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THE BUDGET
AS A TOOL

OF ECONOMIC POLICY:

Recommendations to Improve itsUse
Recent events have shown that a number ofgovernments have been seeking to accentuate
the role offiscal policy in their efforts to keep their economies on an even %eel and prevent
balance ofpayments crises. But experience with fiscal policy is still limited, and the tech¬
niques are difficult to apply in a timely andappropriate way. The OECD's Economic Policy
Committee has, in recent years, been focussing much of its attention on the need to improve
fiscalpolicies and practices, given the increasing need, under modern conditions, for coun¬
tries to keep their economies in balance and given the growing difficulty, in a convertible
world, ofusing monetary policy as a major weapon to this end.
In iç66 a study group was set up to examine the experience ofseven OECD countries in the
use offiscal policy since IQ55. Eight well-fyiown independent experts who combined academ¬
ic and practical experience of budgetary questions were chosen. (1) Their analysis and
recommendations have just been published. Another volume, prepared by an OECD con¬
sultant, contains a detailed factual analysis offiscal policy in each country, and will be
published later in içôç.

(1) Professor J. Zijlstra of the Netherlands served as Chairman of the group until his appointment as Prime Minister of the Netherlands.
Professor Walter Heller, Regents' Professor of Economics at the University of Minnesota and former Chairman of the Council of
Economic Advisers to the President of the US then took over and Cornells Goedhart, Professor of Economics, University of Amsterdam

ioined the group. The other members were: Guillaume Guindey, Inspector-General of Finance, Paris ; Heinz Haller, Professor of
Economics, University of Zurich ; Jean van Houtte, Minister of State, Professor of Taxation Law, University of Ghent ; Assar
Lindbeck, Professor of Economics, Stockholm School of Economics ; Richard Savers, Professor P2meritus, formerly Cassel Professor of
Economics, University of London ; Sergio Steve, Professor of Public Finance, University of Rome. The Consultant, whose detailed
report will be published separately, was Professor Bent Hansen, University of California.

IN Belgium, France, Germany, Italy, Sweden, the
United Kingdom and the United States central
government expenditure excluding investment

now accounts for between 12 and 22 per cent

of gross national product. This means that public
spending and taxation have an important impact on
overall economic activity whether or not fiscal policy is
consciously directed to influencing it. But in fact, in
every country studied, fiscal policy is now consciously
being used to help maintain the delicate balance between
an unacceptably low level of employment on the one
hand and inflationary pressures on the other.

This represents a revolution in political attitudes
towards the budget compared with even ten or fifteen
years ago when, for many governments, the overriding
concern in fiscal matters was to provide certain essential

services and to ensure that revenues were sufficient to

cover the expenditure involved. For policy makers in
most countries, today, the priority accorded to balancing
the budget has given way to use of the budget to balance
the economy. The currently accepted view, and that
endorsed by the experts, is that the appropriate impact
of the budget depends on the state of the economy rather
on the state of the government's accounts.

Reasons for its growing use

Although several countries the United States, for
example, and Germany consciously accepted budget



Walter Heller, Regents' Professor of Economics, the University of
Minnesota (U.S.) and former Chairman of the Council of Economic
Advisers to the President, served as chairman of OECD's study group

on fiscal policy

deficits in the Thirties as a necessary consequence of
government programmes, Sweden also in the Thirties

- was probably the first to adopt the principle of
systematic counter-cyclical intervention with alternating
surpluses and deficits as a basis for budget policy. The
United Kingdom has attempted each year since the
Forties to use compensatory budgetary policy as a
means of influencing the level of total demand. In the
United States, the idea of demand management through
fiscal policy evolved gradually during the Forties and
Fifties; but in practice active and frequent fiscal inter¬
vention was adopted as a leading principle only in 1961.
Germany was the last of the seven countries after the

war to use budgetary policy as a means of managing
demand: a Stabilisation Law passed in 1967 facilitates
this by, among other things, empowering the Federal
government to increase or decrease budget expenditures
within certain limits beyond parliamentary appropria¬
tions, and by increasing the range of taxes which can be
varied for purposes of stabilisation.

