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NON-TARIFF/NON-QUOTA
TRADE BARRIERS :

Government purchasingprocedures
and practices

by J.A.ROBINSON, Head of the OECD Division

for Trade Problems between Member Countries

Non-tariff/non-quota trade barriers have, in the
past, been the stepchild of trade policy. Tariff
barriers have been under vigorous attack

since the end of World War II. Similarly, the pressure has
been kept on for the elimination of quantitative import
restrictions (quotas) no longer justified for balance of
payments reasons. No such vigorous and direct cam¬
paign has been waged on other trade barriers. Now,
however, with the considerable success in reducing
tariffs and eliminating quotas, and with the production
of an ever increasing variety of technically complex
products, these other barriers, especially those deriving
from administrative and technical regulations, have
emerged as a more insidious and sometimes equally
restrictive type of barrier. If tariff reductions and elimi¬
nation of quotas are to have their full effect, countries
must grapple with the other non-tariff barrier problems.
These problems, in fact, are beginning to receive the
attention they deserve.

The OECD Council, in July 1962, recommended that
Member governments keep under review their adminis¬
trative and technical regulations in order to eliminate
those provisions which are not essential and which
hamper trade (I). At the same time, it took a decision
providing a procedure for problems arising out of such
regulations to be referred to the Organisation. OECD

organs have been attacking these restrictions in their
respective fields ofcompetence. Non-tariff trade barriers
have also been included in the Kennedy Round of tariff
negotiations.

OECD EXAMINES GOVERNMENT

PURCHASING PROCEDURES

AND PRACTICES (2)

Government purchasing procedures and practices
might contain elements which act as barriers to trade.

This field is now under consideration by the OECD.

(Continued on page 4).

(1) See OECD Observer, No. 4/June 1963 ; Administrative and Techni¬
cal Regulations : the Lesser Known Obstacles to Trade.

(2) Government purchasing may be defined as purchases by a govern¬
ment or its agencies for government use, not for commercial resale
and not for use in the manufacture of a product for commercial sale.
This differs from state trading in which government agencies are autho¬
rised to buy and sell goods commercially. Government purchasing may
involve supplies, public works and services. It may apply to purchases
by central governments, regional and local authorities. This article is
confined to goods such as supplies and equipment purchased by central
governments or their agencies.



Treatment granted to domestic and foreign goods
and/or suppliers

The following pages carry a summary analysis of the
information collected.

Over the years and especially since World War II
government purchasing has become big business in
international trade, involving millions of dollars.
Articles purchased may range from paper clips to
complicated and expensive computers; and from goods
for purely civilian use to military equipment (the latter
posing more or less a special problem for government
purchasing policy). Governments handle their purchas¬
ing policy in a variety of ways, but common to virtually
all of them is some kind of preferred treatment or " pre¬
ference " over and above the normal protective measures
in international trade for domestic suppliers over the
foreign supplier. This preferred treatment in its broadest
sense (including procedures which in effect are prefer¬
ential), is the crux of the problem insofar as internation¬
al trade is concerned. From the domestic point of view,
there is a question of whether and to what extent such
preferences are in the economic interest of the govern¬
ments granting them; whether using commercial consi¬
derations as the basic guideline would be not only fair,
but would enable governments to get the most for their
budget dollar. However, preferred treatment being a
general practice, it might be in the interest of all govern¬
ments to try to minimise the effects of such preferential
treatment as well as procedures which discriminate
against foreign goods.

The OECD in January 1963 decided to gather inform¬
ation on procedures for government purchasing of
supplies by central governments and to carry out an
enquiry into cases where regulations, procedures,
administrative practices, etc., had in law or in fact
hampered international trade in this field. A wealth of
information has been collected which has enabled the
Organisation to analyse procedures in force in the
Member countries of the OECD, to identify some of the
difficulties and to consider approaches to the problem
which may result in solutions.

This has been no easy task, and the very difficulties
encountered in the case of government purchasing
foretell the complications which may be experienced in
ferreting out those barriers which depart from concrete
definitions such as customs tariffs and clearly-set quotas,
and which are found to be embedded not only in govern¬
ment laws but in numerous regulations, practices, and
informal understandings. The problems are no less
difficult when one descends from the central government
level to regional and local authorities.

The information collected can best be considered
under the following sub-headings :

Regulations in force
Procurement procedures applied
Publicity for inviting tenders
Requirements laid down for possible suppliers
Criteria for assessing bids and awarding contracts
Disclosure of bids received and contracts awarded

SUMMARY ANALYSES

OF INFORMATION

Wide variety ofnatural regulations

The enquiry reveals that regulations in force vary
widely from country to country, both as to legal charac¬
ter and the degree of centralisation; some governments
have a set of regulations applying to all purchases made
by the central government while others have general
directives which permit considerable discretion in their
application. In still others there is a minimum of central¬
isation with each department having wide autonomy.
National defence purchases are handled somewhat
differently in a number of countries because of the
security aspects, but subject to these qualifications, pro¬
cedures for contracting are basically the same for all
government departments.

Procedures for government purchases

Each country applies a more or less wide range of pro¬
cedures. These arise out of the need to manage public
funds as economically as possible but are influenced
also by other considerations, such as national defence,
the effects of government purchasing on the general
economic situation, the speed and regularity of deliveries,
etc.

Procedures in general can be grouped under either the
automatic tendering (adjudication) system, or the
discretionary tendering (appel d'offre) system, the main
difference between the two being that in the first case
the contract must automatically be awarded in accord¬
ance with a predetermined criterion (generally that
of the lowest price) while under the second, more
varied criteria are used and the authorities have some
discretion in applying them. Within each of these two
groups, and depending on the number of possible
suppliers whom administrations intend to admit for
competition, one can distinguish public tenders under
which all the possible suppliers are allowed to tender and
for which consequently wide publicity is given and the
selective (restricted) tenders under which the autho¬
rities invite tenders from a limited number of suppliers
chosen by them.

Automatic tendering has proven in many cases to be
too rigid and not necessarily the most economical for
the state. It is more often used now for work contracts
than for purchase of supplies. A few countries use a pro¬
cedure of selective (restricted) automatic tendering,
whereby the number of suppliers is limited.



Discretionary tendering, under which contracts are
awarded in accordance with criteria laid down by law
or by the purchasing department, is more common and
has several variants : discretionary public tenders;
selective (restricted) discretionary tenders, used in most
cases and sometimes accompanied by publicity; com¬
petitive tendering in special cases where the conditions
of the contract cannot be laid down in advance; and

single tenders (private contracts), employed in special
cases and to a limited extent by all Member countries
for purchases of small value or those with other special
features (one supplier available, purchases from a
national monopoly, etc.).

When there is comprehensive regulation, resort to one
or another of the above possible procedures is generally
not left to the discretion of the purchasing authorities
but is laid down by legislation or by government decree
under the authority of enabling legislation.

Publicity for inviting tenders and time
allowedfor tendering

Wide publicity is the rule for both automatic and dis¬
cretionary public tenders. For selective (restricted) ten¬
ders, however, whether automatic or discretionary, the
amount of publicity varies greatly from country to
country. Authorities in some countries, in addition to
informing certain suppliers, make announcements in the
press. In other countries only suppliers directly affected
are informed of the contract and allowed to tender.

Usually they are on the government's list of suppliers,
which can be added to, of course. For purchases by
single tender (private contract) there is normally no
publicity.

The time allowed for tendering varies in each country
according to the kind of purchase to be made. In most
countries two to five weeks are allowed, and the period
is generally stated in the invitation to tender.

Requirements for possible suppliers

The requirements vary by country and generally in¬
clude verifications of financial and technical capacity,
whether suppliers have complied with fiscal and social
legislation, and, sometimes, the making of financial
guarantees to ensure that the contract will be carried out.
Certain countries, in order to ensure suppliers' legal re¬
sponsibility, require possible suppliers to be residents.
Normally this applies in the case of public works and
services; in the case of suppliers of goods this require¬
ment is limited in most countries to a mere indication of

a postal address.

Criteria for assessing and awarding
contracts

Criteria for awarding contracts, subject of course to
the preferential provisions described below, vary consi

derably. Under automatic tendering procedures the
choice normally goes to the lowest bidder. Under the
discretionary tendering procedure the criteria on which
to base a judgment are more subtle and highly varied.
They require, for example, that preference be given to
the "best bid", "most economical bid", "most advan¬

tageous from the point of view of the state ", " most
suitable bid ", or that the authorities be guided by
"normal commercial considerations ". The factors most

often considered other than price are : quality, technical
competence, quality of production equipment, after-
sales service, spare parts, delivery dates, past perform¬
ance, and financial capacity and responsibility.

Divulging bids received and contracts
awarded

Under the automatic tendering procedure bids are
made known either without restriction or within the

circle of suppliers allowed to tender. The contract is
normally awarded to the lowest bidder so the price terms
are thus known to those concerned. Jf the tender takes

the form of a public auction, the bids are made orally
and may be changed during the proceedings.

The Member countries' policies may vary, however,
under the discretionary tendering procedures. Some
reveal details of bids received or communicate them to

those concerned. Hence, the terms of contracts awarded

may be known to competing suppliers. Other Member
countries do not divulge either bids received or contracts
awarded. Some seem to feel that divulging the inform¬
ation might impair the terms of competition and the inte¬
rest of the State. As a general rule, the terms of single
tenders (private contracts) are not revealed.

Treatment granted to domestic andforeign
goods andIor suppliers

Almost all Member countries included in the study
make provision for some discrimination in favour of
certain categories of suppliers. The form and import¬
ance of the regulations may vary widely. In one cate¬
gory may be grouped the cases covered by inter-regional
arrangements, such as EEC and EFTA, which, although
their aim is to remove internal discrimination, might
create a privileged position for suppliers in countries
which are parties to such arrangements, compared to
other countries. Besides such cases, several countries

have systems which give preference to suppliers of
domestic goods. One country requires that official con¬
tracts be awarded to suppliers of domestic goods and
that exceptions to this rule be justified. Recently this
has not been applied in a strict sense and is being made
more flexible.

In other countries, policies of discrimination against
foreign goods and the preference for domestic goods are
defined in various forms. In one country a preference is
granted to domestic suppliers " if circumstances per-



mit ", that is, if commercial considerations do not

justify doing otherwise. In several countries a prefer¬
ence may be granted within the limits of price differ¬
ences laid down by law; in others a certain percentage
preference may be granted domestic goods " in the
interests of the State ". In some countries priority may
be granted suppliers of the domestic product only if
their bids are as advantageous as those of other bidders.
In several countries regulations provide privileges for
certain categories of suppliers : victims of war and
evacuees, refugees, etc.; individuals or firms in distressed
areas; certain organisations (craftsmen's co-operatives,
agricultural co-operatives); less-developed regions of the
country.

In some countries certain purchases for defence are
made from domestic suppliers for reasons of security
and guaranteed supplies.

FUTURE WORK AND BROADER

IMPLICATIONS

The inquiry, if it has delineated a lot of knotty prob¬
lems, has also given each governmenta better understand¬
ing of the procedures of other governments, has cla¬
rified ambiguities and has removed many misunderstand¬
ings. The Organisation is continuing its work in the
field of government purchasing with the aim of insuring
maximum fairness through limiting discrimination
against the suppliers of foreign products.

As to the implications which this experience in the
field of government purchasing might have for other
similar efforts in the field of non-tariff, non-quota trade
barriers, we find underscored what we already sus¬

pected : that progress will be no easy matter. Most of
these obstacles are so deeply embedded in administra¬
tive regulations, traditional practices or informal
arrangements that they will be extremely difficult to get
at. Perhaps the easiest ones to cope with will be those
spelled out in legislation or regulations - - the most
difficult those which involve informal arrangements.

The approach to such problems must of course be a
co-operative one by governments. It will require : extensive
research, study and analysis to dig out these barriers;
confrontations among governments for greater clarifi¬
cation and understanding; and consideration by govern¬
ments of solutions which would serve best in particular
cases to eliminate, reduce or limit the effects of the

barriers. Governments themselves, in making decisions,

will be subject to the usual pressures from a variety of
special interests desiring to influence decisions one way
or another. It will take courage to face up to them.

In sum, nothing is clearer than the fact that an attack
on non-tariff, non-quota trade barriers is a long-term
matter. It will require time, labour, perseverance, pa¬
tience and political courage, but the experience so far in
the field of government purchasing indicates that it is an
effort well worth making.

THAILA

by Eugene ABRAMS
Plead ofthe OECD Division

for Technical Co-operation Policies
^ v3
Y
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A recent review in OECD's Development
Department reveals that over thirty under¬
developed countries are receiving official
technical assistance from at least four
sources (counting the United Nations and
its specialised agencies as onej. Over half
of these aid-recipient countries have bila¬
teral aid programmes with nine or more
industrialised countries, and in three cases

the total number of aid suppliers is twelve
or more. The case of Thailand is no
exception to the growing diversity of the
sources offoreign aid. In this country, the
Member countries ofthe Development Assis¬
tance Committee and other aid suppliers
have been making a major attempt to co¬
ordinate their aid activities.

in the process. Ideally, co-ordination is the harmo¬
nisation and optimisation of foreign aid within the
framework, and contributing to the objectives, of
the development plan of the recipient govern¬
ment (1).

Unfortunately, co-ordination is no simple task.
It requires fairly sophisticated organisational struc¬
tures, manned by competent civil servants, adjudicat¬
ing the frequently conflicting needs (and desires)
of both aid supplier governments and individual
ministries within the recipient government. Indeed,
in the most highly developed countries today,
regardless of ideological approaches, co-ordination
among constituent parts of the government is still
a long way from the ideal, despite the increasing use
of modern, automated aids. This is doubly unfor¬
tunate because, by definition, most underdeveloped
countries owe much of their underdevelopment to
weaknesses in the areas of organisation and trained
manpower. Frequently, too, this lack of organi¬
sation and skills is exacerbated by short-term poli¬
tical considerations (by both supplier and recipient)
which result in wasteful allocation of scarce resources

(foreign and domestic). All too familiar examples
of this were the attempts by some recipients to
" play off " aid sources against one another, based
on ideological and historical stereotypes, in the vain

j^J T J a case study in aid co-ordination

T
hailand (formerly known as Siam) has been
receiving technical assistance from a number
of OECD Member countries since 1950,

although prior to that time and even now technical
assistance from private organisations also existed.
Dependent at the outset on assistance from the
United States and the United Nations, the sources

of aid have been widening progressively over the
years, with a total of twelve countries and the
Colombo Plan having contributed, by 1965, an esti¬
mated ,1100 million through technical assistance
activities.

Over the past ten years approximately 7,500 Thais
have been sent abroad for study and training under
officially-financed technical assistance programmes,
while some 3,000 experts have similarly gone to
Thailand.

The annual flow of Thai students and trainees

for overseas study is reckoned at approximately
700 per year, while experts going to Thailand are
calculated at 300 annually, not including some
200 volunteers under official programmes.

II can readily be understood from the foregoing
that the co-ordination (among sovereign nations
perhaps co-operation is a better form) of technical
assistance efforts is not a luxury but a necessity.

The co-ordination of external aid, as a minimum,

may be defined as the avoidance of duplication of
effort and overlapping of activities by those involved

hope thai aggregate aid levels would increase as a
result.

The Development Assistance Committee (DAC)
of the OECD, aware of the need for co-ordination at

the field level and desiring to assist the Thai Govern¬
ment in its efforts to strengthen administration of
foreign aid, sponsored a unique experiment through
the creation, in early 1963, of a Co-ordinating Group
in Bangkok, Thailand. This group was limited to
one aspect of external aid - technical assistance.
It was composed of representatives of those DAC
Member countries having representation in Thai¬
land (2), certain non-DAC governments (Israel,
New Zealand, Switzerland), the United Nations and
officials of the Thai Government.

While a certain amount of field co-ordination

had taken place, prior to creation of the Bangkok
Group, by the Thai Government within the frame¬
work of the Colombo Plan as well as by the United
Nations and the Southeast Asia Treaty Organisation,
the créa I ion of the Group focussed attention on the

(1) The June 1964 number of the OECD Observer
contained an article entitled " The Co-ordination of Foreign
Aid ", dealing with this subject in its broader aspects.

(2) Australia, Austria, Belgium, Denmark, France, FR Ger¬
many, Italy, Japan, Netherlands, Norway, Sweden, the
United Kingdom and the United States. Other Members
of the DAC are Canada, the Commission of the European
Economic Community (EEC) and Portugal.
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7%< Yankee multipurpose project, for which the World Bank has made a $ 66 million loan to Thailand, will provide electrical power,
irrigation and will allow year-round river navigation.

problem of co-ordination and, in the (million of
qualified observers, did much to aid the Thai Govern¬
ment in its efforts to " orchestrate " external technic¬

al assistance. Thus, the Thai agency dealing with
foreign aid matters, the Department of Technical
and Economic Co-operation, has had its ability
to cope with co-ordination issues reinforced through
the support of those governments supplying assist¬
ance.

At the ambassadorial level the meetings of the
Group have generally been devoted to such broad
issues as agreeing on the Group's annual programme
of work and, inter alia and probably most impor-
tanlly providing a forum in which the Thai
authorities can make a presentation of, for example,
a five year development plan. The Co-ordinating
Group meetings have thus been of considerable
value in saving time for both aid supplier and consu¬
mer. At the working level, embassy representatives,
generally economic or commercial attachés charged
with direct responsibility for their countries' aid
programmes, have, for example, exchanged technic¬
al assistance project information and agreed on the
format and substance of the documentation produc¬
ed under the Group's sponsorship.

Examples of Co-operation

At both ambassadorial and working level meetings
the aid-supplying countries have made presentations
to the Group outlining the nature of their respective
technical assistance programmes. This was parti¬
cularly true at the outset of the Group's activities,
when the aid-supplying governments were somewhat
unclear regarding the activities of their colleagues.
At a more specific level of discussion, experts from
the Member countries and the United Nations have

discussed with the Group Thailand's needs in such
fields as technical education, feeder roads and

development of the northeast part of the country,
to cite a few examples.

At one working level meeting the Group discuss¬
ed the various methods and criteria employed for
the selection of students and trainees to be sent

abroad under various scholarship and training
schemes. This discussion resulted from the common

desire of Group members that the time of foreign
students should be used to best advantage and that
training should not be wasted by failure to select
the most qualified candidates. A number of spe¬
cific problems were identified and conclusions reach¬
ed by the Group including, for example, that the
most effective way available to minimise the language
problem of Thai students and trainees studying
overseas is for them to absorb as much language
training as possible prior to their departure from
Thailand. In this way the very limited time spent
abroad would be used to the maximum extent for

substantive, as opposed to language training.

