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AN ACCOUNT OF PROGRESS
IN MANPOWER POLICIES

by Gôsta REHN, OECD Director for Manpower
and Social Affairs

This presentation of man¬

power policy develop¬
ments in the last few years

is largely based upon inter¬
nal OECD material. Some

parts of the text parti¬

cularly in the country-by-

country summaries in the

latter part of the article

are taken directly from a

survey prepared for the
Council by the Manpower
and Social Affairs Com¬

mittee. Since, however,

the OECD documents are

restricted and, as such, not

for publication the article

keeps to material already
made public in the respect¬

ive countries. Opinions

expressed are those of the
author and do not commit

the OECD.

Recent years have seen a break-through for the idea of an Active
Manpower Policy in OECD countries. This does not mean
that manpower policy has been given its proper role as an
element in a durable solution of the much-debated conflict

between the various goals of economic policy maximum
employment, growth and stability : the resources devoted to measures in
the manpower field are still modest in relation to this task, but they are
growing at a high rate in most of the OECD area.

Increased attention is being paid by many governments to the task of
developing specific measures for better matching of supply and demand in
all parts of the labour market along with the more general fiscal and
monetary means governments traditionally use to achieve and uphold
the goals of economic policy. There has also been over the last few
years an actual expansion of concrete measures designed to stimulate
the switch of manpower resources towards the most productive tasks, to
increase employment opportunities in labour surplus areas, and to mobilise
under-utilised manpower reserves throughout the economy.

If reservations are made for national variations due both to differences

in immediate needs and to different political attitudes, the observation made
above seems to be the general conclusion to be drawn from a recent survey
following an OECD Council request for reports on the implementation of
its 1964 Recommendation on Manpower Policy as a Means for Economic
Growth.

The Council Recommendation and the specific guide-lines formulated
by the Manpower and Social Affairs Committee (together called the " Re¬
commendation on Active Manpower Policy ") were an amplification of
a " Statement on the need for an active manpower policy " submitted to
the Ministerial Council in 1962 by the same Committee. It requested govern¬
ments to re-examine their manpower policies in accordance with these
guide-lines in order to improve their ability to solve employment problems
created by technical and economic change. It was stressed that such an
improvement was an act of international co-operation : it would reduce
the risk of a retreat to mutually detrimental restrictive and protectionist
measures in case of employment difficulties.

The Manpower and Social Affairs Committee hopes, of course, that its
work not only the formal Recommendations but also the various other
activities for exchange of information and views has had and will have
a positive influence on practical policy in this field. Governments in some



countries explicitly say that this is so. In others, one
can only note that progress has been made along the
lines advocated by OECD, sometimes that our program¬
matic formulations are being used in governmental
statements. In only a few cases has any new procedure
for reappraisal of national policies been established
specifically to conform with the letter of ^the Re¬
commendation, but in most countries policy investig¬
ations were already under way or have recently been
started, and the responsible bodies have been invited to
take the OECD views into account - - presumably
together with the ILO convention and recommendation
on employment policy.

On the other hand, the efficacy of a policy recom¬
mendation must be based upon its correspondence with
basic economic and social forces. And it seems clear

that the progress in the direction of a more active man¬
power policy is first and foremost driven by the logic
of economic situations and experiences in an increas¬
ing number of Member countries. As the Secretary-
General underlined at OECD's Ministerial Meeting
in 1965, " incomes policy " as a method of containing
inflation without hampering growth and employment
has proved extremely difficult in situations of high
demand pressure; therefore increasing attention has to
be given to the structural factors of growth among
them labour-market adjustment.

The progress already made in manpower policy
in OECD countries has affected all its concrete features :

the employment service (not only the placement func¬
tion but also the auxiliary services such as general labour
market information, occupational counselling and gui¬
dance); promotion of geographical and occupational
mobility and adaptability through financial support and
provision of necessary training facilities; selective
job creation in cases of long- or short-term manpower
surpluses due to structural, cyclical or seasonal fluctua¬
tions or chronic regional under-development; increas¬
ing the employability of the handicapped and other
marginal groups through physical rehabilitation, educ¬
ational advancement, or special work arrangements;
income maintenance, social adjustment and industrial
relations activities to increase the acceptance of change
in the labour market.

The need for application of these programmes has
sometimes been demonstrated by somewhat dramatic
happenings in economic development. Those industri¬
ally advanced countries where full employment has
been maintained for a number of years have often
found themselves compelled to apply disinflationary
actions of a more or less drastic nature. In the short

run these actions have had negative effects on growth
and employment. This conflict has inspired the appli¬
cation of measures intended to counteract these nega¬
tive effects at the most sensitive points and thereby to
make the stabilisation policy psychologically possible
and economically more satisfactory.

In the North American economies it was the increas¬

ingly awkward social and political consequences of a

long period of relatively high unemployment together
with balance-of-payments difficulties that gave the
impetus to new programmes. Unemployment and
poverty had to be attacked both by increasing aggre¬
gate demand and by improving mutual adjustment
between supply and demand in the labour market.
As full employment is approached, the emphasis is being
shifted towards the latter kind of measure; the day
is perhaps near when the general demand-management
levers must be switched to the other side to brake the

boom, at the same time as the selective and adaptive
measures are further reinforced in view of inflationary

shortages in various parts of the economy along with
under-utilised manpower resources at other points.

There are also other and more constant factors

behind the general progress in manpower policy : the
increased rate and diversity of technical change; trade
liberalisation (in some cases manpower adjustment
programmes are provided in the trade treaties and laws
themselves); increased international migration (which
creates adjustment problems both in emigration and
immigration areas). As for the less-developed Member
countries, which still have huge surpluses of under¬
employed labour in agriculture, they must, of course,
rely mainly on the accumulation or import of capital
to solve their employment problems; but at least to
some extent governments in these countries too are
trying to develop activities which can be considered
as belonging to manpower policy, in particular the plan¬
ning and provison of adequate training for both young
people and adults.

Thus, a case could be made for a more active man¬

power policy in all countries, even without the immediate
incentives indicated above. The economic and social

benefits to be derived from better functioning of the
labour market and a fuller and better use of human

resources should be motivation enough. But in the
real world new policies are usually developed under
acute pressure.

As a matter of fact it has happened in more than one
country that the Ministry of Finance -- in the midst
of a drive to restrain government expenditure has
asked the Ministry of Labour to increase as much
as possible its expenditure for retraining and relocation
of labour in order to overcome inflationary and growth-

hampering shortages or to protect areas with un¬
employment from the effects of the general policy of
restraint. It is, however, not easy to improvise such
measures on very short notice and on a large scale;
an adequate administrative and planning apparatus
for manpower policy must be functioning in boom as
well as recession if it is to play the role that economic
policy makers should be able to expect from it : to
be an important factor of both stability and growth.

As already indicated, until now and in spite of recent
progress, manpower policy programmes in most cases
have been too limited in scope to be regarded as one
of the " essential elements of economic policy " as



recommended by the Manpower and Social Affairs
Committee in its statement of 1962. Usually the
number of people participating at any one time in
government-sponsored adult retraining programmes is
less than one-tenth of one per cent of the labour force,
and in no case does the number exceed one-half of

one per cent; this is so despite the fact that the shortage
of labour in expanding sectors has been one of the
outstanding inflationary and growth-hampering features
of most economies for many years. Area development
and worker mobility programmes have only to a

limited extent reduced the differences in levels of

income and unemployment between areas in countries
where this is a particular problem. It is, however,
important to note, as a final remark of a general character
before entering upon a survey of individual countries,
that the expansion of active measures in the manpower
policy field is continuing and even accelerating in
those countries where this policy is already supported
by the longest and widest experience. It may be
hoped that other countries can utilise this experience
for their own benefit.

*

NORTH AMERICAN

COUNTRIES

United States

In his Economic Report to Con¬
gress in 1965, the President declared
that "this administration is develop¬

ing an active manpower policy"; the

main instrument for reducing unem¬
ployment was, however, still the

general stimulus given to aggregate
demand through fiscal policy. The
1966 Report declares that in the

present situation stimulus from that

side is no longer necessary (rather
some restraint) ; public policy would,
however, include increased efforts to

improve the supply and productivity

of labour in important respects and

to adjust sectoral imbalances appear¬
ing on the way to full employ¬
ment. These efforts are also seen as

a contribution to an endeavour to

achieve acceptance of the govern¬
ment's guideposts for non-inflation¬

ary behaviour by business and labour

in a situation where unemployment

has been brought down below the

interim target of 4 per cent.

Although the financial and admin¬
istrative resources used for man¬

power policy still appear as relatively
limited in relation to the size of the

problems to be solved, they are

growing at a high rate. A stronger
top-level as well as local coordination

of initiatives in manpower policy is also
envisaged in recent presidential or¬
ders.

The budget appropriations for the
placement activities of the public
Employment Service have been doubl¬

ed in five years. Its personnel and
technical resources have been rein¬

forced. In addition, 200 youth cen¬
tres are being set up with a view

to providing better vocational guid¬
ance and to initiating various activities

to promote successful first contacts

with working life for school-leavers.

A public commission reporting in
January, 1 966, proposes further im¬

provements in the employment service.

The adult training programme for
the unemployed, begun in 1962, has
grown roughly as planned (nearly
400,000 persons trained during the
first three years) in spite of certain
difficulties in the beginning, partially
due to the modest incentives to parti¬
cipation; successive improvements
have included increased subsistence

allowances (in earlier stages, only the
unemployment benefit was paid) to
reach roughly 35 to 50 per cent of the
ordinary wage income and prolong¬
ation of the maximum duration of

courses to two years. Expansion is

now particularly directed to on-the-job
training contracted with individual
firms. Federal aid to the regular
system of vocational education for

the young will be nearly quadrupled
between 1963 and 1967 ($ 225 mil¬
lion) with a view to increasing parti¬
cipation in such education (particu¬
larly among disadvantaged groups)
and relating it more systematically to
the changing needs of the economy
at large. Furthermore, particular
training programmes are being applied
for shortage occupations (nurses,
etc.).

A unification of the Area Redevel¬

opment and Accelerated Public Works

programmes implies an increase of
their annual financial resources as

well as an effort to stimulate econ¬

omic development planning over larger
regions and the expansion of viable
growth centres. In addition, public
works for over $ 1,000 million are
foreseen for 1964-1968 to revive

the depressed Appalachian region.
To promote mobility out of labour
surplus areas an experimental scheme
of geographical mobility allowances
has been started.

The most important recent expan¬
sion of manpower policy activities,
however, is being brought about in
connection with the "War on Pov¬

erty" started in 1964. Thus the

Economic Opportunity Act foresees
for the current fiscal year a total
expenditure of $ 1,500 million, a

great part of which is to be used for

manpower measures particularly with
the aim of increasing employability
and employment of the rapidly grow¬
ing young generation, among whom
unemployment is particularly high.
A Neighbourhood Youth Corps (pro¬
viding full- or part-time job experience
and training in various community
agencies) and a Job Corps (work and
training centres away from home) as
well as a Work Study Programme
(part-time and summer employment
for students at college level) and a
Youth Opportunity Campaign (pro¬
motion of youth employment in pri¬
vate firms) all aim at giving partici¬
pants a combination of work exper¬
ience and financial possibilities for
further schooling. Preliminary state¬
ments indicate that this result has

been achieved in a few hundred

thousand cases. After initial diffi¬

culties these programmes are expand¬
ing rapidly.

Under a Community Action Pro¬
gramme, financial and technical assis¬

tance is given by the federal govern¬
ment to communities launching anti-
poverty campaigns for local job
creation, training and other social
and cultural activities. An Adult

Literacy Programme and a Work
Experience Programme have been

started to help " unemployables "
return to gainful employment. Here
too expansion is now rapid.

Several other programmes could
be mentioned. Manpower policy
considerations have inspired recent
developments in many areas of govern¬
ment activity. In the course of a few

years, the US has established a many-
sided programme of imaginative



experimentation in this field. After

drawing heavily on European exper¬
ience, this country now provides
several examples of interesting innov¬
ations. The new measures are also,

to an extent which is unmatched in

other countries, being studied through
a set of research projects with a view

to obtaining guidance for further steps.

Canada

The 1960's, and particularly the

latest couple of years, have seen a very
rapid development of manpower pol¬
icy in this country. Unemployment
has been progressively reduced by
methods which as much as possible

have been designed to promote struc¬
tural improvements of the economy

as well. The federally supported
accelerated training and retraining

programme for adults mainly the
unemployed but also others which
was practically non-existent five years

ago, now affects about one per cent
of the labour force per year (with
courses of varying lengths up to a
maximum of twelve months, subsist¬

ence allowances in most cases equall¬

ing or even exceeding unemployment
benefits). Training within indus¬
try and management training are

encouraged. Increasing difficulties
in relying on immigration for the
supply of skilled workers, together
with a foreseen increase in the ado¬

lescent population, gave impetus to a

programme for rapid expansion of
vocational training for the young; the

number of places in vocational schools
increased from 100,000 to 300,000

between 1960 and 1964, and the

rapid increase is continuing.

The regional development pro¬
gramme (mainly tax incentives) is
being reinforced; various training and
manpower adjustment measures are
planned as part of this programme.
A new geographical mobility pro¬
gramme gives loans and grants to
unemployed workers willing to move
to take up jobs. Transitional assist¬
ance benefits are given to workers
affected by the United States-Canada
agreement on liberalisation of trade
in the automobile industry. A con¬
sultative service is being built up to

help solve problems connected with
technical change at the plant level.
A subsidy to residential winter build¬
ing (S 500 per one-family unit) was
introduced in 1963 and proved very
effective in reducing seasonal un¬
employment. (An expenditure of
$ 14 million seems directly and

indirectly to have stimulated extra
winter employment for one or two
hundred thousand workers.) The

public employment service is being
reorganised and reinforced and is no
longer combined with unemployment
insurance.

A sign of the Federal Govern¬
ment's determination to pursue an

active manpower policy is the creation
of a new Ministry of Manpower

(1965) with responsibility for the
further development and implement¬
ation of all manpower programmes.

THE BIG WEST -EUROPEAN COUNTRIES

United Kingdom

This is a country where the problem

of reconciling full employment with
stability both with regard to wages

and prices and the balance of pay¬
ments has been most acutely felt.
On various occasions the United

Kingdom Government has underlined
that the present short-term measures
for disinflation and the restoration of

equilibrium in the balance of payments
must be combined with activities

directed towards the fundamental

growth factors, including efforts to
loosen up rigidities which hamper

adaptability in the economy, to im¬
prove occupational skills and to

promote productive employment in
remaining labour surplus areas.

There is a deliberate policy to
stimulate the necessary change of
attitudes of both management and
labour. Two manpower policy innov¬

ations (enacted in 1964 and 1965 re¬
spectively) are regarded as particularly
important in this context. One is the
establishment of Training Boards with
power to collectivise training costs in
their particular industry through the
imposition of levies on the employers.
(The Engineering Industry Board has
set contributions in this branch at

2.5 per cent of the wage bill, the
highest figure so far. This reform
is designed to give a strong stimulus
to expansion of industrial training for

persons of all ages and may lead to a
switch from the old concept of train¬

ing for craft careers to the more
modern ideas of training for adaptabil¬
ity. The other major innovation is
an overall system of redundancy pay,
most of which will also be collectively

financed. Although this is not a
specific incentive to manpower adjust¬
ment, it is considered necessary for a
readier acceptance of change in the
British labour market. A planned
reinforcement of unemployment insur¬

ance (wage-related benefits) has the
same purpose.

In order to protect the areas with
relatively high unemployment from
the negative effects of the general
disinflationary policy, and in the
longer run to promote utilisation of
the manpower reserves existing in
these areas, the regional development
programme is being stepped up,
principally through a system of direct
cash subsidies to capital investment
instead of the earlier tax incentives,

but also through better incentives for
the attraction of key personnel, etc.

Other recent measures : the capa¬

city of government training centres
(still small) is being doubled within
a couple of years. Geographical
mobility allowances have been in¬
creased and their coverage expanded.

The Employment Service is being
reinforced, both quantitatively (12 per
cent increase of placement staff in
1965), and through intensified train¬
ing programmes and organisational
reforms; thus the unemployment in¬
surance administration is being (at

least in part) separated from its other
tasks in order to improve its public
" image " and to allow it to concen¬
trate on placement and on vocational
counselling of both young people
and adults, for whom a new pro¬

gramme is being started in March,
1966.

The preparation of laws and imple¬
mentation measures connected with

the current drive for reforms and

experiments is regarded by the British
authorities as a "fundamental over¬

haul" of UK manpower policy.

France

As a token of the Government's

intention to develop a "dynamic
labour market policy" a National
Employment Fund was established in
December 1963, shortly after the start
of a disinflationary action in general
economic policy. The Fund is still



small 25 million francs are allocated

to it in the latest budget but it is
mainly intended to reinforce and fill
gaps in the various manpower policy
schemes already in existence. It is

administered by the Ministry of Labour
assisted by a tripartite body with advi¬
sory powers, which also has the
general task of making proposals in all
fields of employment policy.

With this fund the Ministry can, in
cases of mass redundancies, enter into

contracts with employers so as to

share in the burden of adjustment by
granting support for retraining, early
retirement and resettlement, income

maintenance during waiting periods,

and temporary guarantees against too
great reduction in income for workers

taking up a new job. The resettle¬

ment grants can now amount to as

much as three months' income plus

the cost of transportation. The num¬
ber of workers affected by all these

arrangements reached about 20,000 in
1964 (mainly in-plant retraining), and
the expenditure was of the order of
magnitude of 20 million francs. The
accelerated training programme for
adults (mainly for relatively young
unemployed people in government
training centres) reached 33,000 or
0.15 per cent of the labour force in
1 964 after some expansion during the

previous years; a doubling in five

years' time is under way. Recent
improvements in subsistence allow¬

ances have brought them to 50 to
100 per cent of ordinary wage levels

for participants in these courses,

usually of 6 months duration.