The reasons for the growing prominence of fiscal
policy are several. While some governments, such as
those of Belgium, Italy and Germany, were able to
reduce unemployment substantially during the late
1950's and early 1960's without a consciously formu¬
lated policy of demand management, by the mid-Sixties
all of the countries studied had achieved what may be
regarded as reasonably full employment. In trying to
maintain this situation without inflation, they have found
themselves operating within a narrow band in which the
margin of unused resources leaves relatively little room

for manouvre; hence they have needed to bring into
play all the available policy tools. After international
capital transactions were liberalised in the late 1950's,
monetary policy came increasingly to be dictated by
international requirements, leaving governments with
less scope in this field than in the past to meet domestic
needs. Several instances in which excessive reliance on

monetary policy clearly had undesirable results are cited
by the experts.

What the Record Shows

Assessment of the results of fiscal policy is not an
easy task, for over the period studied governments have
altered their economic objectives: growth, in particular,
has assumed increasing importance, but at different
times in the individual countries. To this must be added

the fact that there were large discrepancies in the em¬
ployment level from one country to another at the
beginning of the period and that full employment was
not reached at the same time by all of them. Neverthe¬
less, the experts' analysis of the experience since 1955
leads them to conclude that in most countries govern¬
ment budgets have had the effect of reducing the ampli¬
tude of short-term fluctuations in output and employ¬
ment, the United Kingdom being to some extent an
exception.

In part this has been due to fortuitous actions rather

than to any conscious countercyclical fiscal policy. Such
has been the case, at times, with Belgium, Germany and
Italy which, over most of the period, did not make much
use of budgetary variations for demand management
purposes.

A second factor has been the action of so-called

automatic stabilisers the decrease in tax revenues

that takes place when incomes fall and the increase

caused by a boom, particularly in countries with steeply
progressive taxation. In a number of economies, the
automatic response of taxes has been strengthened by
such features of the fiscal system as public unemploy¬
ment insurance, the payment of which increases govern¬
ment outlays during a recession and hence also exerts a
stabilising force. Automatic responses to changes in
activity have probably been strongest in the US and
France where, it is estimated, they may have tended to
reduce the size of fluctuations by as much as fifty per
cent. They have also played a role in Belgium, Germany
and Italy. In the UK, and to some extent Sweden,
automatic responses are less strong owing to the fact
that the governments rely heavily for revenue on taxa¬
tion of goods such as alcohol and tobacco, consumption
of which is not very responsive to changes in income,
and where the experts suggest that built-in responses
could be strengthened. Payment of income-related
rather than flat-rate unemployment benefits and in¬
creasing benefits generally should also improve the
automatic effects.

Under some circumstances, however, e.g. during a
recovery from recession, automatic effects may prove to



be unwelcome; such was the case in the late 1950's in
the US where increases in tax revenue which accompa¬
nied economic recovery exerted a deflationary influence
or " fiscal drag " sufficient to prevent the economy from
reaching full employment and where, eventually, the tax
rate had to be changed.

Automatic budgetary responses are not by themselves
capable of ironing out fluctuations in economic activity.
The key to effective fiscal policy therefore lies in appro¬
priate discretionary action: the budget should be made
more expansionary if the expected level of demand falls
short of that required to meet the various objectives of
economic policy. Conversely, it should be more restric¬
tive if, in the light of these aims, the expected pressure
of demand is judged to be too high. The economic
objectives, it is noted, include not only short-term price
stability and balance of payments equilibrium but longer
term economic and social aims such as full employment,
economic growth, and provision of education, as well
as considerations of equity. These longer range object¬
ives both limit and mould the fiscal policy decisions
taken for stabilisation purposes with which the experts
are mainly concerned.

Budgetary Flexibility

In their use of fiscal policy, countries have so far
relied more on changes in taxes than on variations in
expenditure; thus both the UK and Sweden varied direct
and/or indirect taxes for stabilisation purposes every
year between 1955 and 1965, and France and the US
have done so on several occasions. An effective stabili¬

sation policy requires that tax rates be flexible, and the
experts suggest as a rough guideline that governments
should be able to increase or decrease taxes by at least
one per cent of GNP. (1) This, taking account of
multiplier effects and the use of other policy instruments
- monetary policy, wage and price policies, exchange

rate policies with which budgetary measures must be
coordinated, would imply a movement up or down of
some 3 per cent of GNP.

It is easier for both political and economic reasons
to vary revenues countercyclically if they stem from a
variety of sources, and although tax systems will gener¬
ally be determined by other considerations, the experts
suggest that this aspect of policy should also be taken
into account in the event of tax reforms. It should be

possible to vary not only income taxes but also value-
added and other indirect taxes, (2) social security con¬
tributions and even, in some cases, the price of goods
and services provided by nationalised industries (at least
to the extent of ensuring that the timing of whatever
changes are considered necessary on long-term grounds
coincides with cyclical needs.)