Documentation (l)

of the Co-ordinating Group

One of the key publications issued by the Group
is the annual " Compendium of Technical Assist¬
ance " -a document which provides by sector
and supplier, in a standardised format, an up-to-
date record of current and previous year technical
assistance projects. Compiled through the co-ope¬
ration of governments and international organisa¬
tions participating in the Group's work, the Compen¬
dium is another " time-saver ", since it frequently
can avoid hours, or days, of intensive research by
newly-arrived technicians who need to know what
is being, or has been, done in a specific field of acti-

(1) Circulated to Group members and their govern¬
ments and agencies only.
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vity. This, as well as other Group publications,
provides a collective "summary", or history, of
the aid effort in Thailand.

Another noteworthy activity of the Group was
a comprehensive study of " Technical Assistance to
Southern Thailand ". In response to the Thai
Government's desire to accelerate economic progress
in I his region of the country, the Group employed
a somewhat unorthodox method for obtaining the
broad spectrum of information and judgements requi¬
red for laying the foundations of a possible special
technical assistance programme geared to the eco¬
nomic development effort in the Southern region.
A Project Co-ordinator, Professor Louis Zimmerman,
was recruited, at the Group's request, by the OECD
and placed at the Group's disposal. Assisted by
an OECD staff member, he in turn mobilised local
resources in the form of technicians working under
bilateral arrangements and experts from the various
United Nations Specialised Agencies (FAO, UNESCO,
IBRD, etc.). Thus, contributions from experts in
Thailand under the auspices of Australia, Denmark,
France, Germany, United Kingdom, United States
and the United Nations were joined into a comprehen¬
sive review of certain key sectors having major
impact on the economic situation in Southern
Thailand a task which no single country or agency
could have easily accomplished by itself.

An unexpected dividend to those organisations
and governments participating in the Group's acti¬
vities is the accelerated " orientation " of newly
arrived personnel in Thailand. The meetings of the
Group, at working level, are fairly informal affairs
which bring together those officials engaged in the
common aid effort -- both aid-supplier and recipient

providing an arena for the establishment of the
personal contacts so vital to any co-ordination
effort. These contacts which normally would re¬
quire many months of assignment to an overseas
post, are made in a relatively short period of lime,
on a common meeting ground.

The success of the Bangkok Co-ordinating Group,
in ils passage through the experimental stage, can
largely be credited to recognition by the Thai Govern¬
ment that additional measures were required to
support its own efforts to co-ordinate foreign aid
and to the fact that the Thai Government was a

lull and willing participant in the Group's activities.

II might be said that the long-range objective of
I lie Co-ordinating Group is similar to that of technic¬
al assistance itself : the proof of its effectiveness would
be in ils ultimate redundancy, since the final goal
is complete co-ordination of external aid by I he
recipient government. It is probable, however, that
the existence of the Group promotes an atmosphere
of mutual interest in bilateral assistance programmes;
a gap would be left were the Group to cease its
functions while foreign aid continued to flow to
Thailand.

While Thailand is a country which has a relati¬
vely well-developed administrative mechanism, and
might lie considered by some observers as a " spe¬
cial case ", the example set by the Bangkok Group
might well be taken up in other countries. Recent
official statements, by a number of aid-recipient
cou ni ries in the Far Eastern region, following I he
example set by the Bangkok Group, have urged aid-
supplying countries lo join forces with them in
efforts to co-ordinate the How of technical assis¬

tance.

A group of technicians familiarising themselves with potentiometers at the Thonburi Technical Institute financed by the United Nations Special Fund.



The development of institutional structures for formulating science policy and the elaboration of a
national science budget are among the innovations which drew the interest of OECD's Scientific Affairs
Committee to France. An investigation of French science resources, problems and policies made by
a group of distinguished experts appointed by the Committee (1 ) also presents an interesting picture
of how a country with long and strong scientific traditions adapts to the modern world. A report
containing the expert group's findings, as well as an account of its discussions with the French authorities,
a detailed description of French scientific resources and many statistical tables has just been published ;
its title " Science Policy in France ".

(1) Dr. A.H. Halsey of the United Kingdom, Head of the Department of Administrative and Social Studies, Oxford University; Prof. H.Johnson,
Canada, Professor of Economics at the University of Chicago in the US; Prof. G.B. Kistiakowski, US, Harvard University Professor, Vice President
of the Academy of Sciences; Dr. L. Morandi, Italy, Vice President of the Montecatini Co.

*

During the course of the past year a group of French
oceanauts lived and worked below water at

pressures equivalent to those found at depths of 650 feet
to learn more about how man's organism adapts to this
unaccustomed environment. The first French rocket, the

Diamant, launched a satellite into orbit. At the science

faculty of Orsay, research was done on the structure of
nucléons with the help of one of the two most powerful
linear accelerators in the world ; and the joint UK - French
Concorde project moved into the stage of testing compo¬
nent parts.

These projects all financed wholly or in part by
government funds illustrate the diversity of the French
Government's research and development efforts. Since

the late 1950's the Government has made a systematic

effort to build up the country's scientific and technical
resources : new science policy institutions have been set
up and an inventory taken of the country's research and
development potential. The government science budget
has been substantially increased over the last several
years, and new budgetary procedures have been set up
to co-ordinate the scientific and technical activities of

separate ministries. Measures have been taken to improve
the quality and orientation of science teaching, and through
the mechanism of the Plan an attempt is being made to
take specific account of the possible contribution of
research to economic and social development.

Despite the rapid growth in government expenditures,
the proportion of national resources spent on research and

development in the country as a whole is probably still less
than in certain other industrialised OECD countries. In

1962 research and development expenditures represented

1 .5 per cent of GNP as against 2.2 per cent for the UK and
3.1 per cent for the US. At last count, research workers
in France numbered 6 per 10,000 inhabitants compared
with 7.3 for Germany, 1 1 for the UK and 23.3 for the US.

Expenditure on industrial research is relatively low it has
been estimated at only half that of the United Kingdom.
These and other aspects of the French scientific and techni¬
cal scene continue to be of concern to the French autho¬

rities.

Research as a career

One of the most pressing problems facing the French
Government has been how to increase the number of

research workers of high competence.

The number of students studying science at all levels

has increased dramatically in recent years, and this fact
has in itself created certain tensions. At the secondary
school level, for example, it is estimated that some 40 per
cent of the teachers in mathematics and physics are

auxiliaries rather than certified professionals.

In the universities too, the number of science students

has proliferated with resulting shortages of experimental
equipment and other facilities. Moreover, the number of
state doctorates from whose ranks university professors

10



are drawn has not been increasing as rapidly as foreseen
by the Economic Plan.

Although a great number of French scientists have an
outstanding reputation in the world-at-large the most
dramatic recent demonstration being the receipt of the
Nobel Prize in medicine and physiology by three French
scientists it seems nevertheless that in quantitative terms
it has been difficult to attract the best scientific minds into

research. This is the result of a complex of factors, one of
which is that research salaries have traditionally been low

by comparison with other kinds of professional activity;
in industry, production and marketing jobs give better
financial rewards than does research.

Another consideration is that young people who have
followed the mathematics stream and achieved the best

grades have on the whole been lost to research, in part
because of the dualism of French scientific education.

These students, instead of entering university, have been
attracted to the "grandes écoles" (1) which have parti¬
cular social prestige and whose graduates are virtually
assured of a brilliant future.

The grandes écoles were established to train engineers,
and their orientation on the whole is not to research or

teaching (the Ecole Normale Supérieure is an outstanding

exception but has an output of only about 100 students a

year). Most of the students who receive diplomas from
these schools go into public administration or industry
(only rarely as research workers, more usually in production
or sales and finally to management positions). Since the
grandes écoles drain off the top-flight science students, it
has been argued that the pupils who attend the university,
which is the main channel for teachers and research

workers, are selected by a process of elimination.

If a student opts for the grandes écoles, he has to spend
from one to three years studying intensively for the
entrance exams; should he fail to pass these exams (and
many do, since they are extremely difficult) and want to
switch over to the university, these years of preparation
for the grandes écoles have been a complete loss, at least
in so far as formal progress towards the university degree
is concerned.

Many research jobs, moreover, have required a university

(1) There are some 20 of these schools, some of them set up

as long ago as the end of the 18th century, and they are under the

most diverse forms of administration. The Ecole Polytechnique,
for example, is a military institution.

The Diving Saucer, SP 300, an exploratory submarine developed by the French Office for Underwater Research (OFRS, a private non-profit insti¬
tution), can carry two men a pilot and a scientific observer to depths of almost 1 ,000 feet. French oceanography employs roughly 600 research

scientists and engineers, roughly 500 of them in the public sector.
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degree as a prerequisite, and this has further reduced the
likelihood that a gifted grande école graduate would go
into research, for the universities have not always given

credit for the five or six years of work completed outside
the university.

Government encouragement
for research workers

The French Government is well aware of these problems

and has been taking measures to overcome them. A
recently announced reform in the educational system has,
as one of its chief objectives, the establishment of bridges
between the grandes écoles and the universities. The
new system is intended to make it possible for the years
of study in the grandes écoles to be turned to account for
university study so that their graduates can go on to study
for doctorates without first having to complete lower level
degrees.

Another approach has been to make the requirements
for research workers more flexible. Thus the Govern¬

ment's main fundamental research organism, the National
Centre for Scientific Research (CNRS) has recently
reversed its previous policy of drawing research workers
solely from the university stream and has begun hiring
directly from the grandes écoles. The nationalised electri¬
city industry has adopted the practice, when hiring engin¬
eers from the grandes écoles, of giving them a spell of
three to six years in research before directing them to
other responsibilities.

Finally, the Government has taken steps to improve
the status of researchers working within its domain. Until
recently the work of a research scientist with the CNRS
was temporary in nature, his remuneration depending on
the particular research grant. In 1959, however, these
jobs were regularised. A research worker in the CNRS
now has legal status based on civil service regulations (or
specified contract terms), and there are specific grades
research supervisor, research director, etc., and thus possi¬
bilities for promotion. Even if a CNRS scientist is loaned
to a university lab, which often happens, he remains under
the jurisdiction of the CNRS for questions of salary, pro¬
motion and other administrative matters.

A dearth of technicians

In France the number of technicians trained formally

every year is less than the number of engineers, a sharp
contrast with the situation in most other countries where

the output of technicians exceeds that of engineers by a
ratio of at least two or three to one. The imbalance has in

large measure resulted from the lack of institutions speci¬
fically devoted to the training of technicians. If the
measures to increase the number and quality of research
scientists are to be fully effective, parallel efforts need to
be made on behalf of technicians : the recent educational

reform provides for university institutes devoted to training
technicians, and it is hoped that these will provide an
alternative form of education for some of the very large
number of students who embark on scientific studies and

are unable to complete them.

Encouragement to industry

The French Government has been successful in increas¬

ing the volume of public resources devoted to research in

the last few years, and to a certain extent this has worked

to the advantage of industry since private firms have been
given government research contracts in the military, atomic
and space fields. Increasing industry's own research
effort has proven more more problematic, and there are

French Science Policy Structure

Since the late 1950's the French Government has made a

systematic effort to build up the country's scientific and
technical resources. The first step was to build up an
institutional infrastructure. Some of the institutions which

today provide the framework for French science policy were

created during the 1930's, but the majority of them date
from 1958.

At Ministerial level there is a Ministre Délégué for

Scientific Research and Questions of Nuclear and Space

Research (M. Alain Peyrefitte ) and a Ministerial Committee
for Scientific and Technical Affairs (including the Prime

Minister, the Minister of Science and eight other Minis¬

ters). The main job of this committee is to co-ordinate

the expenditures of the various branches of government.

(Atomic, space and military programmes are excluded.)

A group of scientists (the Twelve Wise Men) chosen for

their competence in scientific and technical fields (the

social as well as the physical sciences and industrial as

well as academic research) counsels the Ministerial

Committee on budgetary matters and has other functions

as well : to give advice on those parts of the Economic

Development Plan concerned with research, to discuss
with the Government problems of structure, finance and

orientation of research, to help choose new interdiscipli¬

nary fields for experimental government aid.

The Minister/a/ Committee and the Advisory group have

a joint secretariat called the General Delegation for Scien¬
tific and Technical Research, DGRST (also used by the

Ministry of Science, which has only a small staff of its own).
It is the Government's general staff for conduct of science

policy an organ of conception and design responsible

for investigating the scientific resources of the country,

giving information for the Plan, preparing the work of the
Twelve Wise Men and the Ministerial Committee, and

administering the special interdisciplinary projects. Com¬

posed of a staff of 100professionals androughly 40 consult¬

ants, it is headed by a Délégué Général (M. André

Maréchal, Professor of Physics at the University of Paris)
who is also a member of the Ministerial Committee and its

rapporteur and the rapporteur general of the Plan's research
commission.

A number of the ministries have research organisations

of their own ; under the auspices of the Ministry of Edu¬

cation for example, is the well-known National Centre for

Scientific Research (CNRS), whose function is to provide

funds for fundamental research in academic centres and in

independent research institutes established by it. A

directorate of Research and Experiment (DRME), was

set up in 1961 in the Ministry of Defence.
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signs that French industry is growing more dependent on
foreign technology. The relatively small size of firms was
considered by OECD's examiners to be one explanation of
the low level of French industrial research. In addition

they found a certain conservatism among French business¬
men in their attitude towards research and development

expenditures. Certain measures have been taken in an

attempt to change the situation, the most recent (1965)
being an experiment with research insurance in which the
Government pays the cost of research and development

work on a given project with the understanding that if it is
commercially successful, the sum will be repaid.

National options

The development of French science policy is still at an
early stage, conclude the OECD examiners. France now

has the institutional infrastructure for a science policy; it
has a government science budget which co-ordinates at
least a portion of the expenditures of various ministries.

The next stage, suggest the OECD examiners, now that
the foundations have been laid and the mechanisms run

in, should be the working out of national options the
co-ordination of the country's overall scientific activity in
the light of clearly defined objectives.

PUBLIC FINANCING OF RESEARCH

AND DEVELOPMENT <MIIHon.affr.nc.)

During the 1960's government expenditure on research

and development has been growing rapidly. The largest

share of the funds almost 60 per cent is used for

defence and the atom, but expenditures on other types of

research and development have also been growing as is

indicated by the figures for the "research block vote".

The latter is a recent innovation a science budget

comprising the research and development activities of the

various ministries which carry out such work. In its

preparation each of the ministries involved separates out

from its other expenditures those destined for research and

development. The proposals of the various ministries are

then examined in detail by the scientists and government

officials in the official science-policy bodies and are

combined for submission to Parliament in a single package.

To the expenditures of the ministries are added proposals

for so-called "combined activities" interdisciplinary

research projects on subjects which the scientists feel are

ofparticularly great interest and worthy of special attention.

Among the fields which have been selected for special

and temporary help of this sort are oceanography

(which is now slated to get more permanent funds from

other sources), micromolecular chemistry and automation.

The research block vote does not include space, the atom,

military expenditures or activities very closely related to the

functioning of the ministries.

A relatively large part of government-sponsored research

civilian as well as military as carried out in laboratories

directly supervised by government agencies. Thus the

largest non -military establishment for fundamental research,

the National Centre for Scientific Research (CNRS) whose
funds account for almost half of the research block vote,

has a large number of laboratories including 10 for physics,

8 for chemistry, 13 for biology. Some government-

financed research is carried out by scientists in the univer¬

sities, some by private industry. Grants to the latter,

however, are mainly limited (89 per cent of the total)

to defence and to atomic and space research.

STATE BUDGET 1962 1963 1964 1965

Research Block Vote appropriations 579 719 975 1 073

Non-block. Vote expenditure of bodies included
in the Block Vote

377 472

Space research 86 148 209 280

Defence 1 519 1 453

CEA (Atomic Energy Comm.) 1 073 1 274

Other bodies 407 509

Total State financing 4 041 4 575

Percentage of State Budget 4,23% 4,55 %
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The present article assesses current economic prospects in the OECD area on the basis of the information available up
to 8th July 1966. The views expressed, and the estimates and forecasts shown, are those of the Economics and Statistics
Department of the OECD. Similar articles appeared in the August and December 1965 and April 1966 issues of the
OECD Observer. The analysis covers, successively, demand and output prospects, recent monetary developments, and
trends in international trade and capital movements The statistics have, wherever possible, been seasonally adjusted, and
follow OECD definitions.

Since April the expansion in the United States bas slowed down somewhat. But
expansionary forces remain strong both there and in Canada. Although elsewhere
conditions remain mixed, with recoveries in Italy, France and Japan roughly offset
by a slowdown in Germany and little growth in the United Kingdom, output and
trade in the OECD area as a whole arc expected to show near-recordgains in içôô.

With increasing demand pressures, prices in North Anterica, after a period of
near-stability, have begun to rise more sharply. Demand pressures remain uncom¬
fortably high in most European countries (except Italy and France), but have
lessened in some countries, including Germany, and are expected to slacken in others.
Thus, the price rise in North America this year may no longer be markedly less
-as it has been over the last five years - than in Europe.

(continued on page 16)
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The widespread rise in interest rates mainly reflects efforts to reduce inflationary
tendencies ; but a situation\ coulddevelop in which excessive reliance on monetary
policy might have undesirable effects on investment demand inthecountryconcern¬
edandelsewhere.

Progress towards better equilibrium in international payments has been slower
than hopedearlier. The unitedKingdom may now not be able to achieve external
balance by the end of this year, and the current account ofthe United States has
deteriorated as the result ofdomestic demandpressuresandhighermilitary expend¬
iture. The combinedsurphts ofItaly, France and Japan is lively to remain sub¬
stantial; and the balances requiring official settlements may be considerable in
the second halfof the year when the underlying pattern ofsurpluses and deficits
is magnified by seasonal factors.

DEMAND. OUTPUT, COSTS
AND PRICES

Since April there have been signs of some slowdown
of the rate of expansion in the United States from the very
rapid pace of the preceding six months. It is, nevertheless,
clear that the year-to-year increase in output will be signifi¬
cantly higher than seemed likely at the turn of the year
perhaps of the order of 5 y2 to 6 per cent in real terms. In
the OECD area as a whole, therefore, output is now expected
to rise by as much as 51/. per cent in 1966. This nearly
equals the high rate achieved in 1964 and is about l/2 per
per cent above the average rate of growth over the first
half of the 1960s.

In Japan, industrial production has risen quite sharply
in recent months, and there are accumulating signs of a
recovery of domestic demand. In Europe, on present
trends, it seems likely that growth will continue through
this year at about the 1965 rate of 4 per cent, with slow or
slower growth in the United Kingdom and Germany roughly
offsetting the effects of continuing recovery in Italy and
France. For the smaller industrialised countries as a group
(which account for 20 per cent of European OECD output)
the pace of expansion is expected to be about the same as
in 1965, with Austria and possibly Belgium showing some¬
what bigger gains than last year, little change in the Nether¬
lands, Sweden and Switzerland, and some slowdown in
Denmark and Norway.