To provide employment for the

agricultural labour surplus, particularly
in the western provinces, the regional
development programme (tax incent¬

ives and grants for establishment of
new firms) has been gradually rein¬
forced. A programme of short-term
or evening courses (free but with no
allowances provided) is being devel¬
oped on a broad scale to promote

occupational mobility particularly
of rural workers to other industries.

The adaptation and integration of
immigrants is promoted by a new
law of 1964; 70 million francs have

been appropriated (1965) for this
purpose, mainly to finance inexpen¬

sive housing.

A law which came into force in

1 964 requests employers to reserve
3 per cent of the jobs for handicapped

persons (in addition to jobs already
reserved for the war wounded). Fin¬
ally, the employment service, which

hitherto has been of very limited

importance, is to be reorganised. Its
new form and scope are still under
consideration ; for the present most
attention is given to vocational gui¬
dance and counselling for the young,
this in co-operation with the unem¬
ployment insurance institutions run by
the big labour and management
organisations.

Germany

The labour shortages which have
been prevalent in the German eco¬

nomy for a number of years have been
met chiefly by a rapid increase in
recruitment of foreign workers. A
recent Government declaration under¬

lined that this method could no longer
be relied upon to the same extent: it

also indicated more stress on policies
for internal adjustment and develop¬
ment of manpower resources.

Among the most important spec¬
ific manpower measures of recent

origin are those designed to pro¬
mote year-round employment in the

building industry (first introduced in
1959, and later reinforced). These
include both subsidies to winter build¬

ing (mainly for builders of types of
housing being encouraged by the
Government) and " bad-weather com¬
pensation " to building workers in
order to bridge over periods of tem

porary work stoppage. These mea¬
sures, which absorbed nearly DM 600
million in 1964 have all but abolished

(visible) seasonal unemployment in
building and have contributed to

increasing the industry's output.

A scheme for industrial develop¬

ment in peripheral areas was enlarged
by one-fourth in 1965, increasing
appropriations for this purpose to
roughly DM 170 million.

The Public Employment Service is

trying to adapt itself to help mobilise
marginal groups for the labour market,
a new " rapid placement service " for

temporary and part-time jobs being
one example. Social insurance and

related legislation have been amended
to stimulate rather than discourage

part-time work for women. Funds

appropriated for retraining and further
training of adults has been doubled
from 1964 to 1965 (to over

DM 100 million at federal level).
Since the introduction of a new

Occupational Promotion Act in 1965
these funds have been used to

promote the upgrading of employed
personnel as well as for the unem¬
ployed.

The Governments of the Federation

and the Lander are jointly preparing
important reforms in vocational train¬
ing, probably along lines inspired by
a current tendency in private industry
to broaden vocational training so as to

promote adaptability.

THE SMALL WEST AND CENTRAL

EUROPEAN COUNTRIES

The Netherlands

One of the main features of full-

employment policy a centralised,
restrictive wages policy designed to
keep Dutch exports competitive and
to free resources for economic de¬

velopment has recently been libera¬

lised, and wage determination has
been decentralised. It is too early to

draw any conclusions about the
consequences of this action for em¬
ployment policy.

In 1 964 the General Directorate for

Employment was reorganised and
reinforced, both at the centre and in

the local employment services, in
order to improve mobilisation of

marginal groups, vocational guidance,

and accelerated training of adults.
In 1965 a new General Directorate

for general policy planning, research
and statistics was set up in the

Ministry for Social Affairs. Early in
1964 the Government had requested
the Social and Economic Council to

discuss "to what extent further

adjustments of manpower policy may
promote economic growth at the
highest rate ". Several commissions
under these two bodies are carrying
out investigations into various man¬
power policy areas and redrafting the
Employment Act, which will contain
"the quintessence of the changed
ideas since the Second World War

about the Government's tasks in the

field of Manpower Policy ".

(continued on page 8)



Belgium

Laws of 1961 and 1963 provided
the basis for expansion and innovation
in manpower policy, covering most of
the various possible measures for
promotion of adaptability and selective

creation of employment. Under the

terms of new provisions, grants are

given to encourage the establishment
of schemes for selection and train¬

ing of workers when this is desirable
for local expansion and reconversion
of industries. These grants are high¬
est in so-called " development areas ".

A special new feature in the Belgian
system is that students in the numer¬

ous evening schools organised by
public authorities are encouraged to
complete courses in industrial and

commercial topics by a special cash
premium for certificates (scheme in¬
troduced 1963).

A recently established Advisory

Council for Employment and Man¬

power is to develop a coordinated
employment policy integrated into
overall economic policy-making.
Under the auspices of this Council
manpower policies in Belgium are
subject to an overall reappraisal with
a view to further progress.

Austria

In connection with a 1964 anti-

inflation programme, the Government
declared that " liberalisation of the

labour market (freer immigration) and
an active manpower policy " were

part of the stabilisation policy. Legis¬
lation to reform the employment

service and the unemployment insur¬

ance, as well as the systems for anti-
seasonal employment stabilisation,

adult training, and regional develop¬
ment was already being drafted at that
time. Recent negotiations have
shown that the labour and manage¬

ment organisations are interested in
promoting these and related reforms.
Until now relatively few measures
have actually been put into effect.
Certain functional improvements in the
employment service and in regional
planning activities have been made.
In an improvised way redundancy and
reconversion allowances have been

granted and other adjustment activi¬
ties carried out in some cases where

big, non-profitable plants in thenation-
alised sector have been shut down.

(Otherwise such enterprises are often
kept going by means of subsidies.)

Switzerland

This country has mainly relied
upon market forces plus immigration
of foreign workers for the solution of
its manpower problems during a long
period of full employment, but since
1 963 a number of measures of another

type have been taken. To counteract

an overheating of the economy the
Federal Government has been autho¬

rised to regulate the volume of
building starts in local areas. For
political, ethnical and economic rea¬
sons a series of legislative steps have
limited in 1965 even reduced

the number of foreign workers. At
the same time, internal policies for

better adaptation and the improve¬
ment of national manpower resources
have been reinforced. New legisla¬

tion, approved in a 1964 referendum,
provides federal support to vocational
training, retraining and further training
for both young people and adults. It
is intended both to enlarge the volume
of these activities and to modernise

them so as to provide a broader base
of preparation for work and not only
specialised skills. Furthermore, the
system of vocational guidance and
counselling is being widened to serve
adults as well as the young.

Ireland

The Employment Service and other
manpower agencies and activities
have been of very limited importance

in this country, but in 1 965 a National
Manpower Agency was established
under the control of the Parliamentary

Secretary to the Ministry for Industry
and Commerce. The function of this

agency will be to exercise overall
control and direction of the various

elements of manpower policy so as to
ensure a co-ordinated and coherent

approach to the problem as a whole.

The tasks of the new Agency and its
various subsidiaries include : forecast¬

ing of changes in manpower demand
and supply ; establishment of schemes
for government-sponsored accelerated
training, redundancy payments and
financial support for resettlement of
unemployed workers; development
of a more efficient employment service
and vocational counselling; and co¬
operation with the housing authorities
to gear the supply of housing to labour
market developments.

Luxembourg

The close dependence of the
Luxembourg economy upon those of
its neighbouring countries makes the
current implementation of the Euro¬
pean Economic Community's rules for
liberalisation of international migration
particularly important. Since 1963
employers have received State assist¬
ance for improving housing conditions
of foreign workers. Recent co-ordi¬
nation of pension schemes improves
the inter-firm mobility of workers.

THE SCANDINAVIAN COUNTRIES

Sweden

The "new labour market policy",
deliberately designed to secure full
and productive employment without
intolerable inflationary pressures,
made a rapid start during the late
1950's. It was initiated and co¬

ordinated by a strong central autho¬
rity, representing labour and manage¬
ment organisations as well as govern¬
ment. Expansion continued during
the first half of the 1960's, when the
financial resources devoted to man¬

power adaptation were more than
doubled (in real terms) ; these pro¬
grammes the Employment Service,

the adult retraining scheme, the geo¬
graphical mobility incentives and va¬
rious arrangements for the handi¬
capped now take nearly 1 /2 per cent
of the national income. Budget ap¬
propriations for creation of jobs, tem¬
porary or permanent, in labour-surplus
areas are of about the same size,

following a more " normal " rate of
increase; the area development policy
received extra impetus from legislation

for a new programme of subsidies and
regional planning which became
effective in 1965.

The process of activation of man¬
power policy affects both the number

of persons concerned and the amounts

provided, e.g. the amount of mobility
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More training facilities for workers of all ages.

support for each person affected,
quality of the employment service, etc.
A number of new features were

introduced in 1964 and 1965, for

example : special training facilities for
single women with young children;
government buying of homes which
would otherwise tie their owners to

a labour surplus area; allowances for
workers from unemployment areas to
visit regions with an excess demand
for labour so that they can look for

jobs on the spot. A campaign was
launched to encourage local auth¬
orities and organisations to promote

more actively the social adjustment of
migrant workers.

In a report delivered in 1965, a
Royal Commission recommended fur¬
ther expansion and experimentation in
practically all fields of manpower
policy. It particularly recommended
widening of the adult retraining pro¬
gramme so that it would become a
more forceful instrument for improving
the supply of labour to expanding
industries with manpower shortages.

This scheme presently reaches about
3/4 of one per cent of the labour force
each year, with courses lasting six

months on the average. Access to
this training would be given not only
to the unemployed but to employed
persons as well, and the subsistence
allowances would be increased. A

government bill has just been publish¬
ed based on these proposals, at the

same time announcing preparations
for an even broader programme for
supplementary training and education
open to all adults a recognition of

the " continuous training " idea.

Norway

Presenting the economic pro¬

gramme for 1 966-1 969 to [Parliament
the Government underlined that full

employment could not be maintained
solely by aggregate-demand manage¬
ment, but that it was also " necessary

to pursue an active manpower policy ".
Grants for the various geographical

and occupational mobility measures
are steadily increasing, and new
measures are being considered.

Measures to promote regional
development have been considered
important for many years, but recently
the local and central agencies concern¬
ed have been strengthened so that
growth might be stimulated around
viable centres in all regions having
a surplus of labour. Among the
1 965 decisions to promote investment
in development areas is the allocation
of more capital for the lending oper¬
ations of the Regional Development
Fund and authorisation of the Fund

to give grants to cover the cost of
removal of existing enterprises into
lagging areas and to overcome the
special difficulties involved in estab¬
lishing an enterprise in areas lacking
industrial tradition, such as the train¬

ing of workers. Further tax incentives
to growth in lagging areas are also
being considered.

Denmart\
Proposals for reorganisation and

centralisation of the employment ser¬

vice (at presently mainly based on
craft-by-craft labour exchange offices
run by the unions) have met resistance.
Programmes for retraining and further
training of adults have, however, been
expanding. In 1965 they were widen¬
ed to cover skilled as well as

unskilled workers. Experiments have
been conducted on methods to reduce

seasonal fluctuations in building.

(continued on page 10)



(continued from page 9)

THE

MEDITERRANEAN

COUNTRIES

Italy

Manpower problems have been a
major consideration in the estab¬
lishment of present economic plans.
Through a parliamentary decision in
July 1965 the Cassa del Mezzogiorno
was given the means to fulfil its
programme for the development of
backward regions in the South. This
includes both the creation of product¬
ive employment opportunities and
the training of young people and
adults for the new jobs. With the
recent appearance of a shortage of
labour in certain areas and occup¬

ations, government efforts are being
directed to expanding vocational train¬
ing for adults in the rest of the country
as well (although, aside from unem¬
ployment benefits, little financial sup¬
port is being given to individual
participants), and a system of
supplementary vocational schools for
apprentices. The training program¬
mes are being geared more system¬
atically to the expected future structure
of demand. Current discussions on

plans for reform of manpower policy
are directed towards an improvement
of the information functions of the

Employment Service so as to ration¬
alise inter-area mobility and towards
increased co-operation with manage¬
ment and labour organisations in
promoting social adjustment of the
migrants.

Spain

The Economic and Social Develop¬
ment Plan for 1964-1967 foresees a

continued rapid shift of working
population from agriculture to industry
and the services. This is being stimu¬
lated by rapid expansion of vocational
training programmes. The capacity
for vocational education of the young
has been nearly doubled since 1959;
the intention is to double it once more

during the four years of the Plan.
An adult training programme, although
still limited in extent, is being
expanded at a similar rate. In 1964
a new Directorate for Social Advance

ment started a network of centres

(some of them mobile) to meet the
needs of the rural population for
upgrading of illiterate and unskilled
workers. Aid for reconversion of

firms was stepped up and a research
programme for employment forecast¬
ing instituted.

Turkey

Due to the country's limited econo¬
mic resources and its large underem¬
ployed agricultural population, the
more sophisticated aspects of man¬
power policy are not yet applicable.
Efforts are being made to develop
further the existing employment ser¬
vice. In recent years it has been
responsible particularly for helping
emigrants to find their way abroad.
Through bilateral agreements with
more industrialised countries and

other arrangements, young workers
and apprentices are being encouraged
to make use of the time they spend
abroad with a view to returning with
better industrial skills.

Portugal

Recently a central agency called
the Manpower Development Fund
has been established in the Ministry
of Labour to be a centre for the

development of manpower policy.
For the first time an employment
service is being built up (with tech¬
nical assistance from OECD) ; a first
office, which is also a training centre
for employment officers, was opened
in Lisbon in December 1965. The

first few centres for industrial training
for adults and apprentices have been,
or are being, set up. It is intended to
develop these activities considerably
during the next few years.

Greece

Out of the general social insurance
payment of 24.5 per cent on the wage
bill in manufacturing and service
industries, around one fifth is allocat¬

ed to manpower measures. Nearly
all of this is used for relief works and

unemployment insurance benef ts for
the workers in these industries. Small

amounts go to the Employment Ser¬
vice and vocational training institu¬
tions ; during the 1 960's some progress
has been made in these two areas

(e.g. vocational guidance, a law on
apprenticeship).

The Greek authorities have had a

positive attitude to emigration
regarding it as a safety-valve in the
labour market. Since the number of

emigrants has quadrupled in five
years, reaching 2 per cent of the
working-age population in 1964, the

attitude is changing. Support for
overseas emigration is being reduced,
and the Government is seeking the best
means to encourage the return of
emigrants who have gained industrial
experience in other European coun¬
tries.

JAPAN

A high rate of economic progress
has changed the labour market from
a situation of general surplus and
under-employment to one in which
shortages are being felt in many areas,
though surpluses continue in certain

regions and categories. This change
has provoked increased interest in

manpower policy. A regional and
industrial employment programme,
setting the guidelines for regional
development and transfer of man¬
power, was adopted in 1965. Efforts

to retrain older workers (and others)
likely to suffer from structural change
have been multiplied during the last
few years. (Facilities for about
80,000 trainees were available in

1964.) An industrial relations advi¬
sory service for medium- and small
scale enterprises has been established.

Government agencies in 1964
agreed to employ a certain proportion
of workers drawn from marginal
groups, e.g. middle-aged and older
workers. Private industry is also mak¬
ing efforts to improve opportunities
for these workers. (Because of the
special seniority system in Japanese
industry the position of these workers

is particularly difficult once they have
lost their old employment.) Encour¬
agement of geographic mobility by
means of allowances and temporary
low-rent housing in the labour-
attracting areas is receiving increas¬
ed emphasis. Finally, the Employ¬
ment Service is being modernised,
and a Labour Market Centre is being
equipped with electronic computers
so as to make information on job
vacancies and job seekers more readily
available and more comprehensive in

coverage.
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Mary S. PAINTER

ofthe OECD Economics
and Statistics Department

This article

is the last

of a series dealing with
construction

policies and problems
in OECD

Member countries.

Previous articles have

described what

has been and is being
done to overcome

housing shortages in
Switzerland,

Sweden and the

Federal Republic of
Germany,

the three countries

with the highest
building rate among
OECD Members.

The present
article sums up the

situation in

the construction

industry throughout the
OECD area.

I HW
The construction industry is, after agriculture, the largest

single industry in most OECD countries. Like agriculture, it

is also a basic industry, supplying one of life's necessities :

in the phrase of one observer " ... human beings... have to

spend the best part of their lives in and between the products

of the industry". (1) OECD has shown its interest in the

industry on many occasions. Construction policies are often

discussed at annual country reviews; the European Productivity

Agency published a number of reports on technical aspects of

construction; a team was sent last year, under the Programme

for Employers and Unions, from Luxembourg to Sweden to

study the elimination of seasonal unemployment in the con¬

struction industry; (2) policy on elimination of seasonal unem¬

ployment in this industry is also the subject of a report now

being prepared by a Working Party of the Manpower and

Social Affairs Committee; migration of unskilled construction

workers among Member countries is of interest to the Man-

power and Social Affairs Committee.

Because of this general interest in the industry, the following

article gives a bird's eye view of some of the main aggregate

statistics for the industry in Member countries, and a brief

review of major policies directed towards construction. The

industry and its problems are so vast and complex - whole

volumes can be, and have been, written on one small aspect

of it in one country - that no attempt at analysis has been

I "illlHIIMI
____ mmmm m

(1) H. Umrath, "The social framework of new developments in the building and

construction industry" in Innovation in Building, Contributions at the Second CIB

Congress, Cambridge 1962, (Elsevier Publishing Company, Amsterdam, New York.

1962) p. 73.

