning, and education and training to encourage entrepreneurship.

Much of technology policy nonetheless still focuses on the generation
of industrial technology in large manufacturing firms. There may be
considerable scope for improving long-term econonic performance
by shifting the policy balance towards broad diffusion of information
and knowledge, not least to smaller firms. to complement policies aimed
at technology generation. Initiatives in this area have been taken in
somte countries, but more efforts could still be undertaken. A further
rebalancing” of technology policy is required to make its objectives
more coberent with other policies, including those which affect employ-
ment and buman capital. The second article discusses some of these
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interlinkages between financial and innovation systems and the
pressures to meke them mutually more efficient.

The desire to strengthen the links between technology policy and
other areas of government policy are apparent in the re-examination
of competitiveness and related policies which are underway in most
large OECD countries (including Candda, Germany, the United
Kingdom and the United States) as well as in some smaller OECD
countries. Long-run economic and employment performance can be
improved if there s a deeper involvement in technology development
cnd diffusion of all the actors concerned: on the one hand the science
and technology sector and on the other band the innovation systent ds
a whole (business firms of all sizes and sectors, research centies,
universities, the financial sector and technology users). This process
will be supported if there are strengthened market mechanisms and
enhanced competition in product markets and if countries re-examine
the incentives and institutions which influence corporate bebaviowr
and public provision of goods and services.

More generally, policy should focus on decreasing the costs and
increasing the benefits fron change associdaled with the introduction
of new technologies and related industrial re-organisation. This
includes lowering the costs of transition and dealing with mearket
Jailures as well as reducing the costs associated with the long learning
phases involved. Three areas of policy are important: first, technology
and business-oriented training and skil formation for excluded people
and groups affected by changing skill requirements: second,
modification or elimination of regulations which slow the adoption of
new technology and organisational forms (for example, in labour
regulations and public procurement): and third. enhancing the
business infrastructire (sich as increasing the diffusion of information
on hest practices. where many countries bave recently taken initiatives.
and improving accounting for buman capital).

These policy questions are being raised within an increasingly
globalised economic environment. The OECD has an important role
(o play in this process by spreading an understanding of the function
of technology in economic growth, and devising broad policy guidance
to maxiniise the benefits and minimise the costs of technological
change. Two current activities serve to illustrate the OECD's work in
this area. First, the meeting of the Commitiee for Scientific and
Technological Policy at Ministerial level in September 1995 will in
part focus on the links between the science system and human
resources. Second. the work of the Organisation on technology and
employment in conjunction with the G7 should belp reinforce the
beneficial impacts of technological change.
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Technology
and Jobs

George Papaconstantinou

Technological change is at the beart of the debate about the
current bigh volumes of unemployment. Many people hold new
technologies responsible for the extensive job losses in a wide
range of industries as well as for the growing wage-gap between
skilled and unskilled workers. Yet economists have long
recognised that technological change— the creation of new
products or the adoption of more efficient methods of
production — is central to the process of growth and employment
creation. It is what allows increases in productivity and in real

incomes.

conomic theory suggests that the

impact of technology on emplovment

is the outcome of two opposing

forces. On the one hand, innovations

in process, such as the introduction
of labour-saving machinery and equipment,
reduce the demand for labour per unit of out-
put. On the other hand, they improve product-
ivity, allow lower prices, and thereby increase
wages, profits and incomes, which are then
translated into higher demand for workers. At
the same time, innovations in product - the
creation of new products or services — directly
increase employment, as they increase the
demand for these new products.

The question therefore of whether, on
balance, technology creates more jobs than it
destroys is one of whether the indirect - com-
pensating — beneficial effects through higher

George Papaconstantinou works in the Economic
Analysis and  Statistics  Division of the OECD
Directorate for Science, Technology and Industry.
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productivity and incomes are stronger than the
job-displacement effects of the initial introduct-
ion of new technologies. History suggests that
this pay-off between loss and gain has always
obtained: in the industrialised world, although
some unemployment has always accompanied
new technology, the additional jobs created
directly and indirectly have been sufficient not
only 1o replace those lost but also to expand
employment substantially.

Time and again, subsequent developments
have confounded predictions of an emergence
of large-scale technological unemployment. In
the 1820s, for example, many commentators were
arguing that the increased productivity from the
introduction of machinery in the United King-
dom would reduce employment. Over the
half-century that followed, both wages and em-
ployment increased. Similarly, fears about wide-
spread job losses in the United States from the
invention of the computer in the 1940s have been
confounded by higher wages and no appreci-
able rise in unemployment.

But the beneficial long-term effects of tech-
nology on employment must not overshadow
current concerns about adverse effects in the
short term, especially in individual sectors,
regions and occupations. Whatever confidence
one may have in the long-term adjustment pro-
cess, both history and current developments
suggest that short-term dislocations can be sub-
stantial - especially because adjustment takes
time, and the industries and types of workers
that will benefit from technical change are dif-
ferent from the ones that lose from it. Moreover,
the events of the past are not always the best
guide for the future. Indeed, many well-informed
observers doubt whether even the long-term
result will be beneficial and cite the nature of
information technologies, increased international
competition, and the severe impact of techno-
logy on low-skilled workers as reasons for their
more pessimistic outlook.

Is IT
Different?

Will the new information and computer tech-
nologies ‘create technological unemployment on
a scale that will make the Great Depression look
like a picnic?" Is there anything specific to their
nature which in itself affects employment in a
way which is distinct from earlier waves of tech-
nology? Compared with other new technologies,
such as new materials and biotechnology, the
combination of computer, micro-electronics and
telecommunication technologies which has come
to be known as ‘information technology” (IT) is
by far the one with the biggest economic
impact. IT stands out in terms of its rapid and
radical development, speed of diffusion and wide
applicability to almost all parts of the economy -
agriculture, manufacturing, business services such
as banking, insurance and retail trading and
public services such as health and education.

IT-based goods and services have diffused
rapidly through economies, because their real
prices have been dropping dramatically as their

1. Norbert Wiener, The Human Use of Human Being:
A Cybemetic Approach, Hougbton Mifflin, New York,
16945



capabilities have been extended (IT systems have
become cheaper, faster, and more powerful).
Industries related to information technologies are
the fastest-growing categories in world trade and
production. Their high productivity has the

‘potential to create economy-wide growth,

employment and higher living standards. And
the new products and applications that they give
rise to create entirely new economic activities,
such as multimedia, in some cases even
changing the nature of work itself (as with the
increased use of teleworking).

Nonetheless, IT has so far not created new
jobs on a massive scale, while — despite con-
ventional wisdom - also not destroying a large
number of existing jobs. Except in some service
activities, such as finance and insurance, and in
the industries involved in the production of
information-related equipment and services, the
introduction of IT has not led to the expected
economy-wide productivity gains, nor to a higher
demand for new goods and services and to the
associated new jobs. This is in large part
because the efficient development as well as
absorption of these new technologies take time
and often call for substantial changes in work
organisation, skill requirements and even the
institutional and regulatory economic framework.
In previous technological revolutions, several
decades passed before the economic potential
of the new technologies was fully translated into
higher employment and wages.

" International
Competition

International competition is often invoked in
connection with the impact of technology
on employment and wages. Globalisation
increasingly puts a focus on the technological
dimension of international trade and on the
importance that firms adopt international ‘best
practices’. The balance between the direct and
the indirect, ‘compensating’ effects of techno-
logy on jobs is now determined to a large extent
in international markets. Intensified internation-
al competition implies that improvements in pro-
ductivity are no longer automatically translated

Again and again, history has given the lie to Luddites who fear widespread technological
unemployment.

into higher wages and profits, and so the condi-
tions for increased investment and job-creation
are not always present. Simultaneously, the lower
prices and wider variety of products that result
from international competition stimulate demand
and thus generate jobs.

But although intensified international com-
petition poses new challenges for OECD coun-
tries, many studies have shown that technical
change which appears through price pressure
or new products from foreign competitors is far
worse for employment than fast technical change
which originates in leading domestic industries.
The leaders in the continuing process of tech-
nological transformation are likely to enjoy more
favourable employment and wage effects from
investment in the new industries and enlarged
market share than those countries which fail to
innovate or to successfully adopt new techno-
logies developed elsewhere.

The product structure of economies is parti-
cularly important. Economies that are special-
ised in exporting products for which demand is
growing on the world market - manufactured
products, and in particular high technology
ones — will obviously enjoy better effects in
employment and wages. Worst off are countries
characterised by an export specialisation in pro-

ducts addressed to stagnating markets (such as
primary products or low-technology manufact-
uring goods). Countries in this category experi-
ence slow growth and have difficulties in
creating enough new jobs. In this respect, the
United States and - especially - Japan have an
export specialisation that is better adapted to the
increasing importance of high-technology goods
in world trade. They have been more willing
than European countries to develop or adopt
new technologies and at the same time more
successful in expanding employment.

Where Will
the New Jobs Be?

Numerous empirical studies undertaken
during the 1980s indicate that technological
change cannot be held responsible for the high
volumes of unemployment. Although for some
firms or industries there are often job losses
associated with the introduction of new techno-
logies (just as there are job gains in other firms
or industries), for the economy as a whole gains
and losses cancel each other out. But the
studies do emphasise the substantial job-
displacement and wage-reducing effects that new
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Technology
and Jobs

Figure 1
OECD Employment, 1981-93
1981 =100

and semi-conductors or aerospace
(Figure 1). In manufacturing as well
as in services, it is the knowledge-
intensive sectors which have been
expanding their employment more
rapidly than the rest of the economy.

In manufacturing, the high-
technology segment is too small to be
expected to contribute much, and in
a direct manner, to total employment
in the future. But for economy-wide
productivity and employment gains,
technology diffusion is as important

L e e e is technology development. Firm
ds e Codevelopment. rirms
81 82 83 84 85 86 687 8 89 90 91 92 93 , OpY X [ S
and industries which adopt efficiently
...... All activities Finance, insurance, and use extensivelv new technologies
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Total services Commurity, social tries domestically or abroad) and em-
I senvi . i
Wholesale andipei sehices ploy highly skilled employees have
and retail trade, ______ Transport, storage L B S TTNLONEI
restaurants and hotels and communications been the most dynamic part of the
job-creation process, accounting for
Source: OECD

technologies are likely to bring about. In the last
two decades. jobs have mainly been lost in the
low-technology. labour-intensive part of manu-
facturing (such as the textiles or basic-metals in-
dustries), while the main sectors for employment
growth have been the services and a few tech-
nologically sophisticated, high-wage, science-
based manufacturing industries. such as com-
puters and office machinery, communications

a large part of all employment
created in recent vears while also pay-
ing higher than average wages. In Canada, for
example, such *high-technology” and “high-
knowledge industries, although accounting for
only about a third of total employment, contri-
buted more to employment growth than all other
industries combined.
The trends in employment in the last twenty
vears suggest that it is in the services where most
of the potential for employment gains lies: it is

here that information technologies are becom-
ing most widely diffused and are likely to have
the largest impact. As elsewhere, IT has the
potential of destroying jobs as restructuring and
productivity effects transform this sector. but it
also provides the potential for creating a large
number of new jobs as new products and serv-
ices are created. The strong employment gains
in [T-intensive sectors such as finance and busi-
ness services or in wholesale and retail trade
are evidence of this job-creation potential
(Figure 2).

Whether in manufacturing or in services,
investments in innovation (on R&D, training,
design, software, production start-up, market
research and marketing) will increase demand
and thereby create job opportunities.” As long
as sales increase rapidly, such employment gains
can persist in a period of rapid diffusion of an
innovation. Firms which introduce labour-
displacing techniques may therefore be able also
to create jobs whenever they are successtul in
combining such processes of technological
change with product innovation and sound
marketing policies.

Skills
and Organisational Change

[t is becoming increasingly clear that the most
important issues centre not so much on the im-

Figure 2 Figure 3
Manufacturing Employment by Skill Manufacturing Employment by Technology
1970 = 100 1970 =100
120 —
Silled 1202 - High technology e T0t8] Manufacturing
— IR .
Total manufacturing Medium technology ... Low technology
Unskilled
100 %
ey bk‘.“. 100
s 3R e
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N
7] T = Y et = gl T E e e et e o v At ,..,,,,_\*‘;u
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Source; OECD
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pact of technology on the over- .
all volume of unemployment,
but instead on the impact of new
technologies on the nature and
organisation of work as well as
on occupational structure and
skill requirements of jobs. The
introduction of new technologies
changes skill requirements and
by implication the distribution of
jobs across different occupations.
[t is not easy to measure
skills.* Most jobs in effect require
a multitude of skills if tasks are
to be performed adequately,
ranging from physical abilities
like eye-hand co-ordination, dexterity and
strength, to cognitive skills (analytic and syn-
thetic reasoning, numerical and verbal abilities)
and interpersonal skills (leadership, supervision).
Nevertheless, despite difficulties in measurement,
many studies have concluded that, overall, com-
puter-based new technologies tend to require

DiecotxREA

lower standards of traditional skills and higher

abstract and synthetic reasoning abilities. They
thus seem to both increase the skill content and
the share of high-skill jobs and to reduce the
skill content and the share of low-skill jobs in
economies, leading to an upgrading of skill
requirements for the workforce as a whole
(Figure 3).

New technologies usually require substantial
organisational changes to be absorbed efficiently
and thus call into question traditional work
arrangements. Extensive restructuring and experi-
mentation with modes of organisation which
emphasise teamwork, network-building and con-
tinuous learning are currently taking place in both
large and small firms throughout the OECD area.
This change is testament to the efforts being made
to adopt new ways of using production and com-
munication technologies (such as ‘lean product-
ion’ techniques), and to develop different
external supply and contracting relations. But
organisational change can proceed only as fast
2. 8ee pp. 10-106.

3. Danielle Colardyn and Marianne Durand-Droubin,

‘Recopnising Skills and Competences', and Riel Miller

and Gregory Wurzburg, ‘Investing in Human Capital’,
The OECD Observer, No. 192, AprillMay 1995

as the skills and abilities of the workforce are
transformed.

How can governments help ensure that the
job potential of new technologies is realised
without large-scale job dislocation? First, the
labour force has to have the mobility and skills
in order to be able to move from the jobs elimi-
nated to those created. That implies measures
for continuous training and retraining, and a
reform of education systems with the aim of
providing people with the skills necessary in an
information-hased society.

Second, governments can help realise the
potential that new information technologies have
to create jobs. Policy here should be aimed at
the continued liberalisation and openness of
product markets, in manufacturing as well as in
services, with the aim of increasing the incent-
ives for widespread adoption and diffusion of
IT and generating demand for new products and
services. Measures can also promote the physi-
cal infrastructure which facilitates the diffusion
of technology and support intangible investments
which ease the implementation of technological
and organisational best practices,

Finally, in view of the importance of know-
ledge to the future development of modern
societies, it is increasingly necessary that inter-
national co-operation ensure that the burden of
investment in generic knowledge be shared
equally. International standards, rules for net-

9

Technology

Analysis

The sectors in industry and services, where employment has grown most, require advanced skills and training.

work access and appropriate property rights will
likewise become necessary as the international
infrastructures for the applications of IT are
developed. m
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Fmancmg
Innovation

Jean Guinet

Interest in how innovation is financed has a long history. But
the question now has to be defined in new terms, because of the
impact of deregulation and globalisation of financial markets
on the ways in which capital is allocated to productive activities.
Simultaneously, the flourishing of information and
communication technologies is precipitating the emergence of
a new model of innovation. Does the confluence of these two
developments offer only favourable prospects for innovation —
or does it also involve risks? Does it undermine the efficacy of
some aspects of government support for innovation and, more
generally, call for an adjustment of other framework conditions
of economic activity? These central issues have to be examined
thoroughly in any consideration of the crucial role of innovation
in economic development, both in stimulating growth and in
determining competitive positions in the activities that produce
most increases in income and employment.”

o are financial factors influencing the orient-

ation of the innovation process, possibly encour-
aging a bias towards forms of technological

clear understanding of the factors
that influence the dynamism and
orientation of the innovation pro-

cess is important for anyone con-
cerned with the role of government

in promoting job-creating growth in a context of

growing competition in globalising markets. The
financial dimensions of this issue evoke several
questions:

¢ is the risk of underfinancing innovation-related
investment shrinking or growing in the new
financial environment?

Jean Guinel works in the Science, Technology and

Communications. Policy Division of the OECD
Directorate for Science, Technology and Industry.
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innovation and diffusion that are less favourable
to long-term growth of incomes and employ-
ment opportunities?
» are all countries equally exposed to these risks,
or does it depend on the characteristics of their
respective financial systems?
* is the globalisation of financial markets smooth-
ing out international differences in financing
conditions, thus reducing their importance as a
factor of competitiveness?

To answer these fundamental questions a con-
ceptual framework has to be adopted which is

10

broader than the one in which the problem of
innovation financing is often placed and. as a
result, incompletely addressed. First, inno-
vation-related investment is not confined solely
to spending on R&D; instead, it constitutes an
indivisible package of tangible and intangible
investment. It is this package that the innovator
has to ‘sell” to potential backers,

Second, one has to guard against over-
generalisation, since it is the sheer variety of the
forms that innovation takes ~ radical /increment-
al: directly based on new scientific knowledge/
ingenious combination of existing technical
solutions: result of systemic research on a large
scale/within the reach of small firms - and of
the sectors where it occurs - in manufacturing
industry and services alike — that allows innova-
tion to make such a rich contribution 1o eco-
nomic development.

Not all forms of innovation pose the same
financing problems. Some are easier to identify
and therefore command more attention (for
example, the role of government in compen-
sating for the shortcomings of the financial
markets with subsidies, tax reliefs or guarantees).
Others are often left in the shade (for example,
the importance of stimulating the development,
or facilitating the operation, of particular mechan-
isms in the financial markets).