The overall picture is therefore one of a high rate of
growth for the area as a whole, but with a rather marked
discrepancy between North America and the rest of the area.
This comes out clearly from recent trends in industrial pro¬
duction (Chart A). In the United States and Canada
industrial production has been running 8-9 per cent above
the levels of a year ago compared with an annual average
of just under 6 per cent over 1960-65 and is expected
to continue to rise at not far short of this rate into 1967.

In the remainder of the OECD area industrial production
has only been rising at an annual rate of about 4 per cent
over the last two years, as against an annual average of
6 per cent over 1960-65. Compared with a year earlier,
industrial production in recent months has shown gains of

10 per cent in Italy, 7 per cent in France, 5-6 per cent in Japan
and only 2-3 per cent in Germany and the United Kingdom.
Some acceleration for this group of countries is expected
in the remainder of this year and into 1967, mainly due to
a faster rise in Japan.

These different tendencies in North America and else¬

where are now being clearly reflected in the pressure of

A. INDUSTRIAL PRODUCTION
in North America and in other OECD countries

1964 = 100

(seasonally adjusted. 3-month moving averages)

120

1964 1965 1966 1967

OECD Secretariat forecast of production.
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1. GROWTH OF REAL GROSS DOMESTIC PRODUCT
Estimates and Forecasts (percentage chang es)

Weight Growth over Changes from previous half /ear (3)
(2) previous year annual rates, seasonally ad justed

1964 1965 1966
1965 1965 1966 1966

1st half 2nd half 1st half 2nd half

United States 52.9 5 ]/, 6 6 ey2 6 5 y.
Canada 3.6 6% 5% 8 6 % 5% 5

France 7.3 3 % 5 2 6 4% 5

Germany 8.6 5 4 5 3% 3»/2 4 K>
Italy 4.1 3 y 4V_ 4 5'/_ 3% 4 '/>

United Kingdom 7.6 2 2 2% 1 2 2

Other OECD in Europe 10.2 5 4% 5% "5 1/ 5 4'/2
Japan (1) 5.7 3% 7 H y2 1 1 4 9 9 J/o

TOTAL OECD 100.0 5 5i/4 5 5 51/_ 5

of which :

OECD ex US 47.1 4 4% 4 3% 4% 5

OECD Europe 37.8 4 4 4 3'/2 4 4

EEC 22.7 4 4% 3 *% 4 4%

(1) Gross national product.

(2) 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.

demand on resources and the rise in price levels. While, with
the exception of Italy and France, the pressure of demand
remains uncomfortably high in most European countries,
it has nevertheless lessened somewhat in a number of coun¬

tries, including Germany, and is expected to lessen in others,
including the United Kingdom. Given this, it seems likely
that the rise in the general European price level (as measured
by the price deflator for GNP) which averaged just over
4 per cent from 1962 to 1965, may come down a little to
something like 3J/_ per cent this year (Chart B). In North
America, on the other hand, the price rise has accelerated,
and the general price level seems likely to show an increase
this year of up to 3 per cent in the United States, and 3-3 V_
per cent in Canada (compared with an average for North
America of 1.5 per cent from 1959 to 1965). Thus, the
wide gap between the rate of increase in prices in North
America and Europe, which has prevailed since 1960, is
likely to be substantially reduced this year, to the disad¬
vantage of North America.

Combining the estimate of a 5'/2 per cent growth in the
volume of output with the price developments described
above, it seems that the rise in money incomes in the OECD
area in 1966 may be of the order of 8!/_-9 per cent, which is
about J/? per cent higher than in any year since 1955. This
has led to a substantial upward revision of the previous
estimates for the growth of the value of OECD trade, which
is discussed in a subsequent section. The following para¬
graphs discuss, in a rather selective way, recent trends in
individual countries in more detail, and contain some

analysis of the inter-relationship between developments in
different countries.

In the United States, between the third quarter of last

year and the first quarter of this year, output rose at an
annual rate of 6 3/4 per cent and the general price level at an
annual rate of 2 3/4 per cent. Increased military spending
was an important factor, but all categories of demand
other than residential construction increased strongly.
Unemployment fell from 4.5 per cent to 3.8 per cent and the
rate of capacity utilisation in manufacturing rose to 92 per
cent. Wholesale prices rose sharply, mainly due to a strong
rise in food prices which was reversed in April and May.
But from the beginning of this year the rise in other wholesale
prices has become much more marked, particularly for
non-food raw materials and, to a lesser extent, for inter¬

mediate products. From January to May industrial
wholesale prices were rising at an annual rate of about 3 per
cent ; consumer prices, excluding food, were rising at about
the same rate (January-May). The rise in hourly earnings
in manufacturing, however, remains moderate at 2>y2 per
cent over the last twelve months and industrial unit labour

costs have remained stable. Thus, on the incomes side,
the biggest increase has been in profits, which rose by 1 1 per
cent between the first quarters of 1965 and 1966.

The figures for April and those available for May suggest
some slackening in the pace of the expansion, the main
feature being a decline in automobile sales from the very
high first quarter level. The rise of personal incomes
slowed down and there was a decline in retail sales, mainly
attributable to automobiles. The growth of industrial
production slackened to an annual rate of 7 per cent over
the two months, and unemployment jumped back to 4 per
cent in May, very largely due to a rise in registered teenage
unemployment.

(continued on page 18)
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There are a number of factors which should be making
for a somewhat slower growth of demand during the remain¬
der of the year. With lower car sales, the personal saving
ratio should rise from the low level to which it had fallen

by the first quarter. With rapidly rising incomes, the
marginal tax rate has risen to not far short of the level
prevailing before the 1964 tax cuts, which is one of the
reasons why the budget out-turn has been better than expect¬
ed. And the rate of increase in public expenditure is
expected to decline. But, although some cut-backs have
been announced, the latest official survey indicates that
business expenditure on plant and equipment is still expected
to rise by as much as 17 per cent in value. On balance,
therefore, it seems likely that with present policies demand
will continue to increase this year rather faster than produc¬
tive potential (which has been put at 41/? per cent a 2 per
cent increase in the labour force and a 2 J/? per cent increase
in productivity). In this case, unemployment could
resume its decline, and might fall below 3 '2 per cent by
the end of the year.

Despite recent price increases, there is so far not much
evidence that the dynamic process of successive cost and
price increases so common in many other countries -
has as yet got under way on a significant scale. But the
experience of the mid-1950s shows that at high levels of
demand the United States is not immune to this phenome¬
non, and that, as in other countries, once it has got under
way it may take a significant lessening of demand pressures
to bring it to a halt. One important factor in the mid-1950s
was the successive implementation of long-term wage
contracts negotiated in a period of excess demand. In the
present situation, a key factor will be the development of
prices in coming months, and more particularly the general
economic climate prevailing when many major wage contracts
come up for renegotiation next year. Continued emphasis
on the price and wage guidelines has. no doubt, a role
to play ; but experience in other countries suggests that the
effectiveness of these techniques diminishes rapidly once the
pressure of demand reaches a certain point.

It seems clear that, if a wage-price spiral is to be avoided
in the United States, a breathing space is needed in order
to allow the economy to adjust to the much reduced margin
of unused resources. This would be desirable not only
for internal reasons, but also because continued good

relative price performance in the United States is necessary
in order to give assurance that the present deterioration
in the current account of the balance of payments can be
regarded as a temporary phenomenon. There has been
a slowdown in recent months, and there is a possibility
that a levelling out in public expenditure might lead to a
significant slackening in the rate of expansion next year.
But the future course of military expenditures is inevitably
uncertain, and the authorities have indicated their willing¬
ness to take further restrictive action should this be required.

In Canada the expansion has also continued at a fast
pace, led by productive investment and a rapid rise in
exports to the United States. But demand management
policies have been tightened, in particular by fiscal action
designed to encourage the postponement of some investment
demand. There may thus be little further rise in the pressure
of demand on resources, particularly in view of the fast
growth of the labour force, although the upward movement
in costs and prices may continue for a time.

These developments in North America have continued
to have an impact on the rest of the world, mainly concen¬
trated on other industrialised countries. Other OECD

countries' exports to North America rose by $ 1.8 billion,
or some 23 per cent, in 1 965, while the exports of non-OECD
countries to this market rose by only about S 500 million
(6 per cent) (1). It would, however, be easy to over-estimate
the importance of this additional source of demand for other
countries. In 1965, the North American market only
accounted for 12 per cent of the total exports of other
OECD countries, and the $1.8 billion increase in exports
to this market was only equivalent to 0.3 per cent of the
combined GNP of other OECD countries. Nevertheless,

the impact on certain sectors and some countries notably
Japan has been important and is discussed further in a
later section.

In Europe the main expansionary impetus is coming
from the continued recoveries in Italy and France. In
both countries domestic demand is now rising at around
5 per cent in real terms. This is probably roughly in line
with the trend rate of growth of productive capacity and there
has so far been little change in the labour market situation ;

(I) Estimated from North American import statistics.

B. OUTPUT AND PRICES IN NORTH AMERICA AND EUROPE 1956-1966

Annual increases in GNP (volume) and the GNP price deflator (year-to-year per cent changes)
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Forecast for 1966 : OECD Secretariat.
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C. OUTPUT AND PRICES IN INDIVIDUAL COUNTRIES 1956-1966

Annual increases in GNP (volume) and the GNP price deflator (year-to-year per cent changes)
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price increases have generally been in the 2J/_-3 per cent
range. In Italy there has been some recovery in private
productive investment from the low level to which it had

fallen by the middle of last year, and it seems likely that
this movement will gain momentum from now on ; but
prospects for a recovery in residential construction remain
rather uncertain. In France private productive investment
demand was still weak in the early months of this year, but
information on new orders and the results of recent business

surveys presage a recovery, stimulated in part by fiscal
action taken in the spring ; the latest official estimate is
that this category of demand should rise by 5 per cent in
volume this year.

Between the first quarters of 1 965 and 1966 the imports
of Italy and France, taken together, from other countries
rose by 15 per cent, or by $2.4 billion at annual rates.
About half the increase came from other European countries,
but there was also a substantial increase from the primary
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2 PRICE AND COST INDICATORS (per cent change per annu m

Consumer Prices
Consumer Prices

ex. food

Wholesale Prices

of manufactured

goods
Wage Rates Hourly Earnings

Average
1960-65

Latest

12

months

Average
1960-65

Latest

12

months

Average
1960-65

Latest

12

months

Average
1960-65

Latest

12

months

Average
1960-65

Latest

12

months

Canada 1,6 4.0 1.4 2.3 1.5 3.2 n.a. n.a. 3.5 3.9

United States 1.3 2.9 1.3 1.9 0.4 1.4 n.a. n.a. 3.0 3.5

France 3.8 2.8 3.3 2.7 2.0 3.4 7.5 6.0 n.a. n.a.

Germany 2.8 4.6 3.1 4.1 2.1 2.8 7.9 7.7 9.3 6.9

Italy 4.9 2.7 5.2 2.3 2.6 2.5 10.4 3.9 n.a. n.a.

United Kingdom 3.5 3.5 3.5 4.7 2.2 2.3 4.5 7.3 2.9 8.3

Japan 6,2 4.6 5.5 7.3 -0.2 2.4 n.a. n.a. 10.3 8.9

Austria 3.9 4.3 3.2 2.6- n.a. n.a. 6.5 7.1 9.1 10.7

Belgium 2.5 4.8 n.a. n.a. 1.5 2.7 7.3 7.5 8.2 7.7

Denmark 54 8.3 5.5 7.8 2.1 3.2 n.a. n.a. n.a. n.a.

Netherlands 3.5 7.4 3.0 3.4 2.3 5.4 99 5.7 n.a. n.a.

Norway 4.1 2.5 3.5 3.4 1.9 1.2 n.a. n.a. 7.1 8.6

Sweden 3.7 7.5 2.7 6.5 3.0 3.4 n.a. n.a. 8.3 6.1

Switzerland 3.2 5.2 n.a. n.a. n.a. n.a. 5.4 5.9 n.a. n.a.

Spain 7.0 5.6 n.a. n.a. 1.9 1.8 n.a. n.a. 14.5 10.5

Wholesale Prices of Manufactured Goods. In principle, factory
prices of finished manufactured goods. Due to important differ¬
ences in coverage and composition of these series, caution is
required in making international comparisons. For France, Ger¬
many, 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 intermediate goods; and for the
United Kingdom to home market sales only, excluding food pro¬
duct. United States : manufactured 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 are changes between the latest
month for which figures are available and the same month a year
earlier.

Source : OECD Main Economic Indicators and national sources.

producing countries. This strong rise largely offset the
slowdown in German imports, and thus the process by
which rapidly changing trade flows have resulted in a
"levelling out" of demand pressures in Europe and
particularly within the European Economic Community

has continued. In the twelve months up to the middly
of last year, Germany's trade balance deteriorated be
nearly $ 2.0 billion, and this was an important element
sustaining demand in Italy and France whose combined
trade balance improved by around $ 2.8 billion. In the
following nine months, however, the positions were comple¬
tely reversed. The deterioration in the trade balances of
Italy and France provided an expansionary stimulus to
other countries equivalent at annual rates to around $1.9
billion, while over the same period Germany's trade balance
improved by about half this amount (2). Even with these
changes, however, Italy and France are expected to remain
in current account surplus this year in the case of Italy
by a substantial amount and Germany in deficit.

In Germany the growth of domestic demand has continued
to slow down, mainly reflecting a weaker trend in business
investment. But with the firmer trend of external demand

and a slower rise in imports, the growth of total demand
has been maintained at an annual rate of 3J/_-4 per cent.
There has so far been only a slight easing of tensions in the
labour market ; consumer prices have continued to rise
at an annual rate of around 4 per cent, but the rise in indus¬
trial prices has slowed down somewhat. Monetary policy
has remained restrictive and conditions in credit markets

have been strained. There may be some question of the

appropriateness of maintaining such monetary tightness
now that the steam has gone out of the investment boom and
the main pressure on prices appears to be coming from the
side of costs.

In the United Kingdom, the measures introduced in the
budget in May, together with existing restrictions on bank
lending and hire purchase, should lead to some further
reduction in the rate of expansion during this year, although
the main effect of the budget will only be felt in the latter
months of the year and in 1967. So far, however, the
slower rate of expansion has had little or no effect on the
rate of increase in incomes, and labour market conditions

remain very tight.
On the external side, exports have shown a fairly steady

upward trend, but imports were also sharply up in the
early months of the year. The trade balance should improve
during the remainder of the year, partly because there will
probably be some postponement of imports until after the
surcharge is removed in November. It is, however, doubtful
whether the aim of basic balance by the end of the year will
be achieved. Apart from uncertainties related to the
Rhodesian situation, the shipping strike, and the future
trend of copper prices, much will depend on the effectiveness
of the new measures taken to reduce the capital outflow.
The balance of payments situation, together with the
continued rapid rise in incomes, suggests the need for

(2) These calculations are based on seasonally adjusted c.i.f. - f.o.b.
trade figures for the second quarters of 1964 and 1965 and the first
quarter of 1966.
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cautious demand management policies for some time to come.
A number of the smaller European countries are also

facing problems with regard to demand management
policies. In Spain all the main elements of demand have

been rising strongly, there have been heavy pressures on
costs and prices and a sharp deterioration in the current
external balance. Following a 25 per cent increase in bank
credit to the private sector last year, monetary policy has been
tightened and the permitted increase in 1966 set at 17 per
cent. But public expenditure has also been a major expan¬
sionary factor, with expenditure rising by 25 per cent last
year, and, unless this rate of increase can be cut back sharply,
the present disequilibrium could have unfortunate conse¬
quences for the balance of payments and longer-term
growth prospects.

In the Netherlands the authorities have recently taken
some action to deal with the continuing very high pressure
of demand which has now begun to be reflected in a deterio¬
ration in the trade balance. With demand for credit strong,
monetary conditions have become tighter and the discount
rate was raised at the beginning of May. In bringing about
the necessary reduction in the pressure of demand, some
further contribution from fiscal policy may be required.
The situation is rather similar in Sweden ; and although the
growth of demand may be slowing down in Norway, there

is a continued need for restrictive policies. In Greece the
restrictive budgetary measures proposed by the authorities
have not yet been fully implemented and there are continued
signs of excessive demand pressures.

In Belgium a spurt of activity in the last months of 1965
seems to have been short-lived, and the prospects for a
more buoyant trend are uncertain. Prices and wages have
been rising rather sharply, but not primarily because of
excess demand. It would seem to be desirable to stimulate

private productive investment, and the efforts being made
to limit the calls of the public sector on the capital market
may be construed in this light. But the recent tightening
of monetary policy could have an adverse effect in this
respect.

In Japan the recent upward surge in industrial production
and imports suggests that recovery is now under way,
stimulated by government spending and a slower, but still
substantial, rise in exports. The recovery is still in its early
stages, however; unemployment has continued to increase
and the rise in earnings in manufacturing has slowed down.
The strength and duration of the recovery will depend to
an important extent on private productive investment
demand, the prospects for which remain rather uncertain.
Under the conditions, the authorities are continuing to
implement an expansionary budget policy.

MONETARY DEVELOPMENTS

Between 2nd May and 6th July the official discount
rate was raised in the Netherlands, Germany, Belgium,
Sweden and Switzerland. And more generally, the last
few months have seen a rather strikingly widespread tighten¬
ing of credit markets. The following paragraphs discuss
some of the factors which may lie behind these develop¬
ments.

In many OECD countries both long and short-term
interest rates have now risen to levels which exceed not

only the previous cyclical peaks in 1958 and 1959 (Chart D)
but those ruling in the late 'twenties and early 'thirties.

France, Italy and Japan are exceptions to this generali¬
sation ; the economies of these countries are emerging from
varying degrees of recession and credit markets are still
in a state of relative "cyclical ease". The countries where
markets have been tightening can be divided into two broad
categories. The rise of interest rates has been parti¬
cularly marked in the United States, Canada and the Nether¬
lands, where domestic demand pressures have clearly been
strengthening. In another group of countries (Germany,
Belgium, Sweden, the United Kingdom and Switzerland)
markets have continued to tighten and interest rates to rise
despite a slackening in the pace of expansion.