Expenditures have generally been considered less
accessible for use in short-term stabilisation, being de¬
termined mainly by social, military and long-term eco

nomic considerations. But government spending should
not be regarded as completely inflexible, the experts
suggest, for if no adjustments are made in the public
sector, the entire burden will fall on private expenditures,
and this may be just as disadvantageous, at least in
terms of economic efficiency. Moreover, a change in
the rate of growth of expenditure rather than in its level
may suffice.

Variations in expenditure not only can be but have
been used as part of stabilisation policies, an interesting
experience in this context being that of Sweden where a
" shelf" of projects is kept at the ready and the US
where on one occasion government spending pro-

(1) In national terms this would mean F 10 billionfor Belgium,
F 5 billion for France, DM 5 billion for Germany, 400 billion
lire for Italy, a billion kronor for Sweden, 400 million pounds
for the UK and $ 8 billion for the US.
(2) It is sometimes argued that use of indirect taxes for
stabilisation purposes may accelerate the pace of cost inflation,
but the experts note that such taxes can be decreased in
recession as well as raised during a period of inflation ; any
changes should be temporary and reversible.

1 . AVAILABILITY OF FISCAL INSTRUMENTS AFFECTING

CONSUMERS' EXPENDITURE

(Central government tax yields on a national income basis
as per cent of nominal GNP in 1 965)

Direct

taxes

Indirect

taxes

Social Security
contributions

(a) (b) (c) (d)

Belgium 6 12 3 6

France 4 14 4 10

Germany 8 (e) 10 5 7

Italy 5(f) 12 2 7

Sweden 9 14 2 4

United Kingdom 9 11 2 4

United States 8 2 2 3

(a) Central government taxes paid by households, excluding those
paid by corporations.

(b) All Central government indirect taxes - of which however a
small part in fact falls on expenditure other than consumers'
expenditure.

(c) Employees' contributions only.

(d) Since employers' contributions, being akin to an indirect tax
may affect prices and, thus, in turn consumers' demand, this
column includes not only employees' contributions, but also a
part of employers' contributions - the proportion being the ratio
of consumers' expenditure to total final expenditure. With the
assumption of a full forward shift of employers' contributions
into prices, this column would tend to show the maximum pos¬
sible effect on consumer demand resulting from changes in
Social Security contributions ; the preceding column would
show the minimum effect.

(e) Total revenue. The Laender share amounts to about two-thirds
of total income tax revenues; the share going to the Federal
government was 3 per cent of GNP in 1 965.

(f) Includes also corporate taxes.



grammes were classified according to the speed with
which they could be activated. Other countries have

also varied government expenditures in countercyclical
fashion: the Belgian Government in 1961 and 1964,
France in 1958, and the UK in 1957. Both Sweden and

the US and, since the completion of the study,
France have utilised military expenditures as a stabi¬
lisation tool, and the US Government in 1966 postponed
highway expenditures and impounded some other funds,
releasing them in 1967.

The experts point out that though constitutional bar¬
riers to spending beyond legislative authorisation exist
in some countries, nowhere is it impossible to spend less
than is authorised by the legislature, and in Belgium,
France, Italy and the United Kingdom, approval of
supplementary expenditures over and above the original
budgetary estimate is a regular event.

Since consumer expenditures account for so large a
part of total demand two-thirds on average taxes
affecting this sector will normally figure importantly in
counter-cyclical fiscal policy. But other sectors of
demand will have to be influenced as well. Since private
investment activity is subject to strong fluctuations,
strong measures will be needed at times to offset this

type of demand. Among the fiscal possibilities available
for moderating investment cycles the most efficient, in
the opinion of the experts, are temporary changes in
investment tax credits or grants such as have been
used in the United States and the United Kingdom
and temporary taxes levied on capital expenditure as in
Sweden. The report also recommends to the consider¬
ation of other countries the Swedish system of invest¬
ment reserves or some similar arrangement. (1)

Such variable inducements could also be applied to
housebuilding; this sector already receives encourage¬
ment in the form of subsidies or tax concessions but

these have not on the whole been made subject to short-
term variation.