Third, the private and public circuits of inno-
vation financing are themselves very diverse, and
deregulation has stimulated a continuous flow
of financial innovations which have to be better
channelled towards support for technological
innovation. In general, these financing circuits
are not simply passive mechanisms of capital
allocation with no influence on the content of
innovation strategies. A good number of them
also play an active part in the internal assess-
ment of innovative projects and ¢ {N.h monitor
the use to which the capital invested is put. Here
the question of innovation financing is related
to that of corporate governance, that is, the way
in which the management and performance of
firms is influenced by the pattern of their
ownership and financing.

As always at a turning point in economic
history - and the liberalisation and globalisation
of markets is one - the facts go beyond the con-
ceptual framework on which government policy
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By creating a business, biotechnology researchers can bring 'pure’ scientific expertise almost directly to the market.

is currently based. Both innovation and finan-
cial economics have made enormous progress
during the past decade, but along parallel rather
than convergent paths. It is nonetheless poss-
ible to outline the lines of eventual convergence
in clarifying the challenges for policy-makers,
who have to act without waiting for an integrated
theoretical approach to mature.

Managing Risk,
Creating Uncertainty

A financial system manages risk. It offers a
combination of forms of capital investment in
the productive system and procedures for
assessing and assuming industrial risks, includ-
ing those specific to innovation. It can thus

1. National Systems for Financing Innovation, OECD
Publications, Paris, forthcoming 1995,

handle risk in the the form of the possibility of
an unsuccessful outcome. But it is generally
allergic to uncertainty, in the shape of the
impossibility of knowing what contingencies
could determine that outcome.

Yet innovation is a process which contains
an irreducible element of uncertainty; it is an
alchemy whose motivating forces (the spur of
competition, quality of the infrastructure that
allows access to knowledge and of corporate
organisation, and so on) can be identified - but
whose inner workings are difficult to perceive.

For instance, it would have been absurd to
discuss before the event the risk to American
science of not discovering the principle of the
microchip, or to Philips of not succeeding in
developing the compact disc after a costly and
lengthy research effort. Uncertainty, moreover,
is not merely a question of the difficulty of
penetrating ‘the mystery of creativity’; it also
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concerns the degree to which the investor can
hope to appropriate the benefits of the innova-
tion he is financing.

The Traditional Approach
is Outmoded

In the traditional approach, the importance
for the dynamics of investment of the links
between the management of the firm, its
financing structure and pattern of ownership (that
is, the question of corporate governance) is
neglected. Moreover, it is generally held that the
variety of combinations of financing channels
and innovation forms can be reduced to three
modes of assuming the risks and uncentainties
of innovation:

o government financing of the ‘upstream’ part
of the innovation system in which the degree of
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Microsoft might never have got off the ground without NASDAQ - the electronic stock-market quotation of firms with high potential for growth.

uncertainty about the economic viability of

projects is highest (fundamental research and a
part of pre-competitive research)
o self-financing of innovation-related investment,
chiefly R&D, whose profitability is difficult for
people outside the firm to assess
» external financing (by contributions to equity
capital through financial markets or bank loans)
in cases where the assessment criteria of finan-
cial institutions can be applied to the projects.
In this schema, government undertakes not
only to finance the ‘upstream’ segment of the
innovation process but also to compensate for

market failures downstream by three types of

action. First, there are the measures to increase

the self-financing capacity of firms and improve
their incentives to invest in innovation; these

range from corporate tax relief to subsidies or

fiscal aids for R&D. Then there are measures to
facilitate access for innovators to external
financing, including loan-guarantees and
interest-rate subsidies. Finally, there are the
arrangements for protecting intellectual property,
which are intended to lessen the deterrent to
investment of less-than-complete “appropriability’
of the benefits of innovation.

But this view of the problems of financing
innovation, and of the role of governments in
solving them, is losing validity: it stems from an
outmoded conception of innovation and takes
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insufficient account of the profound changes
oceurring in the financial sector.

Changing Modes
of Innovation

The ‘linear’ model of innovation, indeed, has
become obsolete. Innovation can less and less
be described as simply the conversion of
scientific knowledge into economic value by
successive stages, with separate groups of
players acting independently of one another, and
implying a clearly demarcated frontier between
the world of the market and that where govern-
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ment intervention takes place. Instead, innova-
tion is becoming increasingly interactive, often
simultaneously involving the different stages and
players, including users. There are two con-
sequences for financing.

First, more use has to be made of private
finance (internal or external funding) for projects
containing a share of pre-competitive or even
fundamental research (in biotechnology, for ex-
ample, researchers can create enterprises and
thus bring purely scientific knowledge almost
directly to market). That raises the question of
how far the financial system can adapt its
criteria of evaluation.

Second, the success of the individual inno-
vator is coming 1o depend increasingly on his
capacity to augment his own expertise through
access 10 additional assets (patents, specialised
equipment, consultancy services, and so on), the
holders of which may be in a position to
demand a share of the return on innovation. That

in turn compounds the problem for investors
that they may not be able to appropriate all the
earnings of their innovation, and it also increases
the importance of the infrastructure for ex-
changing and sharing scientific and technical
knowledge.

Financial Liberalisation
a Partial Solution

Simultaneously, the financial sphere has
altered radically through changes in the struct-
ure of savings (for example, the increasing weight
of pension funds) and the even profounder
change in the mechanisms by which savings are
allocated. Three important developments have
taken place: a desegmentation and diversifica-
tion of channels of finance; financial innovation,
which has made it possible to increase the
negotiability of financing instruments (thus

Figure

Trends in R&D Financing
ratio of government-financed to business-financed GERD'

{logarithmic scale)

better reconciling the liquidity requirements of
savers with the demands of the productive sect-
or for ‘patient’ capital); and a decline in govern-
ment influence over the allocation of capital, With
three consequences: an extension of the range
of possibilities both for investing and obtaining
savings: a reduction of the costs of financial
intermediation through keener competition and
the lowering of non-liquidity premia because of
the increased negotiability of many instruments;
and a rationalisation of the criteria by which
requests for funding are assessed.

What then are the implications for the finan-
cing of innovation? A few assumptions can be
put forward before discussing the implications
for public policy. The liberalisation of financial
markets has undeniably had beneficial effects.
By and large, it has increased the efficiency and
flexibility of the financial system and reduced
the international differentials in the cost of capi-
tal for firms with access to globalising sources of

finance.” Not surprisingly, therefore, the
debate on the financial aspects of com-
petitiveness is now tending to focus
on the comparative efficiency of dif-
ferent forms of corporate governance.
In improving the global system of risk

0.5 | 05 F
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management, liberalisation has facili-
tated the private financing of projects
with high earnings potential where the
scale and degree of risk hitherto
acted as deterrents.

Yet in delivering these benefits
liberalisation has altered the behaviour

05 |

03 +

by oty i

of investors and the portfolio of risks
borne by the financial system. In other
words, it has altered the composition
of the total amount of investment
financed according to market logic, in
a way which has not necessarily
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— ltaly

1. Total Gross Expenditure on R&D.
Source: OECD
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favoured all innovation-related invest-
ment. It has, arguably, discriminated
against certain types of risk, firm and
investment. By accommodating the
liquidity preference of investors, finan-
cial innovation has accentuated the shift
of private capital away from projects
that do not lend themselves to collect-
ive evaluation on the standardised



criteria of large, interconnecting inter-
national markets.

The first victims are risky projects
proposed by small businesses unable to
guarantee liquidity by listing their shares
or ‘securitising’ their debt. This problem
is compounded in countries where vent-
ure capital is a scarce commodity. An-
other category of investment that has
tended to suffer is infrastructural invest-
ment (in the conventional sense of the
term, or on a broader definition that in-
cludes spending on pure research or
expenditure on innovation which is al-
most a kind of social experimentation)
promising only small micro-economic
returns, but offering considerable
longer-term economic and social bene-
fits.

There are also grounds for question-
ing the implications of rationalising and
standardising the criteria for allocating
savings (including corporate savings), on
the orientation of innovation efforts.

Technology

Analysis

Table

Structure of Net Financing of Non-financial Enterprises, 1980-90

%

Sources of funds 5 3 S 3 = = = =
Retentions 706 399 73.6° 370 486 489 545 540 453 549 689 430
Short-term securities 2.0 . 264° .  23& . 54 15 09 178 147 00
Trade credits 69 101 = I Gl 18.1 RS L 7.8 % & 7.1
Long-term loans Rl e e 82 AT T TR BRI 2E FTRACE F3ian 2
.. not available

1.1982-89.

2. 1980-89; industrial enterprises.

3. 1983-90; large enterprises.
4.1982-90.

5. 1983-90.

6. 1980-88.

7. 1980-89.

8. 1981-89; manufacturing enterprises.
9. 1981-89.

Innovation in product is liable to be
penalised in relation to innovation in
process since it carries a higher degree
of uncertainty, the rationality of the pro-
ducer generally being easier to decipher
than that of the consumer.

In sum, the transformation of financial
markets is itself supplying only a partial - in both
senses of the word - answer to the problems of
innovation financing caused by the changing
character of the investment projects involved
because of: the restructuring of the links between
pure and applied research; the growing un-
certainty about the appropriation of benefits from
innovation; and the higher cost of R&D and
shorter lifespan of products. The answer is
partial in one sense because certain types of
investment are still difficult to finance through
the market. It is partial in the other because the
financial revolution” has widened the gulf, as
far as access to funding is concerned, between
activities that are highly internationalised through
the agency of large corporations and those that

2.8¢e pp. 30-33

have a more limited range and involve smaller
enterprises.

The Persistence
of National Differences

The liberalisation of financial markets has not
eliminated all their shortcomings in the fin-
ancing of innovation any more than their
globalisation has eliminated (though it has less-
ened) the diversity of national financing systems.
There continue to be important differences
between countries in: the ratio of public to pri-
vate financing (Figure, left); the intensity and
forms of public financial stimulus to private inno-
vation investment: the structure of corporate fi-
nancing (Table); the nature of the links between
corporate financing structures and corporate
ownership and management patterns; the
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10. Increase in other accounts payable, net capital transfers received, statistical discrepancy, etc.
a. Includes shares.
b, Includes short-term loans, trade credits, long-term bonds and loans, and others.
c. Includes short-term loans and trade credits.

Source: OECD

degree of development and sophistication of
market mechanisms specialising in the manage-
ment of innovation-related risks (the venture-
capital market, for example).

Where private financing is concerned,
classical policy analysis distinguishes two major
groups of systems. The OECD has examined their
characteristics and assessed their strengths and
weaknesses in supporting innovation. The first
group comprises the ‘market-hased’ systems (the
United States, but also the United Kingdom and
Australia) in which the markets for financial
securities play a preponderant role in supplying
industry with external capital and which are
notable for the separation between corporate
ownership and control. The second consists of
the “credit-based’ systems (Japan and the coun-
tries of continental Europe), which give a much
bigger role to banks, both as financing channels
and as partners in corporate management.
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Although these national systems of private
financing are to some extent now beginning to
converge, some of the differences between them
continue, This is particularly the case with the
methods of financing and monitoring the types
of investment and enterprise which are not
easily assessed by internationalised markets for
securitised’ financial instruments. Investing in
innovation in existing small businesses and
through enterprise creation is thus becoming
more crucial in determining relative national
economic performance, now that globalisation
is evening out the other determinants and entre-
preneurship is becoming a more important
vehicle for translating scientific knowledge into
incomes and jobs,

Adapting
Public Policy

All these developments are making it necess-
ary to refocus government intervention, since
they are reducing the efficiency of the traditional
approach wherein the innovation process is pro-
pelled upstream with state financing of basic
research and accompanied downstream by sub-
sidies or tax reliefs for private investment. Even
if the importance of reform varies across
countries (the United States, for example, is con-
spicuous for the sophistication of its venture-
capital market), some common lines of approach
can be identified.

First, a closer match between the dynamics
of innovation and those of the market in a con-
text of fiscal restraint will require channelling
more private savings (institutional, like the
‘patient” capital of pension funds, or individual,
like the ‘attentive’ capital provided by more
active investors, wealthy individuals, known as
‘business angels’, interested in directly funding
promising enterprises) into all stages of the
innovation process. Second, government sup-
port has to be redirected to the firms that most
require it, and thus check the drift of some forms
of assistance to the big corporations when
developments in the financial markets already
tend to favour them. Third, this ILdt])hJ\an[
should be accompanied by a re-assessment of
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means of action in order to improve the defini-
tion of policy problems and objectives, as well
as the mix of policy instruments,

The effectiveness of government policy has
often suffered from the attempt to find a single,
simple answer to complex problems. Some have
to do with the nature of innovation investment:
the large share of intangible investment makes it
difficult 1o provide collateral, which increases
the call for equity capital in the phase of the
innovation project when the possibilities of
self-financing are limited. Others stem from ex-
cessive uncertainties (technological/managerial/
commercial) surrounding innovation projects;
here the suitable solutions are those that increase
the relevant information available to investors
(one example is the Investment Rating project
launched by a Netherlands bank; another is the
French scheme of réseaux de compeétence),
Finally, there are the problems caused by the
weakness of specific elements of the financial
system in risk-management (the venture-capital
market, for example); and here it is a question
of strengthening these market mechanisms.

Similarly, one should distinguish between
different types of objective. If the aim is to
attract private capital to innovation while satis-
fving the liquidity requirements of investors,
some thought might be given to the possibility
of ‘securitising’ certain investments (as is en-
visaged in France in the case of credit guaran-
teed by SOFARIS). To improve the underwriting
of particular risks (say, for the seed or start-up
capital of technology-based firms), a state guar-
antee is not the only conceivable answer. [t might
also be possible to mobilise investors with an
appropriate system of preferences, such as busi-

ness angels (there are examples in the action of

the Danish Innovation Centre or the tax breaks
offered by the Enterprise Investment Scheme in
the United Kingdom). And if the aim is to hridge
the debt-equity gap which constrains the devel-
opment of firms with no access to ordinary
equity markets, specialised financial markets must
be energised.

Finally, the new policy approaches that are
taking shape in some countries are testifying to
the importance of well co-ordinated complement-
ary action. To take only venture capital, some
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lessons have to be drawn from the disappoint-
ing record in Europe in recent years, which can
be summed up in two words: drift (the invest-
ment of venture capital has not generally focused
on the stages - seed and start-up - where it was
most required), and decline (the total capital
invested has decreased in volume). The govern-
ment of the Netherlands, for example, has
recognised a disappointing result for its support
programme to venture-capital through guaran-
tees. It was found that measures to bring invest-
ors into this market could not be effective with-
out parallel measures to ensure satisfactory con-
ditions of exit — hence the interest aroused in
numerous circles by the idea of creating a Euro-
pean market along the lines of the NASDAQ
(National Association of Securities Dealers
Automated Quotations) in the United States.

The emergence of a new model of growth
gives an increasing role in translating science
and technology into income and jobs, to firms
which constitute a ‘new alliance’” between
entrepreneurship, sources of capital and sources
of knowledge. This development requires the
adaptation of policies to support the financing
of innovation, to give more weight to two
objectives: the development of market mechan-
isms to mobilise external private capital for
innovation; and the promotion of the forms of
corporate governance which favour the
complementarity of internal and external sources
of capital in financing innovation strategies. m
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Education:
Face-to-face
or Distance?

Pierre Duguet

The economic and social changes under way in all OECD
countries are generating an ever-increasing demand for bigher
and continuing education. In response, countries have been
expanding their bigher-education sector. But developing only
the face-to-face teaching provided by conventional institutions
is too costly and does not cater for the diversity and specificity
of demand. “Distance learning’ provided by open institutions
using state-of-the-art education technologies, in conjunction
with face-to-fuce teaching, seems to be the only alternative for

the years abead.’

ore importance than ever is

being attached to education and

training, both by individuals and

by society as a whole. Extended

or continuing learning has come
to be seen as important to the lives and employ-
ment prospects of all citizens, not only to an
elite few. This realisation is causing an increase
in demand, which can be divided into three
categories.”

First, there is growing demand for higher
education on the part of secondary school-
leavers. In some cases it is being further stimu-

Pierre Duguet is a specialist in education technologies
at the Centre for Educational Research and Innovation

(CERI} in the OECD Directorate for Education,
Employment, Labour and Social Affairs.

lated by political objectives, as in France where
the government has caused social demand for
higher education to grow by announcing a
target for qualification for university entrance of
80% of the relevant age-group. Germany, too, is
planning to increase access to university. In
addition, the fear of not finding employment is
inducing students to extend their initial school-
ing for as long as possible.

Second, the demand for adult education and
training continues to grow steadily because of
the importance of adaptation to the structural
changes occurring in OECD countries. The rapid
reduction in the number of unskilled jobs in
manufacturing industries from the 1980s onwards
has been the most obvious factor in this trend.
But more generally, it has come to be realised
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that structural changes imply new roles for
workers, which require thinking skills and a use
of literacy in new and unfamiliar situations; in
short, the worker has to acquire new skills. The
OECD Jobs Study has demonstrated the import-
ance of in-service training.’

Finally, independent of the initial or continu-
ing vocational training required by the labour
market, there is in many countries growing
demand from adults, particularly jobless and
retired people and part-time workers, who seek
a form of training that will develop their intel-
lectual, technical, cultural or even physical abili-
ties. This demand for personal fulfilment may
even be central to life-long education, as it is in

Japan.

Demand
Calls Forth Supply

Whether in initial higher education or in con-
tinuing education, each individual wishes to find
the training best suited to his or her aims and
means, and everybody wants a flexible open
education system. Full-time enrolment in a pro-
gramme based at an academic institution suits
some learners but not all. The time available to
people in full- or part-time jobs or with family
responsibilities is limited and generally does not
fit in with conventional university hours. For
people whose home or workplace is a long way
from institutions that interest them, or who are
physically handicapped,’ there is the problem
of location of teaching, which increases as the
diversity of people’s learning requirements makes
teaching supply more specialised. Finally, bad
memories of compulsory schooling may further
1. Learning Beyond Schooling: New Forms af Supply

and New Demands, OFECD Publications, Paris, forth-
comitig 1995 Th blication sevved as the background

report for a conference beld at OECD headguariers on
14= 16 December 1994, with over a hundred participants
from 24 countries

2. Norberto Bottanit, ‘Comparing Educational Ouiput

The OECD Observer, No 193 April May 1995

3. The OECD Jobs Study: Facts, Analysis, Strategies
OFECD Publications, Paris, 1994; The OECD Jobs Study:
Evidence and Explanations, OECD Publications, Paris,
19594

4. Peter Evans, “Integrating Handicapped Children’, The
OFECD Observer, No. 1587 April'Mey 1994
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Education:
Face-to-face
or Distance?