(2) OECD, Manpower and Social Affairs Directorate, National Missions 1964,

Report No 7.
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CHARACTERISTICS OF THE

CONSTRUCTION INDUSTRY

Perhaps the outstanding difference between construc¬
tion and other industries is the immobility of the final

product, (although there is increasing development of
prefabricated and mobile homes, particularly in the
United States). This usually means that there are few
nation-wide firms in the business, but many small local
firms. It means that labour must move to where the

demand is. It means that except for civil engineering,
very large construction projects or mass housing develop¬
ments, mass production and automation techniques
cannot be used to the same extent as in manufacturing
industries. Indeed, most of the technological advances
in the building sector of the industry have been in build¬
ing materials and equipment rather than in the structures
themselves (3).

Like agriculture, construction is subject to above-
average seasonal fluctuations from natural causes ; like
the durable goods industry, it is subject to above-
average cyclical fluctuations. Both types of fluctuation
have been reduced compared to the prewar period, but
still exist. In Canada, for example, it is estimated
that during the decade 1953-1963, average seasonal peak
employment was 37 per cent higher than seasonal
trough employment, an amplitude exceeded in only

two other industries (forestry, and fishing and trapping,
both much smaller than construction); for the economy
as a whole, it was 9 per cent. In the Federal Republic
of Germany, a government study in the winter of
1956-1957 indicated that 52 per cent of male workers
in the building and ancillary industries were dismissed
in winter, compared to 16 per cent for the economy as
a whole. (In both Canada and Germany, seasonal
unemployment has, however, been reduced in recent
years, as will be seen below.)

An analysis ofCanadian post-war business cycles show¬
ed that employment in construction and durable goods
industries almost always registered the greatest rates of
change, both up and down (e.g. in the expansion Oct.
1958 -Oct. 1959, employment in construction rose by
6.2 per cent compared to an average growth of 3.6 per
cent; in the following recession, October 1959 - March
1961, it fell by 8.0 per cent compared to the average
of 3.7 per cent). The swings in Europe during the post¬
war period have probably been less violent, as general
economic fluctuations have been less than in North

America.

(continued on page 14)

(3) Clifford F. Rasswerter, " Factors and motivation
stimulating industrial innovation and obstacles hampering
their effectiveness in the building field", in Innovation in
Building, op. cit., p. 46.

The importance ofnew construction expenditures in various countries, IQ53 and IQ63.

Total New Construction

Exp. as % GNP

Total New Construction

Exp. as %
Fixed Investment

Total New Housing Exp.
as % Total

New Construction

1953 1963 1953 1963 1953 1963

SWITZERLAND 11.9 18.9 67.6 66.2 39.2 37.7

ICELAND 18.7 16.1<a> 86.3 70.9W 39.4 38.6(a>

SWEDEN 12.9 15.5 62.4 66.5 38.7 36.6

NORWAY 15.2 14.7 50.5 48.3 39.7 29.4

CANADA 14.2 14.2 61.9 65.9 32.9 28.0

GREECE 8.6 14.1(b) 73.7 64.3<b> 58.8 42.2(b)

GERMANY (FR) 9.5 13.0 47.9 51.8 53.0 43.4

1 ITALY 10.0 12.9 52.3 55.6 39.5 50.1

NETHERLANDS 11.5 12.1 55.2 50.5 37.5 32.9

PORTUGAL 10.0 11.9 68.7 67.5 30,1 27.4

AUSTRIA 8.1 11.7 46.8 51.3 51.0 39.1

FRANCE 8.7 11.1 53.9 56.0 40.7 44.9

UNITED STATES 9.9 10.9 61.9 67.2 41.7 42.1

IRELAND 9.7 9.7 61.8 54.1 32.7 24.1

: DENMARK 8.5 9.2 49.7 48.4 38.5 36.7(b)

[ UNITED KINGDOM (7.2) 8.2 51.7 50.7 53.4 39.6

\Source OECD, National Income Accounts 1 950-1 961 and General Statistics January, 1 965. (a) 1961 ; (b) 1962
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77. Gross value addedandemployment in the construction industry asper cent ofthe totals.

Gross

adds

value

d in

Employment in
construction as

NETHERLANDS 7.0 6.8b) 8.7 9.0b)

construction

as a per cent of
GDP at factor cost

a per cent of
total

employment

UNITED KINGDOM 5.7 6.5 6.5 7.0

GREECE 3.3a) 5.8b) 2.6a) 4.3b)

1953 1963 1953 1963 TURKEY 5.8C)9) 5.28>o 1.6C) 22h)

AUSTRIA 7.7a) 9.2b) 7.9a) 9.9b) SPAIN 5.0f) 5.3 7.0

NORWAY 7.9 8.1 8.8 8.4 CANADA 6.1 5.2 6.6 7.1

ITALY 5.0 7.9 UNITED STATES 4.7e) 4.6e) 6.0 6.3

DENMARK 7.2c)d) 7.7d) 7.2C) 82 ICELAND 9.5J) 1 1 .0 !)

FRANCE 6.2e)f) 7.7e) 7.2f) 9.0 SWITZERLAND 9.1J' 9.5 ;)

FR OF GERMANY 5.8e) 7.6e) 8.2 SWEDEN 8.7

JAPAN 4.6g) 7.19) 4.1 5.9 IRELAND 7.3 6.5

BELGIUM 5.5 7.0 6.7 7.8

VSource ; Gross value added : same as Table I; employment : OECD Manpower Statistics, (a) 1951 ; (b) 1961 ; (c) 1955;
(d) Including repairs and maintenance; (e) GDP at market prices; (f) 1954; (g) Net; (h) 1962; (i) 1960; (j) 1950.

III. Price changes in GNP, residential construction, other construction and total
construction, 1953-1963 (1953 = 100)

GNP
Residential

Construction

Other

Construction

I
Total

Construction

I
Construction prices

GNP prices

ICELAND (a) 182.1 197.7 210.5 205.4 112.8

FRANCE 159.6 173.4 146.6 157.5 98.7

NETHERLANDS 139.6 159.5 159.1 159.3 114.1

AUSTRIA 139.1 158.4 156.3 157.1 112.9

GREECE <b) 137.1 134.2 152.8 144.1 105.1

SWEDEN 136.4 135.0 138.5 137.1 100.5

NORWAY 133.7 135.8 151.8 145.5 108.8

UNITED KINGDOM 133.7 124.4 128.4 124.9 93.4

ITALY 133.2 140.7 137.6 139.0 104.4

DENMARK (b) 133.0 134.3 136.5 135.7 102.0

SWITZERLAND 131.3 ..(c) .. .. ..

GERMANY (FR) 131.0 162.5 153.9 157.5 120.2

IRELAND 127.8 138.1 126.0 129.8 101.6

CANADA 121.6 128.1 124.2 125.4 103.1

UNITED STATES 119.8 118.1 126.1 122.7 102.4

BELGIUM 118.3 139.6 .. ..

PORTUGAL 111.8 109.6 105.2 106.2 95.0

Sources: Same as Table I. (a) 1953-1961 ;
Switzerland " by Heinz Kneubuhler in
faster than the cost of living.

(b) 1953-1962; (c) In the article "Housing Construction Policies and Techniques in
the Observer of October, 1965, it was indicated that housebuilding costs have risen much

^
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IMPORTANCE OF THE INDUSTRY

IN THE ECONOMY

One measure of the economic importance of new
construction is the share of total national product

(GNP) which is accounted for by expenditure on new
construction. This is shown for the 16 Member coun¬

tries for whom data are available, in Table I (4), where

they are ranked in order of this share in 1963. Switzer¬
land is at the head, spending almost a fifth of its total
gross income on new construction, while the United
Kingdom is at the tail with only 8 per cent (5). In all
countries except Iceland and Norway, the share of

IV. Various

Average No.
Rooms per

Person

around

1960

Per C

G

19

(dol

1 2

construction increased over the decade (6) with Switzer¬
land, where investment has been booming, showing the
largest rise.

New construction expenditures constitute the major
part of gross fixed investment, amounting in both 1953
and 1963 to between half and two-thirds of the total.

Within total new construction, residential housing is the

UNITED KINGDOM 1.49 1,565

UNITED STATES 1.49 3,090

BELGIUM 1.47 1,500

most important component, although the range among
countries is high in 1963 the low was 24 per cent in
Ireland and the high was 50 per cent in Italy. Hous¬
ing's share of total construction fell in most countries
during the decade, reflecting a more rapid increase in
other types of construction rather than a fall in housing
construction. (Table IV.) The major categories of

SWITZERLAND 1.43 2,024

DENMARK 1.39 1,700

CANADA 1.32 2,105

other construction are industrial, commercial and in¬
stitutional building,and highway and utility construction.
The relative importance of these categories varies with
the industrial structure of the different countries, but

internationally comparable data are not readily available.

NETHERLANDS 1.30 1,211

NORWAY 1.28 1,537

Measured by its contribution to gross domestic
product (gross value added in the construction

SWEDEN 1.21 2,046

industry, i.e. the value of output less the cost of
materials used as a percentage of gross value added
by all industries), construction is the largest single
industry in most countries (although it is exceeded by
agriculture in some Member countries), accounting for

GERMANY (FR) 1.14 1,640

IRELAND 1.11 803

a share in 1963 ranging from 4.6 per cent in the United
States to 9.4 in Austria. (Table II.) Further, its share

AUSTRIA 1.11 1,076

has generally risen over the decade, as has its share of
employment. The industry is clearly a major employer
in most countries, accounting for 7-9 per cent of total
employment except in Greece and Turkey. Construc¬
tion's share in value added is generally smaller than its

SPAIN 1.05 (482)

FRANCE 1.04 1,671

PORTUGAL 0.90 329

(4) The data in Table 1 are taken from comparable national
accounts figures, adjusted to OECD definitions. They thus
exclude repair expenditures. They are also at market prices,
and therefore exclude subsidies and include indirect taxes.

(5) While these percentages vary of course from year to
year, the ranking of the countries would not be significantly
changed by using the average of the last 2 or 3 years.

(6) In some countries at least part of the increase reflects
a more rapid rise in prices of new construction than of other
components of GNP. See Table III.

14

ITALY 0.87 899

(a) 1957-1961 ; (b) 1961 ; (c) 1962.

(d) New construction only, excluding restorations,
extensions and conversions.

(e) 1960-1963. For 1954-1959 the figure was 0.94,
but excludes West Berlin and the Saar.

(f) Population decrease.



Housing Statistics and per capita GNP

apita
NP

63

lars)

Ratio Housing
Completions

Increase

Pop. 1953-1963

Housing
Completions per

1,000 People
1963

Exp. Residential
Construction

as % GNP

Rent as a Per Cent

of

Consumer

Expenditures

1953 1963 1953 1963

Rank 3 Rank 4 Rank 5 Rank 6 Rank 7 Rank 8 Rank

8 1.03 3 5.9 12 3.7 10 3.2 14 8.3 4 9.9 4

1 0.45 13 8.6 4 4.1 8 4.6 6 11.9 3 13.3 2

10 0.96(a) 5 5.6 ^ 14 4.1 7 4.2 9 12.9 2 10.8 3

4 0.40 14 9.3 3 4.7 4 7.1 1

5 0.86 7 7.1 7 3.3 13 3.6(c) 12 6.9 6 8.2 7

2 0.30 15 6.8 9 4.7 5 4.0 11 13.2 1 16.4 1

11 0.53 10 6.7 10 4.3 6 4.0 10 6.3 7 8.1 8

9 0.94 6 7.8 6 6.0 1 4.3 8 5.6 9 7.8 10

3 1.63<d) 2 10.7<d> 1 5.0 2 5.7 3 8.3 5 9.3 5

7 0.83(e) 8 9.9 2 5.0 3 5.7 4 6.3 8 8.5 6

14 . . (f) 2.6 16 3.0 14 2.3 15 5.1 10 5.5 12

12 1.70 1 5.7 13 3.7 11 4.6 7 5.0 11 4.9 13

15 0.50 12 6.7 11

6 0.53 11 7.0 8 3.6 12 5.0 5 3.7 14 7.2 11

16 0.60 9 4.0 15 3.0 15 3.3 13 4.2 12 4.6 14

13 0.99 4 8.1 5 3.9 9 6.5 2 3.9 13 7.9 9

Sources : Column 1 except for Canada : Economic Commission for Europe, European Housing Trends and Policies in 1961 and 1962 (UN New

York, 1963) Chart I; Canada, Canada Yearbook 1963-1964 (Queen's Printer, Ottawa, 1964) pp. 156 and 702.

Column 2, OECD.

Columns 3 and 4, UN Annual Bulletin of Housing and Building Statistics for Europe 1963, (UN, New York, 1964) Table 2; Canada
Yearbook and OECD.

Columns 5-8,OECD.
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share in employment, indicating that productivity is
lower in the construction industry than the average
level in the rest of the economy, except in Japan, Greece
and Turkey. (For these last two the relatively higher
productivity in construction is undoubtedly a reflection
of the large weight in average productivity of agriculture,
whose recorded productivity is low because of large-
scale under-employment.)

The expenditure data presented so far are expressed
in current prices, indicating how the economies distri¬
buted their money expenditures. The share of real
resources devoted to construction has in a majority of
countries increased somewhat less, as construction prices
generally have risen more than the average (Table III).
France and the United Kingdom are the only large
countries whose average construction prices have risen
less than GNP prices, and even in France, this is not
true for residential construction taken alone. The cost

of both building materials and labour has risen, with
the wage rise generally outstripping the materials
price rise.

Even after allowing for the relatively faster price rise
of construction, it has accounted for a rising share of
real national expenditures in most countries : the
volume of construction has usually grown faster than
GNP (except in Ireland, Norway and the Netherlands)
and has fluctuated more.

HOUSING STATISTICS

The most important component of construction is
residential building, which is also the sector of most
interest to the general public because of its obvious
importance to the standard of living. International
comparisons of the adequacy (in both quantity and
quality) of the housing stock are extremely difficult if
not impossible to make. Any definition of" adequate "
would in intself vary from country to country, depending,
inter alia, on climate, living habits, income levels.
Furthermore, even statistics on a national basis are

often hard to interpret, as there is no national housing
market but rather a series of local markets : a high
number of rooms per person on a national average does
not mean that there is no overcrowding for much of
the population; nor does it indicate whether the rooms

are in good condition and furnished with heat, plumb¬
ing and utilities. The United Kingdom, for example,
has (or had around 1960) the highest number of rooms
per person, among the 16 countries for which figures
are available; yet the briefest of glances through the
British press indicates widespread dissatisfaction with
housing conditions.

Nevertheless, because of the widespread interest in
housing, comparisons will be made; and some of the
aggregate data relating to housing stock, rates of
construction and rents paid are gathered together in
Table IV. The countries are ranked in order of the

average number of rooms per person around 1960
(column 1). In the second column is given a rough
indicator of relative income levels as measured by GNP
per capita in 1963 (7), with each country's rank in
parentheseis. One measure of the rate of housing
construction during the past decade is shown in column 3
in the form of the ratio of housing completions to the
increase in population, while column 4 shows complet¬
ions in 1963 per thousand of total population, an
indication of recent rates of construction. A further

measure of the housing effort is given in columns 5 and 6,
which indicate the percentage of national resources used
for residential construction in 1953 and 1963. The final

columns measure the cost of housing to the consumer,
showing rent as a percentage of total consumers'
expenditure.

It is perhaps surprising that any relationships among
the figures stand out, in view of the many limitations
on the data for example, the number of rooms per
person as an indication of housing stock ignores its
quality and the extent to which it is geographically
located in accordance with the population; the data on
completions are gross i.e. demolitions and abandon¬
ments have not been subtracted and also do not take

into account quality and location; the figures on expend¬
iture on residential construction and on rent are at

market prices and do not include subsidies. Neverthe¬
less, some relations are seen. It might be expected that
countries low on the income scale would also be low

in the number of rooms per person, and this is generally
true. It might also be expected that countries where
consumers put a high share of their purchases into rent
would be high in the number of rooms per head or in
one or more of the indicators of housing " effort ", and
this is also generally true.

The data for the United Kingdom point up some
of the difficulties of the material : it might be expected
from the facts that the number of rooms per person is
high, as is the ratio of completions to the increase in
the population, that the housing situation is satisfactory,
and that it is not necessary to devote a large share of
resources to it; and in fact the United Kingdom is fairly
low in terms of the share of GNP spent on housing.
The popular dissatisfaction already mentioned implies,
however, that some of the things mentioned above
which are not included in these overall statistics are in

(7) The data are converted to dollars at current exchange
rates and do not accurately express relative living standards,
but do give a reasonable idea of the ranking.
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THE

ECONOMIC

OUTLOOK
MARCH 1966

In the present article, the Economics and Statistics Department of OECD assesses prospects up to the end of 1966.
Similar articles appeared in 1965 in the August and December issues of the OECD Observer. The analysis covers, suc¬
cessively, demand and output prospects, recent cost and price developments, and trends in international trade and capital

movements. The statistics have, wherever possible, been seasonally adjusted, and follow OECD définitions; estimates and
forecasts in the tables are those of the Economics and Statistics Department.

The forces maMngfor expansion have continued to strengthen in the OECD area as
a whole during the winter. To an important extent this reflects developments in the
UnitedStates, where lastyear 's rapid expansion now seems lively to be continued. But
in Europe some small acceleration can now be hopedfor, because firmer recoveries in
France and Italy should offset an opposite trend in Germany and a continuedflat¬
ness in the United Kingdom, and business in other European countries may become a
little more buoyant. In the course of iq66 output should also begin to recover in Japan.