The Need for Selectivity

The budgetary outturn is only one concern of the
authorities in designing fiscal policy. Equally important
is the budget's effect on particular sectors of the eco-

(1) Under the Swedish arrangements a certain part of current
profits may be deducted for income tax purposes on condition
that a sum equal to 46 per cent of the amount deducted from
taxable income is deposited into blocked Central bank ac¬

counts. In times of slack demand, these funds are activated
for investment purposes and released from the blocked ac¬
counts. The arrangement corresponds to an investment
subsidy roughly equal to 15 per cent of acquisition cost for
equipment and 30 per cent for plant installed during times of
slack demand and provides a strong incentive to invest during
such times rather than during booms. In addition it can reduce
corporate liquidity in times of excess demand.

nomy, for inflationary pressures or a tendency to slow
down may come from a number of sources fluctu¬
ations in exports, in investment (both inventories and
plant and equipment), in consumer demand as a whole
or for particular types of products such as durable
goods, or changes in government spending for reasons
unrelated to stabilisation policy. It may sometimes be
desirable to moderate consumer demand without dis¬

couraging investment (as was the case in the UK in
1968) or the reverse. The more selective budgetary
policy can be in its effects on the various categories of
spending, therefore, the more likely is it to be able to
cope with precise difficulties that arise.

The need for selectivity applies not only to the various
components of demand but also to discrepancies be¬
tween regions or industrial sectors. These may be
amenable to short-term policies involving demand man¬
agement to some extent, but if they are structural in
nature, what will be needed are long-term selective
measures designed to influence supply by encouraging
mobility of resources, improving infrastructure, subsi¬
dising investment etc. Use of such selective tools would
provide a more favourable context for short-term
demand management.

The Major Defects

The experts' analysis of the individual countries re¬
veals numerous instances in which fiscal policy has been
used consistently and appropriately, but it also indicates
that the possibilities for discretionary action have not
been fully exploited and that serious mistakes have
sometimes been made.

One of the most common sources of error has been

mistaken forecasting of economic conditions. To a
certain extent miscalculations are inevitable, but the
experts feel that in most countries economic forecasting
could not only be improved but better integrated into
budgetary policies. They recommend that forecasts be
made to cover the same period as proposed fiscal pro¬
grammes and that they be carried out more frequently
so as to catch errors as early as possible. By the same
token the budget should be presented not only in a form
suitable for administrative purposes but also in a way
that allows for its examination in the light of overall
economic forecasts: the latter presentation should in¬
clude all types of expenditure and receipts, both current
and capital, and should be on a national accounts basis.

But the experts are not of the opinion that fore¬
casting error is the main factor responsible for the limited
or mistaken use of fiscal policy. Nor have institutional
or procedural limitations played the major role. The
chief problem has been a lack of willingness on the part
of governments to take unpopular measures. " The use
of fiscal policy requires firm decisions by the Central
government ", the experts note " and if, in the face of
social conflict, governments are weak and divided, this



is bound to make it difficult to arrive at firm decisions

in economic as in other fields. Clear examples of lack
of firmness were the building up of inflationary pressures
in France in 1955-1956, in Italy in 1963, in Germany
and Sweden in 1965 and in the United States in 1966-

1967. Party political considerations have at times biased
fiscal decisions, particularly during pre-election periods,
and the need to accommodate different political opinions
and interests has frequently played an important role. "

" There are certain other reasons why even strong

governments, with a tradition of using fiscal policy, have
failed to act effectively. There is undoubtedly a tendency
for governments to delay taking unpopular decisions.
This is often a reflection of the tendency for governments

to take short-sighted views a tendency serving to
produce situations which, in retrospect, they would have
wished to avoid. "

The Direction of Reform

Nevertheless certain institutional and procedural

reforms could improve the conduct of fiscal policy in
most of the countries. One of the most persistent

problems has been that of timing: governments need to
be able to take quicker action on both the expenditure
and the tax side. The experts suggest that consideration
be given to arrangements which would give governments
a certain freedom to put tax changes into effect without
prior parliamentary approval as is possible, within
limits, in Belgium, Italy and the UK. In a number of
countries there is a delay between implementation of a
tax change and its impact. Thus in Italy and the United
Kingdom, taxes on corporate incomes may be paid as
long as two years after their imposition; by which time
the cyclical situation may have changed so entirely that
the tax change aggravates the cycle rather than smooths
it out. Putting taxes on business profits as well as
personal incomes closer to a " pay as you go " basis
would help to avoid such mistakes in timing both by
strengthening the automatic response of the budget sys¬
tem and by improving the efficiency of discretionary
action.