Insofar as this rise in interest rates is a cyclical phenome¬
non expected, eventually, to reverse itself more or less
completely, no great concern need, perhaps, be felt. During
and after the fairly widespread mild recession in Europe in
1958 bond yields fell back almost as much as they had risen
during the preceding upswing. Interest rates may, however,
be rising for other reasons. Autonomous, secular forces
may be at work pressing rates up independently of monetary
policies. And it is important to consider whether there
are countries which are being forced towards an increase
of interest rates inappropriate from their own point of

view whether because balance of payments reasons
impel them to join in an international escalation of rates,
or because they are unable to apply an appropriate policy
mix; either cause could lead to the same results of undesir¬

able resource allocation and restraint of economic growth.
The weight of these different factors varies as between

countries. The cyclical element is obviously a very potent
factor behind recent developments in credit markets in the
United States. Pressure on resources became strong in the
second half of 1965 and was still increasing in the first half
of the current year, with investment rising much faster than
GNP and also than funds available to corporations from
internal sources. Credit market borrowing by the corporate
sector rose from $ 13.5 billion in 1964 to $ 20.6 billion

in 1965. Pressure in the markets became very strong
in the fourth quarter, when federal government finance
needs also rose sharply and the (seasonally adjusted) total
demand for loanable funds reached a record level of

$ 88 billion, i.e. 22 per cent above the average for 1965.
Credit demand remained high in the first half of 1966 and
may well reach a new peak in the second half. The supply
of liquidity through the open market operations of the
Federal Reserve was restricted sufficiently to produce not
only a further sharp rise in short-term rates, but also over
a half percentage point rise in long-term rates which now
stand above the ceiling of 4 y2 per cent for new long-
term Federal issues. While this policy of credit restraint
was mainly motivated by domestic reasons and caused
by domestic developments it appears to have played
an important role in limiting the deficit on the balance
of payments.

In Canada the situation is rather similar to that in the

United States. The tightening of credit markets is also
primarily due to the pressure of total demand on productive
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D. LONG-TERM GOVERNMENT BOND YIELDS 1926-1956
(per cent per annum - annual or monthly averages)

8

Recent levels exceed those reached in the early 1930s.

he OECD Europe average

includes Germany from 1956 onwards.

Break in series

Divergencies between individual countries reflect differing phases in the business cycle.
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In general, the figures are indices of government bond yields nationally comparable. The series for OECD Europe is an average
published by national sources. Some of the series are not homo- weighted by the GNP (1964 weights) of the eight European

geneous throughout the period, and absolute levels are not inter- countries included in the graph. 	
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resources ; the authorities have reacted to this mainly by
letting short-term rates rise, the increase in long-term rates
being less marked. At the same time, however, monetary
action has had to be shaped with a view to ensuring an ade¬
quate, but not excessive, inflow of capital from the United
States.

Italy, France and Japan are in the process of moving out
of a recession during which the demand for credit was slack.
In Italy interest rates fell sharply from 7.2 to 5.8 per cent
in the twelve months following June 1964; they declined
further in the latter months of 1965, but had climbed back

to 5.8 per cent by April this year. In France there was no
marked cyclical movement of long-term rates, but the call
money rate fell from its peak of over 6 per cent in spring
1964 to around 4 per cent in 1965. But in contrast to Italy
the banking system in France does not seem noticeably
to have improved its liquidity position during the recession
phase, and it seems somewhat doubtful whether it is in a

position, without further expansionary monetary policy
measures, to satisfy a rising demand for credit. The recent
decision by the Government to raise the nominal rate on
two public loans reflects increasing pressure on the long-
term market (1). In Japan the recession of 1965 was
accompanied by a marked easing of credit conditions, with
the call money rate falling from over 1 1 per cent to under
6 per cent, and with commercial banks improving their
liquidity position through repayment of call money. Inter¬
est rates on import credits however, have recently been
raised.

Among the other OECD countries it has already been
noted that both Spain and the Netherlands appear to be
experiencing excessive demand pressures, and this is reflect¬
ed in pressures on credit markets. In Spain bank credit
to the private sector rose by 25 per cent in 1965 but has
since moderated. In the Netherlands both short-term and

long-term rates have risen sharply, and the latter now stand
above 6 per cent.

There is another group of countries where the pace of
expansion has slackened and private investment demand is
less strong, but where credit markets remain strained and
interest rates have, continued to rise. These countries

include Germany, the United Kingdom, Belgium, Sweden
and Switzerland; in all of them price and cost increases
continue at an uncomfortable rate. For the greater part,
these countries consider it necessary to continue to apply
restrictive monetary policies because, although they have
passed the peak of the boom, pressure in the labour market
continues, and upward pressures on costs remain strong.

Two particular reasons which could underlie secular as

opposed to cyclical upward pressures on interest rates may
be mentioned. Some countries are experiencing a change
in the pattern of the finance of investment. And a number
of them are experiencing a sustained rise in the demand for
public capital expenditure.

It has been suggested that in some European countries
the rise in interest rates may be related to increased diffi¬
culties in financing investment due to a squeeze on profit
margins and hence smaller scope for self-finance. The
pressure on profit margins is attributed to rising costs which
cannot be passed on in prices because of vigorous interna¬
tional competition (and, in some cases, to price control).
It is not easy to find clear-cut evidence of such a decline in
self-financing ratios, partly because few countries have
adequate statistics on profits and flow of funds, but also
because in all countries these ratios show strong cyclical
fluctuations.

The cyclical behaviour of profits is clearly apparent in

56.0 58.1 58.1 68.6 77.0

24.5 27.9 31.3 34.7 39.3

16.5 13.9 12.6 15.2 12.5

73.2 71.9 75.6 72.7 67.3

Chart E, notably for the United Kingdom, and also for the
United States where the share of corporate profits in net
national income declined during the second half of the 1 950s,
but has subsequently recovered to its 1955 level. (2) Of the
countries shown in Chart E, the two which seem to show the
clearest signs of a secular decline are the Netherlands and

Germany. If one is concerned with the financing of gross
investment, however, allowance must also be made for the

trend in sums set aside for depreciation which with rapid
growth in the capital stock and liberal depreciation provi¬
sions have been rising strongly in most countries. Thus,
taking Germany as an example, the following flow of funds
figures for the enterprise sector show that while over the
period 1961-65 undistributed profits as a percentage of gross
investment fell from 30 per cent to 16 per cent, depreciation
allowances rose from 44 to 51 per cent. Taken together,
there was only a slight decline in the overall self-finance
ratio which can perhaps be attributed mainly to cyclical
factors.

(DM billion)

1961 1962 1963 1964 1965

1. Gross Investment

2. Depreciation Allowances
3. Undistributed Profits

(2 plus 3) as % of 1

It should also be noted that while a relative decline

in the internal funds available to the enterprise sector will
ceteris paribus lead to an increase in its demand for loanable

funds, this need not necessarily lead to higher interest rates;
it will normally be associated with a relative increase in
personal incomes and should, therefore, lead to larger non¬
corporate savings. Interest rates may be forced up, however,
where there are institutional or other obstacles to a smooth

transfer of the additional personal savings, which in the
first place accumulate mainly in liquid form, from the
savers to the ultimate borrowers.

The second factor which could be contributing towards
a "secular" rise in interest rates not only in Europe is
growing demand for public "infrastructure" investment such
as highways, hospitals, schools, prevention of water pollution,
etc. It can be seen from Chart F that this type of investment
has been growing much faster than GNP and in most
cases faster than total investment in all countries (3).

And given the substantial backlogs in public infras¬
tructure investment which still exist in many countries,
this ratio can be expected to continue to rise rather
rapidly in the years to come. The extent to which
this trend can lead to excessive pressures on credit mar¬
kets depends on the ability and willingness of the
public authorities to ensure that an appropriate proportion
of these expenditures is covered by tax revenue. In general,
there has been some rise in public sector savings, but the

(1) Among the reasons put forward for this decision were (a) the
need to increase the flow of savings into the long-term market and
(b) the rise in interest rates elsewhere in Europe.

(2) The differences in the levels of these ratios between countries
reflect both differences in the relative size of the corporate sector and
also differences in definition.

(3) The apparent exception of Italy is due to the fact that some
infrastructure investment is not classified as government fixed asset
formation.
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E - PERCENTAGE SHARE OF CORPORATE
SAVING !N NET NATIONAL INCOME

Per cent

The differences in the levels of these ratios
between countries reflect both differences in
the relative size of the corporate sector and

Ç\ H also differences in definition.

55 56 57 58 59 60 61 62 63 64 65

F - GOVERNMENT FIXED ASSET FORMATION

AS PER CENT OF GNP

Per cent

UNITED KINGDOM

Government fixed asset formation is fixed investment by the central
government and local government but excludes nationalised industries.
Figures for Japan refer to fiscal years ending March.

55 56 57 58 59 60 61 62 63 64 65

situation varies considerably from country to country, and
in several countries there has been a sharp rise in borrowing
by public authorities. In the countries of the European
Economic Community taken together, for example, the
share of public and local authority bond issues in total secu¬
rity issues rose from 9 to 17 per cent between 1961 and 1965
(and over the same period the share of state enterprises in
total issues rose from 9 to 19 per cent).

The rise in public borrowing was particularly marked in
Germany in 1965, despite the fact that public investment
expenditure actually declined (Chart F). At the Federal
level current public expenditure rose by 12 per cent against
6 }4 per cent in 1964, while as a result of reductions in tax
rates the rise in revenues declined from around 9 per cent

to 6y2 per cent. Since rather similar developments took
place elsewhere in the public sector, the financial position
of the sector as a whole swung from an average financial
surplus of nearly DM 5 billion in the three years 1962-64
to a deficit of DM 1.7 billion in 1965.

This rather extreme case of a country cutting taxes in
the middle of a situation of overheating raises the general
problem of the role of the policy mix as a factor behind the
recent rise in interest rates. In general, it can be said
that most countries have relied heavily on monetary policy
to combat inflationary pressures, and that fiscal action,
if taken at all, has played a subsidiary role. Where excessive
demand is due primarily to a strong surge in investment
demand, firm use of monetary policy is obviously appro¬
priate, although recent experience could be interpreted to
suggest that monetary policy, unless used very strongly,
affects investment only rather slowly, since spending sectors
can always, for some time, fall back on their liquid assets.
But in cases where investment demand is slackening, while
inflationary trends in prices and costs persist, excessive
reliance on monetary policy without supporting fiscal action
could have undesirable results. Thus, it has been suggested
that Italian experience in 1963-64 provides an example of
an "over-reaction" of private productive investment to a
restrictive demand management policy which relied too
heavily on monetary restraint.

There remains the question of to what extent recent
developments may reflect an undesirable international
escalation of interest rates. Clearly, changes in interest rates
in one country have repercussions in other countries most
obviously in the area of short-term rates, but to varying
degrees spreading out towards the longer-term end of the
interest rate spectrum. And there are some signs that the
attractiveness of a number of recent international issues,

and the rising level of long-term rates in some of the leading
financial markets, has had an impact on longer-term interest
rates for domestic issues in a number of European countries.
But it is also true that the international markets are, to

some extent, insulated from domestic markets, and the
funds supplying them are not necessarily of the type that
would be invested in national issues.(l) Furthermore, many

European countries still retain various controls, or can use
other techniques, to mitigate the repercussions of monetary
developments elsewhere if they so wish. Generally speaking,
it is in the smaller European countries some of which
have traditionally followed a low interest rate policy that
the impact of the increasing scale of international capital
movements has been most marked.

While it would probably be agreed that there has been a
good deal of "interaction" between countries in the general

(1) In 1965 foreign bond issues in Europe amounted to $1.3 billion
out of an estimated total of new bond issues of perhaps S 13 billion.

Source : Annual submissions to OECD



rise in interest rates, views may differ rather widely as to
whether this movement could have gone too far. At first
sight, it is hardly surprising that after a long period of
generally high growth rates and a strong propensity to
invest -- and substantial annual price increases in many
countries interest rates should be significantly higher
than they were in the depressed 1930s and the early post¬
war years when several important countries were following
a deliberate cheap money policy.

More specifically, it is difficult at the present time to
identify any countries where interest rates are higher than
the authorities would wish, given their desire to contain
inflationary tendencies and in some cases their inability
or unwillingness to make greater use of fiscal policy to this
end. Of the countries whose balances of payments are
particularly susceptible to international interest rate differ¬
entials, the United Kingdom, the United States and Canada
all at present need restrictive monetary policy for domestic
as well as for external reasons. At the other extreme,
there is as yet little evidence that the authorities in
Italy, France and Japan are encountering difficulties in
maintaining relatively easy monetary conditions in order
to encourage the recovery of investment demand. For some
of the smaller industrialised countries the position may be
rather less clear-cut. While in the Netherlands concern

about domestic overheating seems to be the dominant

factor, in Belgium, Sweden and Switzerland, the rise in
interest rates may be regarded as rather less consistent
with internal objectives. Switzerland, in particular, is
finding it increasingly difficult to maintain its traditional
low level of interest rates in the face of increased competition
for internationally mobile capital.

On balance, therefore, it could be argued that as a
general proposition applying to a large number ofcountries
the problem of a conflict between domestic and external

considerations in framing monetary policy is not at present
acute. But the conjunctural situation is changing in a
number of countries, notably in Germany, and a situation
could develop in which excessive reliance on monetary
policy in one or more countries could have an undesirable
impact on the allocation of resources between investment

and consumption, both in the country or countries concerned,
and elsewhere. Furthermore, this section has only been
concerned with the domestic implications of the rise in
interest rates. Recent developments in international capital
movements and financial markets are discussed in a later

section. It need only be noted here that whatever may be
the case from the domestic standpoint, from the point
of view of international payments equilibrium a shift in the
policy mix away from monetary restraint in countries with
a strong balance of payments position would normally
be highly desirable.

TRADE AND PAYMENTS

SUMMARY TRADE TRENDS

Because United States import demand is even more
buoyant than forecast earlier this year, OECD trade is now
expected to expand at practically the same record rate as in
1964. Progress towards a more sustainable pattern of
payments equilibrium within the OECD area has been
slower than previously hoped, because the United States'
current balance has deteriorated more than expected, and
the progress made in eliminating the United Kingdom's
deficit has been disappointing. The elimination of Ger¬
many's current deficit, on the other hand, appears to be
proceeding somewhat faster than expected, and the com¬
bined surplus of France, Italy and Japan to be declining
roughly in line with earlier forecasts (faster in the case of
France, and more slowly in the case of Italy).

The OECD countries' combined current surplus with the
rest of the world appears to be declining roughly in line
with earlier expectations, as the stabilisation measures taken
by primary producing countries in 1965 exert their dampening
effect on OECD exports. The low point was probably
reached in the first half of this year, and the surplus may
soon pick up as the increased export earnings of primary
producers are reflected in stronger demand for OECD ex¬
ports.

The factors making for a better equilibrium of capital
movements in the OECD area are likely to be somewhat less
strong this year than in 1965. In the absence of policies
specifically directed to the achievement of equilibrating
flows of short-term funds, the balances requiring official
settlement may be substantial, especially in the second half
of the year when the underlying pattern of surpluses and
deficits is magnified by seasonal factors.

The growth of OECD countries' imports is expected to
accelerate from 9)A per cent in 1965 to about 12 per cent
in 1966 (Table 3). The principal impulse will be intensified
demand pressure in North America, where capacity utilisa¬
tion is now higher than at any time in the last ten years.
But imports of other OECD countries taken together are
also expected to rise substantially more than last year.

Non-OECD countries are expected to benefit from the
rise in OECD demand comparatively more than last year,
as a result both of a higher rise in the volume of their sales
to the OECD area and of rising prices for primary commo¬
dities. Their purchases from the OECD area, however,
should increase by rather less than in 1965, though a rela¬
tively sharp acceleration could take place in the second
half, once primary producing countries adjust their purchases
to their higher export earnings. For the year as a whole,
the growth of OECD exports will depend more heavily
than in the previous two years on intra-area demand.

Current trends in trade of major
countries

Recent information (Chart G) confirms the strong
upward trend in United States imports, and points to
significant increases in import demand in Japan, France and
Italy, where domestic recovery is gathering momentum.
After rising at the end of last year, United Kingdom imports
have been more or less stable since January. The almost
flat trend shown for Germany may be misleading in so far
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as it reflects a sharp decline in purchases of foreign military
equipment. It is not clear to what extent the levelling out
of Canadian imports was influenced by temporary factors ;
demand should be growing less fast this year, partly due to
the Government's measures. In the second half of the

year, some slowing down of the very fast growth of United
States imports seems likely if the growth of domestic demand
returns to a more normal level. Other major OECD
countries' imports should continue to rise roughly at the
rate recorded in the first half of the year, with a pick-up in
Germany provided there is no further decline in purchases
of military equipment.

Export trends show an above-average rise for Canada,
where the most dynamic element is demand from the United
States. The growth of United States exports remains hesi¬
tant (despite increased relief deliveries of wheat to fndia),
with recently a much weaker trend in exports to Canada.
Trade between Canada and the United States is rather

sensitive to relative demand pressures in both countries
and so long as the pressure of demand continues to grow
more in the United States, some deterioration should be

expected in the United States' trade balance with Canada.
Japanese and, to a lesser extent, Italian exports seem to be
recovering from their hesitation in the second half of last
year, but their year-to-year growth rates are expected to
be substantially lower than in 1965 when a considerable
degree of slack existed in both economies. Recent trends
in United Kingdom exports confirm the improved perfor¬
mance of that country during 1965 and this might be expec¬
ted to continue in the second half of this year (1).

The impact of North American demand
on other OK CD countries

Virtually the whole increase in North American imports
from other OECD countries in 1965 was concentrated on

manufactures. For each country shown in Table 4, North
American demand contributed more than its normal share

to the increase in manufacturing exports in 1965. In terms
of changes over 1964, the most important beneficiary was
the United Kingdom, whose exports to North America

representing only 13 percent of the total in 1964 accoun¬
ted for nearly one-third of the increase in manufacturing
exports in 1965. In absolute terms, Japan was by far the
largest beneficiary with an increase in exports of manu¬
factures to North America of $ 640 million or as much

as that for the EEC countries taken together.
Chart H shows the effect of changes in exports and imports

of manufactured goods, both in total and vis-à-vis North
America, on manufacturing output in countries where
domestic demand was slack in 1965. Without the pull of
external demand in total, manufacturing output would
have declined in Japan, France and Italy. In Japan, increa¬
sed North American demand alone amounted to 3 Vz per
cent of manufacturing output (i.e. almost as much as the
total rise in the latter in 1965) and in Italy to 1 Y2 per cent,

( 1 ) Exports in the first half of 1966 were adversely affected by the
maritime strike. At the time of writing it is not clear to what extent
this will be offset in the coming months.