The quality of teaching depends in large measure on interaction with a good teacher — on which grounds a lecture can leave a

lot to be desired.

alienate some potential students from traditional
learning institutions, which they regard as
unsuited to modern pedagogy.

The diversity of demand from these new
client groups therefore has to be matched by a
diversity of supply, which is unlikely to be pro-
vided by any one type of institution, or even
necessarily by a single nationally supervised
‘system’ of education and training. The supply
of educational services is starting to look less
like a traditional public service and more like an
industry, potentially with international as well
as domestic ‘outlets’ (through, for example, the
market for CD-ROM, educational software, and
S0 on).

Moreover, the nature of supply is changing
50 as to remove traditional barriers to learning.
In particular, the institutional framework is
changing. Variety is growing, both within and
between higher-education institutions, in terms
of means of delivery modes and target groups
of ‘clients’. Many institutions are becoming more
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open 1o part-time students, offer a wider range
of courses of varied duration, and make efforts
to combine on-campus with off-campus instruct-
ion through partnerships with work- and
community-based organisations. In the United
Kingdom, the majority of enrolments in higher
education is now accounted for by ‘mature’
students who have had some break from con-
tinuous full-time education after school. In
Sweden it is estimated that nearly half of all adults
engage in some form of organised learning in
any given year.

A new financial framework is also evolving.
The expansion of higher education from the
1950s onwards was underpinned by a public-
5. Danielle Colavdyn and Marianne Durand-Drovhin,

‘Recopnistng Skills  and Oualifications,  The OECD
Observer, No, 193, April'May 1995

6. David Hoplins and David Stern, “Three Sowrces of Good
Teviching,  The OECD Observer, Noo 0]
ber 1994 fanuary 1993

Decem

7. Vers un enseignement supérieur sur mesure, Ministére
de 'Ensefgnement Supérienr et de la Recherche, Paris,
1004
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sector commitment 1o pay
for it. By contrast, present
and future development of
higher education is being
considered in the context of
shared responsibilities for
funding. Emplovers and in-
dividuals who benefit from
an investment in learning
are expected increasingly to
contribute.

‘Self-directed’
Learning

But freeing students from
the constraints of time and
place, doing away with jour-
neys to lecture rooms, en-
abling each to work at his
own pace, can be achieved
only in a system where
distance-learning is possible,
The development of com-
munication technologies has
swept away the old concept
of distance in terms of geographical remove, A
distance-learner is anyone who is not actually in
the presence of his teacher while learning,
whether in a study room, in the next building,
at home or in a place located hundreds, even
thousands, of miles away. Distance- or ‘self-
directed’ learning of this kind is not new. What
is new, on the other hand, and significant for
the future is its place in relation 10 traditional
education and its quality thanks to the use of
technology.

There are a number of reasons for this devel-
opment. First, it is necessary to reduce the prin-
cipal costs of traditional education — the wage
bill and the construction and maintenance of
buildings. Many governments are hoping that,
with these savings, the unit-cost of self-directed
education will be lower than that of face-to-face
education of a comparable type. All the studies
show that distance education costs, on average,
only half as much as education provided in a
traditional institution. Yet it should be em-



phasised that the initial cost of producing teach-
ing materials is relatively high.

The second reason is institutional. For a long
time distance-education was considered to be
on the fringe of the traditional higher-education
system. The ‘non-traditional” student and
teacher tended to have ‘poor
cousin’ status. But the
recent
success
of open %
distance :
systems
(especially
the United
Kingdom's
famous Open
University) is
changing this
situation,  al-
though students
still have difficulty
in getting their
distance-learning
qualifications recog-
nised by the face-
to-face system, and vice
versa. Yet developments
indicate that it will not be long before
cross-crediting is reliably established.’

Quality
through Technology?

The third reason is pedagogical. In response
to the diversity of learners and their problems of
time and location, the distance-teaching institu-
tions have sought to innovate and in some cases
have done so to a wider extent and better than
the traditional system. Distance courses have
been designed, developed and established
essentially for the purpose of self-directed learn-
ing — which means that considerable thought will
have to be given to the acquisition of know-
ledge, with a view to improving the quality of
Courses.

But quality is also often conditional on inter-
action with a good teacher” In the traditional

face-to-face teaching system, it is becoming in-
creasingly difficult to ensure high-quality inter-
action. For example, lectures — which in some
countries are often given before a very large

NCH

COURIES AND STUDY FACKE
FROM THE OPEN UNMIVERSITY

Distance-learning, conceived and designed
for self-directed education, often uses more
innovative teaching methods than traditional
education.

audience - are a teaching tool ill-suited to inter-
action.

The final reason, and it is an important one,
is technological progress, which now permits a
high degree of pedagogical interaction between
the student and the various sources of know-
ledge. Even a video-cassette recording of a very
good lecture offers the learner, who can rewind
and replay it the better to understand a difficult
point, more interaction than if he had
attended the lecture himself. But when one adds
to this facility — which, admittedly, is not very
interactive — powerful computer-based learning
software using multimedia (text, sound, images
and graphics), studying on one's own could
become very cost-effective indeed.

Advances in technology (digital compression,
fibre optics) are now making it possible to treat
visuals and sound as computerised data to be
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carried on high-capacity interactive networks. The
Internet has pioneered the establishment of
information superhighways that will permit
increasing integration — necessary in particular
for distance-learning and self-study - of the
audiovisual, telecommunications and com-
puter sectors. In addition, thanks
to the electronic networks,
each user,
learner
will  be
able to ac-
cess various
sources of
information
and forums
specialising in
different disci-
plines. In this
way, students
taking the same
COUSE Can Converse
with one another,
discuss problems and
exchange solutions.
They will thus form a
‘virtual class” although
being in different locations and participating in
the course at different times. This development
will introduce a radically new dimension in the
world of education.

Made-to-measure
Higher Education

In short, the whole present system of higher
education is being challenged by the new
demands for instruction adapted to student
requirements and by technological progress. It
is therefore necessary to establish a ‘system of
made-to-measure” higher education, as is being
proposed in France, for example.” Such a sys-
tem would abandon the present distinction
between face-to-face students and distant
students, the latter being those who cannot physi-
cally auend university. It would instead permit
each student, regardless of his or her situation
and in the context of his or her own learning
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The principal costs of traditional methods of education - salaries, buildings and maintenance - disappear
with self-directed learning.

project, to devise a course of study combining
on-campus classes with off-campus instruction
using multimedia technologies, Meeting the
requirements of the student means putting him

or her at the centre of the system, which in itself

represents a substantial change.

This trend is already under way in a number
of countries, the first stage being to combine
in one institution the two modes of education.
face-to-face and distance. Dual-mode institut-
ions now make up 42 of the 69 universities

in Canada, 23 of the 80 in France, three of

the seven in New Zealand, more than half of the
universities in the United Kingdom, nearly
all in the United States and all in Sweden,
The second step is to create an exchange

The OECD OBSERVER No. 194 fune/uly 19935

between the two modes, which is much more
difficult.
Higher education institutions of the

face-to-face type will have to change their

intrinsic culture, To some extent this transform-
ation will be made easier by the presence
of students who have grown up with the
computer and multimedia learning materials and
have an open-mindedness which most of their
teachers do not yet have. Furthermore.
face-to-face education will have to withstand
competition from other sectors. For example,
firms in the private sector are setting up
technologv-assisted training programmes; they
are being delivered in the workplace and are
often of very high quality. This competition will
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bring pressure to bear for the improvement of
the traditional system.

Higher education is therefore confronted with
three challenges: to provide good-quality instruct-
ion adapted to the 21st century, to supply it to
every voung student and adult who requires it,
and to deliver it as cost-effectively as possible.
The solution proposed — extensive use of tech-
nologies — may shock supporters of the status
quo, but there are no alternatives. Developing
those learning activities that have maximum value
in a face-to-face setting and leaving the others
to self-study assisted by the new education
technologies would certainly be the reasonable
course o take. m
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Farm Household

Incomes

Catherine Moreddu

How high are the incomes of farm bouseholds? This question is
linked with one of the objectives of agricultural policy common
to most OECD countries: to ensure that farm housebolds enjoy
the same standard of living as those in other sectors of the
economy. Another aim may be to limit variation of income
within the agricultural sector itself.’

ne of the prominent goals in

official statements of agricultural

policy almost everywhere is to

ensure the same living standards

in agriculture as in other indus-

tries.” But the relevant income to be taken into
account or the group to be covered is seldom
well defined, which makes such an objective
hard to assess (box, p. 22) and therefore hard to
achieve. The problems raised by cross-country
comparisons of farm incomes are compounded
by the wide variety of definitions employed and
the fact that data differ in availability, reliability
and detail. Nevertheless, a review undertaken
by OECD does reveal some common elements.
Variations in the composition of farm-house-
hold incomes from country to country occur
partly because the definitions of such terms as
‘farm households’ themselves vary. There are two
extremes, with the United States and Japan at
one end of the scale and Switzerland at the other.
The United States and Japan use a broad defini-
tion and stand out because income from farm-
ing accounts for such a relatively small share of
the income of ‘farm households'. Switzerland is
an exception in that by definition most of the

Catherine Moreddu works in the Country Studies
I and Structural Adjustment Division of the OECD
Directorate for Food, Agriculture and Fisheries.

total farm income is from farming since Swiss
statistics cover only full-time farmers and the
incomes of people working on the farm. Yet
non-farm income was clearly important to farm
households in every country studied. In most
cases earned income, principally wages and
salaries, is the main source of non-farm income,
followed by social transfers such as pensions
and family allowances or, in some countries,
income from land, real estate and securities. But
whatever the definition, farm income does not
generally exceed three-quarters of the total
income and is sometimes less than half, even in
countries with a narrow definition of such house-
holds, like Spain, Italy and the United Kingdom,
where income statistics take account only of
those farms where agriculture is the main occu-
pation (Figure 1).

Comparable
Income

For twelve OECD countries,” the disposable
income of farm households was compared with
that of other sectors of the economy. Figure 2
shows the ratio of disposable income in farm
households to that of all households,
non-agricultural households, all wage-earning
households or industrial workers' households,
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depending on data available for each country.
[n most countries, farm households reach
incomes that are close to, or higher than, those
of other households." the only exceptions being
Portugal and Sweden. Further, since income-
in-kind is so hard to measure with accuracy and
farm households could declare part of their farm
income as investment, agricultural incomes are
probably underestimated.

In terms of disposable income per household
member or per earner, on the other hand, over
half the farm households in the review were
found to be worse off than other households.
This difference can be attributed to structural
characteristics, since farm households tend to
have many more children than other households
and several generations may live under the same
roof. When it is possible, as in Germany, Fin-
land and France, to compare the incomes of farm
households with those of other occupations, farm
households are worse-off than other self-
employed households but better-off than
wage-earning households.

These findings are based only on averages
and do not reflect the wide range of situations
found in agriculture. To obtain a clearer picture,
incomes should be examined against the struct-
ural or demographic characteristics of households
or farms.

Variation
within Agriculture

Substantial variations in income are still found
in agriculture even though they are parly offset
by non-farm incomes in all the countries under
review. The ability of a farm household to earn
non-farm income depends on structural charac-
teristics, such as the availability of labour for other

1. Adjustment in OECD Agriculture: Issues and Policy
Responses, OFCD Publications, Paris, forthcoming 1995
2 Australia, New Zealand and more vecently Sweden are
the only countries not fo make the amorat of ferm income
an explicit policy objective

3 Belginm, Denmark, Finland, France, Germany (ex-
FRG only). Ireland, Italy, Japan, Netherlands, Norweay,
Portugal, Sweden

i, This is also the case in Canadea and the United States,
where the total income of farm bousebolds is comparable
1o that of all bousebolds
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Farm Household
Incomes

Non-farm revenue is particularly important in Japan.

tvpes of employment, the proximity of the farm
to off-farm jobs, or the tourist potential of an
areq.

The structural characteristics in question are
those most commonly cited in official statistics:
the age of the farmer. the size of the farm, the
type of farm enterprise, and regional character-
istics. Varfations have been measured in terms
of the differential between the highest and
lowest incomes (relative to the sample average).

The data available for five countries -
Denmark, Germany (ex-FRG only), Norway,
Sweden and the United States — show a
common trend in total farm household income
according to the age of the farmer. Income rises
with age, peaking between the ages of 40 and
50 in Germany, Norway and Sweden, a litle
earlier in Denmark (35/45 vears) and a litle later
in the United States (45/55 years). Thereafier it
declines. Although the incomes differential
observed among the different age classes is
bigger in the United States and Denmark than in
Germany or Sweden, itis nevertheless quite small
since the largest deviation from the average is

The OECD OBSERVER No. 194 june/uly 1905

between 0.2 and (.7, except in Norway where
pensions are not included in total income.
Whichever classification is used by the 11
countries® reporting data, both farm and total
income tend to increase in accordance with farm
size. But the fact that the smallest holdings do
not always have the lowest total incomes
reflects the importance of non-farm activity. In
most countries, income variability is significantly
reduced when total rather than simply farm
income is considered. In Japan, for instance,
non-farm income is so important that any differ-
ence related to farm size disappears when total
income is taken into account. The biggest differ-
ence in income relative to the average is less
than 1 in most cases but close 1o 2 in Denmark,
the United States and Finland and also in
Germany where size classes are defined by area.
Farm income can also vary, of course, with
the type of farm enterprise. Here the differences
can sometimes be substantial. In many coun-
tries, the highest farm incomes are found among
intensive livestock producers, and the lowest
among extensive livestock producers. Income
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BACKGROUND

Problems of Methodology

What is a Farm Household?

Practice in defining what constitutes a
‘household” and an “agricultural” or
Jarm' household varies from country 1o
country. A household, in the strictest
sense, can be no more than one
couple and their dependent children, A
broader definition may include other
adults, or all those who live under the
same roof and share meals. In some
countries, a housebold is deemed to be
agricultural if part (often balf) of the
income derived by all of its members or
the reference person comes from farm-
ing, or if a minimum share of labour
input (again usually balf) goes into
Jarming. Furthermore, narrow lo
broad criteria are often applied to the
physical or economic size of the farm.

Total Income and Disposable Income
Household income can be viewed as
the measurement of a housebold’s
potential consumption. In the OECD
review, it is measured in terms of total
income or disposable income. In
general, total income comprises any
Sow that can be measured in money
terms and is derived from farming,
other gainful activities, [inancial assels
or social transfers. Deprecication is also
included in most countries. The same is
not always true for income-in-kind,
which is hard to account for but which,
Jor farmers. may be substantial. Dis-
posable income, or total income
dfter laxes cnd transfer payments, is a
clearer reflection of a bousehold's
potential consumption since taxation
systems and social contribution
schemes in some countries treat socio-
professional categories differently.

Data Sources and Availability

Data on the total income of farm
households come from two sources.
National accounts (production or in-
come distribution) provide information
on farm and other households. Surveys
of farms, housebold budgets or tax-
dation relate the income situation in
Sarm housebolds to structural, socio-
economic or regional characteristics.
In many cases, a number of sources are
combined to establish income data. The
availability, reliability and detail of
information on farm housebold
incomes vary considerably from one
country to the next.



Figure 1

Agricultural Income as % of Total.Income’
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household income is taken
into account — only Aus-
tralia, with its enormous
geographical diversity, dis-
plays substantial income
differentials from one re-
gion to the next.

Better-targeted
Assistance

The main form of assist-
ance to farmers in OECD
countries is market price
support, that is, measures
affecting both producer
and consumer prices, one
example heing guaranteed
prices. In 1994, this meas-
ure accounted for 74% of
all support for OECD agri-
culture. Direct payments —
any transfers
from taxpay-
ers to con-
sumers that
do not affect
producer

prices — ac- Belgium

Agriculture

Analysis

it would be more efficient to focus specifically
on very low incomes than on measures directed
at the entire farm sector, as is the case with
output-related price support.” In the countries
covered by the review, income problems
appear 1o be specific to certain geographical ar-
eas. Moreover, because of the importance of
non-farm income, generalised forms of assist-
ance tied to agricultural output focus only on
one part of the picture. Another drawback is that.
by masking market signals, they impede the abil-
ity of farm households to diversify their sources
of income, change the structure of their opera-
tions or lead them to exit the farm sector
altogether.

Policy interventions may be appropriate when
there are some structural or demographic
rigidities, as with, for instance, elderly farmers
(box, p. 24). Structural data on farm household
incomes may then be used to pin-point where
assistance is required and to devise government
measures 10 facilitate enury 1o or exit from the
farm sector, improve farm structures and encour-

Figure 2
Disposable Income of Agricultural Households

in Comparison with Other Households
ratio

from non-farm activities also depends on the type
of farm enterprise and, in particular, on its
labour intensity. For instance, large crop farms
(cereals, oilseeds) often have a total income
which is relatively high. Although there may be
considerable differences from one type of
enterprise to another judged by farm income
alone, the gap closes when total income is taken
into account, with the ratio to the average
exceeding 1 in only three out of 14 cases
(Australia, Denmark and the United Kingdom).

Regional differences generally have less
effect on incomes than size of farm or type of
enterprise. Here, too, the differential between
high and low incomes is smaller when total

5. Canada, Denmenly, Finland, Germany (ex-FRG only).
Ireland, fapan, the Netherlands, Norvway, Sweden,
Steitzerland and the United States.