// therefore no longer seems probable that the growth ofworld trade will slow
down. Rising demand in the OECD area has already helped to reverse the
deterioration of the external position of the less-developed countries.
But the very buoyancy of business conditions may raise certain problems. It
may become more difficult to %eep prices stable in the United States as the
margin ofunused capacity shrinks. And in the United Kingdom, the Federal
Republic of Germany and a number of other countries, price trends still call
for restraint. The externalpayments surpluses of France and Italy should be
reduced, and the same may begin to happen in Japan. But so long as its rate
of expansion is substantially higher than in most other major countries, the
United States will face a possibility that a shrinking current surplus could
partly offset the benefits that the programme to restrain the capital outflow
should confer on its balance of payments. The United Kingdom still has
furtherprogress to mat\e beforeforeign current and long-term capitaltransact¬
ions can be balanced without the help of the surcharge on imports.

DEMAND AND OUTPUT

In recent months economic activity in the OECD area
has been strongly influenced by the strength of the
expansion in the United States and Canada. A further
expansionary element in the later months of 1965 came
from a revival of industrial production in France. The
upswing in Italy, which had started in the spring, main¬
tained its momentum. In Japan, where the rate of
growth slowed down progressively during 1965, no
clear signs of a revival have appeared so far. In the
United Kingdom, where expansion also tailed off in the
course of 1965, industrial production is now moving
irregularly. In Germany it has been virtually flat in
recent months.

1966 should see output in the OECD group as a
whole growing at least as fast as last year, and possibly
slightly faster. The main expansionary influence is
again expected to come from the United States, where
the growth of demand has accelerated. Buoyant
demand trends continue in Canada. Domestic demand

is now expected to accelerate in France, Italy and
Japan, but there seems likely to be a further slowing down
in Germany and a flat trend in the United Kingdom.

In the United States almost all components of
domestic demand have been increasing strongly. Public
expenditure in the first half of this year is expected to
show an increase of 10 per cent (annual rate) and this
will impart a stimulus to consumption and fixed invest¬
ment which, on the basis of present policies, should
continue through the second half of the year. The
margin of unemployed resources is diminishing rapid¬
ly, and there may be some further deterioration in the
current external balance.

In Canada the expansion of all components of domes¬
tic demand is expected to remain high, and a further
deterioration in the current external balance seems likely.
Unemployment is down to 3.5 per cent and demand
pressures seem to have been increasing. With a normal
harvest the increase in GDP in 1966 may be around
5 per cent.

In France, private and public consumption and
public investment are likely to accelerate their upward
movement, and government measures have been taken
to encourage private fixed investment to recover from
its trough of the second half of 1965. Total domestic
demand should accelerate during the year. But since
exports seem no longer likely to rise faster than imports,
the foreign balance may cease to provide an expansion¬

ary impulse. Stock) accumulation, on the other hand,
may be substantial, and the GNP may rise appreciably.

In Italy total public expenditure, including invest¬
ment, should stimulate a rather faster growth of private
consumption, particularly in the second half of the year,
and a stronger tone in private investment is now likely
to make itself felt. Domestic demand is thus taking
over from exports as the basis for expansion.

In Japan the revival of domestic demand at the
moment depends mainly on public expenditure, with a
slight recovery of private consumption. Private pro¬
ductive investment has remained weak. These trends

are likely to continue through much of 1966, but expan¬
sionary policy measures can be hoped to lead to a
revival in plant and equipment expenditure later in the
year. A reversal of the inventory movement (from
strong decumulation in 1965 to moderate accumulation

IS



1. GROWTH OF REAL GROSS DOMESTIC OUTPUT

Estimates and Forecasts (percentage changes)

Weight (2)
Growth over

previous year

Changes from previous half year,
annual rates seasonally adjusted(3)

1964 1965 1966 1965

1st half

1965

2nd half

1966

1st half

1966

2nd half

UNITED STATES 52.9 572 5-572 572 6 57a 5-57a

CANADA 3.6 614 472-5 9 474 5 47a-5

FRANCE 7.3 3 472-5 2 47a 4 5-572

F.R. GERMANY 8.6 474 372-4 572 37a 4 372-4

ITALY 4.1 3 474-474 474 37a 47a 474-574

UNITED KINGDOM 7.6 2 1-172 2 7a 2 172-2

OTHER OECD

IN EUROPE 10.2 374 4-472 37a 2'/4 47a 4-472

JAPAN (1) 5.7 | 17_ 6-67_ -74 0 7 107_-11

TOTAL OECD 100.0 472 472-5 472 474 5 5-57_

of which :

OECD ex USA 47.1 372 37a-4 37a 274 4 41/a-5

OECD EUROPE 37.8 372 372-4 372 3 4 4-47a

EEC 22.7 37a 4-472 372 374 4 41/a-5

(1) Gross national product. (2) On the basis of Member countries' GDP for 1964 converted into dollars at current rates of exchange. (3) For
countries which do not have quarterly national accounts these are necessarily very tentative estimates based on available information about the
development of output, employment and expenditure.

in 1966) and the continued (although weaker) expansion¬
ary impact from the foreign balance should further
support the growth of output.

In the United Kingdom the trend of domestic demand
may be a bit less flat than it seems to have been in the
second half of 1965, but is unlikely to exceed the 2 per
cent annual rate to which it was reduced at the outset

of the stabilisation programme. Consumption may
rise somewhat faster than last year; but fixed investment
is expected to grow only very slowly, despite a continued
increase in residential construction. There may still
be some increase in stocks, but less than last year. Some
relaxation of the pressure of demand on resources can
be expected to develop during the course of this year.
But if clearer signs of continued improvement in the
foreign balance are not forthcoming, it may be necessary
to take additional budgetary or other action to restrain
the growth of domestic demand.

The deceleration in the rate of increase of domestic

demand in Germany is expected to continue. By the
second half of 1966 the rate of growth of domestic
demand may have fallen to an annual rate of 3 per cent,
compared with 6.5 per cent in the first half of 1965.
The component expected to show the sharpest slow

down is public consumption, but changes in the rate
of increase of private consumption and fixed invest¬
ment are expected to be marked as well. Consumption
will not benefit from further tax cuts, and investment

in plant and equipment may be unfavourably affected
by the continued tightness of credit and by reduced profit
margins. The effect of the slowdown in domestic
demand may be slightly reinforced by a moderate fall
in the rate of stockholding. But the level of activity
should be supported by an improvement in the foreign
balance.

*

The downward phases of the business cycle in Italy
and France were almost coincidental in time

the Italian down-turn starting a few months earlier
and being more marked; the Japanese down-turn began
a year later, before recovery had begun in either of the
other countries, and has not yet been clearly reversed.
In all three countries, the weakening of domestic

demand originated mainly in private investment in
plant and equipment, accompanied by or preceded
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by a weaker stock movement. But in each case
and particularly in Italy and Japan the depressive
effect on production of weaker domestic demand
trends was to a large extent offset by the development
of the current balance, imports starting to fall or stag¬
nate when domestic demand weakened, and exports
accelerating. In France, the stabilising movement of
the foreign balance, though less clear cut, was neverthe¬
less quite marked in 1965.

The size of the swings in the current balance of the
three countries combined was sufficiently large to have
an important impact on conditions in other countries.
For example, between the first and second halves of 1964
the net contribution of the three countries to world

supplies of goods and services was rising at an annual
rate of over $ 3 billion, with a further rise of $ 2 billion
in the first half of 1965. Much of this took the form

of increased exports to meet rising demand in other major
OECD countries particularly Germany. But to some
extent it represented a fall in French, Italian and Japan¬
ese demand for the products of the outside world.
In 1966 the combined balance of the three countries is

expected to swing the other way, perhaps to the extent
of some $0.8 billion, as their domestic demand recov¬

ers. In Italy, where the revival is already under way,
this reversal of the foreign balance is already apparent,
and is expected to become more accentuated in 1966.
In Japan, on the other hand, the reversal of the foreign
balance may not occur until late in 1966 as exports are
expected to remain very buoyant and imports to pick up
only gradually. In France, there will probably be some
decline in the current surplus in 1966, especially in the
second half.

When the current balances of France, Italy and Japan

were improving in 1964, so also were those of the rest of
the seven large countries combined. Altogether this
group improved its current balance by not far short of
$ 2.5 billion. Most of the impact of this change fell on
countries outside OECD. But nearly $ 0.5 billion was
absorbed by the smaller industrialised countries in
Europe, some of which were at that time in a situation
of overheating (e.g. Belgium, Switzerland, Nether¬
lands, Denmark). Most of these countries adopted
stabilisation programmes, and in 1965 their growth
rates were somewhat reduced and their combined

current balances improved by $0.5 billion. In 1966,
the GDP of the smaller industrialised OECD countries

as a whole may grow at about 4-4.5 percent, i.e. some¬
what more than in 1965, but much less than in 1964.

The earlier stabilisation measures in Belgium, Denmark
and Switzerland have had the effect of substantially

slowing down the growth of domestic demand, and the
slower trend is expected to continue. Sweden and
Norway have recently taken stabilisation measures
which should have a similar effect, and the very rapid
expansion in Spain may also slow down somewhat if
the measures now being designed are applied success¬
fully. The balance-of-payments effect of the expansion
in the seven large countries (their combined current
surplus may fall by around $ 0.7 billion) will probably
largely be felt by non-OECD countries.

COSTS

AND PRICES
On the demand side, 1966 looks like being a year in

which recovery is gaining momentum in Italy and France
and somewhat later in Japan, while in North America
the margin of spare capacity falls to the lowest level in
ten years. At the same time, demand pressures do not,
at present, seem likely to ease off much in the United
Kingdom where cost and price performance was far
from satisfactory in 1965. Taken together, these devel¬
opments may suggest that in a number of countries the
problem of achieving or maintaining a reasonable degree
of price stability will require careful attention during the
course of this year.

In the United States the rapid rate of expansion has
not so far been accompanied by a significantly faster
rise in consumer prices. The total index shows a some¬
what higher rise than the average of the preceding four
years (Table 2) but this was mainly due to food prices;
helped by the excise tax cuts, the rise in the non-food

2. PRICE AND COST 1NDIC

_, . Wholesale
Consumer Prices .. _ .

Manufactur

Average
1960-64

Latest

12 months

Average
1960-64

UNITED STATES 1.2 2.1 0.2

CANADA 1.4 2.9 1.4

FRANCE 4.1 2.9 2.4

GERMANY 2.7 4.3 2.0

ITALY 5.0 3.3 3.0

UNITED KINGDOM 3.2 4.5 1.8

JAPAN 5.9 6.6 0.4

AUSTRIA 3.6 6.0 n.a.

BELGIUM 2.2 4.2 1.5

DENMARK 5.1 8.3 n.a.

NETHERLANDS 3.1 5.9 2.2

NORWAY 4.0 3.1 2.1

SWEDEN 3.3 6.0 3.1

SWITZERLAND 3.2 5.3 (2.0)

SPAIN 5.5 9.3 1.7

Sources and methods : See notes on page 21
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items remained in the 1-1.5 per cent range which has
prevailed since 1960 (Chart A). Wholesale prices, how¬
ever, which had been stable for several years, rose by over
3 per cent last year. The major factor was the rise in
agricultural prices and some rise in raw material prices;
excluding this, wholesale prices of manufactured goods
rose by around 1 per cent, probably reflecting some
increase in demand and cost pressures.

The increase in hourly earnings has remained moder¬
ate, and at around 3.5 per cent seems to have been
fully absorbed by productivity gains so that there was
little change in unit labour costs (Table 3). The out¬
look for this year is rather mixed. The number of
workers affected by major contract negotiations will be
the lowest in recent years, and the increases resulting
from contracts concluded in 1965 and earlier will gener¬

ally fall within the 3.2 per cent guide-line. But in a
number of areas shortages of various types of labour
are beginning to make themselves felt, and there may be
a danger that local negotiations, e.g. in the construction
industry, will push up the rate of wage increase and
make it more difficult to preserve the guide-line when
the major contracts come up for re-negotiation.

The cost and price situation in Canada is rather
similar to that in the United States, but the acceleration

in both prices and wages has been more marked, and

3. CHANGES IN UNIT LABOUR

COSTS IN MANUFACTURING(1)
per cent change at annual rates

ATORS (per cent change per annum)

Prices of

ed Goods
Hourly

Wage Rates Hourly Earnings

Latest

12 months

Average
1960-64

Latest

12 months
Average
1960-64

Latest

12 months

1.0 n.a. n.a. 2.9 3.5

3.9 n.a. n.a. 3.3 5.8

0.5 7.9 5.7 n.a. n.a.

2.3 8.0 6.4 9.2 8.5

1.3 10.9 4.8 12.6 n.a.

2.7 4.1 6.4 5.6 10.0

2.2 n.a. n.a. 10.5 8.0

n.a. 5.5 14.0 8.7 12.4

1.4 6.6 8.7 7.6 9.6

n.a. n.a. n.a. 9.9 n.a.

2.6 9.7 8.1 n.a. n.a.

1.0 n.a. n.a. 6.8 8.2

3.5 n.a. n.a. 7.8 10.2

1.1 5.5 5.0 n.a. n.a.

1.5 n.a. n.a. 12.4 13.0

1958-64 1961-63
Latest

1 2 months

UNITED STATES 0 -0.5 0

CANADA 0.5 0 1.5

JAPAN 1.5 5 5

UNITED KINGDOM 2 1 5.5

FRANCE 4 5.5 1

GERMANY 4 4.5 9

ITALY 4 10 -3.5

Sources and methods : See notes b_low

(1) In terms of national currencies. Adjusted for changes in
exchange rates, the figures for the 1958-64 period are : Ger¬
many 5 per cent, France 1 per cent, and Canada 1 .5 per cent.

Note: Figures rounded to nearest half per cent. Last column shows
the change in the latest 3 months for which data available over a
year earlier

Table 2. Price and Cost Indicators

Wholesale Prices of Manufactured Goods. In principle,
factory prices of finished manufactured goods. Due to
important differences in coverage and composition of these
series, caution is required in making international comparisons.
For France, Germany, Italy, Japan and Norway the figure
shown is a weighted average of separate indices for consumers'
goods and investment goods; for France it relates to inter¬
mediate goods; and for the United Kingdom to home market
sales only, excluding food product. United States : manu¬
factured goods, excluding food.

Wage Rates. In principle, hourly wage rates for male and
female workers (excluding apprentices) in manufacturing.
In practice, definitions and coverage vary from country to
country as indicated in the notes in Main Economic Indicators.

Hourly Earnings. In principle, hourly, earnings for the same
group of workers as for wage rates, but see notes to Main
Economic Indicators.

Changes during latest 12 months and changes between the
last month for which figures are available and the same month
a year earlier.

Source : OECD Main Economic Indicators and national

sources.

Table 3. Change in Unit Labour Costs

Changes in labour costs per unit of output (the rise in total
labour costs divided by the rise in output in other words, the
extent to which eanings have risen more or less rapidly than
productivity.) International comparisons of movements in unit
labour costs raise many statistical difficulties. The figures
given here relate only to the manufacturing sector and, even
here, there are problems of coverage and comparability. In
addition, the estimates for recent periods are in many cases
based on less comprehensive and reliable indicators. In parti¬
cular, it should be noted that the Japanese data throughout
relate only to firms employing more than 30 persons and under¬
state the rise for the sector as a whole, and that the estimates

for France and Italy for recent periods are based on the movement
of wage rates rather than earnings.

Source : Secretariat estimates based on national publications.

21



unit labour costs have risen by 1.5 per cent over the
last twelve months after several years of near stability.

In the United Kingdom something like one-third of
the 4.5 per cent rise in consumer prices over the last
twelve months reflects higher indirect taxes; in the
latter part of 1965, both consumer prices and wholesale
prices of manufactured goods seemed to have been
rising at an annual rate of 2-2.5 per cent. On the wage
side, hourly rates rose by ,6.5 per cent and hourly
earnings by about 10 per cent over the latest twelve
months for which information is available. As in 1960,

an important factor has been a shift to a shorter standard
working week with compensating pay increases; this
trend is continuing in 1966. With the growth of
industrial production slackening off, the rapid rise in
earnings has led to a sharp increase in unit labour costs.
While this is a typical cyclical phenomenon and is more
likely to be reflected in reduced profit margins than in
accelerated price increases, the longer-run trend of unit
labour costs in industry gives cause for concern. Over
the seven years 1958-1964 (which include the mild
recessions of 1958 and 1961-1962), they rose by an

average of 2 per cent a year. This is a better record
than for the other major European countries or Japan (1) ;
but has not been good enough to prevent a continuing
decline in the United Kingdom's share of world trade
in manufactures.

The current rapid rise in wages should begin to
slacken as the present round of reduction in working
hours is completed and demand pressures begin to
ease. It is not yet clear, however, whether the govern¬
ment's efforts to establish an incomes policy will be
successful in creating the conditions under which
expansion can be resumed while the necessary improve¬
ment in the United Kingdom's competitive position
is being brought about.

In Germany the non-food items in the consumer price
index rose by 3.7 per cent over the last 12 months
(compared with slightly over 4 per cent for the total);
since 1961 the rise in this index has fluctuated rather

narrowly in the 2.5-3.5 range. The rise in industrial
wholesale and export prices, which accelerated in 1964
and early 1965, slackened off to an annual rate of
1.5 per cent in the latter part of last year. On the
wage side, the rise in hourly rates in industry, which
accelerated from around 7 per cent to around 10 per cent
during the expansion from 1963 to early 1965, has
already begun to moderate. Following the negotiations
recently completed in the iron and steel and engineering
industries, the prospects are for a smaller increase this
year.