3. FOREIGN TRADE OF OECD AREA (1 )
Estimates and Forecasts (Values, per cent change)

1964

$
billion

Year to-year-changes

1960-

1963

Average

1964 1965 1966

Forecast

Change from previous
half-year

annual rate, seasonally adjusted

1965

1st half 2nd half

1966

1st half

Estimate

1966

2nd half

Forecast

Exclud ing exceptional wheat sales (2)

i
Imports 113.8 8.0 12.1 9.5 12 9.0 14.9 12 10

Exports 109.3 6.5 12.5 10.5 11 9.8 12.8 9i/2 11

Intra- OECD Exports 73.8 8.7 13.5 11.4 13 11.5 15.2 13 <2 11 J/2

11
Imports 36.8 5.9 9.5 6.1 9 5.3 12.9 8'/2 e y.

Exports 33.1 2.1 11.9 8.6 5 9.3 4.9 2]/2 10

Includi ng exceptional wheat sales

L_J O

Exports 109.9 6.5 13.0 10.1 11 9.2 13.5 10 10

Exports 33.7 2.2 13.5 7.4 6 7.5 7.0 5'/2 7

(1 ) Adjusted for the estimated shift of exports between early 1 965 and end 1 964 figures due to the U.S. dock strike and for changes in the
secrecy regulations concerning U.S. special category commodities. (2) Excludes wheat sales to the Soviet Union and, for 1 966, exceptional
U.S. wheat deliveries to India.
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(1v3- IVI LKUMAIM UlO C f KADL adjusted for seasonal variations 3 month
moving averages (common logarithmic scale)

EXPORTS Billion S

Annual rates
IMPORTS EXPORTS Billion S

Annual rates
IMPORTS

CANADA FRANCE I

jiS
GERMANY 1 \

1 1
ITALY

I 1

UNITED

KINGDOM
1

!
1964 1965 66 1964 1965 66

(1 ) Customs basis. Imports c./.f., except Canada and the United States.

1964 1965 66 1964 1965 66

but the impact on France and the United Kingdom was
much smaller (I).

This assessment of the effects of foreign demand on
manufacturing output takes no account of multiplier effects
within exporting countries, nor of effects on imports.
However, the figures suggest that only in Japan would
economic activity and imports have been significantly
reduced if North American demand had risen more slowly

- e.g. at the same rate as for other OECD countries.

Demand for OECD exports originating in the latter group
of countries and in the rest of the world, rose by 9 per cent
in 1 965. It seems that even with some allowance for

indirect effects world trade would have grown at a relati¬
vely satisfactory pace in 1965 without the spillover effects
of heavy demand pressures in North America. The same
will probably be true in 1 966. when an acceleration in Japan¬
ese and European OECD countries' imports is expected to

compensate for the slower growth of demand from outside
the OECD area.

Trade with the rest of the world

Contrary to previous cycles, the most recent slow-down
in the growth of OECD demand from the rest of the world,

which began in the second half of 1964, was relatively short¬
lived. By the second half of 1965, the cumulative effects
of resumed growth in Europe and some North American
restocking of primary commodities had already led to an
extremely rapid expansion, which was only slightly dampened
by slackening Japanese demand. (continued on page 28)

(1) The contribution of net exports of manufactures may be over-
slated in so far us manufacturing output is calculated on the basis of
value added, while manufacturing exports include the value of inputs
to the manufacturing sector from other sectors of the economy.
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4. EXPORTS OF MANUFACTURES

TO NORTH AMERICA

In 1965, the importance of the North American market
for other countries'exports of manufactures

was higher than usual.

Exporting
In 1964

Increase

in 1965

Countries

million

Per cent

of country's
exports

S million
Per cent

ot country's
increase

Belgium-
Luxembourg 470 10 100 15

Germany 1,280 9 270 18

France 440 7 150 17

Italy 480 10 120 13

Netherlands 170 5 20 6

Tnt , Crr 2,840 8 660 15
T°,alEEC (14)(1| (26) (1)

Sweden 200 8 50 20

Switzerland 260 11 60 21

United Kingdom 1,330 13 250 30

Japan 1,840 28 640 35

(1) Share in EEC exports to non-EEC countries.

H. OUTPUT AND NET EXPORTS OF

MANUFACTURES IN SELECTED

COUNTRIES, 1965

S billion (1)

2.0,-

1.5.

JAPAN

1.0

0.5

0

UNITED

KINGDOM

ITALY FRANCE

ffffffSM

(1) at 1964 prices.
(2) exports minus imports.

Rise in manufacturing output.

Rise in net exports (2) of manufactures : total.

Rise in net exports (2) of manufactures : to North America

In 1964 and 1965, the stagnation and in some cases
the fall in the volume of OECD imports, together with
record outputs of certain agricultural commodities had
fairly pronounced effects on commodity price levels but
with considerable variations between commodity groups
(Chart 1).

Price indices for both food and non-food agricultural
products had already started to decline in the second quarter
of 1964. Initially, however, only sugar and wool were
affected. Both had attained exceptionally high quotations
towards the end of 1963 in expectation of future shortages,
but prices were depressed in 1964 as a result of high levels
of output and the threat of import substitution. In the
case of wool, there was some slackening in demand for the
finished product. The sugar price fell extremely sharply
in 1964, and continued low through most of 1965. The
prices of other foodstuffs, particularly cocoa and to a lesser
extent, coffee, started to fall at the beginning of 1965, and
continued to do so until near the year's end. Non-food

agricultural prices generally fell less than food prices.
In the same period, mineral and metal prices kept almost

continuously to the upward trend which had started in 1963.
Relative scarcity, due partly to previously depressed price
levels (which had deterred any enlargement of productive
capacity) and partly to political developments in producing
areas, was the main factor. The latest and most signifi¬
cant increase occurred in April 1966 when the Chilean
copper price was increased by almost 50 per cent and Zam-
bian prices were pegged to London Metal Exchange quota¬
tions. It seems likely that unless political factors again
disturb markets metal prices will not rise above present
levels during the remainder of 1966.

Prices of some agricultural commodities, particularly
cocoa and wool, began to rise at the end of 1965 and con¬
tinued to do so in the first half of 1 966. No reversal of this

movement is foreseen, but with supply of most other commo¬
dities ample to satisfy any foreseeable increases in demand,
no further significant increases in the general price level of
agricultural products are expected in the near future.

If these expectations are fulfilled, average primary
commodity prices in the second half of 1966 might not be
far short of the relatively high 1963 level. It is difficult to
estimate to what extent this will be reflected in unit values

of OECD imports from primary producers (1), but it will
probably contribute to a significantly higher growth rate
in the export earnings of primary producing countries from
OECD markets than in 1965.

Trends of OECD exports to the rest of the world in the
recent past have differed significantly as between sales to
developed and less-developed primary producers. In broad
terms, the position of the less-developed countries (2)
which had been the first to react to the poor trend in their
export earnings had improved sufficiently quickly for
their reserves to rise sharply in the second half of last year.
As a result, OECD exports to them started to rise again
early in 1966 and should continue doing so for the remainder
of the present year. Conversely, the export earnings of
developed non- OECD countries (Australia, Finland, New
Zealand and South Africa) rose more slowly and more
hesitantly in 1965 ; but with much higher reserves on which

(1) Price indices tend to overstate actual changes in unit export
earnings of primary producers. On the other hand, statistical inform¬
ation on the unit values of primary producers' exports is often
inadequate, hi the recent past, for example, there has been a pro¬
nounced divergence between developments shown by the traditionally
most reliable commodity price indices and by the United Nations unit
value index.

(2) Excluding high reserve countries (see note to Chart I).
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I. OECD TRADE WITH PRIMARY PRODUCING COUNTRIES
(adjusted for seasonal variations,3-month moving averages)

Million US $ OECD TRADEO) AND PRIMARY Billion us $
Monthly rate PRO DU CERS' R ESER VES Quarterly rate
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Agricultural products : Minerals and
non-food metals (6)
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Change in region's reserves (2) (right scale)

NOTES

1 - OECD exports and North American

imports are f.o.b. Other OECD imports
are c.i.f.

2 - Including net IMF position.
3 - Australia, New Zealand, South Africa,
and Finland.

4 - Iraq, Israel, Kuwait, Lebanon, Libya,
Malaysia, Saudi Arabia and Venezuela.
5 - Source : National Institute Economic

Review, London.

6 - Excluding petroleum.
-fc Dock strike.

to fall back, they were slower to take action to check imports.
Nevertheless, the latter fell sharply towards the end of the
year, so that by the first quarter of 1966 their trade balance
was back to 1964 levels. Some increase in import demand
from these countries can therefore be expected this year,
although a return to early 1965 levels is unlikely.

In total, exports to primary producers might be expected
to accelerate in the second half of 1966 and to reach relatively
high levels in 1967.

CAPITA!, MOVEMENTS

It is now possible to analyse in a good deal more detail
the big changes in international capital movements which
took place in 1965. These are discussed in the following
paragraphs which also try to throw some light on the inter¬
relationships between changes in domestic investment
demand, the current external balance, and capital inflows
and outflows. Few figures are yet available for 1966 and it
is only possible to make a tentative assessment of likely
trends. (continued on page 30)
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J. CHANGES IN GROSS DOMESTIC
INVESTMENT, CURRENT BALANCES

AND NET CAPITAL FLOWS, 1964-1965

Among major countries, fast growth of domestic investment was
associated with improvement on capital account and deterioration
on current account...

... while slow growth tended to be associated with deterioration on
capital account and improvement on current account.

UNITED KINGDOM

FRANCE

JAPAN

ITALY

Billion $

i -i r i t

Million^

r^-i rr

200 400

A similar phenomenon could be observed in most of the smaller
industrialised OECD countries (1).

NORWAV

SWEDEN

AUSTRIA

DENMARK

BELGIUM

NETHERLANDS

SWITZERLAND

®

®

©

©

©

©

©

©r \ Per cent change
J ) gross domestic i

vestment (2).

Changs
balance.

Change in net capi¬
tal flows (3).

(1) Shown with bigger scale. (2) Preliminary estimates : in current prices, incl. changes in stock.
(3) Net long and short-term capital movements, including unrecorded transactions and changes
in net position of commercial banks (after adjustment to exclude US and UK bank's liabilities to
monetary authorities). 1965 data are adjusted to exclude the effects on the United States' accounts
of the liquifications by the UK government of its security portfolio (estimated atS 0.5 billion)

The pattern of capital movements in igas

The sharp reduction in the capital outflow from North
America was associated with a strong growth of total
domestic investment in both the United States and Canada

and a deterioration in the current balance, reflecting in¬

creased pressure on resources (see Chart J). The rest of
the OECD area taken as a whole showed an opposite deve¬

lopment. In France, Italy and Japan, slack investment in
combination with a stronger current balance was reflected
in a smaller inflow or a turn towards an outflow of capital.

In Germany, despite a slackening of the investment boom
in the course of the year, the deterioration of the current
balance in combination with restrictive monetary policies
and certain special factors contributed to a substantial
inflow of capital. The improvement in the United
Kingdom's capital account presumably to some extent
reflected the reversal of speculative movements connected
with the sterling crisis in the latter part of 1964.

The very substantial reduction in the inflow to the
smaller industrialised OECD countries far exceeding

the improvement in their current account was associated
with a considerable deceleration of their domestic investment.

after a rise of 20 per cent in 1964. The trend in this group
of countries was not uniform, however. Chart J shows

that in Norway and Sweden where investment was still
rising strongly in 1965 and the current balance was worse¬
ning the capital inflow increased. The other countries
experienced a decline, including Denmark, where the
relative strength of investment in 1965 conceals a sharp
change in trend as compared with 1964.

The decline by nearly $2 billion of capital outflow from
the United States in 1965 mainly affected short-term capital
(see Table 5). The outflow of short-term corporate funds
and of bank lending was reversed, but this was partly offset
by a sharp decline in the accumulation of dollar balances
by foreign banks. Net long-term capital outflows (excluding
the effects of the liquification of the United Kingdom's
official portfolio) remained at roughly the same level as in
1964. A substantial rise in direct investment (mainly to
Canada and the oil-producing countries) about offset the
turn-around in long-term bank and corporate lending.
New foreign issues (mainly Canadian) remained at a high
level, but the balance on other portfolio transactions impro¬
ved.

The improvement in the United Kingdom's capital
balance (over U.S. §600 million) reflected both a sizeable
reduction in the net outflow of long-term capital and higher
inflows of short-term funds connected with the reversal

of speculative movements (see Table 5). The outflow of
official long-term capital was reduced (even discounting the
effect of the waiver), and there was a swing of about $0.25
billion on portfolio account largely reflecting a liquidation
of foreign security holdings (1) and a substantial reduction
in net outward oil investment (in 1964 it had been exception¬

ally high).
The turn in Germany's balance from a minor capital

outflow in 1964 to a $1.2 billion inflow in 1965 almost

wholly reflected movements on short-term account (see
Table 5). The main feature was a sharp increase in corpo¬
rate borrowing abroad, but a reduction in prepayments
for military imports was also a factor. The long-term
capital balance also swung to a net importer position, due
to a marked rise in direct investment from abroad.

(continued on page 32)

( 1 ) United Kingdom statistics for 1965 do not reflect the liquification
of the Government's security portfolio.
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5. CAPITAL FLOWS OF OECD COUNTRIES, 1964-1965

($ million)

MAJOR
Total

Net

Commercial

banks (1)

Other

I Of which

COUNTRIES Short-

term (2)
Long-term

Official

Long-term
Direct

investment

United States (3) (4)
1964

1965

6,691

- 4,909 (3)

329

741

- 1,280

307

5,740

5,957

1,676

- 1,839

2,421

3,300

Canada (4)
1964

1965

754

1,206

250

399

199

228

805

579

106 (5)

254 (5)

United Kingdom (4)
1964

1965

823

160

84

4

191

536

1,098

692

407

307

280 (6)

311 (6)

France (7)
1964

1965

658

59

18

253

196

22

444

290

83

71

215

102

Germany
1964

1965

54

1,235

13

47

97

1,104

164

178

275

319

242

465

Italy
1964

1965

272

1,277

- 443

635

124

583

295 (8)

59 (8)

30

64

399

108

Japan
1964

1965

431

819

65

- 294

262

114

104

411

40

128

52

32

SMALLER

COUNTRIES
Total

Net

Commercial

banks (1 )

Other

Short-

term (2)
Long-term

Of which :

Official

Long-term

Memorandum

Items :

New Foreign
Security Issues

(a) (b)

Austria
1964

1965

75

33

16

54

14

7

77

28

26

20

18

21

Belgium
1964

1965

260

10

76

24

22

46

206

32

76

82 20 12

Denmark
1964

1965

365

117

52

80

159

122

154

75

72

21

138

35

Netherlands
1964

1965

421

32

214

149

116

86

91

31

12

8

5

37

15

29

Norway
1964

1965

117

193

1

71

30

62

148

202

93

37

119

120

Sweden
1964

1965

214

269

12

22

174

208

28

83

3

3 71

Switzerland
1964

1965

709

40

61

I

87 13

15

82

- 77

Total industrialised 1 964 3,850 800 4,650

0ECD (9) 1965 -4,050 1,700

Source : National statistical publications, and Secretariat estimates.

(1) Net change in short-term assets and liabilities, excluding, in the case of the United Kingdom and the United States, liabilities to monetary
authorities. (2) Non-monetary short-term capital and errors and omissions. (3) Adjusted for the liquification by the United Kingdom Govern¬
ment of its security portfolio. The figure for official long-term capital excludes a purchase by Canada of special US Treasury bonds in connection
with Columbia River transactions. (4) Adjusted to exclude the effect of waivers of debt servicing obligations of the United Kingdom. (5) The
Canadian definition of direct investment differs from the United States' definition. (6) Excluding oil investment. (7) Transactions with
non-franc countries only. (8) Including remittances of bank notes, believed to reflect mainly portfolio investment. (9) Including capital
balance of Switzerland (assumed to be entirely in the form of short-term funds).
(a) Security issues abroad by domestic borrowers.
(b) Foreign security issues placed on the domestic market.
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6. NEW FOREIGN ISSUES (us s million)

Markets
1963 1964 1965

Jan

1 QKR

-May
"IPfifi fn)

1st

19RR fn J
qtr.
iqfifi fn

Europe
United

States
Europe

United

States
Europe

United

States//?,/

Borrowers

i
Europe United States

US Companies (1) 	 	 341 28 329

Major OECD countries

Canada

France

Germany

Italy

Japan

United Kingdom

185

32

47

31

59

16

1,149 (2)

734

10

30

20

200

155 (2)

301

14

36

39

198

14

(741)

725

11

(5)

254

41

50

80

35

48

(893)

(740)

(63)

(90)

101

11

8

20

35

27

113

33

40

40

(110)

(110)

(420)

(420)

Smaller industrialised

OECD countries 106 124 288 (5) 319 182 131 (3)

Less industrialised

OECD countries 15 25 20 20 20

European Institutions 72 150 127 73 114

Total OECD 378 1,273 (2) 764 746 1,061 (893) 404 707 (110) (420)

Non-OECD countries (4)

of which :

developed countries (5)

61

39

167

42

198

119

409

30

235

122

(432)

(25)

122

36

85

53

(200)

(10)

84

TOTAL 439 1,440(2) 962 1,155 1,296 1,325 526 y 792 (310) | (504)
Source : Figures for Europe and figures in brackets : OECD Secretariat estimates.

Figures for the United States, except those in brackets : US Department of Commerce.
(p) Preliminary (1) Domestic and foreign affiliates of United States companies, set up for raising funds abroad. (2) Including a private placement by Shell Funding
Corporation amouting to US S 115 million (3) Including an issue by an international finance company domiciled in Luxembourg, amounting to US S 27.5 million. (4)
Including international institutions. (5) Australia, Finland, New Zealand and South Africa.

The deterioration in the capital account of Italy, Japan
and France affected all major types of capital : banking
funds, non-monetary short-term capital (possibly due to
a swing in trade credits) and also long-term capital (see
Table 5). In Italy and Japan there was a swing from net
long-term capital imports to net exports, with a substantial
reduction in long-term borrowing from the United States,
and, in the case of Japan, also from Europe. France too
received less long-term capital from abroad, while outward
lending and investment rose sharply.

Table 5 also summarises the information now available on

the S 1.5 billion fall in net capital receipts of the smaller
industrialised OECD countries. For the countries for which

detailed information is available, the reduction mainly affect¬
ed the short-end of the spectrum. To a significant extent,
it took the form of smaller imports or higher exports -
of funds by commercial banks ; this was partly due to
intervention by national monetary authorities, as in the case
of Denmark where the position of commercial banks was
sharply reversed after it was decided that increases in foreign
indebtedness would give rise to equivalent deposits with
the Central Bank. The net supply of long-term funds to
this group of countries fell much less. In particular,
their recourse to the international new issue market remained
at about the 1964 level, with a decline of Danish issues about
offset by new issues by Belgium and Sweden ; in total, there
was less borrowing by official bodies, and more by the
private sector. Average borrowing costs rose by about
half a percentage point in the course of 1965, but this does
not seem to have deterred potential borrowers. The

inflow of long-term capital in other forms (transactions in
outstanding securities, direct investment and loans) appears
to have declined fairly sharply. The nature of the consider¬
able reduction in the capital inflow into Switzerland is not
known.