0. Wilfriel Legg, ‘Divect Payments for Farmers?, The OECD
Observer, No, 185, December 1993 Janicry 1994,

counted for only 18% of all sup-
port. Unlike price support, which
is provided to all producers (in
relation to their output), direct pay-
ments can be targeted to a particu-
lar category of farmers - on the
basis, for instance, of income.
The review reveals that agricult-
ure is not suffering from a wide-
spread problem of income but
from specific, localised deficien-
cies. The average incomes of farm
households are generally com-
parable to those found in the rest
of the economy, but structural data
suggest consicderable variability in
total incomes for many OECD
countries. If governments want to
achieve their goals in farm income,
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Farm Household
Incomes

Early Retirement for Farmers
Michael Ryan

I many OECD countries early-retirement
schemes for farmers bhave been used as
instrioments o promolte, encourdage and
Jacilitate resource adjustment so as fo
increase the efficiency and viability of the
agricultural sector.’ Elderly farmers are

seen as a problem as far as the efficiency of

the seclor is concerned since they are asso-
clated with small. fragmented boldings with
below-average productivity. Many edily-
retirement schemes ave destgned also (o in-
prove what are often the low incomes of the
older farming population and to deal with
production surpluses. In general, these
schemes requive the people concerned to
give up their farms and cease farming
activity altogether.

Although they vary substantially from one
QECD country to another. early-retirement
schemes do bave a number of common
Seatures: they are reserved for farmers aged
Sront 55 10 65; and they are open to farmers
whao bave operated a furm of a specified
minimum size and who have practised
agriculticee for a minimum number of years
(len years in the Ewropean Comminity).
Most of the schemes provide for several
Sorms of disposal of land: long-term lease,
gifis or outright sale. In all the countries
covered by the OECD survey” early-
retirement benefits are subject to the coun-
trys normal tax and social legislation,

The age-structure of the agricultural
working population is of the inverse-
pyrantid type. broad al the top and narrow
at the base, with an average age merkedly
higher than for the working population as a
whole. I the EC. more than 50% of farmers
are over 55 years of age and about
one-guarter are between 55 dand 65
(roughly one-thivd of farms are run by
Jarmers in this age bracket). The agricult-
ural labowr-market is characterised by a
sharp and continuing decline in employ-

Michael Bvan worked unil recently in the Country
Swdies T and Structural Adjustment Division of the
OECD Directorate tor Food, Agriculture and Fisheries;
he now works in s Division for Economies in
Transition
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ment, a bigh average retirement-age and a
high proportion of owner-occupiers.

Early-retirement schemes have succeeded
only partially in encowraging and facilitat-
ing resource adfjustment in the OECD coun-
tries: where the financial incentives are
large, as has been the case for some pro-
grammes tn Sweden and Finland, the rate
of participation is relatively high. But in
most countries that is not the case. This low
participation-rate can be explained by a
nimber of factors: the relatively low value
of retirement benefits, restrictive eligibility
criteria for some schemes and cultural
resistance within the farming world to the
complete abandonment of agriculture,
Lastly, there is the question of whether in
many countries the number of early retive-
ments s bigher than it would be without
these schemes.

Reviewing Objectives

and Broadening Eligibility Criteria

Several lessons can be drawn from the over-
view of OECD counlry experience of early-
retirement schemes for farmers. First, many
of the schemes were designed with too many
and. in some cases, conflicting objectives,
ard with eligibility criteria which are too

restrictive o altract large nuwmbers of

pariicipants. Second. although there is very
little information on arrangements das o

Sinancial incentives, it would appear that

those offered bave in many cases been
inddequete to tempt farmers. Benefits peiid
ot have not kept up with other pension
schemes: to obtain bigher participation
more generous lrediment would be re-
quiired.

For early-retirement schemes the primary
atm of which is o promote factor mobility
within agriculture, it would perbaps be
sensible to broaden the objectives and ease
criteria for eligibility. The age-limit might

even be abandoned and other forms of

employment authorised. In Canada and
Australia the first has already been done
and schemes are tlargeted directly at effi-
ciency and resource mobility.

Improving Incentives

To what extent are incentive arrangements
likely to influence decisions to remdin in or
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give up farming? To answer this question
adequately, it might be useful to look more
closely at the specialised literature on eco-
nomic incentives in conditions of uncert-
ainty and obtain more detailed empirical
data on farmers’ strategies, Bul it should be
noted that government would have to weigh
expenditure tncurred through more atlract-
ive incenlives against expected benefits in
terms of resource mobility or the achicve-
ment of other objectives set for the agricult-
wral sector.

It is less easy to assess to whal extent
early-retirement schemes for farmers enable
income objectives to be achieved, given that

Sarming housebolds bave many and in-

creasing sources of non-agricultural in-
come. In mdany countries it is important
that the provisions of early-retirement
schemes for farmers tie in or are com-
patible with social-security schemes so as (o
avoid elderly farmers being caught up in
poverty traps’.

Eliminating Other Impediments

The structural difficulties of agriculture
may have several causes other than the
problem of elderly farmers, not leasi restrict-
ions on the disposal or sale of holdings. In
situations of this type. early-retirement
schemes are not sufficient to promote strict-
wral adjustment. To iniprove the structure
of farms by creating more viable units, a
broader strategy is also requived that aims
al eliminating impediments to adjustment
and including targeted meastres to encour-
age factor mobility. In most of the OECD
countries the situation is complicated by the
very bigh volumes of support given to agri-
culture as a whole, delivered mainly
through output-related policy measures.
Since that is the case, there is some doubt
about whether eliminating a number of
low-productivity farms operated by elderly

Sarmers would improve the efficiency of the

sector or of the economy as a whole.

1. Adjustment in OECD Agriculture: Issues and
Policy Responses. OFCD Publications, Paris, forthcom-
ing 1995,

2 ECH12), Findand, Japan and Sweden.
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age the potential diversification of income
sources. Direct income payments could meet
government objectives in a more efficient and
less economically distorting manner than out-
put-related support.

Measures to ensure that farm households
enjoy the same standard of living as other sect-
ors of the economy do not have to be confined
to agricultural policy
alone. Indeed. it could be :
preferable to include
them under general
social provisions. In that
case, it would be essen-
tial to improve the data
to allow income com-
parisons to be made be-
tween farm and other
households and to pin-
point those households
receiving incomes below
a certain threshold.
Finally, the broad policy
objective of ensuring that
farmers receive incomes similar to those in other
sectors of the economy should be re-
articulated, specifying which farmers are to be
the focus of attention, what is to be included in
income, and exactly what the income objective
is to be. More flexible information systems would
make it possible to collect data better suited
to assessing the objective and to designing
measures to achieve that goal. m

Leindorfir/REA

A P Wkt Tl iy OECD
The Role of Direct Income Payments, 1995
The OECD Observer, No. 185, December 1993/

ary 199 The biggest disparities in income in the agricultural sector depend on the age of the farmer at the head ,
AT of the household, on the size of the farm, the type of farm enterprise and where it is located.
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Competition Comes
to Mexican
Telecoms

Luis Rey

The experience of Mexico offers valuable lessons for countries
with less advanced telecommunication networks now
considering whether to continue with or abandon monopolies.
The advent of competition may shortly expand services well
beyond what even recently seemed an ambitious target.’

s little as a decade ago it was widely

believed that telecommunication

was a natural monopoly, and that

the only way to promote universal

access at affordable prices was with

a single operator. Many OECD countries were

proponents of state-owned telecommunication

monopolies, and that model was generally im-

ported without question into the developing

world. Today, with most OECD countries

having liberalised, or in the process of liberal-

ising, their telecommunication markets, an

increasing number of developing countries are

recognising the benefits of harnessing competi-
tion as a tool for economic progress.

Mexico has the least developed telecommuni-

cation infrastructure among OECD countries.

In 1993, with only 8.8 lines per 100 inhabitants,

Luis Rey, who now works for the Federal Competition
Commission in Mexico, was recently a consultant
to the Division of Science, Technology and Com-
munications Policy in the OECD Directorate for
Science, Technology and Industry.
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its telephone penetration rate was roughly
one-fifth the OECD average (Table). Furthermore,
the diffusion of telecommunication services
throughout the country is extremely uneven, with
(as one might expect) the available infrastruct-
ure concentrated in large urban areas, whereas
many rural communities are without any serv-
ice.

In view of the increasing importance of the
transfer of information in economic and social
development, the rapid building-up of the tele-
communication infrastructure poses a consider-
able challenge for Mexico. This is one reason
that the country has acted to reform its tele-
communication market: separating operations
from regulation, privatising the telecom-
munication operator - Telé¢fonos de México
(Telmex) — and liberalising its market. Mexico
now has the opportunity to be a pace-setter in
using competition to bridge the gap with other
OECD countries — a development made even
more desirable by the financial instability which
erupted early in 1995,
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Telmex is currently the only licensed supplier
of fixed-link public telecommunication services
in Mexico and it owns the public exchanges,
the nationwide network of local telephone lines
and the principal public long-distance telephone
transmission facilities. The Ministry of Commu-
nications and Transport (SCT) is the current regu-
latory entity on telecommunications issues,

Throughout the 1980s Mexico was faced with
an economic crisis. Problems such as the na-
tional debt, the fall in oil prices, high govern-
ment deficits, devaluation of the peso, high in-

Table
Growth in OECD Mainlines,’ 1992-93

Mainlines per 100 Inhabitants
1992 1993
Australia 47.1 48.7

Belgium 42.5 437

Denmark 58.1 58.9

France 525 53.6

Greece 43.6 45.7

Ireland 31.4 32.8

Japan 46.4 46.8

Mexico 8.0 8.8

New Zealand 44.4 46.0

Portugal 30.6 311

Sweden 68.2 68.0

Turkey 16.1 18.4

United States 56.5 57.4

1. Connects the subscriber's terminal equipment to the
public switched network and has a dedicated port in the
telephone exchange equipment.

Source: OECD, ITU



flation and low invest-
ment were ever-present.
The priority of the govern-
ment during this period
was 1o reduce public
expenditure - which
showed in Telmex's / 2
investment  budget. 7
Strapped for fiscal re-
sources, the government
increased taxes on tele-
phone services. Simulta-
neously, it reduced the
volume of its yearly in-
vestments in telecommu-
nication, further stretching
the company’s capacity
for financing growth. The
nadir in Telmex's recent
history was probably
reached when the 1985
earthquake in Mexico City
destroved the nucleus of
the long-distance network
and left the country’s capi-
tal without communica-
tions with the outside
world for two weeks,

In the late 1980s, as
part of its general pro-
gramme of economic
reform, Mexico began
to restructure the tele-
communication market.
In 1989, the government announced its intent-
ion of returning Telmex to private ownership,
and in 1990 the company was bought by Grupo
Carso, and two foreign partners, Southwestern
Bell and France Telecom.” As part of this
process of reform, a new regulatory environment
was introduced, which permitted infrastructure
competition in local telecommunication services
and mobile communication.

It was decided by the government that
long-distance telecommunication, one of the
most profitable industry segments, would remain
reserved for Telmex up to 1997, to allow the
company to bring prices more into line with the
cost of providing service. Telmex said the price

Atral

Nere

-

four years.

of long-distance telecommunication service was
too high and the price of local service (local

calls and line rentals) was too low. The tariff

rebalancing began in 1987 and since then the
composition of total revenues has changed
dramatically (Figure 1). The aim was to strengthen
the tariff structure with changes that would
allow the self-financing expansion of Telmex and
to prepare the enterprise for competition in
long-distance services.

The trade-off for the continuation of a mono-
poly over long-distance services was a require-
ment that Telmex expand its number of sub-
scribers by at least 12% per annum, something
the company has achieved to date (Figure 2), as
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Telmex, which was privatised in 1990, has been allowed to hold on to its monopoly on long-distance services until 1997 — under
certain conditions, one of which was that it had to provide a telephone service to all villages of more than 500 inhabitants within

well as to provide telephone service to all towns
of more than 500 inhabitants by 1994, a goal it
was on target to complete, and to meet quality
standards. Telmex's monopoly has allowed it to
generate one of the highest profit margins of all
telecommunication operators worldwide. Its
operating income shrank at an annual rate in
real terms of 2.8% bewween 1980 and 1987, but
1. Communications Outlook. OFCH Publicanions, Paris
1995 Yuji Keto and Sam Palividge, “Telecom Tariffs and

the Move to Markets, The OECD Observer, No. [9],
December 1994 January 1995
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Competition Comes
to Mexican
Telecoms

it has grown by more than 40% from the period
1988 to 1993 - indeed, net annual income growth
was almost 80% in real terms only one vear after
privatisation (Figure 3). Furthermore, Telmex's
operating income before tax in 1993 was 43% of
its revenue," compared to an average 15% for
other public telecommunication operators in the
OECD area.

Mobile
v. Fixed-link?

The opening of the mobile communication
services market in 1990 proved very successful,
virtually from the first day of service, and by the
end of 1994 there were more than 560,000 sub-
scribers. Indeed, the penetration rate in Mexico
after five years was ahead of ten other OECD
countries including Belgium, the Netherlands,
Spain and Turkey after the same period of
development. To an extent this growth may

Figure 1
Telmex Revenue Share
by Type of Telephone Service
%
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reflect unmet de-
mand on Telmex's
fixed network but
higher prices make
mobile communica- B
tion a relatively ex-
pensive substitute,
The major difference
with these countries
was that Mexico had 9|
a competitive mobile
market while all the
others still had
monopolies  five

Figure 2

Annual Growth in Mainlines, 1981-93

Rest of OECD

years after the 3
launch of service,
New entrants into

v e

the Mexican market
brought the expert-
ise and capital re-
quired to develop
the market.

The SCT has divided the country into nine
regions and authorised two licenses in each of
them. Telmex competes, under its trademark
Telcel, in each region with one other cellular
operator that holds a regional concession, The
largest regional competitor to Telcel is Tusacell,
a Mexican company partly owned by Bell
Atlantic (a US telecommunication corporation).

By contrast. competition has not developed
for local telephone service even though techni-
cally it has been open for the same amount of
time as mobile communication. Although Telmex
was obliged to interconnect other operators
offering local service, potential rivals have heen
deterred by their inability to sell long-distance
services. In practice, the continuing Telmex
monopoly over these services has precluded
the benefits that might otherwise have been
achieved. Since the primary goal of telecommuni-
cation policy in Mexico is to extend service, and
this was not a practical possibility without a
framework for interconnection to determine such
things as the price and conditions under which

1981 82 83 &4

Source: Telmex

3. Securities and Exchange Commission, Annual Report
Pursuant to Section 13 of the Securities Exchange At
of 1934, Teléfonas de México, Mexico City, February, 1993,

4. Annual Report, Teléfimos de México, Mexico City, 1993,
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Telmex will connect the networks of competi-
tors, the benefits that competition has brought
to mobile communication have not developed
for fixed-link services.

The Mexican government has established a
goal of reaching 20 mainlines per 100 inhabit-
ants by the vear 2000, and it recognises that it
has to harness competition as a tool to expand
service. In 1997 Telmex will accordingly be
required to offer interconnection to other
operators interested in competing in the
long-distance market. After a strong case was
put by the Federal Competition Commission, the
government decided in 1994 to grant an un-
limited number of licenses to offer long-distance
telephone services in competition with Telmex.
But many of the basic decisions, such as the
price new operators will pay to gain access to
the Telmex network, have yet to be taken. The
government, moreover, has decided to charge
entry fees to new operators. The size of this fee
has still to be determined but the decision has
given rise to concerns from the Competition
Commission that it may deter prospective
entrants.

The profitability of the telecommunication
sector in Mexico has attracted interest from some



of the world’s largest operators to form alliances
with Mexican companies of which there are a
growing number interested in telecommuni-
cation. AT&T is forming a joint venture in Mexico
with the industrial conglomerate Alfa. MCI has
teamed with Banacci, Mexico's largest financial
institution (Banacci holds the largest private net-
work in Mexico) and Sprint has announced an
alliance with Telmex. Iusacell already has a joint
venture with Bell Atlantic to provide roaming
service in some states of the United States and
Canada (in mobile telecommunication ‘roaming’
means being able to use the same handset in
different countries). Other alliances have been
entered into between Bancomer (the second-
largest financial institution in Mexico) anu UTE,
as well as between Protexa and Motorola, to
apply for licences to offer long-distance service.

Opening the long-distance market will also
change the economics of providing local serv-
ice. In the two years following the end of the
duopoly in the United Kingdom in 1992, for
example, cable television companies have added
over 500,000 telephony customers and look set
to reach one million by the end of 1995.
Mexico's low penetration rates of telephone lines
make this industry extremely attractive for
investors new to telecommunication — there is a
range of financial, tobacco, petrochemicals and
manufacturing companies wanting to participate.

Indeed, Pulsar, one of Mexico's largest indus-
trial conglomerates, has announced that it will
enter the local market. Using the same wireless
technology as Ionica in the United Kingdom and

Figure 3
Telmex Operating Income, 1988-93
as % of revenue

50
401

0L

20

988 89 %0 91 92 1993

Source: Telmex

Telecom Finland, Pulsar estimates s
that it can provide service to sev- -
eral million customers by the year 3
2000. Together with the stimulus
that competition is likely to provide
to Telmex's own network expan-
sion, the government’s target of 20
lines per 100 people could well be
exceeded.

The Mexican approach to liber-
alising telecommunications has
been different from the models
pursued by most other countries
with competitive markets. In recog-
nition of the role of competition in
increasing efficiency, the govern-
ment is trying to develop a highly
liberalised sector through opening
the telecommunication market to
any company which desires to in-
vest in it.

All signs of the future growth of
the Mexican market for telecommu-
nication services are encouraging.
The North American Free Trade
Agreement, as well as other regional
trade agreements, and the reduct-
ion of international long-distance
tariffs in all OECD countries, have
had a direct impact on the growth of international
traffic in recent years. It is expected that the in-
creasing openness of the Mexican economy, and
the stimulus it will provide for domestic growth,
will further increase national and international
demand for telecommunication services.