The sharp rise in industrial unit labour costs last
year was mainly a cyclical phenomenon due to the much
slower growth of output. More significant is the fact
that over the whole period since the late 1950's unit
labour costs have tended to rise faster than producers'
prices. To a large extent this probably reflects a per¬
manent shift in the distribution of incomes towards

wages which may not yet have run its course. It is
possible, however, that even with a more moderate
increase in wages upward pressures on the price level

may continue to be felt as was the case during the
period of easing demand pressures in 1961-1962.

In both Italy and France the rise in prices and costs
slowed down markedly in 1965. In both countries the
non-food items in the consumer price index were rising
at an annual rate of around 2 per cent in the second half
of the year, and there was little or no rise in wholesale
prices. The rise in wage rates was in the 5-6 per cent
range compared with a 1960-1964 average of around
1 1 per cent in Italy and about 8 per cent in France.
Little recent information is available about earnings,
but with production picking up it seems likely that unit
labour costs have been stable or falling.

Given the substantial margin of unused resources
still available in Italy, the continued recovery of internal
demand this year should be compatible with a reason¬
able degree of price stability although this depends
to some extent on the outcome of wage negotiations
currently under way covering roughly three million
workers. Looking further ahead, there is a question
as to whether, as the economy approaches full employ¬
ment, there is a risk of another " wage explosion " com¬
parable to that of 1961-1964. This experience was in
many ways a rather special one. It coincided with the
first time that the Italian economy reached modern full
employment conditions in the post-war period, and it
probably led to a permanent shift in the distribution of
income towards wages similar to that which occurred
in Germany in the early 1960's. If advantage can be
taken of present labour-market conditions to make pro¬
gress towards the establishment of an incomes policy,
it should be possible - - given appropriate demand-
management policies to avoid the excessive price
increases of the early 1960's.

The situation in France is somewhat different in that

the easing of demand pressures was much less marked,
there is probably a smaller margin of unused resources,
and there may still be some latent upward pressure on
the price level resulting from the extensive use of price
control. Nevertheless, with large productivity gains
in the early phases of the expansion easing the pressure
on profits and prices, there seem reasonable prospects
for continued stability during the rest of this year. For
the longer-run it has to be borne in mind that wages
and salaries account for only about half of total incomes
in France and that a good deal depends on the develop¬
ment of incomes from self-employment which account
for around one quarter of the total. As far as wages
are concerned, the 6 per cent increase in wage rates in
1965 is probably consistent with only a moderate rise
in labour costs over the longer run, but during the last
ten years this rate has been exceeded in all but the
recession periods of 1958-1959 and 1964-1965.

The rapid rise of consumer prices has continued in

(7) The figures in Table 3 for Japan understate the rise
in labour costs in the whole manufacturing sector. Allowing
for the devaluation of the franc at the end of 1958, the rise
in labour costs in France in terms of foreign currencies
was less than in the United Kingdom over this period {see
notes to table).
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A - WAGE AND PRICE TRENDS 1955-65

| Lessening demand pressures

per cent change, annual rate.
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Source: Main Economic Indicators, OECD.

This Chart illustrates underlying wage and price trends against
the background of cyclical fluctuations in the pressure of
demand. Wherever possible the trend of wages is represented
by hourly wage rates in manufacturing in order to eliminate
fluctuations due to changes in the amount of overtime worked
etc.; similarly, the price trend as represented by the movement
of consumer prices, excluding food.

For the United States the wage figures relate to hourly earn-

1955 57 59 61 63 65

ings in manufacturing, and for Japan to the seasonally
adjusted index of monthly earnings divided by the seasonally
adjusted index of monthly hours worked. For the other
countries, see notes to Table 2 and Main Economic Indicators.

The trend shown is a centred four-term moving average of
quarterly changes, extrapolated into the first and second
quarters of 1965 with the aid of the latest available figures.
Source : Main Economic Indicators, OECD.



Japan, amounting to about 7 per cent over the year.
With the changed economic climate, however, the rise
in monthly earnings in manufacturing slowed down
sharply in the second half of 1965; but for the year as
a whole there was an increase of 9 per cent (compared
with an average of 10.5 per cent over the previous four
years). Large structural changes in the Japanese econ¬
omy have partly been responsible for the strong rise
in consumer prices (notably for food and services) and
the rapid increase in industrial wages which has prevailed
since the late 1950's. To some extent, therefore, they
may have been inevitable; and while they pose import¬
ant problems with regard to the management of the
domestic economy, there is as yet no evidence that they
have impaired Japan's competitive position in world
markets.

The recent intensification of upward pressure on
consumer prices has been particularly marked in the
smaller industrialised countries, with the exception of
Norway. Even in the countries where the rate of

economic activity has been slowed down by restrictive
measures taken some time ago (Belgium, Denmark,
Switzerland) the rate of increase in consumer prices
has remained high. The indices of wholesale prices
and wages seem to indicate, however, that in the Nether¬

lands and in Sweden the upward pressure on prices and
costs may have begun to abate somewhat. In Austria,
Belgium and Denmark, on the other hand, these indices

do not yet indicate any relaxation of inflationary pres¬
sure. As far as the less industrialised Member countries

are concerned, the rate of price increase has recently
risen sharply in Spain and, to a lesser extent, in Greece.

Prices and International

Equilibrium

For some time it has been possible to argue that the
fact that prices have been rising more rapidly in the
industrial countries outside North America, however
unwelcome on domestic grounds, has been a factor
making for better equilibrium in international trade
and payments. Even on these grounds, however, it
might now be thought that this divergent movement
has gone far enough.

From 1960 to 1964 it has been estimated that in

terms of labour costs the relative position of the United
States improved by as much as 1 5 per cent (1). In terms
of prices of manufactured products the gain was a good
deal less around 2 per cent per year but neverthe¬
less substantial. Over this period, demand in the United
States was rising at an annual rate of 4 per cent com¬
pared with over 5.5 per cent in the other industrialised
countries. With both demand and price effects working
in the same direction, the United States trade balance

in manufactures improved by around S 1 billion.
In 1965 the United States further increased its cost

and price advantage, although by a smaller margin
than in the preceding years. The relative demand
position, however, was reversed, with domestic demand

growing by 5.5 per cent inj the United States compared

with about 3.5 per cent in the rest of the OECD area.
While other factors were at work, it seems likely that
this was an important reason for the $ 1.3 billion deter¬
ioration in the trade balance in manufactures. In the

present year demand is expected to continue to grow
more rapidly in the United States than elsewhere -
although the gap may narrow during the course of the
year and a further deterioration in the trade balance

seems possible. At some stage during the next year
or so, however, the growth of demand in the United
States should slow down, and it may well be that when
the relative demand situation stops working against
the United States, the underlying price advantage which
it has acquired over the last five years will make itself
increasingly felt.

Among the other major OECD countries outside
North America, the average rise in industrial prices
over the period 1960-1965 was fairly closely grouped in
the 2-3 per cent range. There were, nevertheless, big
differences in the rise in industrial labour costs, with

particularly large increases in France, Germany and
Italy, and these probably affected both profit margins
in general and the relative attractiveness of foreign as
opposed to domestic sales. Over the last two or

three years, however, the effects of any such cost/price
changes on competitive performance have been dominat¬
ed by differences in relative demand pressures, and it is
not yet possible to assess how much the underlying
competitive positions of the countries concerned have
been affected.

(7) " Price and Export Performance of Industrial Coun¬
tries", Table 8, Junz and Rhomberg, IMF Staff Papers,
July 1965.

TRADE

AND

PAYMENTS
Summary

In the light of the internal developments discussed
in the previous section, the outlook for OECD trade
and payments has changed somewhat since last autumn.
In several respects it is more encouraging.

With more rapid expansion in the United States and
better prospects in some other countries, a slow-down
in world trade growth now seems unlikely, and OECD
imports and exports should continue to rise at around
9-10 per cent.

The changing pattern of demand pressures should
lead to a progressive reduction in the large current sur¬
pluses of Italy, France and, less certainly, Japan; to a
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reduction in the large German current deficit; and to a
further improvement in the United Kingdom's current
account. Since, however, demand is likely to continue
for some time to increase faster in the United States

than elsewhere, the United States' current account may
continue to deteriorate.

The primary producing countries have already begun
to benefit from the continued strength of demand in the
OECD area, and as their financial position improves,
this should be reflected in their demand for OECD

exports.

As was already apparent last autumn, there were
large changes in international capital flows last year,
most of which partly or fully offset the swings in current
account positions. New evidence now confirms that
these were mainly confined to the industrialised countries.
There seems to have been little change in the net out¬
flow of capital from the industrialised to the less industri¬
alised OECD countries, or in the net outflow from the

OECD area as a whole to the primary producing
countries.

The United States balance of payments programme
was widened and strengthened in December 1965; a
further reduction in the capital outflow is expected this
year and, in contrast to 1965, the main impact should
fall on the outflow of long-term funds. It is at present
difficult to assess whether this might lead to increased
tensions in financial markets outside the United States,

4. CURRENT BALANCES OF OECD

COUNTRIES, 1964-66 (t union)
Estimates and Forecasts

1964 1965 1966

CANADA AND

UNITED STATES 5.5 3.4 2.7 to 2.9

FRANCE, ITALY

AND JAPAN 0.1 3.8 2.9 to 3.1

GERMANY 0.2 - 1.5 - 1.0 to -1.2

UNITED KINGDOM -1.2 -0.5 0 to -0.2

TOTAL OF ABOVE

COUNTRIES 4.6 5.2 4.4 to 4.7

OTHER OECD

INDUSTRIALISED -0.9 -0.4 - 0.4 to -0.6

OECD LESS

INDUSTRIALISED -0.5 - 1.1 - 1.1 to - 1.3

TOTAL OECD (1) 3.2 3.7 2.6 to 3.1

(1) Differs from current balance of the OECD area with the rest
of the world due to inconsistent reporting of transactions
among OECD countries.

5. FOREIGN TRADE OF OECD AREA
Estimates and Forecasts (values, per cent change)

(D

Year-to-year changes

1964 1960-1963

8 billion Average

1964 1965 1966

Forecast

Change from previous half year
annual rate seasonally adjusted

1964

2nd half

1965

1st half

(1) Adjusted for changes in the coverage of U.S. special category exports and for the estimated shift of exports between end-
1964 and early 1965 figures due to the U.S. dock strike.

(2) Excludes U.S. and Canadian wheat exports to the Soviet Union and, for 1 966, exceptional U.S. wheat deliveries to India.

1965

2nd half

EXCLUDING EXCEPTIONAL WHEAT SALES (2)

CD Imports 113.3 8.0 12.1 9.6 10 6.0 9.2 14.0

h- Exports 108.9 6.5 12.8 10.6 9 10.4 10.4 11.0

Intra- OECD Exports 73.5 8.6 13.7 11.3 10-11 8.3 11.3 14.5

28 Imports 36.5 5.8 9.5 5.7 9-10 2.8 4.0 13.0

x u-1
UJ O Exports 33.0 2.2 12.1 8.8 6 15.3 8.6 5.5

INCLUDING EXCEPTIONAL WHEAT SALES

03
+-<

O Exports 109.4 6.5 13.3 10.2 9 9.3 9.8 12.0

Extra- OECD Exports 33.6

I

2.3 13.7 7.6 6^7 11.7 6.8 7.5
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B. TRADE OF MAJOR COUNTRIES

3-month moving averages of seasonally adjusted data
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and possibly some withdrawal of foreign funds from
the United States which would offset the gains to the
latter's balance of payments; or whether the process
by which, directly or indirectly, funds have been made
available by countries currently in a strong balance-of-
payments position will continue to ensure a reasonable
balance between supply and demand for international
funds.

Trade Trends

OECD exports in 1965 were heavily dependent on
demand from North America (Table 6). Germany and
the less industrialised OECD countries also contri¬

buted more than their proportionate share of the total
rise of demand for OECD exports. The United

Kingdom's contribution to international demand was
distinctly below normal, while those of France, Italy
and Japan failed to reach anything like these countries'
usual share. At the same time there was as previous¬

ly expected a slackening of demand from the non-
OECD countries.

By the end of 1965, the picture was changing in
several respects. Germany's imports were slowing
down as the investment boom in that country was

reaching its peak, and demand from the less industrial¬
ised OECD countries was also rising less fast. Imports
into France and Italy, on the other hand, were picking
up sharply as stocks were replenished in the initial
stage of economic recovery. The rise of imports into
North America remained strong, but with less emphasis
on OECD goods as stocks of primary commodities

were replenished, while special imports of steel came
to an end after the United States steel settlement.

On present expectations of domestic developments in
the main trading countries, it is assumed that demand
for OECD exports will move closer to its normal
pattern in the course of 1966. The relative contribu¬
tion of North America will be somewhat reduced as

import demand from France, Italy and Japan increases.
Germany's contribution should decline, the less indus¬
trialised OECD countries may also provide less stimulus
as restrictive measures begin to make themselves felt;
and demand by the United Kingdom should, if policies
to this end are successful, be even flatter than in 1965.

Although the current account position of the primary
producing countries is already beginning to improve,
it may be some time before this is reflected in a stronger
trend in exports to these countries (see below).

In both halves of 1965, the export performance of
individual countries was largely determined by the
relative pressure of domestic demand. Japan, Italy
and France (in that order) were the best performers,
while Canada and the United States were the worst;

the United Kingdom's performance improved substanti¬
ally in the second half of the year.

The most significant developments in recent months
have probably been the sharp rise in German exports
and the slow-down in the growth of Japanese and
Italian exports. In 1966 Germany's exports are likely
to rise faster, and Italy's more slowly, than in 1965,
both these changes largely reflecting changes in the
pressure of domestic demand. Japan's exports are
also expected to show a less steep year-to-year change
than in 1965.

6. CONTRIBUTION OF

SELECTED MARKETS TO TOTAL

DEMAND FOR OECD EXPORTS0»

Market

Average
share in

1964

Share

in growth
2nd half

1964 to

2nd half

1965

UNITED STATES AND CANADA 16 30

GERMANY 9 14

UNITED KINGDOM 7 4

FRANCE, ITALY, JAPAN 13 7

OTHER OECD INDUSTRIALISED 20 19

OECD LESS INDUSTRIALISED 4 7

REST OF THE WORLD 31 19

TOTAL OECD EXPORTS 100 100

(1 ) Excluding U.S. and Canadian wheat exports to the Soviet Union

Relations with the Rest of the World

The greater buoyancy of OECD imports in the second
half of 1965 benefited the rest of the world to an un¬

expected degree. (Table 7). It seems likely that,
superimposed on the acceleration of total OECD import

7. OECD IMPORTS FROM

THE REST OF THE WORLD

Share in

1964

imports

Per cent change

1960-

1963

average

from previous half-year (1)

64

2nd half

65

1st half

65

2nd half

NORTH AMERICA 23 3.4 10.4 -0.2 14.5

EUROPE 65 5.4 -1.0 5.2 14.0

JAPAN 12 16.3 7.2 10.2 0.5

TOTAL OECD 100 5.8 2.8 | 4.0 13.0
i i

(1) Annual rates, seasonally adjusted.
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C-RECEIMT EXPORT PERFORMANCES)

20

16

12

4 _

0 l_

>-t JAPAN

(1) Per cent change, second half 1964 to second half 1965.

* Adjusted for the dock strike (the unadjusted increase was 5
per cent.)

demand, there was a phase of restocking, after a period
during which stocks of primary commodities had been
run down, first in Europe (during the second half of
1964) then in North America (during the first half
of 1965).

In 1966, the volume of OECD imports from the rest
of the world is expected to continue growing at a
substantial rate, albeit more slowly than during the
second half of last year. The value of these imports
should rise even faster, as the decline in unit values,

which started towards the middle of 1964, has now

come to an end. Prices of foodstuffs and agricultural
raw materials are, on the whole, unlikely to fall from
the depressed levels prevailing early this year; producer
prices for non-ferrous metals may well continue to rise
in view of the inelasticity of supply in the face of rising
civil and military demands in the OECD area.

It seems quite likely that the decline in the trade
surplus of the industrialised countries with the primary
producers which started in the course of 1965 will
continue in 1966, although it may come to a halt
by the end of the year (Table 8). As a result of slacken¬
ing demand from OECD countries and of booming
exports to the rest of the world, the surplus which
had fallen to % 0.7 billion in 1963 increased continu¬

ously to a seasonally adjusted annual rate of $ 2.8 bil¬
lion in the first half of 1965 a level incompatible
with financial equilibrium in primary producing coun¬
tries as a group.

The first reactions came from the less developed
countries. (1) Despite the rapid growth in their export
earnings in 1963-1964, their reserves had changed
little from the depressed end-1962 level, leaving little
room for manoeuvre. Stabilisation programmes and
import restrictions were introduced in several countries
by the end of 1964, causing a gradual slow-down in the
growth of OECD exports to them in the course of 1965.
The sharp rise in OECD imports in the second half of

the year reversed the trend towards higher trade
surpluses with these countries (which thus lasted about
one year, against nearly three years during the previous
cycle). Over the year as a whole, the reserves of the
less developed countries rose by $ 0.5 billion (2). Pro¬
spects for exports to them in 1966, therefore, now seem
reasonably good.

The situation of the developed non-OECD countries
(Australia, Finland, New Zealand and South Africa) is

(/) Excluding high reserve countries (see note 2 Table 9).

(2) However, substantial trade credits were probably
received by some of these countries in 1965, and there may have
been little change in the net financial position of the group as
a whole.

8. OECD TRADE BALANCE WITH

THE REST OF THE WORLD(1)

($ billion)

1963 1964

annual rates!2)

1965

1st

half

1965

2nd

half

1966

Fore¬

cast

Less-developed countries 0.1 0.4 1.3 0.2 0.4

Australia, New Zealand,

South Africa, Finland
0.4 0.8 1.5 1.4 0.7

Sino-Soviet countries I 0.2 0.6 0.4 0.2

Total 0.7 1.8 2.8 2.0 1.3

(1) f. o. b. balance of payments basis.