Data is lacking for a detailed assessment of capital
transactions between the OECD area and the rest of the

world in 1965, but present information confirms that non-
OECD countries were not affected by the decline in the
capital outflow from the United States and the United
Kingdom. Indeed, preliminary reports from the developed
primary producing countries point to an appreciable in¬
crease (of the order of $y2 billion) in their capital imports

with a reduction in the case of Finland (which reflected

restrictive domestic policies) more than offset by increased
flows to Australia and South Africa. The position vis-à-vis
less developed primary producers is less clear. At first
sight, the total capital balances reported by OECD coun¬
tries (see Table 5), taken in conjunction with the increased
inflow recorded by the developed primary producers, would
suggest a decline rather than an increase in the net flow
of capital to less developed countries (1). On the other
hand, preliminary information on the gross outflow of
financial resources to less developed countries indicates
a very considerable increase in 1965 (partly connected

(1) It may well be, however, that a substantial part of the increase
in the latter's reserves took the form of money market investments
not shown as part of the official settlements of OECD countries ; to
that extent, the net capital outflow' from the OECD area would be
undervalued.
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with increased investment in, and once-for-al tax payments
to, oil producing countries). The increase in the net long-
term capital outflow recorded by industrialised OECD
countries (see Table 5) would point in the same direction
(though this could to some extent reflect an increased

outflow to less industrialised OECD countries). The
movement of the less developed countries' reserves, however,
taken in conjunction with the apparent change in their
trade balance, suggests that if there was a rise in the total
net capital outflow to these countries from the OECD

area, it was probably smaller than the increase in the gross
outflow.

The outlook for igôô

In the early months of 1966, the outflow of non-monetary
capital from the United States had not declined from the

previous year's rate, but there was a substantial repatriation
of United States banking funds. Neither direct invest¬
ment nor new foreign issues give much hope of substantial
savings as compared with 1965, but the capital balance
should receive some relief from a reduction of the outflow

to Canada, in view of the Canadian authorities' intention

to finance part of the country's deficit this year through
a reduction in official reserves. The outcome for the

capital account as a whole this year will probably depend
to an important extent on the degree of monetary tightness
maintained in the United States relative to other financial

centres ; in particular, a pattern of short-term interest rates
could emerge which might lead to a significant increase in
the dollar balances held by foreign commercial banks.
In the case of the United Kingdom further measures have
been taken to stem the capital outflow, which was sub¬
stantial early this year.

In principle, with investment demand slackening in
Germany but picking up in Italy and France, and probably
later in Japan, one would expect to see a decline in the
capital inflow into Germany, and, inversely, in the net capital
outflow from the other three countries taken together.
The figures so far available appear to confirm this hypothesis
for Germany, but show no very clear cut trends for Italy,
France and Japan. Taken together, there was a net capital
outflow of $0.8 billion from these four countries in 1965.

Whether this will increase or decrease this year depends on
how soon it will prove possible to relax monetary policy
in Germany, and on whether the authorities in the other
three countries continue to maintain relatively easy monetary
conditions.

Judging by data on new issues in the first half of the
year (see Table 6), the demand for funds by the smaller
OECD countries seems to have slackened further. Borrow¬

ing in the Euro-bond market by Belgium, Sweden, the
Netherlands and Denmark was no higher than a year ago,
while Norway's borrowing was considerably reduced.
The borrowing activity of non-OECD countries and inter¬
national institutions was also somewhat reduced. There

is no evidence to date that these developments were to
any significant extent affected by the rise in interest rates
(by about a quarter of a percent since the end of 1965).

The fact that interest rates on Euro-issues have so far

in 1966 just about kept in line with interest rates in the
United States may suggest that there is still reasonable
balance between demand and supply for long-term funds.
As the outflow of long-term capital from the United States
to countries other than Canada seems unlikely to fall substan¬
tially this year, while the effects of the United Kingdom's

K. SOURCES OF FUNDS OF

US SUBSIDIARIES OPERATING

IN EUROPE

Billion S

1962

50

40

1963 1964

Percentage Distribution

965

1962 1965

Local financing Reinvested earnings
and depreciation

Funds from US

Source : « Survey of Current Business » and OECD Secretariat estimates.

Data are based on flow-of-funds statistics for US subsidiaries and exclude acqui
iitions of US interests of existing concerns.

measures in that field are still to be tested, the present
position of approximate equilibrium may perhaps be
maintained through the year.

Some tension could nevertheless be building up in so
far as the flow of funds from the United States to U.S.

controlled companies abroad no longer rises in line with
their capital expenditure. In 1965 the share of local sources
in the financing of U.S. controlled companies had risen
to 33 per cent against 32 per cent in 1964, and 28 per cent
in 1962. The development particularly affected Europe,
where the share of local financing rose from 29 per cent in
1962 to 41 per cent in 1965 (Chart K). The survey made
early this year showed that United States companies antici¬
pated a 24 per cent increase in total expenditure overseas
on plant and equipment, and a 40 per cent increase in Europe.
There is some evidence that this maybe an over-estimate.
Even with a somewhat more moderate increase of invest¬

ment, however, recourse by United States companies to
local financing could easily increase by some $1 billion
- most of which should fall on Europe, where the new

form of financing represented by issues in the Euro-bond
market is concentrated. In the first half of 1966, new issues
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7. BALANCE ON CURRENT TRANSACTIONS
AND OFFICIAL SETTLEMENTS

S billion

1964 1965
1966

Forecast

North America (1) Current balance

Official settlements

5.41 3.20

0.53 -0.50^

France (3)

2.2

Current balance -0.11 0.56

Official settlements (4) 0.81 0,89

0.3

Germany Current balance

Official settlements

0.20 -1.55 -0,9

0.15 -0.32

Italy

United Kingdom (1)

Current balance 0.62 2.23

Official settlements 0.35 0.96
J	i

	1	^	[
Current balance -1.23 -0.47

Official settlements - 2.05 - 0.63

1.7

0.3

Japan Current balance -0.49 0.93

Official settlements - 0.05 0.1 2

1.1

Other OECD

industrialised

Current balance

Official settlements (5)

Other OECD less

industrialised

TOTAL OECD

Current balance

Official settlements (6)

tinrent balance

-0.88

1.29

-0.47

0.58

0.53

0.09

-0.5

1.07

0.11

1.5

(1 ) Adjusted to exclude the effect of waivers of debt servicing obligations of the United Kingdom.
(2) Excluding liquification by the United Kingdom of its security portfolio.
(3) Balance with non-franc countries on a transactions basis.
(4) Including net settlements on behalf of the Franc area.
(5) Adjusted for end-year gold swap operations between the Swiss National Bank and the BIS.
(6) Including net settlements by Portugal on behalf of the Escudo area.

in Euro-markets by special subsidiaries of U.S. companies
exceeded $ 300 million, more than accounting for the
increase in total foreign issues in Europe (see Table 6).
In the second quarter, however, these issues most of
which took the form of convertible bonds - - appeared
to be losing some of their attractiveness, due to adverse
developments in the New York stock market.

Summing up, so far this year there have been fewer signs
of increasing tensions in international monetary and finan¬
cial markets than might have been expected, partly perhaps
because capital outflows from the United States and the
United Kingdom have continued on a considerable scale.
interest rates have risen, but by no more than the general
rise in domestic rates (discussed in a previous section).
If really tight monetary conditions appear in the United
States, and the new measures taken by the United King¬
dom prove effective, there should be decline in the capital
outflow from the two reserve currency countries in the
remainder of the year. In this case, the impact on
international markets and capital flows will depend very
largely on the monetary policy followed in other countries.

ADJUSTMENT OF

PAYA l ENTS I\l BA LANCES

With the major exception of North America, changes in
the current balances of most OECD countries are expected

to lead to better payments equilibrium in 1 966 (Table 13).
However, few of the shifts are likely to be large enough
fully to correct the sharp diseqailibrating movements which

most countries experienced in 1965. Furthermore, the
equilibrating effect of capital movements may be somewhat
less this year short of policy intervention to this effect -
so that the surpluses and deficits to be financed by official
settlements might be as large in 1966 as in 1965. This
might apply particularly to North America, where last
year the change in capital movements more than offset the
current account weakening.

Among other deficit countries. Germany is expected to
improve its current account very substantially in 1966.
partly as a result of lower demand pressures, but also on
account of reduced military imports. A decline in the
capital inflow may be expected, however, and there may still
be a deficit on official settlements. The United Kingdom's

current deficit may fall this year, but not as much as last
year, largely because of the resilience of import demand,
and the basic balance seems likely to remain Somewhat in
deficit.

Of the three major surplus countries, only France is
likely to approach equilibrium on current account this year.
It is the official aim of French authorities to maintain a

small current surplus to be offset by net capital outflows,
and therefore it would seem that any action to hasten the
return to equilibrium on official settlements should be
aimed at the capital account. The current surpluses of
Italy and Japan, are likely to remain high this year in spite
of the recovery in domestic activity. Given the size of
Italy's current surplus, only a very sharp upturn in invest¬
ment could result in a rise of imports sufficient to restore
even approximate equilibrium. In the case of Japan, the
pull of American demand is expected to cause a substantial
further rise of exports, which might about offset the stronger
trend of imports. In none of these three cases would any
very substantial change in the surplus on official settlements
seem likely.

The current balances of the smaller OECD industrialised

countries as a group should not change much, but some
countries are likely to show important swings. A signif¬
icant deterioration is likely take to place in the case of the
Netherlands, while improvements can be expected for
both Denmark and Switzerland. The forecast deterioration

in the current balance of the less-industrialised OECD

countries mainly reflects a sharp increase in the Spanish
deficit which, coming after an even larger rise in 1965. is
beginning to reach serious proportions.

OFFI C I AL SETTLEM E N 1 \S

Movements in official balances in the early months of
1966 seem unlikely to be indicative of trends for the year
as a whole. The combined position of the two reserve
countries was in surplus by about $ 350 million in the first
quarter, but seems likely to have deteriorated in the second.
In the five months to May, deficits were recorded by the
remaining major OECD countries and by the small
Member countries as a group except France which had a
surplus of about $ 300 million. These trends were largely
influenced by seasonal factors, in particular the unwinding
of commercial banks' end-year window-dressing operations.
As seasonal influences move against the reserve countries
in the second half of the year, their combined deficit seems
again likely to be substantial, while large surpluses will
probably be recorded by France, Italy and Japan. World
monetary gold rose by a little under S 100 million in the
first quarter of the year, but preliminary evidence suggests
that there was little change in the two following months.
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PROMISE

AND

PROBLEMS

OF

NEW CARGO

HANDLING

PRACTICES

A recent estimate shows that ships may in
some cases spend about 60 per cent oftheir
time in port, which means that the valuable
capital asset of a ship is, in effect, lying idle
for something li^e half its life. If the time
spent in port could be cut to 20 per cent
of the ship's time, the freight rate could be
cut by about 30 per cent.
Among other techniques introduced since
the second world war leading to an im¬
provement in cargo handling and port
operation, unit transport - and in parti¬
cular, the use ofspecially designed contain¬
ers - promises a notable contribution to
the reduction oftime-wasting obstacles. But
at the same time this method of handling
goods raises certain problems which need
careful consideration.
The relative advantages and disadvantages
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are emphasised in a special section, entitled
"The Significance ofNew Cargo Handling
Practices" of the newly published iq66 Re¬
port of the OECD Maritime Transport
Committee.

Recently, the executive vice-President of
the US National Committee of the

International Cargo Handling Co-Ordi-
nalion Association described container

services planned lor North Atlantic traffic as an
" enormous avalanche ". In March, United States

Lines inaugurated a container service from New
York to Antwerp and Rotterdam by a 21-knot
cargo liner ; in April, Sea-Land Service, Inc.
followed suit with a weekly service to Rotterdam,
Bremen and Grangemouth.

In the United Kingdom, two consortia of shipping
companies, Overseas Containers and Associated
Container Transportation, have been set up over
the past year to study the possibilities of a world¬
wide container network. Dutch and Swedish ship¬

ping interests are far advanced in their planning for
container services : containers have been used success¬

fully in American and Australian coastwise services.

This gathering momentum in I he planning and
employment of container services has developed
from their previously limited use for specialised
cargoes such as furniture; in recent, years the idea
has been applied to a much larger range of commodi¬
ties and to larger units. But if experience to date
has brought out the advantages of the system,
certain disadvantages have become equally apparent.

New unit load techniques

Containers are boxes usually ol metal with doors
and lifting points. Their sizes are the subject ol a
draft recommendation by the International Organi¬
sation for Standardisation which provides for a
section of <S ft. by 8 ft. and lengths of 10, 20, 30 or
10 It. Numerous operators, however, use non¬
standard containers in shipping services. Ships can
be designed to accommodate any chosen size but
wider acceptance of standard sizes may facilitate
the international acceptance of some sort of contain¬
er pool ; this would, in turn, further encourage the
use of the standards. The cost factor is among the

considerations affecting their use, adding heavily
as it does to the initial costs of transport; a metal
container 20 ft. x8 ft. x8 ft. costs something like

$1,400.

Besides the container system other unit load
techniques have been developed. Ferry ships with
roll-on roll-off facilities represent perhaps the most
radical break with the traditional type of port

operation. Developed from the second world war
landing craft concept, they have been brought
increasingly into use over short sea voyages as a
result of the rapidly growing number of private car
shipments, especially for tourism; this calls lor I he
construction of specialised ships, usually with stern
doors or doors at both ends. Other services are

being introduced catering principally for commercial
traffic carried on lorries or trailers.

The advantages of the roll-on roll-off type of
operation are speed and cheapness in cargo handling
and reduction in damage and pilferage. The great¬
est disadvantage is the very large volume of wasted
space on board : it has been estimated that the
load factor ol a vehicle ferry is not likely to exceed
10 per cent of that of a conventional vessel of compar¬
able deadweight tonnage. The vessels themselves
have to be more expensive than conventional ones,
largely because of their specialised constructional
and safety needs.

The fork-lift truck has probably been the one
item of equipment which has had the greatest
impact on the docks. II greatly facilitates the
mechanised handling and transport of goods in the
dock area, but requires uneonfined space in which
to operate, carrying cargo between the quayside
and the transit shed or the shed and the lorry. This
in turn necessitates a new type of transit shed with
a minimum of structural supports. But even when
old sheds have to be used, their height can now he

used to greater advantage, so that a shed which
might have been able to lake only 700 tons is now
capable of taking something like 2,000 tons.

There have been some improvements on hoard
ship to facilitate cargo handling, such as mechanical
and double hatches. A desirable advance would

he the use of Hush 'tween-deck hatch covers and the

strengthening of decks and tank tops so that they
could bear the weight of fork-lift trucks.

Used in association with fork-lii'L trucks are pal¬
lets - flat trays of varying sizes and strengths,
from metal at one extreme to wooden or pasteboard

disposable pallets at the other. One of the dis¬
advantages of the use of any type of permanent pal¬
let is that if the owner wishes to retain its use it

has to be returned empty, at some cost, after use;
European railway operators have set up ah inter¬
national pallet pool to resolve this problem.

Scandinavian operators have further developed
the use of palletised handling by using side ports
cut in the ship's hull, enabling cargoes to be loaded
by means of a sequence of forklift trucks, and thus
disposing of the need for cranes. Another experi¬
mental system uses loaded pallets slacked on low-
wheeled trailers which are towed on or oil the

ship.
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" Fishback " containers are transferred from truck to cargo ship at a US port. After being transported by ship they will be transferred
to truck again for delivery to the final destination.

New skills for the stevedore

As these new appliances come into use, new
skills are required of dock workers. In the Nether¬
lands sociological studies have been directed to
opening up wider ranges of recruitment to the
industry, and similar studies have been made in
the United Kingdom. On the west coast of the
United States management and unions have conclud¬
ed important agreements under which new methods
of working have been accepted and the traditional

rules given up. The higher productivity obtained
has justified heavy additional expenditure and simi¬
lar agreements elsewhere might be very beneficial.

The economic arguments for operating some sort
of regular shift system in the docks make it desir¬
able that there should be new practices satisfactory
to labour, port operators and shipowners alike.

Application ofnew unit load techniques
The most important advantages of the use of

unit loads are the likelihood of far greater speed of
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transit and the prospect of a faster lurnroiind. The
Matson Line have been able to unload a specially-

designed ship of 6,500 tons in 850 man-hours by
comparison with 11,000 required for a conventional
ship of the same tonnage. This gave a 00 per cent
reduction in stevedoring man-hours and 80 per cent
reduction in the ship's turnround lime. Other
major advantages are that the total of the various
ports' charges should in the long run be less (though
labour problems may make this difficult lo achieve);
and problems arising from pilferage and breakage
should be diminished.

Among the disadvantages is the cost of the contain¬
er itself, but even more important is that the amount
of earning space in a container ship is considerably
less than in the case of a comparable conventional
cargo ship. It has been suggested thai converted
standard vessels have lost something like 35 per
cent of their potential earning capacity even when
taking additional containers on deck. In addition,
the containers themselves occupy both weight and
bulk and are unlikely lo be always fully loaded.
In view of this, a United States report suggested
that the maximum net unitised cargo which might
be carried even on a specially-designed ship would
be a little over 70 per cent of the vessel's bale cubic
capacity. The significance of this loss of space
would vary between routes and sometimes it might
not be material.

There are many oilier requirements posed by the
new techniques and especially by container transport
service. It is necessary to ensure thai port facilities
are adapted to the handling of containers, and contain¬
er berths are materially different from Ihose used
for conventional cargoes. What is principally need¬
ed is a large amount of space for assembly and
movement of cargoes (Sea-Land have a 92 acre site
at Port Elizabeth, New Jersey, with quay space
sufficient for five ships). The area must, be laid
out to facilitate movements parallel lo the quay.
No warehouse space as such is needed, but the site
must provide facilities for groupage - I he use of
one container to hold a number of different smaller

consignments in order to provide an economic load. To
adapt ordinary berths is unlikely to be very satisfact¬
ory. Sufficient space adjacent lo existing docks might
often be prohibitively cosily. But since container ships
can he loaded so much more quickly, il is possible
for spectacular improvements in the productivity of
ships, dock workers and berths to be achieved.

Among the European ports for which special
container facilities are at present being built or plan¬
ned, involving high capital outlay, are Amsterdam,
Hamburg and Southampton. Considerable technic¬
al, organisational and legal problems are encountered
in integrating land and sea transport into inter¬
national door-to-door container operations. These
problems and their financial implications are not
limited to the shipowner or port operators. Inland
clearance depots equipped with a full range of Cus-

loms facilities should, for example, be developed
in slep with or even in advance of the expanding
traffic. To achieve the potential value of Ihese
services documentation also must be streamlined.

There seems lo have been a close link between

the operators of shipping services and the operators
of inland transport everywhere where these services
have become important. The inland transport net¬
work provides an effective collection and distribu-
lion system on either side of the sea route, and
thereby extends its catchment area; it also affords
facilities for through working for both container-
load and small shipments.