Furthermore, the expansion of these services
represents a very large opportunity for invest-
ors. What is required now is an appropriate regu-
latory framework — which should include access
to the existing network at a reasonable cost - to
put principles into practice. Without it other com-
panies will not be able to expand service: their
customers would not be able 1o access others
on the Telmex network at a fair price. Moreover,
the proposed entry fee should not constitute a
barrier for potential competitors. A more propi-
tious policy would forgo what in practice would
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The government realises that, to reach its goal of 20 mainlines
per 100 inhabitants by the year 2000, it will have to open the
long-distance market to competition.

be a tax on telecommunication users and
instead facilitate an efficient expansion of
service - a course likely to bring larger social
and economic benefits to Mexico and assist
in addressing the country’s current financial

Crisis. m
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Financial
Derequlation

Ketil Hviding

Financial deregulation has been growing apace in the OECD
countries for some years now. This wave of liberalisation, and
the increased reliance on the market that has resulted, seem
also to have increased volatility. Do the gains in efficiency, lower
costs and expanding demand for financial services come at
the cost of a rise in systemic risk?’

uring the past two decades the
financial systems in OECD coun-
tries have undergone extensive

structural change, as a result of

both regulatory reform and tech-
nological innovation. The substantial shift to
more market-oriented financial systems was
driven by a number of inter-related factors which
made direct controls increasingly ineffective in
achieving their intended purposes. The pressure
on regulated financial institutions increased as
financial innovation progressively eased the
facility with which regulations could be circum-
vented: for example, corporate paper and bonds
enabled companies to raise funds directly on
capital markets, and offshore markets developed
rapidly. In addition, the importance of flexibility
in the setting of interest rates increased in the
1970s because of the emergence of inflationary
problems and the growth of fiscal deficits.

The strength of these pressures was such that
some degree of financial regulatory reform
became unavoidable; indeed, all OECD coun-
tries have implemented at least some measures

Ketil Hviding works in the Money and Finance Division
of the OECD Economics Department.
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of liberalisation over the past twenty years. A
‘core’ group of reforms common to the majority
of countries involved the removal of most con-
trols on credit, bank charges and interest rates,
liberalisation of market-access, and the abolition
of restrictions on the movement of foreign
exchange.

These reforms were expected to carry import-
ant benefits, both easing problems of monetary
control and improving the efficiency of the
financial sector by promoting competition and
removing distortions on the allocation of
resources. Nonetheless, concerns have been
raised as to whether these benefits have been
realised and also as 1o the effects of deregula-
tion on financial stability.

What Progress
in Deregulation?

The array of regulations affecting the finan-
cial systems of most OECD countries in the 1960s
and 70s can be broadly divided into two groups:
o those primarily affecting the ability of institu-
tions to conduct their business at market-clearing
prices (interest-rate and credit controls, invest-

30

ment and credit rules, capital-account controls)
¢ those affecting institutional boundaries and
market access within the financial sector
(line-of-business regulations, controls on owner-
ship linkages and on cross-border market
entry).

In general, the extent of deregulation in the
first of these categories has been substantial;
although some minor areas of restrictions remain,
most such controls have been abolished in the
majority of OECD countries. Moreover, the
removal of capital controls and the increased
internationalisation of the financial services
industry has made any remaining restrictions rela-
tively easy to avoid. But the process of liberal-
isation was not uniform and there was no single
model of the deregulatory process that was
broadly followed in all countries. With the
exception of a few fore-runners which removed
interest and remaining capital constraints as early
as the late 1950s and '60s — Germany, Canada
and the Netherlands — most countries did not
start the process seriously before the late 1970s.
In the United States, the United Kingdom, the
Nordic countries, Australia and New Zealand the
process was relatively quick and essentially com-
plete by the mid-1980s. In southern Europe and
Japan, by contrast, the deregulation tended to
be somewhat more cautious and occurred over
a longer period.

In the second broad group of regulations -
those affecting institutional boundaries and
barriers to competition - the extent of deregula-
tion has been more limited. There has been a
substantial (though incomplete) liberalisation of
international market access in financial services;
and there has been some liberalisation of
barriers between institutional types in countries
where these had been important, particularly in
Canada, Japan and the United Kingdom, with
an important further amount of liberalisation
implied within Europe by the ‘single-passport
provision’ of the Second Banking Directive of
the European Community which came into force
on 1 January 1993 and which ensures mutual

I.Malcolm Edey and Ketil Hviding, “An Assessment of
Financial Reform’, Economics Department Working Paper
Now 154, 1995 tavailable free of charge from the OFECDH
Economics Depeartment ).



The stock-market crash in 1987, the biggest single disruption in the financial markets since the Second
World War, was a sign that market behaviour cannot always be accurately predicted.

recognition of regulatory standards in the EC
countries. The less extensive deregulation in rules
affecting institutional boundaries reflects the view
that the issues are more complex and the case
for general liberalisation less clear.

Coping
with Systemic Risk

The intended purposes of financial regula-
tory policies, as practised in OECD countries in
the past, can be put into three main groups:

* 10 meet objectives of resource allocation

¢ 10 provide instruments of monetary control
* 10 correct perceived market failures and
systemic externalities in the financial sector.

Although these categories are not mutually
exclusive, in general terms the regulations that
have been most comprehensively dismantled
have been those primarily aimed at the first two
of the above goals, consistent with the broad
consensus among OECD governments that regu-
latory intervention in resource allocation is likely
10 be less efficient than market-hased methods.

The corollary is that regulatory structures should
be maintained (or adopted) where they are
necessary to address identifiable market failures
such as ‘systemic risks’ or externalities in moni-
toring activities, and can do so efficiently,

Systemic risk can arise when individual
financial sectors take risks that threaten the stabil-
ity of the financial system as a whole. Potential
sources of such risk include:

» vulnerability of banks to depositor ‘runs’

o risk in the payment system, as when a large
participant fails to meet clearing obligations

o destabilising trading practices arising from
‘pro-cyclical’ trading practises, as, for example,
with programme trading or dynamic hedging
which are based on computerised execution
of trades when prices reach a predetermined
position.

A potential market failure can arise from the
high cost to individuals of monitoring the risk
characteristics of financial institutions; deposit-
ors thus have an incentive to ‘free-ride’ on the
monitoring activities of others. The result could
be under-investment in information and moni-
toring. In these circumstances, there may be a
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case for regulators to monitor and classify finan-
cial institutions even when no issues of wider
systemic safety are involved. '

During the past decade prudential super-
vision and regulation have been substantially
strengthened in most countries. An important
development was the widespread adoption of
the Basle accord on capital standards in bank-
ing. This was an agreement made between cen-
tral banks and supervisory authorities in the
Group of Ten countries which phased in a mini-
mum capital ratio of 8% of risk-weighted assets
over the period 1988-92. In addition, the Basle
committee and a number of national super-
visory authorities are currently investigating the
establishment of capital standards for other types
of financial activity, securities trading in parti-
cular.

A large part of the impetus for these changes
has come from the perception that increased
competition has added to systemic risk by
allowing or encouraging financial institutions to
accept a higher degree of risk (Table 1). Although
the pre-deregulation systems of widespread con-
trols in price and quantity were not primarily
aimed at limiting systemic risk, they may have
in some cases had that side-effect, by limiting
competition and constraining banks to operate
in low-risk segments of the market.

Economic
Consequences

Two central aspects of the financial sector
are its internal efficiency (the quality and cost of
the services provided) and its impact on the
allocative efficiency of the economy as a whole,
In the absence of market failures, such as those
derived from systemic risk or insufficient moni-
toring, financial deregulation could be expected
to yield benefits in both areas.

Internal efficiency should have improved
through the increased scope for competition in
many parts of the financial sector. Similarly, data
on transaction costs in securities markets show
a clear downward trend, presumably reflecting
financial innovation and deregulation. But gains
in productivity are hard to measure, since there

The OECD OBSERVER No. 194 june/uly 1995



Financial
Deregulation

Table 1

The Expansion of Financial Derivative Markets, 1986-92

notional principal amounts in billion §'

Instruments 1986 1988
Exchange-traded instruments 583 1,307
Interest-rate options and futures 516 1,175
Currency options and futures 49 60

18 72

Stock index options and futures

Grand total 1,083 2637

.. not available
1. Amounts outstanding at year-end.
2. Adjusted for dual reporting of both sides of transactions.

Source: BIS and OECD

is no generally agreed method of evaluating the
volume of bank output - should, for example, a
fall in the cost of the nominal output of the
financial sector be recorded as reduced volume
or as a fall in the price per unit? Moreover,
simple interest margins do not generally take
account of structural deterioration in the quality
of the loan portfolios as the best customers take
advantage of direct access to the capital markets
(particularly important in the United States).
Nonetheless, even if the measures are not
definitive, a number of indicators of volume and
costs of bank services suggest that substantial
improvements in efficiency have taken place.
Although subject to similar problems of
measurement, there is also some evidence that
allocative efficiency has increased. In any case,
the removal of direct controls on interest rates
and credit ceilings should remove distortions in
funding costs, thereby improving the allocation
of investment. Moreover, capital-account liber-

2 Maurice Obstfeld, International Risk Sharing and
Capital Mobility: Another Look’, Joumal of International
Money and Finance, Vol 11, February 1992

i Adrian Blundell-Wignall et al,, Monetary Policy in
Liberalised  Financial Markets,  OECD Economic
Studies, No. 15, Autwmn 19960
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alisation has opened
up substantial opport-
unities for inter-
national portfolio

1990 1992 _
diversification; sev-

i p—— eral empirical studies
LU0 suggest, for instance,
7 1 that potential welfare

ARaRNA gains from interna-
i : tional diversification
in equities is large.
According to some
estimates the aggre-
gate gain varies from
0.25% of GDP 1o 11%
of world consumpt-
ion.” In spite of
recent retract-
ions, the trend
increase in the
volume of for-
eign  shares
held by mutual
and pension funds, in particular in the
so-called ‘emerging markets', is a reflect-
ion of such gains. Finally, decreased con-
straints on liquidity could be expected to
improve consumer welfare by smoothing
consumption through time, and there is
statistical evidence that this may indeed
have taken place.’

These benefits have to be weighed
against the possible effects of deregula-
tion on financial stability and market vola-
tility. In the period since deregulation, a
number of cases of failure in the financial
sector have emerged (Table 2). Among the
most prominent have been the savings and
loan (thrift) crisis in the United States and
banking failures in the Nordic countries,
as well as some serious banking difficul-
ties in Japan, France and, most recently,
Mexico, It can indeed be argued that the
handling of financial liberalisation played
some role in several of the failures, but
international comparisons suggest it would
be wrong to concentrate solely on finan-
cial liberalisation as an explanatory factor.
Other important factors included poor
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9,987

Ratio-of grand total to

5,743

macro-economic management, interactions
between financial deregulation and existing
micro-economic distortions, and policies on
capital standards and bank supervision.

There is a prominent example of the inter-
action between financial deregulation and
micro-economic distortions in the problems in
the banking sectors of the Nordic countries.
In all four of the major Nordic countries -
Denmark, Finland, Norway and Sweden — quanti-
tative constraints on lending or ceilings on inter-
est rates were removed at a time when a larger
number of borrowers faced low or even nega-
tive borrowing rates after tax. This situation
was a combined result of generous rules for
deductability of interest payments against tax and
very high marginal rates of income tax. The net

Table 2
Costs of Public Rescue Operations
of Financial Institutions'

) Total cost
Period =
billion ¥ % of GDP?

Unites States
Deposit insurance

Australia
State governments

Norway

1980-92 195.0° 32

4.4

1989-91

Government funds  1988-92 3.2 2.8
Central government 1988-92 0.2 0.1
Central bank 1988-92 0.2 0.1
Total 3.6 3.0

1. The figures are based on official or widely accepted estimations
and do not include more uncertain estimates relating to banking
problems in, for example, France and Spain. Costs are estimated as
perceived at the time of the capital injections and do not take
account of any re-evaluations.

2. Cumulative cost, 1992 exchange rate.

3. GDP in 1992, :

a. Present-value estimates of resolutions conducted by the FSLIC
and the RTC (US$180 billion) and lower-bound of estimates of
Bank Insurance Fund losses (US$15 billion).

Sources: BIS, CBO, IMF, national authorities and OECD estimates



effect was a sharp fall in the =
saving rate as large pent-up
demand for debt-financed in-
vestment in real estate was un-
leashed. In terms of financial
fragility in the banking sector
the results differ between the
Nordic countries, depending on
requirements of capital ratios,
quality of prudential supervi-
sion, Macro-economic manage-
ment and the timing of the de-
regulation. That the problems
experienced in Denmark were relatively smaller
can partly be attributed to tight regulatory stand-
ards and high capital requirements - and earlier
deregulation. In addition, Danish banks had
traditionally been used to a more market-oriented
environment than, for example, those in
Norway.

In contrast with this increased fragility of
institutions, there is no clear empirical evidence
that average variations in market prices have been
increasing in government bond markets. Ob-
viously, there have been a number of instances
of market disruption that have given rise to con-
cern. The crash in the equity market in October
1987 was the higgest single disruption in the
market since the Second World War, and is often
cited as an example of excessive volatility. Eco-
nomists have had some difficulty providing a
satisfactory explanation for the crash in terms of
economic fundamentals, for two reasons. First,
no piece of economic news was released at the
time of the crash which appears sufficient to
explain such a sharp adjustment of market
values and, second, the international transmiss-
ion of the collapse cannot be ascribed to the
change in a common ‘fundamental’ factor, such
as increased expectations of inflation or changes
in interest rates.

A noticeable feature of other disruptions in
security markets during the past decade is that
they occurred mainly in small and relatively new
markets. There are examples in the failure of
the ‘junk’ bond market in 1989, problems in the
ECU market in 1992 and the collapse of the
Swedish market in commercial paper in 1990
as a result of the default of several smaller

The founding fathers of Barings Bank had never heard of financial derivatives.

finance companies. More recent problems in
the mortgage-backed security market in
the United States and the Mexican equity and
bond markets in 1994-95 can be added to this
list.

Recent large losses arising from complex
trading strategies — Procter and Gamble,
Metallgesellschaft, Orange County and Barings.

to mention a few — highlight the importance of

increased transparency in derivative markets and
improved internal control. The increased speed
by which large market positions can be built-up
calls for 'real time’ risk-management systems and
timely reaction from both regulators and central
banks.

In general, systemic disruptions caused by
banking losses or turbulence in the financial
market have been successfully avoided by the
policies chosen in dealing with crises. Govern-
ments and central banks have been prompt in
supplying the liquidity deemed necessary and a
high degree of protection has been given to
depositors. In some cases, solutions were found
by merging or liquidating banks, while in
others, not least where larger banks faced insolv-
ency, 4 combination of capital injections and
increased government control was used. Promi-
nent examples of this type of crisis management

have been seen in the handling of the equity-,

market crash in 1987, the government take-over
of the largest Norwegian banks and, more
recently, the rescue package to Mexico. These
policies contrast with the absence of deposit
insurance and the generally tougher line that was
taken in the 1920s and "30s, when banking
panics were frequent and many depositors lost
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all their money. Prompt action
and relatively generous pay-outs
have probably limited the over-
all economic cost of disruption
but nonetheless run the risk of
creating or sustaining incentives
for institutions to count on gov-
ernment hail-outs in the future.

An important lesson has
been that financial innovations
have made many types of regu-
lation increasingly difficult to enforce. Simplistic
strategies of reversing the process of deregula-
tion to deal with any consequences perceived
as unsatisfactory are therefore unlikely to be
workable. To the extent that risks to financial
stability are a central concern of regulatory
polices, those policies have to be directed at
limiting the sources of excessive risk-taking in
the way that least distort market activity.

The period since financial deregulation has
also revealed important interactions between
macro-economic policies and structural policies
in the financial sector. The increased mobility of
funds, both domestically and internationally, has
increased the importance of macro-economic
policies that are conducive to financial stability,
since markets have become increasingly sensi-
tive to policy uncertainties. Such uncertainties,
indeed, can arise as much from apparent in-
consistencies among different policy objectives
as from current and prospective political
difficulties. m
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Spotlight

Austria
Challenges

for the Business Sector

Alexandra Iwanchuk Bibbee

he Austrian business sector has long

been characterised by relatively good

performance in macro-economic

fundamentals: unemployment and

inflation have been low and pro-
ductivity growth high. But these strengths have
co-existed with weaknesses in sectors such as
non-traded services (distribution, transport, tele-
communications), agriculture, and the national-
ised industries (mainly in basic metals, chemi-
cals and petroleum refining). Relatively high
prices, stubborn inflation, and low growth in
employment betray the existence of micro-
economic rigidities — traditionally including tight
restrictions on both market entry and business
operations. Prices in Austria, for example, have
been berween 5 and 40% higher than in other
EU countries on a broad variety of goods and
services.

To rectify this situation, the Austrian authori-
ties have embarked on an ambitious and on-
going programme of rationalisation, privatisation
and deregulation. The process of structural
adjustment and reform accelerated recently with
the establishment of the European Economic

Area (EEA) in 1994 and Austrian membership of

the EU as of 1995. It has also been reinforced by
Alexandra Iwanchuk Bibbee works in the Country

studies and Ecanomic Prospects Branch of the OECD
Economics Department,
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intensifying competitive pressure from the open-
ing of central and eastern Europe. The new com-
petitive environment will require that the busi-
ness sector adapt to meet these new challenges.’

Adapting Patterns
of Specialisation

Austria’s pattern of specialisation within OECD
manufacturing — emphasising resource- and
labour-intensive production, to the relative
neglect of science-based and other types of pro-
duction with higher value-added — makes it vul-
nerable to emerging competition from central
and eastern Europe and from east Asia. Austria
is not alone in being dependent on low-techno-
logy industries, but the competitive challenge
facing it may be more acute than elsewhere
because of the much higher exposure of
Austrian goods to competition from eastern
Europe. Since the opening and reform of the
economies of eastern Europe began in 1988,
Austrian exports to eastern Furopean countries
have grown by 20% on average per annum, and
imports by 15%. In addition, low labour costs in
eastern Europe, coupled with a high-quality
labour force, have induced a strong capital out-
flow: Austria’s current share of total foreign
direct investment flows to these countries -
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11% — is extremely large given its share of GDP
within the OECD (1%).