(2) Seasonally adjusted.

CHANGES IN NET OFFICIAL

ASSETS(1) OF PRIMARY

PRODUCERS ($ biiiion)

1963 1964 1965

1st half

1965

2nd half

LESS-DEVELOPED

COUNTRIES

0.8 0.2 0.5 0.3

of which :

high reserve

countries (2) 0.6 0.3 0.3

other countries 0.2 -0.1 0.1 0.4

DEVELOPED

COUNTRIES (3) 0.6 0.1 -0.5 - 0.2

TOTAL 1.4 0.4 0.1

Note : Detail may not add, due to rounding.
(1) Official reserves net of IMF drawings.
(2) Iraq, Israel, Kuwait, Lebanon, Libya, Malaysia, Saudi Arabia

and Venezuela.

(3) Australia, Finland, New Zealand, South Africa.
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D - OECD RELATIONS WITH

THE REST OF THE WORLD

Trade of OECD with the

rest of the world

$ billion adjusted for seasonal variations $ biiiion
annual rate annual rate
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35
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Forecasts

EXPORTS

(left scale) : /* >"'

*Dock strike
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(right scale)
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IIP
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| 3 - month moving averages

Trade deficit of primary producers

with OECD area

1 .

2.

-4

Forecast

Trade balance, adjusted to balance of
payments definitions, calculated from
OECD data

Changes in reserves

of primary producers

1962 1963 1964 1965 1966

rather different. Though their exports to OECD
countries stagnated and in some cases declined from
the beginning of 1964, the relatively high level of their
reserves enabled them to increase their imports fairly
rapidly until the middle of 1965. In the first half of

1965, their reserves declined by $ 500 million, or some
16 per cent. At that point, South Africa took measures
to dampen the pressure of internal demand and re¬

stricted imports; the other countries in this group soon
took similar measures, and by the end of the year their
imports had flattened out. At the same time, OECD
imports from them began to recover and the OECD
area's trade surplus declined slightly. The reserves
of this group of countries, however, fell by a further
S 200 million in the second half of 1965 and may go on
declining until the trade balance reverts to a more normal
level. It therefore seems likely that they will maintain
their restrictive policies for some time yet, in which
case OECD exports to them may rise little from the
level attained in the second half of last year.

In brief, exports to primary producers as a whole
should do somewhat better than expected last autumn
but are unlikely to accelerate much, at least until late
in the year.

Current Balances and

Capital Movements

Changes in current account positions within the
OECD area in 1965 were, by and large, offset by changes
in net capital flows. The reduction in outflow from the
United States much exceeded the deterioration in the

current account. The increase in the Canadian current

deficit, and the much larger swing in the German
current account, were both partly covered by net
inflows of capital. France, Italy and Japan which
together had received substantial net imports of capital
in 1964 - became net exporters in 1965. For the
United Kingdom, both the reduced capital outflow and
the improvement in the current account contributed to
reducing the overall deficit. For the smaller industrial¬
ised countries in Europe as a group the improvement
in their current account position was much more than
offset by a substantial reduction in the net capital
inflow. In the case of the less industrialised OECD

countries, however, the deterioration in their overall

position was entirely due to a rising deficit on current
account.

The improvement in the capital account positions
of the United States, the United Kingdom, Canada
and Germany in 1965 appears to have been roughly
offset by the deterioration in the capital account posi¬
tions of the other industrialised countries. There was

thus little change in the net outflow of capital from the
OECD area as a whole (Chart E).

After making an allowance for the liquification of the
United Kingdom's official portfolio (1), the net long-term

(/) Estimated at % 0.5 billion.
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E -CAPITAL MOVEMENTS, NET(1) 1964-65

.S billion
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+ 1
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The improvement in the
capital accounts of

UNITED

STATES (2)

UNITED

KINGDOM (3)
CANADA (4) GERMANY

1964

1965

...was roughly offset by a deterioration in
the capital accounts of

FRANCE ITALY JAPAN

OTHER DECD

INDUSTRIALISED

OTHER OECD

LESS

INDUSTRIALISED

(1) Net long and short-term capital movements, including unrecorded transactions and
changes in net position of commercial banks (after adjustment to exclude United
States and United Kingdom banks' liabilities to monetary authorities).

(2) Adjusted for waiver of United Kingdom debt servicing and in 1 965, for liquification of
United Kingdom government portfolio. (S 0.5 billion).

(3) Adjusted to include amounts due but not paid under debt servicing obligations to
North America and, in 1965, to exclude German advance deposit for future export
deliveries.

(4) Adjusted for waiver of United Kingdom debt servicing.

TOTAL

OECD

ouLflow from the United States was about the same as in

1 964; direct investment outflows and new issues contin¬
ued to increase, but long-term bank lending and other
net long-term capital flows were reduced, the former
sharply. There was, however, a very large positive
swing on short-term capital account, which was only
partly offset by a below-average accumulation of dollar
balances by foreign private holders. The net inflow
of long-term capital recorded by Germany in 1965 largely
consisted of direct investment ; there was also a very

heavy inflow of short-term capital not routed through
the banking system as German monetary conditions
became increasingly tight through the year. The
increased inflow into Canada was more than accounted

for by a sharp turn-round in the flow of banking funds.
Net capital outflow from the United Kingdom declined
by about S 0.7 billion in 1965, largely reflecting a
reduced net long-term outflow.

Both Italy and Japan recorded large outflows of
capital in 1965, in the latter case in marked contrast
to the experience of 1964. In both instances, the out¬
flows reflected reduced levels of internal economic

activity and the sharp change of trend in the trade
accounts. Net long-term capital inflow into France
declined by about $ 150 million in 1965, with increased
net investment abroad by French residents and reduced
investment from abroad. There was also a sharp

adverse swing in French short-term non-monetary
capital movements, while French commercial banks
increased their net foreign assets by $ 200 million.

The net inflow of capital into the smaller industrialised
OECD countries declined by about $ 1.3 billion. While
the net inflow into Sweden and Norway rose by $ 100-
200 million, the inflow into Switzerland was halved,
the inflow into the Netherlands, Denmark and Austria

virtually ceased, and the Belgian capital account swung
from a net inflow to a net outflow. These changes

reflect both changing monetary conditions and the
action taken by the authorities in several countries to
reduce the capital inflow in order to check inflationary
developments at home. Capital flows to the less
industrialised OECD countries were little changed.

The outflow of direct investment funds from the

United States was not much affected by the February
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10. CHANGES IN BALANCE OF PAYMENTS POSITIONS, 1964-65
($ billion)

Current

balances
Capital

balances

net (1)
Total

CANADA, GERMANY, UNITED STATES -3.8 3.4 -0.4

FRANCE, ITALY, JAPAN 3.7 -2.9 0.8

UNITED KINGDOM 0.7 0.7 1.4

TOTAL ABOVE COUNTRIES 0.6 1.2 1.8

OTHER OECD INDUSTRIALISED 0.5 -1.3 -0.8

OECD LESS INDUSTRIALISED -0.6 -0.6

TOTAL OECD 0.5 -0.1 0.4

(1) Net long and short-term capital movements, including unrecorded transactions and changes in net position of commercial banks (after
adjustment to exclude United States and United Kingdom banks' liabilities to monetary authorities). Data for 1965 are partly estimated
by the Secretariat. An adjustment has been made to exclude the effects on the United States' accounts of the liquification by the United
Kingdom government of its security portfolio, (estimated at $ 0.5 billion)

measures until the second half of 1965. For the year
as a whole, the outflow was distinctly higher than in
1964; but between the two half years it fell by about
$ 0.85 billion. At the same time, foreign affiliates of
United States companies substantially increased their
demands on local financial markets. The new guide¬
lines adopted in December 1965 aim at cutting the out¬
flow from the United States to about the 1964 level;
unless total expenditure abroad by United States affil¬
iated companies is curtailed, this implies a sharp
further rise in their borrowing abroad (1). The mea¬
sures taken to restrain the direct investment outflow

from the United Kingdom were not expected to have a
very immediate impact. This is confirmed by the data
for the first three quarters of 1965 which show that,
compared with the same period of 1964, while there
appears to have been a reduction in net oil investment

abroad, other forms of outward direct investment

increased; and inward direct investment declined.

The last quarter of 1965 witnessed an upsurge of new
foreign issues in Europe. Foreign issues in the United
States continued at nearly the same rate as in the first
three quarters of the year, but foreign issues in European
domestic markets (2) showed a marked rise, while
issues in the Euro-issue market in the fourth quarter
alone amounted to nearly $ 400 million, making a total
of around $ 750 million for the year as a whole. The
rise of issues in Europe between 1964 and 1965 (over

(/) // is estimated that in 1965 about 30 per cent of the
capital expenditure of foreign affiliates of United States
companies was financed from local sources.

(2) Including issues in Germany, which might perhaps more
appropriately be regarded as part of the Euro-issue market.

11. NEW FOREIGN ISSUES ($ million)

1963 1964 1965

4th quarter

1965

Jan -Feb.

1965 1966(1)

UNITED STATES 1,250 1,060 1,200 250 n.a. n.a.

CANADA 20 20 20

EUROPE 440 970 1,300 560 140 220

a) National Markets of which ; 320 430 540 180 50 80

DM-issues (40) (220) (320) (130) (10) (15)
b) Euro-issues* 120 540 760 380 90 140

TOTAL 1,690 2,030 2,520 810 n.a. n.a.

(1) Partly estimated. * Excluding Euro-DM issues. n.a. Not available.
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$ 300 million) mainly reflected borrowing by |U.S.
companies. Issues in Europe by other borrowers
combined showed little change, but there was a shift
from the Scandinavian countries and Japan to borrow¬
ers outside the OECD area and to international insti¬

tutions.

Among other long-term capital movements, an import¬
ant development in 1965 was the sharp decline in long-
term lending by United States banks, from $ 0.9 billion
in 1964 to $0.2 billion in 1965. The repatriation by
United States residents of their portfolio of foreign
securities proceeded at an even higher rate than during
the previous year, probably in part due to rising stock
prices in New York and falling stock prices in Benelux,
France and Germany. There was also substantial liquid¬
ation of United Kingdom private holdings of United
States corporate securities following the tax and
exchange-control changes introduced during 1965.
Investors in other countries, on the other hand, seem
to have resumed their net purchases of United States
equities, but towards the end of the year there may
well have been some liquidation of US corporate
bonds by subscribers to issues of US companies in
Europe. Foreign holdings of German equities rose in
the course of 1965 at about the same rate as in 1964,

while net foreign purchases of German bonds remained
small.

At the short-term end of the spectrum of capital
movements, the out-turn for 1965 clearly reflected the
impact of the United States' February measures and the
effects of divergent conditions in domestic money
markets. United States banks and corporations both
repatriated substantial amounts of short-term assets
and, in sharp contrast to previous years, there was
probably a net inflow of short-term funds over 1965 as
a whole. At the same time, Canada also recorded a
sizeable net inflow of funds as against a small outflow
in the previous year, and the net inflow into Germany
rose to $1.1 billion. These movements were offset

by changes in the flows concerning most other OECD
countries, where monetary conditions were slacker or
special measures were successfully taken to promote
money exports. France, Italy, Japan and the smaller
OECD industrialised countries were, on balance,

substantial net exporters of short term funds, on both
banking and non-banking accounts, contrary to the
pattern prevailing in 1964. There were sharp swings in
the United Kingdom's position on short-term account
during the course of the year, with a strong inflow in
the closing months; taking monetary and non-monetary
capital together with unrecorded transactions, net
short-term capital movements over the year as a whole
were more favourable than in 1964.

by a $ 1.4 billion decline in the surplus of the other
OECD countries taken together. (Table 12). Among
the non-reserve currency countries the main changes
were the rise in the Italian surplus; the swing in the
German position from surplus to deficit; the sharp
decline in the surplus of the smaller industrialised
countries as a group; and the deterioration in the posi¬
tion of the less industrialised countries.

The pattern of official financing in 1965 was domin¬
ated by the large shifts of official assets and liabilities
which took place in the first half of the year, and, to a
smaller extent, in the second. In addition to their
combined deficit, the two reserve countries needed to
finance a substantial running-down of other countries'
official holdings of sterling and dollars. Gold losses by
the United States amounted to $ 1.4 billion, and net

drawings by the two countries on the IMF to $ 1.6 bil¬
lion. There was a further build-up of liabilities in
special forms (medium-term bonds, swaps, etc.), while
debt prepayments received from non-reserve currency
countries amounted to $ 0.4 billion.

In the second half of the year non-reserve currency
countries in the OECD area continued to build up their
gold holdings (by $0.5 billion after adjustment for
transactions with the Bank of International Settlements),
but only about half of this increase was financed by
US sales. The remainder reflected Russian sales,
which have been estimated at $ 350 to $ 500 million.

Private hoarding seems to have declined little from
the high level prevailing in the first half of the year.

Official Settlements

The main change in official settlements was the
reduction in the deficit of the two reserve currency
countries by I 1.7 billion. This was nearly matched

12. BALANCES ON OFFICIAL
SETTLEMENTS, 1964-65 (Sbiiiion)

1964 1965

Reserve currency countries

UNITED STATES - 1.0 - 0.7*

UNITED KINGDOM - 2.0 - 0.6

TOTAL - 3.0 | - 1.3
Non-reserve countries

FRANCE 0.8 0.9

GERMANY 0.2 - 0.3

ITALY 0.4 1.0

CANADA 0.4 0.2

JAPAN - 0.1 0.1

OTHER OECD INDUSTRIALISED 1.2 0.3

OECD LESS INDUSTRIALISED 0.5 - 0.1

TOTAL 3.4 2.0

Total OECD 0.4 0.7

* Excluding effects of portfolio liquification by the United Kingdom
government (S 0.5 billion)
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CONSTRUCTION IN OECD COUNTRIES

(continued from page 16)

fact very important namely, the quality of the hous¬
ing stock and the movement of the population.

Sweden stands high in the ranking of her housing
effort, whether measured by completions in relation to
the increase in population, to the total population or
by the percentage of national expenditures devoted to
residential construction. France, at the other extreme,

although fairly high on the income scale, is low in the
number of rooms per person and fairly low in most
measures of housing efforts, although the increase
between 1953 and 1963 in the housing share of GNP
and the near doubling of the share of rent in consumer
spending indicate a changing situation.

The heavy immigration into Switzerland is reflected
in the statistics in spite of ranking high in the ratio
of housing construction to GNP and in the number of
completions per thousand people, the increase in popu¬
lation has been such that in the ratio of completions to
the increase in population Switzerland is almost at the
bottom of the list.

In all countries except Austria and Belgium there has
been an increase in rent's share of consumption, reflect¬
ing, among other things, the relaxation or abandon¬
ment of rent controls, or reduction of subsidies (8).
Most countries are also putting a larger share of their
total final expenditures into housing construction, al¬
though because of the above average price increase in
housebuilding the increase in the share of real resources
used for housing is somewhat smaller. (In the United
Kingdom the decline in residential construction's real
share is less than appears in the table, as it is one of the
few countries where residential construction prices have
risen more slowly than average prices.) (See Table III.)

POLICIES

TOWARDS CONSTRUCTION

Many general economic policies affect the construct¬
ion industry, but perhaps four sets are the most
important and of the most immediate impact on the
industry : counter-cyclical, counter-seasonal, encourage¬
ment of industrialisation of the industry, and housing
policies.

Counter-cyclical policies

General demand management policies, both mon¬
etary and fiscal, are not usually aimed directly at the
construction industry, but do of course affect it import¬
antly; such policies are, however, beyond the scope of
this article. Some countries have used licensing require

ments to try to control the rate of construction : by
their nature these are clearly more useful for slowing
down activity when demand is too high, than for
stimulating demand. The Netherlands and Sweden
have long regulated the pace of construction by this
method, and recently Switzerland and the United
Kingdom have instituted licensing requirements. Sweden
and Switzerland also have programmes to stimulate pri¬
vate construction (as well as private investment in
machinery and equipment) in recession : in Switzerland,
federal, cantonal and municipal taxes are reimbursed
"... on capital investments which are financed by
reserves that are set aside in prosperity periods and
which are utilised only when the appropriate author¬
ities judge opportune " (9). Sweden, however, is
considered to have " ... probably the most exten¬
sive experience with measures for stabilising private
investment " (10). Under the present system companies
are allowed to allocate up to 40 per cent of annual
profits to investment fund reserves; if these funds are
used during a period officially determined by the Nation¬
al Employment Service to be one of recession, the
company is allowed a rebate on its income tax. Con¬
versely, if the funds are spent without permission, there
is a tax penalty. A threat of unemployment in the
construction industry during the winter of 1962-1963
led the Employment Service to authorise withdrawal of
investment funds for construction projects undertaken
before November 1, 1962, provided that the expenditures
involved were made between July 1, 1962 and April 30,
1963.

Finally, governments usually bear in mind to a greater
or lesser extent cyclical considerations when carrying
out their own projects, and indeed sometimes initiate
projects in certain areas specifically to alleviate unem¬
ployment. The Netherlands keeps a reserve of plans
(for such things as roads, sewers, swimming pools,
sports areas, land improvement), which can be carried
out either by municipalities or by subsidised private
individuals to relieve unemployment of unskilled con¬
struction workers. In Sweden the national government
(through the National Employment Service) has always
at hand a reserve of investment projects whose planning
is so advanced that construction can begin within two
months if the go-ahead signal is given; the giving of
this signal depends on the employment situation. To
encourage local authorities to plan reserve projects,
the central government can pay 50 per cent of the

(8) The rent payments are measured by what consumers
pay and therefore do not include subsidies. In countries
which subsidise housing, the share of the community's total
expenditures on rent would be higher.