Application ofunit transport
to long-distance services

It has been argued that 3,000 miles is likely to be
the economic limit, of container operations because
this would be the point at which the economic
advantages derived from the speed of turnround
are outweighed by the loss of cargo-carrying capacity.
While there may be good arguments against I his
or any other limiting distance, so far the successful
unit load services have been exclusively either
short-distance routes or routes both of whose ter¬

minal points fall within one country's jurisdiction.
The United States and Australian services mention¬

ed are examples of the latter. There is therefore
little experience of general application to call on.

The shipper of goods over long distances relies
on speed and convenience of service, but may be
more inclined than the short-distance shipper to

forego these for cheapness and reliability. There¬
fore he is likely to have less interest in unit transport
and the principal argument will be the shipowner's
judgment of its economic prospects.

In the lirsl place he will consider the extent lo
which the cargo carried in each direction is suscepti¬
ble of " confainerisation ". There are few cargoes
which cannot be carried in containers, but the

advantages of " containerising " different types of
cargo vary. Circumstances differ greatly from one
route to another, and it is noteworthy that Matson
Line have succeeded in their service which carries

general cargo to Hawaii but whose return cargo
consists almost exclusively of sugar, pineapples and
empty containers.

Secondly, there is the question of rates. II lias
frequently been suggested that shipping conferences
have taken an unduly restrictive attitude towards
introduction of unit transport, services, and there
has in the past been some evidence which supports
Ibis view. Bui shipowners' views appear to be
changing. They will of course require to exercise
control of the rales to be charged for containerised
cargoes, and its maximum load factors will be lower.
Voyage costs therefore are likely to be higher, but
this should be counterbalanced by quicker liirn-
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round. Also if a unit transport service can suffi¬
ciently reduce turnround limes il may enable the
shipowner to reduce his capital investment by
reducing the number of ships he employs in the
service. The shipowner has also to decide whether
containers should be charged for at a standard rate
for cubic capacity or on a commodity basis; the
former has substantial practical advantages and
seems to be gaining ground.

Specialised services of I his kind require specialis¬
ed ships. Hence if there were a sudden worldwide

switch-over to long-distance unit transport operations,
both the earnings and I he resale value of the present-
day cargo liner would be seriously affected.

Shipowners operating long-distance services will
have to weigh all these factors and many others
before they decide whether to introduce unit trans¬
port operations on any of their services. Their
decision requires careful study of the individual
circumstances of each service, and the balance

of advantage could well differ in respect of services
which have much in common.

Of the major long-distance international routes,
the Atlantic is I he first on which it seems likely
that large-scale unit transport operations will be
introduced. Its relatively short distance, high vo¬
lume of traffic and possession of industrialised
hinterlands on either side with developed internal
transport systems make the North Atlantic routes
most nearly resemble the successful cross-channel
unit transport operations. The degree of success
of these services should give valuable indications of
the economics of mill transport elsewhere.

Application ofunit transport
to short sea voyages

Over short distances, such as I he cross-channel

routes, the roll-on roll-off type of operation has
had its greatest success. It obviates the need for

special loading facilities other than ramps and car
parks on either side of the crossing. The fact that
the payload of the vessel is modest is unimportant
by comparison with the convenience of a prompt
crossing without inconvenient changes from one
form of transport lo another.

As the distance of the service increases and the

demand becomes less intense, the comparative
economics change and tend to favour lift-on lift¬

off services. Furthermore, many experts in port
operation consider that, when roll-on roll-off services

consist largely of trailers, the potential speed of
turnround of lift-on container vessels can be higher.
Also standardised containers can be pooled : trailers
are less likely to be brought under such agreements.

But despite the apparent advantages of the lift-
on container ship, its role in the short-sea service
has so far been overshadowed by that of the ferry.
The reasons for I his on services in European waters

seem to be varied. In the first place, the carriage
of lourist and trade cars is so important, and the
former so seasonal, thai surplus capacity will exist
and there will be marginal incentives to other types
of transport to use il. Other reasons are that the

shipper appears to have heller control of his cargo
and that the rate structure is simpler. Finally, the
international convention covering carnets for inter¬
national road haulage only applies at present to
vehicles or containers carried on vehicles, and this

puts lift-on operations at some competitive disad¬
vantage.

Apart from the first, these advantages may prove
ephemeral. There seems, however, to be little

doubt that some form of unit transport has shown
itself to be the natural means for most types of
seaborne general cargo on short sea routes. This
is because speed and convenience of transport has
vastly more importance than on longer routes, and
also because the speed of turnround which unit
transport can offer has exceptional value in reduc¬
ing the amount of tonnage likely to be required to
operate such services.

Since unit transport has these economic advan¬
tages over the more traditional types of operation,
it will no doubt occupy an increasingly large place
in these services. But it would be premature to
judge which particular technique is likely to prove
the most successful. This will probably depend on
the differing circumstances of each roule.

Weighing-up the pro 's and con 's

The following conclusions may be drawn as to
the relative advantages and disadvantages of I he
use of new cargo handling practices.

For the shipowner, speedy turnround has a vital
effect on the economy of his operations and any
method of accelerating it is valuable.

This may be achieved either by the radical revi¬
sion of port practices (notably by the adoption of
a shift system) or by introduction of new techniques
of cargo handling such as the use of unit loads.

The adoption of various unit load techniques is
likely to be of great value to the shipper in improving
speed of delivery and reducing the hazards in the
course of transshipments. These advantages are
of proportionately more value to short-distance
than long-distances movements.

A number of different unit transport techniques
are being tried in the shipping world; some have
proved their advantages for specialised cargoes
(notably roll-on roll-off lor wheeled vehicles) but
it is not yet possible to generalise about their relative
economic advantages.

The value and importance of uni I transport in
general cargo services on short-sea routes is establish¬

ed, but in long-distance shipping operations is still
no I proven.
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Incomes Policies an

As increased emphasis is given to the role of incomes policies in reconciling economic growth and price
stability, trade unions are being asked to formulate their wage demands in terms of the national interest.
The unions, for their part, are requiring as a condition ofparticipation that incomes policies embrace not
only wages but prices and other incomes as well.
In this new environment union leaders and members are finding it necessary to re-examine some tradi-

Traditional trade union opposition to use of
wage controls or guidelines is based in part
on the belief that it is inequitable to control

wages without introducing comparable restraints
upon non-wage incomes and prices. But since a
number of countries are now introducing incomes

policies which are comprehensive in scope, many
unions are finding it necessary to formulate positive
ideas about policies for both wage and non-wage
incomes. If they are to be both valid and relevant,
trade union policies in this field must be as well
deliberated as those of governments.

The trade union approach to these problems may
be different from that of other groups. Trade unions
may also look at incomes policies in different ways
depending on their political views, their economic
and political situation, and the institutional frame¬
work within which they function. Unions differ in
their lists of priorities and, perhaps most important
in this context, in their views on the effectiveness of
market forces as a means of allocating economic

resources and achieving economic goals.

Nevertheless they have some things in common.
They arc trying to improve the conditions of their
members. They are committed to high levels of
employment and seek to have an impact on the
determination of the levels of money incomes. They
are anxious to reconcile fast economic growth with

relative price stability while avoiding balance of
payments problems and securing some degree of
income redistribution.

In the system of priorities of trade union thought
there are a number of standards against which eco¬
nomic policy measures and management conduct
have traditionally been judged. These include the
necessity of economic growth, rising standards of
living and more equitable distribution of income and
capital. In addition, unions have jealously guarded
their rights to free collective bargaining.

Reconciling these goals with the new economic
context in which many unions find themselves

requires first of all a thorough understanding of the
complex processes of income formation, for without
this insight union policies risk having unexpected
and undesired consequences.

As a point of departure it is important to bear
clearly in mind the extent to which governments
influence the various types of income even in the
absence of a formal incomes policy -- through fiscal
and monetary policy, transfer payments and the
like. " If trade unions act as though wage determin¬
ation can be conducted independently of government
economic policies and irrespective of governmental
decisions which affect the economy, they are danger¬
ously deluding themselves ", observes Derek Robin¬
son. Trade unions can, for example, spend immense
efforts in trying to negotiate an increase in wages and
salaries only to have their actions frustrated or
reversed by government tax policies. The same sort
of reasoning holds true for other kinds of income.

Alternative mechanisms

Various approaches to the regulation of non-wage
incomes have been advocated by trade unions, and
some types of control have been tried by the govern¬
ments of OECD countries. In deciding for them¬

selves what types of policies they wish to advocate,
trade unions can benefit from this experience. The
various alternatives must be considered not only from

the point of view of their economic consequences but
for their impact on union structure, on the relations
between a union's membership and its leaders and
other political and social factors.

The most widespread technique used to date for
controlling non-wage incomes has been price control,
direct or through the use of guidelines, and a number
of unions advocate this approach. If price control is
examined in relation to union objectives, however, it
must be recognised that although it can influence the
level of profits, it is not by itself likely to provide a
means of achieving more equitable income distribu-
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d the Trade Unions

tional views and to develop policies towards both wages and non-wag? incomes and prices that correspond
to changed union needs and new economic realities.

In a study prepared for OECD"s Manpower and Social Affairs Directorate, Derek Robinson of Oxford
University (now also on the staff of the UK\s National Boardfor Prices and Incomes) provides a detailed

framework for use by trade unionists in making this re-evaluation.

tion. On the other hand there are unions which

advocate limiting profits without price control. In
considering the impact of the latter approach unions
must ask themselves whether it is possible to limit
profits without cutting back the progress of the
enterprise to a point at which there would be un¬
employment, or again, if the technique favoured by
union leadership is profit control and price freedom,
whether or not rank and file union membership would
think that restraint on profits is adequate compen¬
sation for wage restraint if prices should rise.

Another technique advocated by some unions is a
ceiling on dividends. This kind of measure would
exert control over the current incomes of shareholders

but not over reinvested profits which would enhance
the value of existing shares and hence represent a
potential capital gain for shareholders. Thus a
union would want to ask itself whether or not it

considers a capital gains tax a necessary part of a
policy for controlling non-wage incomes.

Or alternatively the union might want to find ways
to reserve some of the enhanced capital value for
wage earners. Such is the policy of the Italian
Confederazione Sindicati Lavoratori. This union

has proposed a national investment fund which would

be used to provide capital for the growth of Italian
industry. Workers would receive some income in
I he form of shares in this fund.

These examples only illustrate the kind of thinking
that must be done if unions are to provide themselves
with well thought-out schemes for the control of
non-wage incomes. A checklist for use by unions
in formulating their positions on an incomes policy
might include some of the following items :

1. Have prices and non-wage incomes moved
ahead of wage incomes '?

2. Should an incomes policy be designed to achieve
greater equity in the distribution of incomes and
economic power ?

3. What can trade unions do to assure adequate
information on non-wage incomes and prices?

4. Are there new kinds of non-wage incomes to be
appraised ?

5. Can voluntary techniques of price and non-
wage income restraints operate successfully ?

0. What types of price control appear appropriate?
Should they be selective or general; compulsory
or voluntary; guides or specific; verbal admo¬
nitions or post hoc review?

7. Should dividends be controlled independently
of profits and prices?

8. Should controls be placed on capital and specula¬
tive gains ?

9. Should trade-union policy reach over into the
policies concerning capital ownership ?

10. Can trade-unions moderate pay demands without
losing influence with their members ?

11. Can trade-unions negotiate for reductions in
prices as well as increases in pay ?

12. Should the emphasis be on a falling price level, a
stable price level or a moderately rising one ?

13. What educational programme should be insti¬
tuted to encourage acceptance of policy by
membership ?

Mr. Robinson urges unions to undertake the
necessary re-examination of their policies, using these
criteria or others. " Trade unions should take a

hard appraising look at the economy ", he concludes,
" and ascertain just where the important decisions
are taken and how these are influenced. A modern

economy does not stand still; the locus of power
shifts. The problems which need to be tackled
change, and those which were of greatest importance
at some time in the union's past may not be relevant
to today's conditions. If unions' attitudes are fossil¬
ised, they will lose influence and become anachro¬
nistic institutions living in the past and having no
contact with the real sources of power. "
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Better Administration of

Industrial Research:
Creation of a European Association

*

The European Industrial Research Management Association {EIRMA) came into being in May 1966,
following a conference of senior industrialists from sixteen European countries organised by OECD
and held at Ménars in France. The launching of the new Association resulted from some years of
exploratory work by OECD which led to a recommendation for the creation of such a body made at the
European- North American Conference on Research Management held at Monte Carlo in 1965.
The main aim of EIRMA will be to contribute to the effectiveness and achievements of industrial research
in Europe by promoting discussion and study of the best ways to organise, direct and manage it and to
apply its results in production.
EIRMA will have its headquarters in Paris. These will remain at OECD until new arrangements are

completed ; but the Association constitutes a distinct and autonomous body under the direction of its
own Governing Board.

*

Running throughout the discussions of Ministers
responsible for science and technology in OECD
Member countries at their Second Ministerial

Meeting on Science at OECD headquarters on 12th -
13th January 1966, was their preoccupation with the
failure of European industry to match the research and
development activities of other parts of the world, and
in particular those of North America.

M. Alain Peyrefitte, French Minister for Scientific
Research and Questions of Nuclear and Space Research,
and Chairman of the Ministerial Meeting, particularly
emphasised this point : "What struck me most during
the conference was unquestionably the world disequili¬
brium in scientific research... Western Europe suffers
from a lag behind the United States which it is absolutely
essential to make up".

To make up this lag, the Ministers discussed means of
increased governmental co-operation and support for
research and development; but it was also recognised
that a heavy responsibility lay with industry itself to find
means of sharing the growing costs as well as the benefits
of enterprise and experience in research and development.

The high costs of industrial research underline the
necessity of ensuring that such research is properly
organised and managed so as to cut out waste and reduce

as far as possible the number of projects undertaken
which in the outcome produce no valuable results, either
for the company concerned or the industry as a whole.
The main responsibility for weighing the probable
advantages of specific lines of research and rejecting
those which may produce unprofitable results, and then
carrying out vigorously and effectively the projects which
are selected, falls on the research director or manager.

The skill required of a research manager is not confin¬
ed therefore to possessing a high level of scientific
knowledge and judgment. He must also be familiar
with the general problems of management, including
production processes and costs, sales possibilities and
personnel matters. It is also his responsibility to evolve,
and justify to his Board of Directors, appropriate technical
objectives for the Company; in this way he plays a fun¬
damental role in the formulation of his firm's policy for

its future development.

Awareness of the nature and ramifications of research

and development management has not been lacking in
Europe, but except in the case of a number of large
firms which have investigated some of the problems
involved as they arise within their own laboratories, actual
experience has so far been confined largely to North
America. In the United States, a considerable literature
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now exists on the subject; colleges and universities offer
regular training and sponsor research on it and there is
widespread recognition in government, in universities
and in industry of research management as a discipline
and as a profession. The research directors and managers
themselves have developed clubs and associations;
organisations such as the National Conference on the
Administration of Research and the Industrial Research

Institute have been in existence for many years, and other
bodies in this field group directors of industrial research
of large firms and those responsible in the universities
and engineering colleges for industrial research.

Interest in the proposal to set up a European Associa¬
tion was expressed by a large number of European firms
to whom invitations to the inaugural meeting at Château
Ménars in the Loire Valley had been sent. Altogether
59 representatives attended the meeting, and a substantial
majority voted in favour of setting up the Association.
The names of 32 firms were inscribed on the initial list of

members at the meeting itself; the Governing Board
which was then elected is headed by Professor H.B.G.
Casimir, Director of the Research Laboratories of Philips
(Netherlands) and includes representatives (normally
research directors) of Renault (France), ASEA (Sweden),
Gevaert-Agfa (Belgium), Labôratorio Nacional de Engen-
haria Civil (Portugal), Fiat (Italy), C.A. Parsons and Co.
Ltd. (UK), and Nestlé (Switzerland).

Any industrial firm may qualify for membership of the
Association, provided that its headquarters are situated
in an OECD European Member or special status country,
has as its principal activity the production in Europe of
goods for sale under competitive commercial conditions,

and carries out in Europe a substantial programme of
scientific research and development. Membership during
the first year of the Association's existence is limited to a

maximum of one hundred firms, but provision is made for
an increase during subsequent years.

Membership fees consist of an entrance fee of

1,000 French francs, plus an annual subscription of
2,500 francs. Conferences, courses and seminars arrang¬
ed by the Association are to be so far as possible self-
supporting, fees for participation being fixed at a level
estimated to cover the costs involved. It is likely that
a number of committees will be set up to deal with parti¬
cular aspects of the Association's activities.

These activities will be based on the aims and purpose
of the Association as expressed in its Statute :

the study of the organisation and management of
industrial research, including scientific research and
technological development;

the development and the wider use in industry of
improved, more economical and effective methods and

techniques of managing industrial research;

wider understanding of the place of research within

the firm, of the role and requirements of research in industry
generally, and of those aspects of economic, education
and science policy which have a special bearing on re¬
search in industry or which research in industry can
influence.

Practical work on a number of the problems facing the
Association and its members was begun during the course
of the inaugural meeting. One working group examined
the question of the choice of research projects. Many
firms, public authorities and university research people
have developed systematic methods of evaluating the

return on individual research projects as a basis for choice;
some of the methods involve sophisticated mathematical
models and operational research techniques and several
require the use of computers for the provision of the
final data; other methods are much simpler. The group
was very impressed with some of the work reported to
it, strongly urged its publication and that the Association

should continue to follow the work being done in this
important field.

A second group discussed the obstacles to technical

innovation in Europe and methods of overcoming them,
and co-operation in developing new technologies. The
most striking conclusion of the group's work was that
when the long list of suggestions had been reduced to
the eight major obstacles to innovation, it emerged that
only one of these items also constituted a problem in
the United States; this was the question of internal
barriers within the firm poor communications, bad
administrative, structural or personal relationships and
the like. All seven of the other items therefore repre¬
sented clear disadvantages in the European environment
relative to the United States. The Group's final list of
obstacles was as follows :

Patents - the existence of different legislation in each
country.

Internal barriers - (mentioned above).

The European market - its fragmentation and resistance
to change.

Critical size - relatively few companies or indeed
countries could afford the scale of R and D effort needed

to match external competition.

Quality standards - they vary widely from country to
country, in food, drugs, safety, building regulations, etc.

Shortage of qualified manpower - laboratories suffered
from shortages of research staff and technicians; familiar¬
ity with science and technology on the part of general
business people, civil servants, etc. was all too rare.

Language and cultural barriers - likely to decline in
importance particularly as the interchange of students
between European countries increased.

Absence of major government programmes - the effects
of, for example, a space programme on the technologies
directly involved, the transfer and spin-off to other sectors
were major factors in the general advance of industrial
technology.