Such growing links in trade and investment
are causing patterns of specialisation to shift. The
severe capital deficiency in eastern countries has
meant that the most competitive Austrian exports
are to be found in the capital- and technology-
intensive activities, such as machinery and trans-
port equipment, where output, investment and
employment are all tending to rise. Conversely,
downward pressures on profits are being felt in
sectors competing with imports from the east,
mainly in labour- and resource-intensive areas
such as basic metals and textiles. Qutput and
employment there are tending to fall. The costs
of adjustment may ultimately be substantial
because of the regional concentration of indus-
tries, sector-specific skills and capital stocks.

In spite of an undeniably heavy burden of
adjustment in these exposed sectors, Austria’s
long-term interests are still best served by work-
ing toward the removal of EU non-tariff barriers
against the eastern European economies and their
further integration with the European Union,
A wealthier eastern Europe arising from freer
access to EU markets and freer flows of factors
of production can only improve Austria’s own
welfare and economic security. By the same
token, the potential advantages of growing trade
and investment links with eastern Europe are
high: large gains in terms of trade deriving from
access to these countries’ low labour- and
resource-costs; new and growing markets for
Austrian exports; and productivity gains arising
from the development of alternative patterns of
specialisation, based on the more effective use
of Austria’s financial and human resources, and
placing more stress on capital- and knowledge-
intensive activities.

1. OECD Economic Surveys: Austria. OFCD Publica-
tions, Paris, 1995

2. Jobn Pratl, ‘Expanding Choice in Austrian Education’,
The OECD Observer. No. 186, Febwuary/March 1994,



Maximising the net gains from trade with
eastern Europe, and indeed other non-OECD
countries, requires an unhindered flow of
resources - both financial and human - into more
innovative and higher-value added activities, such
as electrical machinery, optics, pharmaceuticals
and scientific instruments. There is some
evidence that the innovative capacity of the
Austrian business sector is limited by distortions
in the allocation of capital and insufficient avail-
ability of R&D and production skills, as well as
the small size of the domestic market. Indeed,
per capita spending on R&D is only half that in
Switzerland and Germany, and growth in total
factor productivity has been only about half the
OECD average since 1980. But this low growth
has been offset by the relatively high ratio of
investment to GDP (26% in 1992), allowing a
growth rate in labour productivity that has been
around the OECD average.

EU membership may spur innovation by ex-
panding markets and speeding-up deregulation.
But improving the availability of financial and
human capital may require additional policy
initiatives. Priorities here are the development
of effective markets for equity and venture
capital; completing the elimination of distorting
credit subsidies; improved quality controls in the
funding of university research and vocational
training programmes; stronger emphasis on post-
secondary education;* and better advice and
infrastructure support, especially to smaller firms.

Expanding
the Service Sector

As a result of these trends, and of efforts be-
gun in the mid-1980s to reform and (ultimately)
privatise the nationalised industries, the manu-
facturing sector in Austria has been shrinking.
With agriculture also in secular decline, the
counterpart has been a growing service sector.
Nonetheless, as in much of OECD Europe, the

expansion of services has been hampered by
high barriers to entry and lack of competition.
Austrian law has traditionally embodied a large
number of regulations governing both market
entry (such as certification requirements and
operating franchises) and business operations
(such as restrictions on price-setting and open-
ing hours for retail establishments).

The high share of manufacturing employment
in total business-sector employment may thus
be (at around 35%) linked to low entry and exit
rates of businesses, indicating a relative lack of
dynamism. If these trends continue, structural
unemployment could ratchet up to unacceptable
volumes. The key objective of structural reform
should therefore be to increase the job-creating

Spotlight

potential of services, while creating the condi-
tions for industry to adapt to the more competi-
tive climate.

Enhancing
Competition

Membership of the EU should help open up
several previously sheltered sectors such as tele-
communications, road transport, distribution,
construction and professional services. That will
allow easier entry of new firms, and thus
increase competition, and stimulate the growth
of existing firms, giving further economies of
scale and scope. Moreover, enhanced competi-
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Austria

Challenges
for the Business Sector

With Austria's membership of the European Union and competition from the East, the business sector
will have to become more competitive.

tion as a result of EU membership should help
to eliminate former anti-competitive practices,
such as prohibition of parallel imports (namely.
direct purchases by individuals abroad) and ex-
clusive supplier and sales arrangements, thereby
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reducing currently high profit margins and limit-
ing price discrimination (the ability to charge
different prices in different markets),

Austria has already enacted a large number

of policy reforms in line with EU guidelines
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on market entry. Earlier restrictive licensing
conditions have been abolished in most sectors
(including wholesale and retail trade, value-
added telecommunications services, construct-
ion). Although certification requirements for entry
remain in force for Austrians, foreigners have
only to demonstrate comparable standards of
qualification, in accordance with EU rules. In
construction, government procurement contracts
must now be advertised across the EU, ending
the earlier practice of giving preference to local
firms. In retail trade. several laws prohibiting price
competition have been abolished (though shop
opening hours remain highly regulated), restrict-
ive zoning laws are now to conform to EU rules,
and parallel imports from other EU countries are
permitted. In wholesale trade, the entry into force
of the EU common external tariff and common
agricultural policies will respectively lower
import and farm-gate prices, the latter by some
20%,

Judged by conventional macro-economic
indicators, the Austrian economy has so far been
among the better performers in the OECD. There
are signs that, before entry into the EU, this rela-
tively favourable position was being eroded in
some respects. EU membership should go part
way to correcting this trend, by opening up the
economy to stronger competition, reducing regu-
latory hindrances, and increasing the flexibility
of response to the challenge from the East. The
economy is thus in a position to exploit new
opportunities while building on its traditional
strengths. =
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AUSTRALIA
% change
period from previous
period year
Gross Domestic Product Q3 94 23 6.3
Leading Indicator Dec.94| -04 25
Consumer Price Index Q4 94 0.8 25
current | same period
period last year
Current Balance Feb. 95 -1.14 -0.40
Unemployment Rate  Feb. 95 89 104
Interest Rate Feb. 95 8.15 4.80
'-"r!" AUSTRIA
_— % change
period from previous
period year
Gross Domestic Product Q4 94 39 3.0
Leading Indicator Jan. 95 0.1 7.1
Consumer Price Index  Feb. 95 0.5 24
current | same period
period last year
Current Balance Dec. 94 0.21 -0.16
Unemployment Rate  Mar. 95 70 70
Interest Rate Jan. 95 512 5.46
DENMARK
% change
period from previous
period year
Gross Domestic Product Q3 94 56 30
Leading Indicator Aug. 94| -03 108
Consumer Price Index ~ Feb. 95 04 23
current | same period
period last year
Current Balance Q4 94 0.10 0.55
Unemployment Rate  Jan. 95 10.7 125
Interest Rate Feb. 95 6.00 6.20
GERMANY
% change
period from previous
. - period year
Gross Domestic Product Q4 94 17 30
Leading Indicator* feb.95| 0.6 5.6
Consumer Price Index*  Mar. 95 0.1 23
current | same period
period last year
Current Balance Dec. 94| -3.69 -2.01
Unemployment Rate  Feb. 95| 11.0 11.6
Mar. 95 5.07 5.84

Interest Rate

ETERL

Definitions

Leading Indicator

Observer Exclusive

A composite indicator, based on other indicators of economic activity (employment, sales,

income, etc.), which signals cyclical movements in industrial production from six to nine manths
in advance

Consumer Price Index
Current Balance
Unemployment Rate

Measures changes in average retail prices of a fixed basket of goods and services
§ billion; not seasonally adjusted except for the United States
% of labour force - ILO standardised upemployment rate; national definitions for Austria,

Denmark, Iceland, Mexico, Switzerland and Turkey; seasonally adjusted apart from Austrig,
Iceland, Mexico and Turkey

Interest Rate

Three months, except for Greece (twelve) and Turkey (six)

Source: Main Economic Indicators, OFECD Publications, Paris, April 1995; for further information, contact

The OECD Observer.

BeLGiom
period
Gross Domestic Product 1993
Leading Indicator Feb. 95
Consumer Price Index  Feb. 95
Current Balance 04 94
Unemployment Rate  Feb. 95
Interest Rate Mar. 95
Fintann
period

Gross Domestic Product Q4 94
Leading Indicator Nov. 94

Consumer Price Index  Feb. 95
Current Balance Q494
Unemployment Rate  Jan. 95
Interest Rate Feb. 95
GREECE
period
Gross Domestic Product 1993
Leading Indicator Feb. 95
Consumer Price Index  Feb. 95
Current Balance Q3 94
Unemployment Rate
Interest Rate Jan. 95
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% change
from previous
period year
17
24 -0.2
03 1.8
current | same period
period last year
240 297
103 10.2
6.34 6.15
% change
from previous
period year
47 44
1.1 9.1
03 18
current | same period
period last year
-0.02 032
17.9 19.5
599 4.82
% change
from previous
period year
-0.1
08 47
0.4 104
current | same period
period last year
135 1.61
17.50 19.75

CANADA
period
Gross Domestic Product Q4 94
Leading Indicator Jan. 95
Consumer Price Index  Feb. 95
Current Balance Q4 94
Unemployment Rate  Feb. 95
Interest Rate Feb. 95
FRrancg
period
Gross Domestic Product Q4 94
Leading Indicator Mar. 95
Consumer Price Index  Feb. 95
Current Balance Q4 94
Unemployment Rate  Feb. 95
Interest Rate Feb. 95
IcErAND
period

Gross Domestic Product 1994
Leading Indicator

Consumer Price Index ~ Mar. 95
Current Balance Q394

Unemployment Rate  Jan. 95
Interest Rate fan. 95

% change
from previous
period year
14 56
03 43
0.5 18
current | same period
period last year
-2.80 -5.19
9.6 11.0
8.10 38
% change
from previous
period year
0.6 36
-1.2 -1.0
04 17
current | same period
period last year
3.43 361
123 124
5.82 6.30
% change
from previous
period year
19
0.2 14
current | same period
period last year
0.07 0.05
6.8 1.5
6.60 523
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[RELAND
% change
period from previous
period year
Gross Domestic Product 1994 76
Leading Indicator Dec. 94 23 15.2
Consumer Price Index Q1 95 08 25
current | same period
period last year
Current Balance Q294 0.95 1.03
Unemployment Rate  Feb. 95 | 144 151
Interest Rate Feb. 95 6.44 6.14
LUXEMBOURG
% change
period from previous
period year
Gross Domestic Product 1994 | 26
Leading Indicator Feb.95| -1.0 7.0
‘Consumer Price Index  Mar, 95| 0.1 23
current | same period
period last year
Current Balance
Unemployment Rate o
Interest Rate
b
y NEW ZEALAND
/ % change
period from previous
: period year
Gross Domestic Product Q2 94 0.7 36
Leading Indicator " 7
Consumer Price Index Q4 94 12 28
current | same period
period last year
Current Balance Q394 -0.99 -0.61
Unemployment Rate Q4 94 75 92
Interest Rate Mar, 95 9.42 543
“ SeaN
% change
period from previous
period year
Gross Domestic Product Q494 | 08 28
Leading Indicator Jan. 95 0.1 13
‘Consumer Price Index  Feb. 95| 05 48
current | same period
period last year
Current Balance Jan. 95 1.52 0.35
Unemployment Rate Q494 | 235 B
Interest Rate Feb, 95 8.60 8.62
2
' TURKEY
' % change
period from previous
period year
Gross Domestic Product Q494 | -234 42
Leading Indicator - e
‘Consumer Price Index  Feb.95 57 130.0
current | same period
period last year
Current Balance Q4 94 0.34 -1.58
Unemployment Rate ~ Apr.94 | 83 73
Interest Rate Feb. 95| 107.42 100.00
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[raLy

‘ period
-

Gross Domestic Product Q3 94

Leading Indicator Feb. 95

Consumer Price Index ~ Feb. 95

Current Balance Jan. 95
Unemployment Rate Q3 94
Interest Rate Dec. 94

MExico

period

Gross Domestic Product Q4 94
Leading Indicator
Consumer Price Index  Feb. 95

Current Balance Q4 94
Unemployment Rate  Jan. 95
Interest Rate Feh. 95

rd

NoRway
period
Gross Domestic Product Q4 94
Leading Indicator Oct. 94
Consumer Price Index  Feb. 95
Current Balance Dec. 94
Unemployment Rate Q4 94
Interest Rate Mar. 95
SWEDEN
‘ period

Gross Domestic Product Q4 94
Leading Indicator Feb. 95
Consumer Price Index  Feb, 95

Current Balance Jan. 95
Unemployment Rate  Jan. 95
Mar. 95

Interest Rate

period

Gross Domestic Product Q4 94
Leading Indicator Feb. 95
Consumer Price Index  Feb. 95

Current Balance Q494
Unemployment Rate  Feb. 95
Interest Rate Feb. 95

38

% change
from previous
period year
1.0 37
0.1 0.5
08 43
current | same period
period last year
-2.53 -1.00
118 103
8.51 8.85
% change
from previous
period year
8.5 40
42 143
current | same period
period last year
744 -5.35
45 38
41.65 9.80
% change
from previous
period year
74 45
0.6 43
04 26
current | same period
period last year
0.15 -0.22
53 5.7
539 5.25
% change
from previous
period year
201 35
0.9 25
0.4 26
current | same period
period last year
0.34 0.25
82 88
8.67 7.04

Uniren KinGpom

% change
from previous

period year

0.7 39
0.1 20

06 34
current | same period
period last year

3.83 -0.84

85 99

6.75 522

). Japan
’J ) % change
¥ J period frum previous
period year
Gross Domestic Product Q4 94 -0.9 0.9
Leading Indicator Jan. 95 -1.0 6.1
Consumer Price Index  Feb. 95| 0.4 0.2
current | same period
period last year
Current Balance fan. 95 3.69 6.83
Unemployment Rate  Jan. 95 29 27
Interest Rate Feb. 95 29 209
NETHERLANDS
= % change
h period from previous
. period year
Gross Domestic Product Q3 94 05 19
Leading Indicator Jan. 95 0.2 48
Consumer Price Index  Feb. 95| 0.5 24
current | same period
period last year
Current Balance Q394 3.02 201
Unemployment Rate  fan. 95 72 73
Interest Rate Mar. 95 510 532
PortucaL
% change
period from previous
period year
Gross Domestic Product Q4 93 16 0.7
Leading Indicator Oct. 94 13 1.6
Consumer Price Index  Jan. 95 1z 45
current | same period
period last year
Current Balance 0493 0.02 -0.58
Unemployment Rate Q4 94 68 59
Interest Rate Feb. 95 9.90 9.76
SWITZERLAND
% change
period from previous
period year
Gross Domestic Product Q4 94 0.6 26
Leading Indicator Feb. 95 0.0 24
Consumer Price Index Feb. 95| 1.0 1.6
current | same period
period last year
Current Balance n 5
Unemployment Rate  Feb. 95| 4.1 49
Interest Rate Feb. 95 377 4.04
UNiTen STATES
% change
period from previous
period year
Gross Domestic Product Q4 94 12 41
Leading Indicator Feb. 95 0.2 23
Consumer Price Index  Feb. 95 0.4 29
current | same period
period last year
Current Balance Q494 | 4476 -30.59
Unemployment Rate  Feb. 95 54 6.5
Interest Rate Mar. 95 6.15 3




For the Record

Ministerial
Communique

The Council of the OECD met on 23 and 24 May 1995 at
Ministerial level. The meeting was chaired by Pedro Solbes,
Minister of Economics and Finance, Javier Gomez-Navarro,

Minister of Trade and Tourism, and Javier Solana, Minister of

Foreign Affairs, of Spain. Vice-Chairmen were Yohei Kono,
Deputy Prime Minister, Minister for Foreign Affairs, Ryutaro
Hashimoto, Minister of International Trade and Industry, and

Masahiko Komura, Minister of State for Economic Planning, of

Japan, and Sigbjorn Jobnsen, Minister of Finance, and Grete
Knudsen, Minister of Trade and Shipping, of Norway. Prior 1o
the meeting, the Chairman led consultations with the Business
and Industry Advisory Committee (BIAC) and the Tracde Union
Advisory Committee (TUAC) to the OECD; both organisations
submitted statements for the consideration of Ministers.
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Significant economic recovery has been
achieved in most OECD economies since
Ministers met in 1994. Inflation is low and
there is growing evidence of declining un-
employment, although unemployment rates
remain unacceptably high in a number of
countries, OECD governments seek sustain-
able development and non-inflationary
growth. A good mix of economic, social and
environmental policies, when consistent with
budget restraint, will create jobs, bring pro-
sperity and strengthen our societies.