(9) International Labour Organisation, Building, Civil
Engineering and Public Works Committee, Practical Measures
for the Régularisation of Employment in the Construction
Industry, Geneva 1964, p. 24.

(10) Ibid., p. 23.
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All weather power-plant construction in Northern Sweden : plastic housing replaces the traditional tarpaulin tent.

planning costs. The National Employment Service
can also subsidise up to 20 per cent of local govern¬
ments' construction contracts if the unemployment
situation is considered to warrant such action. Invest¬

ment policy of public enterprises is also affected by
stabilisation policy.

The United Kingdom experimented in the early
post-war period with using public investment as a
business cycle regulator, but found that the difficulties
were great : " ... in the early post-war period the view
(of the UK Government) was that (public enterprise
investment) could be turned on and off according to
the requirements of short-run economic stabilisation.
In practice, however, it has not proved to be as effective
as expected. Cuts in certain investments have been
made occasionally, but by the time the cuts would have
materialised the situation and the policy requirement
have changed; in other cases, a cut or even a slow-down
was avoided as far as possible in the light of long-term
priorities. On the other hand, it was found easier to
speed up public enterprise investment than to slow
it down " (11).

In France also, efforts are made " ... to launch,

speed up, postpone or cancel investment programmes
with a view to promoting short-term economic stability.
Changes are made in public investment plans, however,
only in close co-operation with and on the advice of
the Planning Commission; this ensures that such
changes are in harmony with the long-term objectives
and priorities of the Government. (12) "

Counter-seasonal policies

Seasonal fluctuations in construction work have

generally been reduced in the post-war period. To
some extent this is simply the result of commercial
incentives : technical progress has diminished the cost
of winter as compared to summer work; working in

(11) ILO, Practical Measures, p. 29.

(12) ILO, Building, Civil Engineering and Public Works
Committee, Practical Measures for the Régularisation of
Employment in the Construction Industry, Geneva 1964,
p. 28.
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the same direction, the generally rising costs of con¬
struction have meant that the seasonally higher winter
costs have tended to be overtaken by the following

summer by the secular cost rise.

Government policies, additionally, have provided a
major stimulus for the levelling out of seasonal fluc¬
tuations. Germany succeeded in reducing seasonal
unemployment in building from 333,000 in 1958-1959
to 44,500 in 1961-1962 by granting subsidies for winter
work. Sweden uses its licensing requirement to put

pressure on builders to reduce winter unemployment :
before a building permit is given, the contractor must
give a fairly detailed time-table of his operations. By
refusing some permits in the summer, when there is a
shortage of capacity in the industry, this system has
encouraged employers to improve techniques and
materials to make winter work more feasible. An

OECD-sponsored mission sent from Luxembourg to
Sweden to study the elimination of seasonal fluctuation
in building found that research, good planning and
organisation, an elaborate system of wages based on
piece work rates, mechanisation, use of new materials
and pre-fabrication all " combine to make work in the
building trade continuous throughout the year " (13).

Canada also has been very active in recent years in
combatting seasonal unemployment. The first meas¬
ures taken in 1959 were limited to a promotional cam¬

paign but did succeed in increasing winter jobs in the
home improvement and related fields. The Federal
Government tries to manage its own projects so as to
promote winter work, and has encouraged municipa¬
lities to do the same by granting subsidies. Finally,
since 1963 the Government has made a direct cash

payment to private owner-builders or first purchasers
who complete the major part of their home construction
during the four winter months. This programme is
considered to be the most effective as measured by

employment created per dollar of government expend¬
iture.

(sometimes at the local level and therefore varying from
one town to another) to control the health, safety and
location of buildings have tended to lag behind techno¬
logical developments and have sometimes prohibited new
techniques or the use of new materials. These codes
have been or are being revised in many countries, but
this is clearly a continuing process.

France has instituted a so-called " acceptance "

system (which has spread to other countries) under
which new materials are tested and approved by an
official body, so the individual builder does not have
to do his own experimenting. In the United Kingdom,
the Government has sponsored various studies of indus¬
trialised building; local authorities are joining together
" ... to pursue a joint policy of standardisation and
rationalisation permitting mass production and the
placing of bulk orders for a large number of building
components " (15). Over a sixth of local authorities'
housing completions this year will probably have been
built by fully industrialised methods (16); and the
government hopes that 40 per cent will be so constructed
by 1970.

In the Netherlands, a novel method of promoting
labour-saving building has been developed : because
of the high demand for housing and a shortage of man¬
power, it has been necessary to ration housing construct¬
ion, with each local authority receiving an annual quota.
Under the new system, every 100 houses built with the
use of only 70 per cent of the normal amount of labour
will count as only 80 on the quota. The larger the
savings in labour, the larger the quota bonus. A builder
who manages to put up 100 houses with only 40 per
cent of the normal labour force will use up a quota of
only 40 instead of 100 (17). Moreover, prefabricated
housing comes outside the quota system altogether, and
its manufacture has accordingly been stimulated, in
spite of its relatively high cost.

(continued on page 38)

Policies to promote
industrialisation

As was noted above, the very nature of construction
has made it more difficult for the industry to adopt
industrialised methods, a difficulty particularly import¬
ant for the building sector of the industry. (Indeed,
much technological progress has taken place in civil
engineering.) Nevertheless, spurred on by a serious
shortage of construction labour (14), especially skilled,
new methods and materials are being more and more

widely used; many governments are following policies
to encourage and accelerate this development. France,
followed by Scandinavia, is generally acknowledged to
be the European leader in developing and adopting
industrialised methods (e.g. préfabrication, standardi¬
sation of parts, modern methods of building with con¬
crete) but their use is rapidly expanding. One govern¬
mental policy to encourage this is simply the negative
one of not hindering it : building codes established

(13) OECD, Report by the Luxembourg joint team which
visited Sweden from \5th-2\st November, 1964 to study The
Elimination of Seasonal Unemployment in the Construction
Industry, Paris, 1965, pp. 5, 6.

( 1 4) The strenuous nature of the work and the fluctuations
in job opportunities have made it relatively difficult for the
industry to attract and keep an adequate supply of labour ;
and a shortage of skilled construction workers is a common
complaint. " Unskilled workers in some of the richer coun¬
tries such as France, Benelux, Germany, Switzerland are often
recruited from poorer countries - - Greece, Southern Italy,
Portugal, Spain, and Turkey among OECD members."''

(15) United Nations, European Housing Trends and
Policies in 1961 and 1962, New York 1963, p. 56.

(16) Geoffrey Owen, " Housing : Will the 400,000 Target
be Reached at Last?" Financial Times, July 1, 1965.

(17) " Dutch Housing ", Financial Times, June 22, 1965.
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UNITED STATES
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UNITED

KINGDOM

FRANCE

i	

SPAIN

	

NETHERLANDS

SWEDEN

1954 1963

AUSTRIA Total
(in

thous.) 40.5 41.2

State, local authorities (%) 13.0

Housing associations (%) 32.0

Private bodies (%) 6.0

Private persons (%) 49.0

DENMARK a) Total
(in

thous.) 19.5 25.5

State, municipalities (%) 5.6 1.7

Housing associations (%) 37.4 34.6

Private persons (%) 57.6 63.7

Aided (%) 49.8 3.3

Unaided [%) 7.2 60.4

FED. REP. OF GERMANY Total

Public authorities

Housing associations and co-opera-

(m
thous.

(%)

542.8b)

3.8

569.6

2.5

tives c) (%) 32.5 24.4

Private d) (%) 63.7 73.1

Individuals (%) 56.8 62.3

Housing corporations {%) 4.0 5.0

Enterprises (%) 2.9 5.8

FRANCE Total
(in

thous.) 162.0 336.0

State (reconstruction) (%) 23.0 1.2

Public bodies (HLM) (%) 18.9 30.1

Private [%) 58.1 68.7

Aided (%) 45.0 57.1

Unaided [%) 13.1 11.6

1954 1963

GREECE e) Total
(in

thous.) 48.0 67.3f)

State and private, aided (%) 18.8 3.6

Private unaided (%) 81.2 96.4

IRELAND Total
(in

thous.) 11.7 7.4

Public authorities (%) 56.0 30.3

Private g) (%) 44.0 69.7

NETHERLANDS Total h)
(in

thous.)
68.5 79.5

State (%) 0.9 0.7

Municipalities (%) 30.2 19.1

Housing associations (%) 30.8 24.2

Private (%) 38.1 56.0

Aided (%) 21.0

Unaided (%) 2.5 35.0

NORWAY Total i)
(in

thous.)
35.4 27.9J)

Public authorities (%) 2.3 2.6

Housing associations (%) 22.5 27.0

Private and industry (%) 74.8 69.5

Others (%) 0.4 0.9

PORTUGAL Total k)
(in

thous.) 17.0 28.0

Public bodies (%) 11.3 7.5

Private, unaided (%) 88.7 92.5
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V. Public and Private completions of Dwellings

1954

1963

SWITZERLAND

GREECE AUSTRIA NORWAY IRELAND

PORTUGAL DENMARK
I

1954 1963

SPAIN
(in

thous.) 87.2 206.7

State and authorities (%) 5.2

Other public bodies (%) 9.0

Private (%) 85.8

SWEDEN Total h)
(in

thous.) 58.2 75.1J)

State, county councilsand local author
ities (%) 32.2 32.0

Co-operatives (%) 24.7 24.3

Private (%) 43.1 43.8

Aided (%) 40.6 40.4

Unaided (%) 2.5 3.4

SWITZERLAND 1) Total
(in

thous.) 29.1 42.2

Public bodies (%) 1.4 2.1

Co-operatives (%) 11.7 9.4

Private (%) 86.9 88.8

Aided m) (%) 8.0 9.0

UNITED KINGDOM Total

Local authorities

Other authorities

Private persons, aided
Private persons, unaided

UNITED STATES e) (000)
Public authorities

Private

(in
thous.)

(%)

(%)

(%)

(%)

(in
thous.)

(%)

(%)

356.7

67.2

6.2

0.5

26.1

315.4

40.0

1.9

1.5

56.6

1,220.4n)

1.6

98.4

1,617.7

1.9

98.1

NOTES

a) Cities and urban areas.

b) Excluding West Berlin and the Saar.

c) Almost all with aid.

d) Individuals : partly with and partly without aid; housing corpor¬
ations and enterprises : most without aid,

e) Work begun.

f) 1961.

g) It is officially estimated that private building without direct
public financial aid amounts to between 2 and 5 per cent of the
volume of work aided.

h) New construction only, i.e. excludes restoration, extensions, and
conversions.

i) 70-80 per cent of the total number of dwellings built are aided.

j) 1962.

k) Dwelling for which an occupation permit has been delivered.

I) New construction in communes of 2,000 inhabitants and more.

m) Of the total built by co-operatives and the private sector.

n) Excludes farm dwellings.

Note : The word " aided " means that financial aid was given
involving disbursement of public funds; it does not cover
dwellings constructed with tax concessions or mortgage
insurance.

Source : UN Annua/ Bulletin of Housing and Building Statistics for Europe, 1963
(Geneva 1964).
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(continued from page 35)

Housing policies

The techniques of implementing housing policies vary
considerably among Member countries, but in almost
all of them, the aim has been for some time, and remains,
the encouragement of residential construction, particul¬
arly for lower and middle income groups. Most
Members were faced with a severe housing shortage
after the war. Construction had been low before the

war because of the depression, even lower during the
war when military demands had first priority over
resources, and in many European countries and Japan
much housing was destroyed during the war. The
acceleration of the movement of people to the cities
after the war added to the difficulties.

Even at the present time, there is still an overall
shortage of housing in many European countries. In
North America, the shortage has generally been made
up, but there remain problems of urban renewal and
the provision of adequate housing for low income
groups.

All countries aid housing in one form or another :
either by government construction of dwellings to be
rented at less than economic rents or by help to the
private sector (at least parts of it) through easy credit,
tax advantages, direct subsidy to the builder or, more
rarely, rent subsidies to the tenant. The choice of
methods varies widely, not only among countries but
over time within the same country. Data showing the
proportion of housing built directly by governments or
built privately with direct government financial assist¬
ance are shown in Table V. (This table does not,
however, show indirect government aid i.e. tax
advantages or mortgage insurance enabling private
borrowers to obtain much more favourable terms of

financing than would otherwise be possible.) At the
lower extreme of the range of direct government par¬
ticipation is the United States, where in 1963 only 1.9 per
cent of the dwellings begun were built by public autho¬
rities, and there was no direct financial aid to con¬

struction (the United States and Canada both, however,
have mortgage insurance schemes which benefit about
half of the dwellings currently built in the United States
and about 40 per cent in Canada). In the United
Kingdom, on the other hand, 41.9 per cent of com¬
pletions were government-built (and this after a decade
of steady decline, from 73.4 per cent in 1954). In most
countries, the aided sector has declined in relative

importance from earlier periods, partly because recon¬
struction of war-damaged housing has been lagely
completed. (In France, housing reconstruction by the
Government accounted for as much as 23 per cent of
total completions in 1954 but had fallen to only 1.2 per
cent in 1963). The increase in government-sponsored
low-cost housing in France has, however, more than
offset the decline in reconstruction, and France is one

of the two countries where public construction plus
directly-aided private construction have increased their
combined share in the number of dwellings completed.

(The other country is Switzerland, but here the aided
sector is much lower.)

The private sector of house building, particularly
that of owner-occupiers, depends heavily on the avail¬
ability of credit and the terms on which it can be had.
As already noted, some governments subsidise interest
rates for housing, make loans to individuals, guarantee
mortgages. The wide variety of housing credit policies
not only among countries but even within countries
makes generalisation impossible. In France, for
example, the amount and terms of credit available vary
according to, among other things, the type of housing,
the professional status and income of the borrower,
and family size. It does seem clear, however, that the
size of the required down-payment is larger (20 per cent
and up), the re-payment period shorter (often only
10 years), and the interest rate often higher (9-10 per
cent) than in a country like the United States which
relies heavily on relatively easy credit to stimulate
families to become home owners the required down-
payment for housing whose mortgage is insured by the
Government can be as low as 3 per cent, the repayment
period as long as 35-40 years. Even non-insured mort¬
gages have a long repayment period over 20 years
but the downpayment tends to be much higher (20-
30 per cent) and the interest rate around 6 per cent.

Finally, most governments are active in the field of
rent control, necessitated by housing shortages which
could not be met fast enough by new construction. In
the United States controls were imposed during World
War 11 (and have since been abolished), but in the
United Kingdom they date from the first World War,
and in France from just after World War I. As long
as shortages continue, their complete abolition could
lead to rent increases to socially undesired levels and
would, at least in some cases, require an upward revision
of the whole wage-price structure. Nevertheless
continuation of rent controls combined with rising

building costs has in many cases discouraged private
building for rental purposes. This has led most
countries to abolish controls on rents of new non-

subsidised housing, and gradually to raise controlled
rents, with the aim of eventually achieving a unified
rental market. In the meantime, there often exist large
disparities in rents of comparable dwellings. A recent
study of housing in the United Kingdom describes the
results in that country, and the description is applicable
to others : " The majority of rents bear little relationship
either to the cost of providing the accommodation in
question, or to the tenants' ability to pay. As a result,
some people pay less for good accommodation than
others pay for bad; some people are overcrowded,
while others live in houses much too large for them;
and the new houses which are built are not always of the
right kind (18). "

(18) Mrs. M.F.W. Hemming, " The Price of Accomod¬
ation ", in the National Institute Economic Review, August
1964, p. 39.
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MARKETING AND

DISTRIBUTION MARGINS
FOR MEAT AND DAIRY

PRODUCTS

New studies on distribution margins for meat and milf^ have been under-
tar\en under the direction of the OECD Committee for Agriculture. These
bring information on this subject up to date.
The purpose of both studies was to obtain a picture of the efficiency ofdiffer¬
ent mar/feting systems in providing adequate services at reasonable cost,
through the collection and analysis of basic material in regard to the most
important channels for these products, the function of each linf^ in the distri¬
bution chain, and the cost of distribution from producer to consumer. This
varies widely from country to country, and the publication in these reports
of different systems, and their results on cost margins, will be of interest not
only to administrations, but also to farmers and marketing orgafdsations.
On the two following pages appear graphs showing the shares in the total
cost of meat (beef and por^J and dairy products (milk and butter) attri¬
butable to the farmer, the distributor and the consumer in a number of
European countries. They are based on some of the many graphs and tables
contained in the two reports. (l)
(Margins for Meat" and "Distribution Margins for Milk", published by OECD and obtainable
free on application to the Division for Technical Action, Directorate for Agriculture and Food, OECD.

MARGINS FOR MEAT MARGINS FOR MILK

This report was prepared by Mr K. Svendsen of the
Agricultural Economies Research Institute, Stockholm. It
is based on information supplied by rapporteurs in the
countries dealt with, supplemented by additional data.

The report shows that in recent years meat production
and consumption have increased greatly in OECD coun¬
tries. Parallel with this increase, marked changes have
taken place in the meat industry and meat distribution.
Consumer demand for food shows a strongly increasing
demand for services of different types from the food
industry and the distribution sector. In this way the
processing and marketing of food absorb an increasing part
of consumer expenditure on food.

The principal changes which have taken place in the

distribution of meat during the last five to seven years are :

(Continued on page 40)

The intention of this report, prepared by Mr Hans R.
Espersen of the Royal Veterinary and Agricultural College,
Copenhagen, is to provide a factual description of the most
important channels of distribution; the functions of each
link in the distribution chain ; and prices and cost, starting
with the selling price received by the producer and ending
with the retail price paid by the consumer. As in the case
of the Meat survey, this report is based on information
supplied by country rapporteurs, together with additional
data.