This group particularly advocated action to develop
and adopt a unified European system of patent legislation,
and that the second obstacle should be examined in

the light of a series of company case studies in which
the lessons of notable successes and notable failures in

R and D management were set out in detail.

In the working groups and in the plenary sessions
several speakers reported on their experience in inter¬
national co-operation on large-scale R and D projects.
A considerable body of knowledge now exists on this
subject and it seems likely that some general conclusions
can be drawn as to the conditions in which co-operation
in R and D can be conducted successfully by private
firms in different countries. It might be appropriate, as
part of the Association's future work, to examine this topic
more fully within the context of an industry such as aero-
engineering where joint research is a well-established

practice on whose success the survival of the industry
in Europe may well depend.
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Cost-benefit analysis of MEASURES
TO HELP

UNPLACEABLE WORKERS

The desire to provide a more systematic and complete factual basis for decision-malting has
led governments to mafo increased use of a technique called cost-benefit analysis in the
planning ofgovernment investment.
This technique consists in marshalling all the available evidence about the lively impact ofa
given investment - indirect as well as direct - organising the material in systematic fashion
and quantifying the information wherever possible.
Until recently cost-benefit analysis has mainly been used in connection with projects such as
dams or power plants where the beneficiaries could be readily identified and the value of
output easily calculated. But now its use is being extended to fields in which the benefits are
to a great extent social and psychological, hence difficult to measure.
OECD's Manpower and Social Affairs Directorate asr\ed Dr. Bent Andersen, a director
of the Danish National Social Research Institute, to apply the techniques of cost-benefit
analysis to a difficult socialproblem : how a society can most effectively provide for men and
women who, because of physical, mental or other handicaps, cannot be placed in regular
employment. His study, "An Economic and Social Analysis of Substitute Permanent
Employment", is intended to serve as a guide for the objective evaluation ofprojects in the
field ofmanpower and social policy.

OECD countries have adopted Iwo basic
approaches in dealing with members of
society who, owing to some handicap, are

prevented from finding or holding down a job in the
course of the normal workings of the labour market.
On the one hand governments make social benefit
payments such as disablement pensions to those
affected; on the other hand public bodies or private
charitable organisations create job opportunities for
the handicapped in their homes or in " sheltered "
workshops which may have specially designed equip¬
ment, flexible work schedules, trained supervisors and
possibly programmes of medical and vocational rehab¬
ilitation.

The two approaches are found side-by-side in most
countries and assume a wide variety of forms. In
Denmark, for example, a Disability Insurance scheme,
largely financed by the government, provides dis¬
ablement benefits for those workers whose earning
capacity is reduced by two-thirds or more. Attempts
are made to rehabilitate the handicapped worker, but
if he should be unable to resume normal employment,
he may be placed in a sheltered workshop subsidised
by the state. As long as his wages do not exceed
2500 kroner ($362), he may continue to receive his
full disablement pension (5000 kroner). As his wages
increase, his pension is reduced.

The Federal Republic of Germany has a disability
payment system geared to previous wages and paid
for by a tax on employers and employees plus govern¬
ment subsidy. Recently a number of sheltered
workshops have been started up by regional or local
authorities or private charities. In 1964 they were
able to accommodate about 2,200 workers of whom
about 45 per cent were mentally ill or retarded.

In the United Kingdom handicapped persons who
have a reasonable prospect of obtaining and keeping
some kind of remunerative employment register with
the Employment Exchange and, if possible, are placed
with industrial employers under a quota system (em¬
ployers must reserve three per cent of their jobs for
this purpose). Others may work for a state-owned
non - profit company called Remploy Ltd. A unique
venture, Remploy was set up in 1945 for war veterans
(today nearly half of the employees are disabled due
to other causes). It now has more than 90 work¬
shops throughout the country employing some 6,500
handicapped persons at wages which normally provide
a reasonable standard of living. Funds for establish¬
ment of Remploy workshops come from the Ministry
of Labour which also provides subsidies to cover the
excess of expenditures over incomes - - £ 3 million
in 1963. Workshops set up by approved non-profit
voluntary organisations are also entitled to govern-
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ment grants for establishment and operation, provid¬
ing the wages paid are high enough so that employees
are not dependent on any help from the National
Assistance.

Sweden has more than 90 sheltered workshops
(some 2,700 employees), most of which are run by
municipal authorities, their construction, equipment
and operation being subsidised by the state. There
are also some outdoor jobs in forestry and park
layout for alcoholics, delinquents and former mental
patients (2,500 a month placed in 1964). Separate
workshops have been set up by the public employ¬
ment service for handicapped people within private
firms. Workers in these " semi-sheltered " jobs are
paid at normal, collectively bargained rates, but the
firms are compensated by the state. Some routine
office jobs (so-called archival work) in the offices of
private and public institutions are also reserved for
handicapped persons. Subsidies are paid equivalent
to roughly 20 per cent of wage costs. For handicap¬
ped persons confined to their homes there is a certain
amount of " home work " available. In addition to

what they receive in wages from sheltered employ¬
ment, disabled employees receive pensions, the size
of which varies according to previous earnings and
degree of disability.

Some 800 sheltered workshops in the United States
provide jobs for roughly 50,000 handicapped em¬
ployees. Most such workshops are established by
private charitable organisations or local authorities,
but federal and state subsidies are provided for a
limited period of time. A quarter of the shops
belong to national associations such as the Goodwill
Industries. Many of the institutions include rehabili¬
tation and testing in their activities, this comprehen¬
siveness being a prerequisite for certain kinds of state
aid. An employer-employee financed disability in¬
surance scheme provides for the payment of disability
pensions to workers earning less than $ 100 a month.
(In order to encourage people to provide themselves
with additional protection, there is no such cut-off
point for income from savings, investments or insur¬
ance.) If sheltered employment pays more, therefore,
it must be considered as an alternative to the pension.

The economic gains

Trying to decide in a given situation what type of
scheme would give maximum benefits at minimum
cost presents complex problems since it involves vital
social and human as well as economic considerations.

Even on the economic plane, however, there are
difficulties.

The first problem is to find out what net contribu¬
tion, if any, establishment of a sheltered workshop
would make to the national product as against some
other alternative -- in this case simply paying cash
benefits. This means identifying not only the direct
economic impact but the side effects which, inten¬
tional or not, may have positive or negative value for
the decision-maker. The sacrifices involved in any
decision must be taken into account, and all of these
must be expressed in comparable units.

Generally market prices are used for this kind of
calculation, but in the case of sheltered workshops,

prices obtained for goods do not necessarily represent
their economic value but may include hidden subsid¬
ies. This may be the case, for example, in the Ameri¬
can Goodwill industries, where prices are competitive
but advertising makes an appeal to people's sympa¬
thy for the handicapped.

On the cost side, it is often difficult lo know the real

replacement value of capital equipment since in many
cases it is donated by public bodies or charitable
organisations. Moreover much of the work of some
sheltered workshops is subcontracted by other firms,
and in this case the tools and other equipment may
be provided by the contractor.

In the calculation, account must be taken of the
alternative costs which would have been incurred

through caring for the handicapped in the absence of
sheltered workshops and of the likely difference in
salaries earned by the highly trained but very special¬
ised supervisory staff in the sheltered workshops as
against what they might earn outside.

If the work programme is combined with rehabili¬
tation and training measures, the likelihood of the
workers becoming normal wage earners figures as an
element, and this in turn may depend on technological
developments (some thinkers see in automation a new
opportunity for the handicapped) and on the tight¬
ness of the labour market (in periods of full employ¬
ment handicapped people tend to be absorbed into
regular employment whereas in a slack market, they
may be considered marginal workers).

The second problem is to examine how the gain
(or loss) to national income is distributed. II may
be that the incomes of the handicapped increase but
that this gain requires a sacrifice on the part of the
rest of society. On the other hand the higher
incomes may lead to larger tax payments and reduced
welfare benefits with the result that the rest of

society gains as well. Dr. Andersen makes an ana¬
lysis of this kind for nine varied workshops in six
countries and his results might serve as a starting
point for studies of other similar work arrangements.

The human benefits
Whatever the economic advantages or disadvan¬

tages of sheltered workshops over the passive receipt
of pensions, the political decision to opt for one or
the other will rest largely on the expected psycholo¬
gical and social gains.

Some attempts have been made by economists to
quantify the value of social or psychological gains
involved in a given investment (1). Research on
human gains of employment for the handicapped is
also being carried out : a team in Chicago, for example,
has started a therapeutic workshop especially for this
purpose and is working not only with the control
group in the workshop, but also with another group
whose members are receiving social benefits. An
attempt will be made to observe objectively and, if

(1) For example CD. Foster and M.E. Beesley attempt to measure
the value to commuters of time spent in travelling in an article
entitled " Estimating the Social Benefit of Constructing an tinder-
ground Railway in London " in the 1963 Journal of the Royal Statisti¬
cal Society.
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A handicapped person learns vocational skills «/ Queen Mary's
Hospital for the Disabled in the United Kingdom.

possible, to measure human gains on a cardinal or
ordinal scale.

There are some indications that handicapped
people prefer employment to social benefits : in a
study carried out by the Danish National Institute of
Social Research among 86,000 physically handicap¬
ped men, 80 per cent of those interviewed were gainfully
occupied and self- supporting even though most of
them were entitled to receive pensions; despite the
fact that with the pension plus some part-time work,
their incomes could have been almost as high, most
of the men interviewed preferred the full-time work
on equal terms with normal employees.

Other studies indicate that under certain conditions

productive remunerative work produces noticeable
human gains : improved contacts with other people,
reduced sickness rates and reduced physical depen¬
dency, improved leisure-time activities and suppres¬
sion of some symptoms connected with certain
psychiatric illnesses. There may also be psycholo¬
gical benefits to the rest of society if only because
normal workers feel more secure about what would

happen should they ever have an accident and
become disabled.

Dr. Andersen suggests that even if the human
gains cannot as yet be measured quantitatively, they
can be taken into account in systematic fashion and
thus contribute to sound decision-making. But
further research is needed on the role of employment
in preserving the working capacity of the unem-
ployables, on links between employment of handi¬
capped workers and the economic and emotional
situation of their families, and on the relation between

the milieu in which the children of handicapped
people grow up and their health and educational
attainment.

Both tests of the effectiveness of social institutions

- economic benefits and human gains - - can be
introduced into the decision-making process, it is
suggested, without minimising the importance of
political or moral considerations in the final decision.
These may, in fact, be enhanced.

f-INFORMATION FREE OF CHARGE-
ON OECD PUBLICATIONS

A large number of readers of the OECD Observer have
returned the reply-card indicating their wish to be

kept up to date on OECD publications in specified
sectors. A new

GENERAL CATALOGUE

OF OECD PUBLICATIONS

listing all publications in stock at the beginning of
1966, will shortly be sent to these readers, who will
be kept up to date by information on new public¬
ations as they appear.

NEW OECD

PUBLICATIONS
Agriculture and Food Documentation Series :
No. 77 - ADVISORY WORK IN FARM

MANAGEMENT

198 pages : 15 s. ; % 2.50; F 10.00; Sw. fr. 10.00 ; DM 8.30.

No. 79 - OECD STANDARD CODE FOR THE

OFFICIAL TESTING OF AGRICULTURAL

TRACTORS

50 pages : 5 s. ; $ 0.80; F 3; SF 3; DM 2.50.

No. 80 - TRAINED MANPOWER FOR

TOMORROWS AGRICULTURE

289 pages : 27 s. 6d.; $ 4.50; F 18; SF 18; DM 15.

MARITIME TRANSPORT, 1965

80 pages : 9 s. ; $ 1.50 ; F 6.00 ; Sw. fr. 6.00 ; DM 5.00.

DEMOGRAPHIC TRENDS 1965 - 1980 IN WEST¬

ERN EUROPE AND NORTH AMERICA

Price not yet fixed.

INTERNATIONAL COMPARISONS OF REAL

INCOMES, by Wilfred Beckerman

64 pages : 9 s. ; $ 1.50 ; F 6.00 ; Sw. fr. 6.00 ; DM 5.00.

ORGANISATIONAL PROBLEMS IN PLANNING

EDUCATIONAL DEVELOPMENT

7 10 pages : 10 s. 6 d. S 2.00 ; F 7.00 ; Sw fr. 7.00 ; DM 5.80.

THE MEDITERRANEAN REGIONAL PROJECT

Country Reports : Portugal

226 pages :17s.6d.;$ 3.00 ; F 12.00 ; Sw. fr. 12.00 ; DM 10.00.

NON-WAGE INCOMES AND PRICES POLICY :

Trade Union Policy and Experience

196 pages : 21s.; S 3.30; F 14.00; Sw. fr. 14.00; DM 11.60.

REVIEWS OF NATIONAL SCIENCE POLICY :

FRANCE

136 pages : 12 s. 6 d. ; $ 2.00 ; F 8.00 ; Sw. fr. 8.00 ; DM 6.60.

SCHOOL BUILDING RESOURCES AND THEIR

EFFECTIVE USE

146 pages : 17 s. 6 d.;% 3.00 ; F 12.00 ; Sw. fr. 12.00 ;DM 10.00.

ENERGY POLICY : Problems and objectives

7 76 pages : 15s.; $ 2.50; F 10; FS 10; DM 8.30.
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WHERE TO OBTAIN OECD PUBLICATIONS

ARGENTINA

Editorial Sudamericana S.A.,

Alsina 500, Buenos Aires.

AUSTRALIA

B.C.N. Agencies Pty. Ltd..
53 D, Bourke Street,
Melbourne, C.l.

AUSTRIA

Gerold & Co., Graben 31, Wien 1.
Sub-Agent :

Buchhandlung Jos. A. Kienreich,
Sackstrasse 6, Graz.

BELGIUM

Standaard Wetenschappelijke,
Uitjeverij.
Belgiëlei, 147
Anvers.

Librairie des Sciences (R. Stoops)
76-78 Coudenberg, Bruxelles.

CANADA

Queen's Printer - Imprimeur de la Reine,
Ottawa.

DENMARK

Munksgaard Boghandel, Ltd.,
Nôrregade 6, Kôbenhavn K.

FINLAND

Akateeminen Kirjakauppa,
Keskuskatu 2, Helsinki.

FORMOSA

Books and Scientific Supplies Services,
Ltd., P.O.B. 83. Tapei. Taiwan.

FRANCE

OECD Publications Office,
2, rue André-Pascal, Paris (16e).
Principaux sous-dépositaires :
Paris : Presses Universitaires de France,

49, bd Saint-Michel (5e).
Librairie de Médicis,

3, rue de Médicis (6e).
Sciences Politiques (Lib.),
30, rue Saint-Guillaume (7e).
La Documentation Française,
16, rue Lord-Byron (8e).
Aix-en-provence : Librairie de

l'Université.

Bordeaux : Mollat.

Grenoble : Arthaud.

Lille : Le Furet du Nord.

Lyon IIe : L. Demortière.

Strasbourg : Berger-Levrault.

GREECE

Librairie KaufTmann,

28, rue du Stade, Athènes 132.

GERMANY

Deutscher Bundes-Verlag, GmbH,

Postfach 9380, 53 Bonn.

Sub-Agents : Berlin 62 : Elwert & Meurer.
Munchen : Hueber.

Hamburg : Reuter-Klôckner;

und in den massgebenden Buchhandlungen
Deutschlands.

ICELAND

Snaîbjôrn Jônsson & Co. h. f.
Hafnarstrasti 9,
P.O. Box 1 131 - Reykjavik.

INDIA

International Book House Ltd.,
9 Ash Lane,

Mahatma Gandhi Road, Bombay 1.

Oxford Book and Stationery Co. :
Scindia House, New Delhi.

17 Park Street, Calcutta.

IRELAND

Eason & Son.

40-41 Lower O'Connell Street, Dublin.

ISRAEL

Emanuel Brown,

35 Allenby Road,
and 48 Nahlath Benjamin St., Tel-Aviv.

ITALY

Libreria Commissionaria Sansoni

Via Lamarmora 45, Firenze.
Via Paolo Mercuri 19/B, Roma.
Sub-Agents :
Genova : Libreria Di Stefano.

Milano : Libreria Hoepli.
Napoli : Libreria L. Cappelli.
Padova : Libreria Zannoni.

Palermo : Libreria Dante.

Roma :

Libreria Rizzoli; Libreria Tombolini.
Torino : Libreria Lattes.

JAPAN

Maruzen Company Ltd..

6 Tori-Nichome Nihonbashi, Tokyo.

KENYA

New Era Publications, Ghale House,
Government Road,
P.B. 6854, Nairobi.

LEBANON

Redico, Immeuble Edison,

Rue Bliss, B.P. 5641,
Beyrouth.

LUXEMBOURG

Librairie Paul Bruck, 22, Grand'Rue.
Luxembourg.

MALTA

Labour Book Shop
Workers' Memorial Building

Old Bakery Street, Valletta.

MOROCCO

Éditions La Porte " Aux Belles Images ",
281, avenue Mohammed-V, Rabat.

THE NETHERLANDS

W.P. Van Stockum & Zoon

Buitenhof 36, Den Haag.

NEW ZEALAND

Wellington, Government Printing Office,
20, Molesworth Street (Private Bag), and
Government Bookshops at
Auckland (P.O.B. 5344).
Christchurch (P.O.B. 1721).

Dunedin (P.O.B. 1104).

NORWAY

A/S Bokhjornet, Lille Grensen 7, Oslo.

PAKISTAN

Mirza Book Agency,
65, The Mall, Lahore 3.

PORTUGAL

Livraria Portugal,
Rua do Carmo 70, Lisboa.

SOUTH AFRICA

Van Schaik's Book Store Ltd.,
Church Street, Pretoria.

SPAIN

Mundi Prensa, Castellô 37, Madrid.

Libreria Bastinos de José Bosch, Pelayo 52
Barcelona 1.

SWEDEN

Fritzes, Kungl. Hovbokhandel,
Fredsgatan 2, Stockholm 16.

SWITZERLAND

Librairie Payot,
6, rue Grenus, 121 1, Genève 11

et à Lausanne, Neuchatel, Vevey,

Montreux, Berne, Bale et Zurich.

TURKEY

Librairie Hachette,

469 Istiklal Caddesi, Beyoglu, Istanbul,
and 12 Ziya Gôkalp Caddesi, Ankara.

UNITED KINGDOM and

CROWN COLONIES

H. M. Stationery Office,
P.O. Box 569, London S.E.l.
Branches at : Edinburgh, Birmingham,

Bristol, Manchester, Cardiff, Belfast.

UNITED STATES

OECD PUBLICATIONS CENTER,
Suite 1305

1750 Pennsylvania Ave, N.W.
Washington, d.c. 20,006.

YUGOSLAVIA

Jugoslovenska Knjiga, Marsala Tita 23,
P.O.B. 36, Beograd.
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