Commitments
by Ministers

Building on these developments, and the
interrelationships world-wide among
economic development, trade liberalisa-
tion, technological advances, employ-
ment growth, environmental protection
and social cohesion, Ministers undertake
to co-operate in the following strategy:

¢ 10 sustain non-inflationary growth
through macro-economic policies and
structural reforms that reinforce each
other, thereby promoting shared prosper-
ity and generating a stable economic and
financial environment

* (o fight unemployment as a top prior-
ity, particularly that of the low skilled,
youth and the long-term unemployed,
which can lead to social exclusion; and
to enhance income potential, particularly
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for the low end of the scale; this will help
to strengthen our societies

* to maintain price stability through sound
monetary policy

* to meet the pressing need for fiscal con-
solidation and sustainable fiscal positions
in order to free national savings for more
productive investment and to help address
issues such as the emerging demands of
our ageing populations as well as our in-
creasing health care requirements

* to maintain efforts to improve imple-

* (o further promote adequate prudential
supervision of banking and non-banking
financial institutions and greater trans-
parency in financial markets

» 1o develop policies that fully exploit the
contributions of advances in technology,
particularly information technology. to
growth and employment; and that pro-
mote innovation in our societies

o 1o make further progress towards a
better environment.

actions and negotiations foreseen in the
Uruguay Round Final Act

— work towards increased transparency,
where appropriate, of WTO proceedings
— actively pursuing, through the necess-
ary consensus building, the possibilities
of new initiatives to reduce in a global
and balanced way trade barriers and
other trade distorting measures

— active preparation for an ambitious
WTO Ministerial meeting in Singapore
in 1996

mentation of these policies, and continue
to co-operate on exchange rates, thereby
helping to promote greater stability in

As a part of the strategy Ministers also
commit to the following elements to
strengthen the multilateral system:

* promote initiatives for domestic regu-
latory reform aimed at positive structural
adjustment, especially when they lead to

financial markets, to preserve the on-
going recovery, and to contribute to con-
tinued expansion of international trade
and investment

* to improve the ability to adjust and com-
pete in a globalised world economy
through strengthened efforts towards
structural reform, thereby promoting
greater economic flexibility, employment
growth and higher living standards; pri-
ority areas include better education and
training (including lifelong learning), im-
proving the functioning of labour markets
(including, as appropriate, active labour
market policies) and creating conditions
in which small and medium-sized enter-
prises can flourish

* to promote regulatory reform and im-
prove transparency in both government
policies and markets

The OECD OBSERVER No. 194 fune/fuly 1995

e implement fully the Uruguay Round
Agreements and ensure a strong and
effective World Trade Organisation (WTO)
with a well-functioning and respected dis-
pute settlement mechanism
o re-affirm their commitment to resist pro-
tectionism in all its forms; remove impedi-
ments (including administrative and struct-
ural ones) to the openness of national
markets to global competition
* maintain the momentum of trade liber-
alisation as a vehicle for economic growth
through:
— the successful completion of current
negotiations, including those in the serv-
ices sectors by the dates foreseen in the
General Agreement on Trade and Serv-
ices (GATS) (by the end of June for
financial services), and the follow-up
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the liberalisation of trade and investment

flows

* the immediate start of negotiations in

the OECD aimed at reaching a Multilateral

Agreement on Investment by the Minis-

terial meeting of 1997, which would:
- provide a broad multilateral framework
for international investment with high
standards for the liberalisation of invest-
ment regimes and investment protect-
ion and with effective dispute settlement
procedures
- be a free-standing international treaty
open to all OECD Members and the
European Communities, and to access-
ion by non-OECD Member countries,
which will be consulted as the negotia-
tions progress

* prepare for discussions on investment

in the WTO which it would be appropri-



ate to envisage in the future, and encour-
age the OECD to co-operate with the WTO
to this end

o work to obtain ratification and imple-
mentation, by participants, of the ‘Agree-
ment Respecting Normal Competitive
Conditions in the Commercial Shipbuild-
ing and Repair Industry’, adopted at OECD
since their last meeting

¢ fully adhere to the letter and spirit of
their agreed tied aid credit disciplines.

In view of global interdependence and
the continuing importance of develop-
ment co-operation, Ministers commit to:

s support the integration of developing
countries and economies in transition into
the world economic system

* pursue the strategic orientations set out
in the Development Assistance Commit-
tee’s High Level Statement on Develop-
ment Partnerships in the New Global Con-
text, including the continuing commitment
to mobilise as many public resources as
possible and 1o encourage private flows
to back the self-help efforts of develop-
ing countries.

Ministers’ Requests
to the OECD

o effectively integrate macro-economic
and micro-economic analyses and policy
recommendations: and monitor their im-
plementation

¢ continue to work towards a better
understanding of the economic implica-
tions of the functioning of international
financial markets

o as set out in the report The OECD Jobs
Study: Implementing the Shrategy, moni-
tor the implementation of country-specific
policy recommendations based on that
strategy and complete the planned the-
matic reviews on active labour market
policies; taxes and benefits; interactions
between macro-economic and structural
policies; and technology. productivity and
job creation; and present a report to Min-
isters in 1996

» examine the possibility of developing
comparable and standard measures of human
capital investment and common perform-
ance indicators of such investment, with
a report back to Ministers in 1996

» consolidate and analyse the policy im-
plications of ageing populations with an
initial report to Ministers by 1996

¢ pursue and integrate work on the vari-
ous aspects of the reform of social pro-
tection systems and services. and on
migration

* continue work on territorial develop-

Economy
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* examine further the effects of techno-
logy. advances in knowledge and inno-
vation on productivity, growth and em-
plovment, and recommend policy princi-
ples for knowledge-based economies;
initiate similar work on the Global Inform-
ation Society — Global Information Infra-
structure in consultation, where appropri-
ate, with relevant non-governmental
partners; and provide Ministers with
reports on both issues in 1996

* continue to identify appropriate and
cost-effective ways for achieving environ-
mental goals, infer alia through a better
internalisation of environmental costs and
the application of the Polluter Pays Prin-
ciple, and continue to enhance the
mutual compatibility of economic and
environmental policies, looking towards
the 1996 meeting of OECD Ministers of
Environment; contribute to the follow-up
to the United Nations Framework Con-
vention on Climate Change, including the
implementation and development of the
Climate Technology Initiative in co-opera-
tion with the International Energy Agency
and the private sector

* continue to pay special attention to the
policy implications of globalisation and
interdependence across the full spectrum
of its ongoing work.

Aimed at strengthening the multilateral
system, Ministers invite the OECD to:

ment policies to respond to problems
of restructuring of localities. cities and
regions

To facilitate the implementation of the
strategy outlined above, Ministers re-
quest the OECD to:

1.50¢ p. 43
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* continue interdisciplinary work and
analysis of the ‘new’ trade issues and of
the openness of national markets to glo-
bal competition; as part of this, consider
the development of a broader concept of
market access which encompasses not
only public and private impediments to
market entry but also the conditions for
investing and conducting business in each
market

* in co-operation with the WTO, continue
its successful work on trade and environ-
ment with a view to deepening analysis
and helping to build consensus on
options or recommendations for further
promoting the compatibility and reinforce-
ment of trade and environmental policies
* proceed with its work on agricultural
policy reform

» continue analysis and dialogue on com-
petition policy and the interactions of trade
and competition policies, on export
credits and on industrial subsidies; com-
plete quickly the revised transfer pricing
guidelines

* continue actively and diligently the work
on trade, employment and labour stand-
ards, as called for by Ministers in 1994

* pursue its monitoring of the progress
of regional integration, to help ensure that
regional trade initiatives are consistent
with the newly-strengthened multilateral
trading system

* examine the significance, direction and
means of reform in regulatory regimes,
and undertake exploratory work on cor-
porate governance

* strengthen work on bribery and corrupt-
ion in international transactions and, re-
cognising that infer alia an effective
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approach, where consistent with national
legal regimes, could be to make such brib-
ery a crime, provide the 1996 Ministerial
meeting with a full progress report on the
implementation of the 1994 OECD
Recommendation.

In an increasingly interdependent
world, Ministers request the OECD to:

* claborate the strategic orientations for
development co-operation into the next
century in the light of changing economic,
human, environmental and technological
conditions

* remain open and selective in its rela-
tions with non-member economies; main-
tain the tradition of high standards for
OECD membership and for participation
by non-members in the work of commit-
tees and develop flexibly other forms of
dialogue and co-operation with non-
members on the basis of mutual interest
* bring the accession processes of the
Czech Republic, Hungary, Poland, the Slo-
vak Republic and Korea to their conclu-
sion as soon as each of these countries is
ready and able to assume all the respon-
sibilities of OECD membership and
thereby to participate in its network of
disciplines

* continue actively to implement the De-
claration on Co-operation between the
Russian Federation and OFCD

* continue to develop its dialogue and
co-operation with China in the light of
the Secretary-General's forthcoming
mission to Beijing

* maintain its intensifying co-operation
with other economies in transition in
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Europe and Asia, including specific pro-
grammes and special activities begun with
some countries in 1995

¢ develop the successful dialogue with
the Dynamic Non-Member Economies, in-
cluding its recent expansion in some
activities to new participants; continue to
co-operate with those Latin American
countries with which mutual interests
exist

* work to establish a wider variety of re-
lationships by means of a forum for dia-
logue with emerging market economies;
the structure to promote this dialogue will
function in accordance with the prin-
ciples, objectives and rules of the OECD
» examine further, with the completion
of the first phase of the Organisation’s
Study on Linkages between OECD and
Major Developing Economies, more spe-
cific aspects and impacts of such linkages
and the implications on OECD Members'
policy options in the future,

Ministers call upon the OECD to estab-
lish clear priorities in its work in order
to make the best use of available re-
sources. They consider that the OECD is
well equipped to face new challenges.
The Organisation is characterised by a
proven capacity for policy analysis based
on broadly shared political, economic
and social views. It also has an ability to
adapt its activities when new needs arise.



Implementing

the Jobs

Strategy

ago OECD Ministers
endorsed the Jobs Study which
proposed a wide-ranging pro-
gramme of actions to reduce
unemployment and boost
employment growth on a durable basis." How
far have Member countries moved since then,
and what remains to be done?

Economic recovery has brought with it
growth of employment but at a less rapid pace
compared with previous episodes of cyclical
growth, Unemployment is falling, but slowly,
and very little inroad has been made into the
most intractable problems; even with the
recovery, unskilled and low-skilled workers
are increasingly threatened by precarious
employment, long-term unemployment, and
social exclusion. The central finding of the Jobs
Study remains valid - the pressing need to
deal with the inability of our economies and
the workforce to adjust sufficiently rapidly to
changing circumstances. Recent trends have
also confirmed the long-standing differences
in job-creation performance across OECD
countries and the different strains that. in
different ways, threaten to weaken the social
fabric of all Member countries.

year

With high and persistent unemployment still
looming large for the coming years,
especially in continental Europe, governments
must place top priority on their efforts to
exploit efficiently the synergy between
macro-economic and structural policies which
will promote sustainable and job-creating
growth, This should allow OECD economies
to reduce the gap that exists between their
needs and their abilities to adapt to new tech-
nologies, intense competition and global-
isation — all sources of vast opportunity in the
future.

But the challenge is great. High levels of
unemployment and the ensuing social tensions
cause pressure to build for various types of
‘quick fixes' such as protectionism or other
inappropriate policies that slow the pace of
adjustment.

The OECD continues to support its
Member countries in meeting this challenge.
Following up on the Jobs Study, it has
entered the phase of active, detailed, and multi-
lateral monitoring of the need for and imple-
mentation of reforms. The specific policy
requirements for each country are being
worked out; these are being progressively
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enriched by the results of extensive
cross-country analysis, for example on tech-
nology, productivity and employment, active
labour-market policies and the interactions
between tax and benefit systems.

This country-specific analysis serves as the
basis for an on-going process of multilateral
surveillance, Most options for promoting
employment in a sustainable way involve diffi-
cult trade-offs and potential pitfalls. At virt-
ually every turn, governments face problems
of policies that are not doing enough to help -
or unintentionally are downright damaging to -
the people who most need help.

For example, governments can try to
encourage low-skilled workers to accept
low-paid jobs by providing in-work benefits
in order to assure a socially acceptable
income. But in doing this, governments have
to be very careful to avoid exacerbating
poverty traps — circumstances in which
people who have a low wage job are discour-
aged from trying to get a better one.

The same kind of trade-off applies for regu-
lations designed to guarantee protection o
those who have jobs. While these can help
promote long-term attachments of workers to
their firms, thereby fostering investment in
skills, they may also discourage the recruit-
ment of the unemployed.

Each government can learn from the exper-
ience of the others - from their successes, and
failures. The OECD ‘peer review' process -
multilateral surveillance of countries by one
another — provides a unique tool to that
effect.

The progress that governments are
making in this area is reviewed in a new pub-
lication, The Jobs Study: Implementing the
Strategy.” which was discussed by OECD
Ministers at their recent meeting.

1 The QOECD Jobs Study: Facts, Analysis, Strategies
aiiel The OECD Jobs Study: Evidence and Explana-
tions: OFECH Publications, Paris, 1904
2 The OECD Jobs Study: Implementing the Strategy
Ok Publiceations, Paris, 1993 i
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109 ISBN 92
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his OECD Observer
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Greece

March 1995

See George Soumelis, ‘Greece: Reform-
ing Financial Markets’, The OECD
Observer, No. 193, April/May 1995,

(109516 1) ISBN 92-64-04257-1, 104pp,

FF1 300 USS 240 1M 308

OECD Economic Studies

No. 23 - Winter 1994

March 1995

How has growing international trade
and foreign direct investment affected
employment and wages in OECD coun-
tries?

What is the impact of the EC's internal-
market initiative?

What are the benefits — and costs - of

zero inflation?

How much pressure will the aging popu-
lation put on financing public pension
svstems in OECD countries?

How do trade and environment devel-
opments and policies influence each
other?

70 L5549 DMO4

Global Warming:
Economic Dimensions
and Policy Responses

April 1995
(119500 11 1SBN ¢

Services
Statistics on International

Transactions 1970-1992*
March 1995

Reported by OECD countries, this
information is largely unavailable else-

where. It provides a statistical picture of

the developments in international trade
in services, an area which, in view of
the increasingly service-oriented
nature of modern economies, has
grown substantially over the past two
decades. This series includes country
tables for 24 OECD countries as well as
for specific categories of tavel, trans-
portation, government services and
other private services.
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and Structural Adjustment
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of the Development Assistance Committee
1994 Report*
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France: FF130; elsewhere: FF170 US$33 DM52
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Annual Report*

(43 94 10 1) ISBN 92-64-14276-2

France: FFY5; elsewhere: FF125 US$23 DM37

Access to Air Travel for People
with Reduced Mobility

(7595 02 1) ISBN 92-521-1200-4
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Vol. | - Main Aggregates - 1960-1993*
(30 95 01 3) ISBN 92-64-04352-7, bilingual

France: FF160; elsewhere: FF2100 USs39 DM63

Agricultural Policy Reform: New Approaches

The Role of Direct Income Payments
(5194 11 1) ISBN 92-64-14291-6
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Cities for the 21st Century
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France: FF160; elsewhere: FF210 US$39 DM63

* Blectronic edition avaflable.



Each review:
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Development Centre Seminars

Social Tensions, Job Creation
and Economic Policy

in Latin America

February 1995

Latin American countries have embarked
on & new path of growth opened up by
wide-ranging macro-economic policies,
Yet serious social and employment prob-
lems remain. Resolving these problems
represents the next challenge for the
region. Human-capital policies must be
devised and put into place so that
growth in a competitive global environ-
ment can be sustained and the benefits
of growth more evenly distributed;
social policies to provide protection for
the poor and those currently excluded
from the development process need to
be designed; and strong institutions to
support these policies must be estab-
lished.

(41 95 05 11 ISBN 92-04-14403-X, 384pp.

France; FF185; elsewhere: FF240 US$45 DM73

Development Centre Studies

The Political Feasibility
of Adjustment

in Developing Countries
March 1995

(41 95 04 1) ISBN 92:04-14395-3, 133pp.
France: FF110; elsewhere: FF145 USS2T DM43

The Economic
Transformation

of South Korea:

Lessons for the Transition
Economies

Chung H. Lee

March 1995

This study on the transformation of
Korea over three decades challenges
the view that economic success wis
simply based upon sensible macro-
economic policies. It argues that the
role of the government far surpassed
that of simply adopting and implement-
ing these policies. It explains why an
activist role favouring enterprise, giv-
ing priority of education and reducing
rural inequalities, makes sense in terms
of economic efficiency for a country in
economic transition. The study con-
cludes that economic transition can be
accelerated by such an activist govern-
mental stance which goes beyond
merely providing a stable and neutral
incentive system for the private sector.
(41 9502 1) 15BN 92-64-14325-4, 50pp.

France; FF70; elsewhere: FFOD USS1T DM28

Development Centre Documents

Beyond the Multifibre
Arrangement:

Third World Competition
and Restructuring Europe's
Textile Industry

Giorgio Barba Navaretti, Riccardo Faini
and Aubrey Silberston

April 1995

The Muliifibre Arrangement (MFA)
which has regulated trade in textiles,
fibres and clothing since the 19705 will
have been dismantled by the year 2004,
This volume, based on a conference of
experts hosted by the OECD Develop-
ment Centre, demonstrates the likely
consequences of MFA dismantlement
both for Europe and for developing and
newly industrialised countries. Follow-
ing an initial period of disturbance,
notably in the developing countries,
long-term benefits should accrue to all
sides.

(41 95 01 1) ISBN 92-64-14326-2, 250pp,

France: FF123; elsewhere: FF165 US332 DM49

OECD Documents

Developing Environmental
Capacity:

A Framework for Donor
Involvement

February 1995

(4395 06 1) ISBN92-54-14383-1, S8pp.
France: FFT5; elsewhere: FF100 USST8 DM30

Geographical Distribution

of Financial Flows to Aid
Recipients:

Disbursements Commitments
Country Indicators 1989-93*
February 1995

(4395 05 3) ISBN 92-04-04351-9, bilingual, 240pp,
France: FF293; elsewhere: FFATO USSG8 DM110
*Available on diskete

Linkages:

OECD and Major Developing
Economies -

Summary

March 1995

Does the growing competitiveness of
the developing world threaten jobs and
wages in OECD countries? This study
argues that OECD countries stand to
gain far more than they would lose
from the rapid development of major
developing economies (MDEs) such as
China, India and Indonesia. These coun-
tries represent a large and fast-growing
market for OECD exports of goods,
services, know-how and capital, and
could therefore stimulate employment
and income growth within the OECD.,
Having embraced an outward-oriented

linkage-intensive development strategy,
the MDEs have a growing stake in a
liberal and rule-based global economic
order. They can be expected to take
more responsibility for global govern-
ance in trade and investment, en-
vironment, security and international
migration,

(4195 03 1) ISBN 92-64-14348-3, 40pp.

France: FF40; elsewhere: FF30 USS10 DMI16

Education

Schools for Cities

April 1995

(9395 01 1) ISBN 92-64-14324-6, 155pp.

France: FF100; elsewhere: FF130 US525 DM39
‘Indicators of Education Systems’ Series

Education at a Glance:

OECD Indicators

March 1995

See Norberto Bottani, ‘Comparing Edu-
cational Output’, The OECD Observer.
No. 193, April/May 1995.

(96 95 02 1) 15BN 92-64-14405-6, 350pp.