The study is limited to the following products of cows'
milk : whole milk for direct consumption, cream for whip¬
ping, butter and cheese. It is based on major markets in
urban districts and industrial centres, since the more deve¬

loped distribution systems are normally found there.

(Continued on page 41)



MARGINS FOR MEAT (continued)

the growth of supermarkets and self-service shops with
a meat department,

the setting-up of centres for the pre-cutting and pre-
packing of meat (1 ),

the development of frozen meat and broiler sales and
the purchase of refrigerators and freezing boxes by
consumers.

One of the aims of this survey is to evaluate the rational

isation of meat distribution and the effects of changes in
the distribution system. The effect of such rationalisation
on meat distribution margins is largely offset by heavy
increases in the wages of employees working in the distri¬
bution system.

Whereas the earlier (1959) report on distribution mar¬
gins for livestock and meat concentrated on the first three

stages (producer slaughterhouse, slaughterhouse
wholesaler, wholesaler retailer) the new survey stresses
the distribution margin from retailer to consumer. In all
countries the retail margin accounts for the major part of
the total margin from producer to consumer.
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(1) See also " The Economic Effects of Fresh Meat Prepackaging in
Member Countries of OECD " (OECD Documentation in Food and
Agriculture No. 68) recently published.

MARGINS FOR MILK (continued)

For milk and cream, the investigation shows that Bel¬
gium, Paris and Rome have high margins in percentage of

consumer price (50, 51 and 53 per cent respectively)
while the lowest margins are found in Norway (35 per
cent) and Greece (33 per cent). If these margins are

deflated by national wage rates, Sweden, Denmark and

Norway have low margins. In the case of butter, margins
as percentages of consumer price vary from 17 per cent
in Germany to 42 per cent in Sweden ; but if related to the
wage level the margins are lowest in Denmark, the United

Kingdom and Germany. The total margin in percentage
of consumer price for cheese is lowest in Norway and the
United Kingdom (40 and 42 per cent respectively) rising
to 54 per cent in Sweden and Germany.

The survey concludes with an examination of problems
associated with the organisation and function of the dis¬
tribution process.
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SHIPPING

CONFERENCES :

the dialogue continues

In an earlier issue of the OECD Observer Mr. Robin Brown, a

well-known shipping expert, described the international dis¬
cussions then in progress on questions arising from the
operations and freight-rates of " shipping conferences "
voluntary associations of cargo-liner companies operating
in a particular trade or trades. Since this article appeared,
there have been further discussions in Paris between the

United States Delegation to OECD and the Delegations of the
other fourteen principal maritime Member countries.
Mr. Brown's article, which sums up these discussions, does
not in any way commit OECD.

Attention was drawn in the

earlier article to the fact

that one of the main demands of

the United States Federal Maritime

Commission (FMC), arising from
its enquiries into the working
of shipping conferences, was for
details of rate-setting by certain
conferences and rates for cer¬

tain cargoes. This, the " Four¬
teen " believed, would involve

the production of many docu¬
ments located in other countries ;

they maintained that this was
contrary to international law and
international comity, and that if
other states adopted the same
unilateral approach to a problem
of this kind, the result could

only be chaos.

However, in order to ease the

discussions continuing between
the representatives of the United
States on the one hand, and of
the " Fourteen " on the other, the

latter agreed to furnish for a
given year (1963) " once and for
all " figures of the two-way trade
carried by Liner Conferences
between their countries and the

United States.

Subsequently, in the summer
of 1965, a meeting was held in
the Château de la Muette between

the fifteen Delegations to consider
the two-way trade between the
United States and the United King¬
dom. This trade was chosen be¬

cause it was only in this parti¬
cular case that the FMC had

completed their investigations ;
they are continuing in the other
trades concerned.

Unfortunately, no agreed solu¬
tions to the problems posed were
arrived at . The negotiations were
unfruitful because none of the

governments concerned, neither
the United States on the one

hand nor the "Fourteen" on

the other (in spite of the insis¬
tence on the part of the latter
that these were matters entirely
of commercial concern), seemed
to take account of the essentially
commercial basis of the problem.

The suggestion raised at an
earlier stage, that Conferences
themselves discriminated against
the United States, was not pursued.
It was generally appreciated that
Shipping Conferences are in busi-
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ness to make money; that they
want all the cargo they can pos¬
sibly get ; they are not concerned
with political considerations . Dis¬
criminations against the trade of
any country would only lose busi¬
ness, not gain it for them. The
Conferences want to gain business .
But although this particular poli¬
tical aspect was dropped, none¬
theless the negotiations remained
on a theoretical plane.

The United States delegates
claimed that in a substantial num¬

ber of instances the Conference

Lines' rates for exports from the
United States were higher than
their rates for imports into the
United States for similar classes

of cargo. Whilst it is admittedly
difficult to produce examples of
exactly similar types of cargo,
because normally it is obvious
that there would not be a two-

way movement of exactly the
same commodities, cases can be

found for example, motor cars.

The United States delegates
based their calculations on reven¬

ue tons. The technical distinc¬

tions between revenue ton,

weight/measurement ton, and
value of cargo are not material
to this note. The complexity of
the problems involved may how¬
ever be illustrated by a single in¬
stance . Whilst it may seem reas¬
onable that a commodity requiring
much more space in a ship than
its weight relative to another
commodity should pay more
freight, this argument is destroy¬
ed by comparing S 1,000 worth
of coal with $1,000 worth of
watches where the relative

weights are just incomparable,
whereas the freight calculations
would be derived from entirely
different considerations .

In the trade in question, it
was the United Kingdom dele¬
gates who developed the re¬
sponse to the United States dele¬
gates; but the reply of the UK
was generally endorsed by the
other members of the ' ' Fourteen " .

This reply, in brief, based on
a number of different consider¬

ations, was that taking value
of cargo, and not revenue tons
or weight/measurement tons, a
very different picture would
emerge ; and ' ' discrimination ' '
might perhaps be seen to exist
in the opposite direction to that
suggested by the United States.

The merits of these two argu¬
ments are not a matter for consi¬

deration in this note. What is

of concern is that both sides

were trying to discuss an essen¬
tially commercial question on the
basis of theory and abstract sta¬
tistics.

The whole point of commercial
transactions is that they depend
on commercial considerations.

Whilst commercial transactions

may always be subject to over¬
riding political requirements , they
are in themselves based solely on
commercial, i.e. profits, motives.
Thus in cases like the one under

examination, where there are

admittedly discrepancies in the
rates for like-type commodities
in a two-way trade, it is necessary
to look for the commercial reasons .

The argument has been advanc¬
ed that as there is a greater
volume of trade eastbound from

the United States than westbound

to the United States, more ships
are needed for the eastbound

movement and rather than pro¬
ceed westbound in ballast a

dead loss it pays them to accept
any available cargo at cut rates,
even at a loss but not a dead

loss

The United States delegates
queried the argument of a greater
volume of trade eastbound than

westbound, and claimed that in

any event a large proportion of
this trade consists of tramp cargos
not normally lifted by liners ; and
that the essential ' ' Liner ' ' cargo
moving in each direction roughly
balanced itself out.

There is however another com¬

mercial reason to account for

discrepancies a reason which
would apply either way regard¬
less of whether the trade is more

attractive or more plentiful in one
direction than in the other.

This is the degree of pressure
put on the Liner Conferences by
the shippers themselves, to
reduce tariff rates. One interest¬

ing example is the steel trade.
In the United States, prominent
steel merchants have publicly de¬
clared that no reduction in export
rates would enable them to sell

more steel to Europe: they are
unable to compete in any case
on intrinsic cost. Therefore there

is no reason for pressure on Liner
Conferences to reduce their rates

on steel from the United States.

This is certainly however not the
case in many other commodities,
where shippers might be able
to increase their export sales pro¬
vided they could reduce their
prices and shipping rates are
one of several factors that come

into this picture.

Thus it is more than likely that
greater pressure on Liner Con¬
ferences has developed in re¬
spect of similar commodities for
rate reductions in one direction

than in the other, because of the

prospects of increasing sales. This
would account for the fact that

rate discrepancies in such cases
are not invariably in the one
direction.

After all, Liner Companies can¬
not exist without cargo, and it is
an undisputed fact that they will
normally agree to make rate
concessions even to the point
of carrying particular goods with¬
out any profit if the merchants
convince them that otherwise they
cannot export their goods. This
sort of thing happens not infre¬
quently.

There is also another element

in this field and that is the human

element, the individual's ability
and energy. Some merchants will
go to much greater lengths to get
reductions in shipping rates than
others. Again, this would not be
an invariable characteristic in the

one particular direction, and again
it would explain that rate discre¬
pancies occur in each direction
for similar commodities.

Another consideration which

should not be overlooked lies

in the very important technical
differences in the " make up " of
commodities described generi-
cally as "the same". Timber is
a good example, where we not
only have three main varieties

softwoods, hardwoods and ply¬
woods (to say nothing of wood-
pulp and pulpwood quite differ¬
ent), but also varying lengths,
breadths, depths and weights, so
that any comparison of the two-
way traffic of timber is most
overwhelmingly a comparison of
like with unlike.

These are the sort of commer¬

cial arguments which can go far
to explain the problems involved ;
but they were not developed at
the talks.
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What will automation - sometimes called the second industrial revolution -

mean for Europe ? To supplant vague conjecture with the available facts,
OECD's Manpower and Social Affairs Directorate, at the beginning ofFebruary,
held a four-day seminar attended by experts in the technology of automation,
industrial organisation, vocational training, regional planning and other fields.
This conference- the first of its kind in Europe - explored the new possibilities

o
nly about one per cent of the full potential of

automation has been realised in Europe, according
to a very rough estimate made by University of
California Professor E.R.F.W. Crossman on the

occasion of OECD's European Conference on Auto¬
mation. Of the remaining 99 per cent, however,
only a small portion is feasible at present.

Since automation has barely scratched the sur¬
face as yet, there is time in which to prepare for
its introduction, to ensure that the new techniques
will both create the most efficient productive sys¬
tems and at the same time provide the greatest
benefits for the human beings concerned.

OECD's Conference on Automation was intended

as one effort to lay the groundwork for sound intro¬
duction of automated processes.

' ' Automation increases the range of man's choice ' ' ,
concluded the Conference rapporteur. " Far from
carrying with it predetermined consequences, the
new technology opens the way for a greater range
of possibilities in the choice of work, in organisa¬
tion of the business enterprise, in the location of
industrial activity and in the distribution of time as
between work and leisure ".

For this potential to be realised, however, adapt¬
ation is required on the part of government policy
makers, educators, workers and perhaps most
of all on the part of management. (1) For it is the
decisions of these groups rather than features in¬
herent in the technology itself that will determine
the impact of automation.

MAN AND MACHINE

Automation has often been pictured as a force
that will take the skill content out of jobs, reducing
craftsmen to the state of dehumanised dial watchers.

This view was sharply contradicted by participants
in the OECD Conference. "Workers filling jobs

(1) The Luddites of this decade are not the bewild¬
ered workpeople who smash machines, one speaker
suggested, but the bewildered company directors
who cannot break with outmoded organisational
structures.

resulting from technical developments need not
become human robots " , M. Didier Limon of Renault,
France, pointed out. " It is a matter of choice. "

Alan T. Welford of Cambridge University de¬
scribed experiments designed to overcome some of
the drawbacks of work in automated plants. Bore¬
dom and lack of vigilance, these experiments seem
to show, may be avoided by giving the man in
charge of monitoring dials a second subsidiary
task, by indicating to him after each signal whether
or not he has responded correctly and even by
distracting him occasionally with a phone call,
for example.

Nervous tension may be lessened by attention
to certain details of equipment design: a clear system
for warning workers of developing emergencies,
for example, combined with explicit instructions
about how to respond. An automated system
should incorporate fail-safe devices whenever pos¬
sible and should give clear, positive indications
that each piece of equipment is working correctly:
a warning light which comes on in an emergency
and is off when all is well cannot be relied upon
because the "off" state could also mean that the

light itself had failed.

Automation need not destroy skill and lower the
dignity of jobs. On the contrary, Mr. Welford
concluded: " By removing the need for the detailed
exercise of skill on each article processed or each
computation made, automation enables a man to
step back a pace from his job and give attention to
broader issues which are crowded out in the speed
of traditional work. Even if automation brought
no other benefits, this would surely in the long run
substantially enhance the dignity of human life. "

By its very nature automation permits manage¬
ment much greater flexibility in the design of jobs
and hence greater ability to make jobs interesting,
responsible and varied. Work content is no longer
dictated by the needs of the machine. " It is neces¬
sary to abandon the concept of work as a simple
man-machine relationship, " declared M. Pierre
Naville, Scientific Director of the French National

Centre for Scientific Research (CNRS). Human
tasks no longer correspond either in form or in
time to those of the machine: human work takes on

the nature of a personal service which cannot be

44



R AUTOMATION IN EUROPE

opened up by the technology of automation and its likely impact on the nature
ofjobs, management tasks and organisation and factors determining industrial
location.

The proceedings of the conference, which was held in Zurich, will be published
shortly.

measured in terms of output, and the work cycles
of human beings are independent of those of the
machine Thus a job becomes a " bundle of duties "
not the rigid craft of the past, and may be conscious¬
ly designed so as to avoid routine and to reinstate
skill content.

Thus, for example, a machine operator, relieved
of the need constantly to tend his machine, may be
given new responsibility and job interest by adding
machine adjustment to his functions. This is being
done successfully at Renault, and M. Limon express¬
ed the view that ' ' the introduction of the machine-

THE GROWING USE OF COMPUTERS IN WESTERN EUROPE

The best available indication of the penetration of automation is the use of
computers. This picture of the growth in computer usage is based on figures
prepared by Diebold Associates, management consultants in automation.
Medium-sized computers for which the market is greatest are being used for
tasks such as posting of account entries, issuing receipts and invoices, statistical
work, mail-order business and production control. At present the largest
models are used primarily in large savings banks and insurance companies
and in the aerospace, nuclear and oil industries. Some organisations use the
same computer for both clerical and scientific purposes.

1959 1964 1966
Projection

1971

For scientific applications

Small computers and

calculating equipment
20 190 320 460

Medium-size computers 25 240 480 1,000

Large computers 8 80 100 170

Total : 53 510 900 1,630

Business applications

Small computers and

calculating equipment
20 285 660 1,940

Medium-size computers 215 2,470 3,640 8,000

Large computers 12 235 320 530

Total : 247 2,990 4,620 1 0,470

GENERAL TOTAL: 300 3,500 5,520 1 2,1 00
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Control panel of Electricité de France power plant at les
Ansereuilles.

adjustment function for semi-skilled workers may
be a positive move towards humanisation of the
lowest jobs in industry." Job enlargement of this
sort is receiving increased attention from employers.

LOCATION

AND STRUCTURE

Automation also opens up new possibilities for
organisational structure. Recent developments in
the art of computer design, for example, make it
possible to decentralise a business operation in a
way that was previously inconceivable. M. Phi¬
lippe Leboucq, Chairman of Diebold, France,
automation consultants, described systems already
in existence (at the Massachusetts Institute of Tech¬
nology, for example) which make it possible for
users to have immediate access to the information-

storing and problem-solving capacities of the com¬
puter, regardless of their distance from it, simply
by "plugging in". Because of the computer's
great speed and huge storage capacity, it would
appear to the individual that he had exclusive access
to the electronic brain, though in reality he would
be waiting his turn along with thousands of other
users.

With techniques such as this and with overall
planning rather than department-by-department
automation it will be possible to centralise an
organisation's entire stock of information on sales,
production costs, stocks, wages, etc. in a single
storage unit, M. Jaap M. Unk of Information Systems
Inc . (ISYS) in the Hague pointed out . While the inform¬
ation is centralised, the men who use it can be

decentralised, their geographic location being de¬
termined by factors such as climate, access to cul¬
tural facilities and other human considerations.

Although automation thus opens the door for
certain types of organisational change, it does not
seem to dictate precisely the structure that should
be adopted. M. Jacques Urvoy, Associate to the
Compagnie Française d'Organisation, reported on
a number of case studies that he had made on the

use of computers for automatic data-processing:
he found that the number of men at various levels

of the hierarchy, the division of work between
operating departments and the central service unit,
and other organisational aspects differed sharply
from firm to firm.

HUMAN

QUALIFICATIONS

It is generally agreed in discussions about auto¬
mation that the best way to help a worker become
qualified for jobs of the future is to give him the
longest possible period of basic education. Pro¬
longed study would not only help young people
prepare for occupational adaptability but should
also give them the qualities most sought after in
connection with automation the ability to concep¬
tualise, the capacity for logical thought. (It was
pointed out that some of these qualities may be
particularly highly developed in handicapped per¬
sons ; hence automation may facilitate employment
of these groups.) More basic education will in
turn give young people more freedom of choice
as between various kinds of work, as well as between

work and further study.

THE ECONOMIC

AND SOCIAL CONTEXT

Perhaps the most persistent reaction to automa¬
tion is fear, based on the menace of unemployment.
But in this area too, conferees pointed out, automa¬
tion is subject to human control. " Mechanisation
and automation are not in themselves the determi¬

nants of the levels of employment, " noted Solomon
Barkin, the Head of OECD's Social Affairs Division,

who organised the conference and was its rappor¬
teur. ' ' They affect the behaviour of the parameters
of decision-making. Ultimately it is economic and
social policy that is, conscious human decisions
that will determine the level of employment. "

"If automation causes lasting harm to anyone,"
Prof. Lawrence Metcalf of the University of Illinois
commented, " we had better look to our social in¬

stitutions as an explanation of this harm."
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