France: FF220; elsewhere: FF285 US354 DMS3
Forthcoming: German, Ttalian, Japanese and
Spanish versions.

OECD Education Statistics
1985-1992

April 1995

This digest of education statistics pro-
vides the basic data uvsed to calculate
the educational indicators published in
its companion volume, Education at a
Glance, It describes the evolution in
education systems. Statistical inform-
ation covers social and economic con-
texts, education expenditures, person-
nel, student participation (total enrol-
ments, level-specific new entrants,
graduates) and education outcomes in
the labour market.

(96 05 (4 3) ISBN 92-64-04361-0, bilingual, 251pp.
France: FF160; elsewhere: FF210 USS40 DMG0

Education and Employment
April 1995

(9195 05 3 ISBN 92-64-04357-8, bilingual, 110pp.
France; FF90, elsewhere: FF115 US522 DM34

Measuring the Quality

of Schools

April 1995

(91 95 02 3) ISBN 92-6:4-04355-1, hilingual, 180pp.
France; FF120; elsewhere: FF133 USS20 DM4T

Higher Education
Management, Vol. 7, No. 1
February 1995

Quality assurance is becoming a domi-
nant theme in governmental policies

Just Published

Bookstore

and institutional practices. This issue
presents developments from seven
OECD countries — Australia, Canada,
the Netherlands, Portugal, Spain, the
United Kingdom, the United States -
including changes in institutional
arrangements and the assessment of
both teaching and research.

(8995 01 1) 142pp.

France: FE100; elsewhere: FF130 USS23 DM40
Subseniption (three issues)

France: FF2060; elsewhere: FF285 15554 DMY5

Energy

IEA (International Energy Agency)

Oil Supply Security:

The Emergency Response
Potential of IEA Countries
April 1995

The International Energy Agency (IEA)
was created in 1974 following the major
oil shock of 1973, Tts main initial object-
ive was o ensure effective response to
any further disruption of oil supplies.
While much has changed since that
time and the 1EA is constantly adapting
to new circumstances, safeguarding the
energy security of its 23 member coun-
tries remains the central mission of the
[EA. The key to that effort is the IEA's
emergency response system.

With il imports of IEA countries
expected to rise steadily for many years,
and most of the increase coming inevit-
ably from the Middle East, this system
must be ready for swift and efficient
implementation in case of need.

Member governments are commit-
ted to holding oil stocks equivalent to
90 days of net imports. In the case of a
major actual or imminent oil disruption,
one or more of an integrated set of
emergency response measures can be
implemented to provide a rapid and
flexible response, as was done in the
1990-91 Gulf Crisis. These measures
include stockdraw, demand restraint,
fuel switching, extra oil production,
and sharing of available supplies.

(61 93 06 1) ISBN 92-64-14385-2, 250pp.
France: FF340: elsewhere: FF423 USS79.DM1 29

The Energy Charter Treaty
February 1995 :

The Energy Charter Treaty, signed at
Lishon on December 17, 1994, by re-
presentatives of 41 countries and the
European Communities after several
vears of negotiations, 'is an unpre-
cedented agreement establishing a
legal framework for investment and
trade in energy among OECD coun-
tries, republics of the former Soviet
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Union, and countries of Eastern
Europe. The Treaty also addresses a
range of other subjects such as transit of
energy goods, competition, and the
environment, and provides for the
creation of an Energy Charter Confer-
ence and Secretariat. The Treaty text is
a complex document with 14 annexes.
161 9504 1) 15BN 92-04-14384-X, 36pp.

France: FFO0; elsewhere: FFS0 USS 14 DM24

NEA (Nuclear Energy Agency)
OQECD Documents

Disposal of Radioactive
Waste:

Environmental and Ethical
Aspects of Long-Lived
Radioactive Waste Disposal
Proceedings of an International Work-
shop organised by the Nuclear Energy
Agency in co-operation with the
Environment Directorate, Paris, 1-2
September 1994

March 1995

(6695 03 1) 1SBN 92-64-14373-4, 318pp

France: FF200; elsewhere: FF260 1S$48 DM78

Proceedings of the Seminar
on Advanced Monte Carlo
Computer Programs

for Radiation Transport

Saclay (France), 27-29 April 1993,
organised by the OECD Nuclear
Energy Agency in co-operation with
The Shielding Laboratory of the French
CEA, Saclay (France) and EPIC Radia-
tion Shielding Information Center
(United States)

February 1995

(6095 05 11 ISBND2-04-14376-9, i82pp

France: FFAK:; elsewhere: FF300 USS93 DMIS0

Environment

Motor Vehicle Pollution:
Reduction Strategies
Beyond 2010

February 1995

(9795 (2'1) ISBN 92-04-14312-2, 134pp.
Frange: FF120; elsewhere: FFI53 USS29 DMA

CCET (Centre for Co-operation
with Economies in Transition)

OECD Environmental
Performance Reviews:

Poland

March 1995

This report is part of the OECD Environ-
mental Performance Review Programme
which conducts peer reviews of en-
vironmental conditions and progress in
each member country. It scrutinises
efforts to meet both domestic object-

ives and international commitments.
Evaluating progress in reducing the
pollution burden, improving natural
resource management, integrating en-
vironmental and economic policies, and
strengthening international co-operation
is also central to these reviews, The
analyses presented are supported by a
broad range of economic and environ-

mental data.
(97 95 03 1) 1SBN 92:04-14349-1, 145pp
France: FF140; elsewhere: FFIS0 18535 DM55

Glossaire de I'environnement
anglais/francais*

March 1995

* French only

13 2) ISBN 92-04-24297-X, 500pp.

+ FF420: elsewhere: FF325 US$96 DM 16O

Financial, Fiscal
and Enterprise Affairs

OECD Financial Statistics
(Part 2)

Financial Accounts of OECD
Countries*

Germany 1977-92

April 1995

(21 94 28 3) ISBN 92-64-043066-7; hilingual, 44pp.
* Available on diskente

Japan 1978-1993
April 1995

(209420, 3) ISBN 92-64-04305-9, hilingual, 44pp

Spain 1978-93
March 1995

(2094 27 3) bilingual, Gopp

Each review:

France: FIS0; elsewhere: FFG3 USS12 DM20
Subseription (three Parts),

France: FF1,700;

Elsewhere: FF1LST0 US$340 DMG00

Bank Profitability:

Financial Statements

of Banks 1984-1993*

April 1995

(219504 31 15BN 92-64-04363-2., hilingual, 200pp.
France: FE210: elsewhere: FE273 USS52 DM78

* Available on diskette

Foreign Direct Investment:
OECD Countries

and Dynamic Economies
of Asia and Latin America
March 1995

(2195010 1) ISBN 92-64-14382-3, 1%0pp.
France: FF230; elsewhere: FEA00 15535 DM90)
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Foreign Direct Investment,
Trade and Employment

April 1995

Does foreign direct investment (FDI)
help create jobs, both at home and
abroad? Because OECD countries face
historically high unemployment and
governments are looking more closely
at the links between FDI, trade and job
creation, the OECD organised a work-
shop on the implications of corporate
foreign investment decisions for the
labour market,

This publication presents the pro-
ceedings of that workshop and the
conclusions to  discussions on
delocalisation, the range of economic
policies required 1o create a healthy
investment climate conducive to FDI,
and areas for increased international
policy co-ordination.

(21 9505 1) ISBN 92-64-14406-4, 130pp.
France: FE210; elsewhere: FF275 US$32 DM79

Introduction to the OECD
Codes of Liberalisation

of Capital Movements

and Current Invisible
Operations

April 1995

OECD countries have committed them-
selves to maintaining and expanding
the freedom for international capital
movements and current invisible op-
erations under the legally binding OECD
Codes of Liberalisation. This booklet
explains the content of the OECD Codes
and the way they operate to achieve
that goal,

(219502 1) ISBN 92:04-14386-0, 102pp.

France: FF120; elsewhere: FF155 US529 DM4T

Indlustry, Science
and Technology

Telecommunication
Infrastructure:

The Benefits of Competition
ICCP No. 35

April 1995

Market liberalisation of telecommuni-
cation services has increased these last
vears, as has efficiency. While mono-
polies continue in certain OECD coun-
tries, a clear momentum exists for their
elimination. Yet restrictions on the com-
petitive provision of infrastructure — the
hardware and software for switching
and transmission that support services —
constitute one of the last barriers 1o
competition in this sector. This report

analyses the experience of the growing
number OECD countries with tele-
communication infrastructure competi-
tion and the benefits achieved.
939502 1) 15BN 92-64-14407-2, 82pp

France: FF93: elsewhere: FF125 USS24 DM30

Boosting Businesses

Advisory Services

February 1995

Governments subsidise small and
medium-size businesses by providing
advisory and consultancy services
directly (government services) or in-
directly (funds for using private sector
services), This publication provides a
carefully elaborated blueprint for plan-
ning, selecting, implementing and fund-
ing consultancy programmes, followed
up by empirical evidence of their suc-
cess. Thirteen case studies drawn from
manufacturing, technology and elec-
tronics sectors, among others, in a range
of OECD countries (Australia, Canada,
Denmark, France, Germany, Ireland,

Japan, The Netherlands, Norway,

Portugal, Sweden, the United
Kingdom, and the United States) pro-
vide concrete examples of the success-
ful use of such services. A policy frame-
work crowns the enterprise.

(7095 02 1) ISBN 92-04-14321-1, 192pp.

France: FF275; elsewhere: FF345 USSGT DM104

Industrial Structure Statistics
1993*

April 1993

(709505 3) 15BN 92-64-04300-8, bilingual, 420pp
France: FF340; elsewhere: FF425 1 DMI123

* Available on diskette and magnetic tape

OECD Documents

Protection of Intellectual
Property in Central
and Eastern European
Countries:
The Legal Situation
in Bulgaria, CSFR, Hungary,
Polanc? and Romania
March 1995

35 04 1) 1SBN 92-64-14397-1, 138pp
France: FFT0; elsewhere: FFX) USS17 DM28

Research and Development
Expenditure in Industry
1973-92

April 1995

This annual publication reflects recent
efforts made by the OECD to improve
the quality and availability of its data on
industrial R&D expenditures, There are
two parts to the publication. The first
presents estimated data covering a
period of 20 years for 12 OECD coun-
tries, as well as a zone total for the



European Union. The second presents
the official data on the business enter-
prise R&D expenditures submitted to
the OECD by 24 of its member coun-
tries. It also provides the sources and
methods used for compiling and
reporting this data.

With 50 tables

(7095 04 1) 18BN 92-64- 14402-1, 230pp.

Franve: FF220; elsewhere: FF290 USS35 DMS3

Research Training

Present and Future

April 1995

Research training leading to a PhID was
traditionally considered merely the
‘reproductive system' for scientists plan-
ning to pursue fundamental research in
universities and government establish-
ments. Today, the situation has changed.
Research in which post-graduates play
an important role must meet more strin-
gent demands for social relevance and
economic viability. A non-academic
labour market has developed for PhDs,
and many now pursue non-academic
careers in industry. Doctoral research
can be conducted outside universities,
raising the problem of maintaining
standards for research in universities,
where tasks are multiplying and the
context internationalising. This publi-
cation analyses the issues raised by
these changes and examines how OFC D

countries respond 10 []\LII\
(929501 1) ISBN 92-64-14347-3
Frince: FF240, elsewhere: H—%lhl\\wh INU|

CCET (Centre for Co-operation
with Economies in Transition)

Review of Industry and
Industrial Policy in Hungary
April 1995

See Helgard Wienert, ‘Industrial Evolu-
tionin Hungary’, The OECD Observer,
No. 193, April/May 1995.

(14 95 04 1) ISBN 92-064-14401-3, 108pp.

France: FF1L0; elsewhere: FF140 USS27 DMH0

Labour Market
and Social [ssues

Health Policy Studies, No. 6

Internal Markets

in the Making:

Health Systems in Canada,
Iceland and the United
Kingdom

April 1995

See Yutaka Imai, ‘The United Kingdom:
The National Health System’, The OECD
Observer, No. 190, October/Novem-

ber 1994
(81 95 03 1) ISBN 92-6e-14339-4, 73pp
France: FFS(; elsewhere: FF105 1USS19 DM31

Territorial Development

OECD Reviews

of Rural Policy:

Finland

April 1995

Finland is one of the most rural coun-
tries in OFCD and since 1992, its rural
policy constitutes a veritable develop-
ment strategy. This publication, the first
OECD national policy review of its
kind, focuses on the successful
approaches for improving the economic
performance of rural areas, and notes
weaknesses and implementation prob-
lems as well. It examines four important
issues: rural indicators, employment
opportunities, infrastructure and ser-
vice networks, and institutional organi-
sation, and suggests how to improve
their integration in the national strategy
for rural development.

(0495 02 1) ISBN 92-54-14385-9, 135pp.

France: FF150; elsewhere: FF195 US833 DMGO

Niche Markets as a Rural
Development Strategy

April 1995

See Bernard Lane and Kenji Yoshinaga,
‘Niche Markets for the Rural World',
The OECD Observer, No. 190, Octo-
her/November 1994.

(04 95 03 1) ISBN 92-6:4-14390-4, Hpp

France: FF93: elsewhere: FF125 USS23 DM37

Urban Travel

and Sustainable
Development

March 1995

Increasing urban car traffic causes con-
gestion, air pollution and accidents,
and creates risks of global warming,
This trend is becoming progressively
unacceptable to the governments of
many countries. A number of national
and local authorities are now en-
deavouring to reduce car travel in
cities.

This publication, covering 20 coun-
tries and 132 Lilit\ concludes that
sustainable urban development requires
strong new policy instruments, a mix of
better traffic management, improved
land-use planning, higher standards and
significantly higher charges for using
cars. It proposes specific ways to mix
these policies and evaluates the
potential improvement for pollution and

congestion.
(97 95 (4 11 1SBN 92-04-14370-X, 152pp
France: FF200; elsewhere: FF200 L5548 DM79

Trade

Trade and Labour Standards:
A Review of the Issues

Gary Fields

April 1995

This paper was presented at an inform-
al meeting on Trade and Labour Stand-
ards organised by the Netherlands
government in the Hague, in Septem-
ber 1994. The objective of the meeting
was 1o foster a first informal exchange
of views among trade policy officials.
The author, Professor of Labour Eco-
nomics at Cornell University, School of
Industrial and Labor Relations, has
written extensively on the subject of
trade and labour standards, In a larger
context, the OECD  presented a report
of possible links between trade and
labour standards to the meeting of
OFCD Council at Ministerial level in
May 1995,

(2205 (11 3) ISBN 92-64-404353-5, hilingual, 66pp.
France: FFO0; elsewhere: FFR0 US514 DM24

Transport

ECMT (European Conference of Ministers
of Transport)

European Transport Trends
and Infrastructural Needs
February 1995
Transport networks in Europe are in-
sufficiently integrated and subject to
widespread and increasing congestion,
particularly on roads. This publication
addresses these issues and, more spe-
cifically, examines the problem of
providing better access to western
Europe for peripheral regions and for
central and eastern Europe, as well as
the need to upgrade networks.
Current responses to these problems
are inadequate. Statistics and analytical
tools are lacking, national approaches
are highly differentiated, and analyses
and concepts are rudimentary and overly
sectoral. This publication considers
various measures for gearing European
transport infrastructure more effectively
to requirements, including an improved
perception of demand for international
transport, harmonised forecasting
models and planning procedures, defi-
nition of pan-European transport net-
works. infrastructural investments, im-
proving network operations and, lastly,
measures 1o influence demands for
mobility.
(7595 0311 ISBN 92-521-1199-7, 312pp
France: FE300; elsewhere: FF3TS USST0 DM 14
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Employment
Opportunities

OECD Headquarters, Paris

Vacancies occur in the OECD

Secretariat in the following

acwmes

Public Administration
: Payments
3 Am

Environment

Urban Studies

Fiscal Policy
Nuclear Engineering
.rv!mn-Econumm

Compuung and Communications

Qualifications:

relevant university degree; at least

o or three years' professional
‘experience; very good knowledge
of one of the two official

languages of the Organisation

(English and French) and ability to
draft well in that language: good

knowledge of the other.
Initial appointment:

two or three years,

Basic annual ;afary.

and from FF 430 000 (?rmu]aa]
Administrator), supplemented by
allowances depending on.
residence and family situation.
Vacancies are open to both male
and female candidates from OECD
member countries.

z\pphcations, in English or French

(specifying arex of specialisation
and enclosing detailed curriculum

vitae), should be marked 'OBS!
and sent to:
Human Resource Minagement
QECD
2, rue André-Pascal
755775 Paris Cedex 16
France
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Directory of Non-governmental Organisations
in OECD Countries

This specialised Directory provides information on over 700
non-governmental organisations (NGOs) active in population and
development. Profiles of the NGOs describe their aims, their work in
population and education and activities related to population in
developing countries. Cross-referenced indexes facilitate access to
information on ‘who is doing what and where’ in population and
development.
The directory serves as a unique and comprehensive guide for
development and health practitioners and planners, as well as for
those interested in population issues. It was prepared to coincide with
the 1994 International Conference on Population and Development,
and is the latest in a series of OECD Development Centre Directo-
ries on the development activities of NGOs based in OECD
countries.
The diskette contains software for use with an IBM-compatible Personal
Computer under MS-Windows.
The software provides an intuitive and easy-to-use interface which
enables you to:
« choose the English or French version of the text
« browse the entire text
« select specific text
« search for the next occurrence of selected text
« copy selected text to other Windows-based programmes
« print selected text and entire sections of the document
« define multiple key words in a boolean relationship
« choose display parameters
« obtain context-sensitive help.

System Requirements

To operate this application you must have the following configuration:
« an IBM-compatible PC with aVGA compatible monitor

« a minimum of 4MB of RAM (8MB or more is preferred)

+ 1 MB of free disk space

« MS-DOS version 5.0 or higher

« MS-Windows 3.1 or higher.

Price : FF800 £90 US$145 DM240

The OECD grants a special discount of 40% to people
working in education, to public libraries and to NGOs.

Descriptive leaflet available on request from OECD Electronic Editions
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