Another problem arises from the fact that local
governments account for from ten to more than fifty per
cent of total public sector expenditures. Since this spend¬
ing power may be exerted in a fashion that is not in tune
with central government budgetary measures, it may be
necessary to reconsider some aspects of the central
government's relation to local government so as to
synchronise the timing of the latter's fiscal operations
with the needs of the general economic situation or at
least take them into account.

Close coordination is also necessary within the various
central government ministries necessarily involved in the
formulation of a modern fiscal policy the Treasury,
the social security administration, organs responsible for
public investment, the economic forecasting unit or

units. In some countries a single ministry has taken over
the role of coordinating the relevant work carried out
by all the departments concerned (such is the case with
the Ministry of Finance in Sweden and the Ministry of
the Economy and Finance in France). In others, co¬
operation is achieved by techniques of consultation. No
single formula is infallible in the view of the experts, but
they suggest a systematic re -examination of existing
arrangements.

Furthermore coordination is needed between central

government and bodies responsible for complementary
policy measures, for example the Central Bank. Finally
national governments must coordinate their policies in
an international context.

In all, OECD's group of experts makes 24 specific
recommendations for review and reform (see inset),
concluding on an optimistic note with the view that
experience with fiscal policy will in itself improve the
practice of it. " Although some mistakes have been
made repeatedly (as with stop-go policies in the United
Kingdom) the lessons are being learned... Governments
have been driven to take on the task of demand manage¬

ment, and this implies a learning process involving both
governments and public opinion which should fortify the
will to use fiscal policy consistently and intelligently."

The remedy for failure to act in decisive and timely
fashion is " the democratic one of widely diffused under¬

standing of the problems of managing a modern eco¬
nomy and of the role which fiscal policy should play ".
Thus, the experts conclude, a major effort to educate
and inform public opinion is necessary, a process in
which the governments concerned need to play an active
part.

" The experience of the United States in the early
1 960's showed how effective a campaign of public edu¬
cation can be in debunking some of the more outmoded
aspects of conventional budgetary wisdom. Political
leaders should not underestimate the degree to which
the public will respond to reasoned statements of the
issues. In Sweden, for example, the introduction of the
general sales tax proceded the 1960 elections and the
1965 pre-election budget in the United Kingdom was
one of the most stringent in its history. And in both
cases governments were successful at the polls. The
experience of 1967 and early 1968 in the United States
has shown that it may require a greater effort to obtain
public support for fiscal actions designed to combat
inflation than for those designed to take up economic
slack. But even here, the passage of sharp tax increases
and budget cuts in mid- 1968 just four months before
a national election suggests that some break-through
in understanding may have been made."

OECD's experts suggest a number of specific educa¬
tional measures; their report in itself, written in rela¬
tively simple, non-technical language, represents one
attempt to contribute to the understanding of these
problems on the part of the public.

(continued on page 8)



RECOMMENDATIONS OF

THE EXPERTS

The need for fuller economic
information andpublic

understatiding

We believe that in most countries govern¬
ments should review, and supplement where
necessary, the resources they devote to the
analysis of economic trends, the forecasting
of developments and to the estimation of the
effects of policies. We also suggest, as a
general aim, that the essential data on
which governments themselves base their

decisions should be made fully available to
the public. Only thus can a body of opinion
be fostered, both within legislatures and in
the society at large, capable of following the
processes of reasoning by which govern¬
ments have to move from fact and probability
to assessment and decision.

We therefore suggest that

Recommendation 1 :

A basic requirement for the formulation of
fiscal policy is the correct appraisal of cur¬
rent economic trends. In a number of coun¬

tries, official economic forecasting is little
developed and has not been integrated into
the budget process. Most countries could
profitably improve upon, and add to, the
use of resources devoted to the tasks of

economic forecasting and analysis, includ¬
ing improvement in the scope, accuracy and
timeliness of basic economic statistics.

Recommendation 2 :

Governments should publish economic fore¬
casts in greater detail and with fuller docu¬

mentation than is often now the practice.
Such forecasts should clarify expected trends
and relate to the same period as the proposed
fiscal programmes. The current practice, in
some countries, of presenting forecasts in
terms of changes between the current and
last calendar years is not only inadequate, but
may actually be misleading. Clarification of
the timepath of expected economic changes
and budgetary effects would benefit fur¬
ther from periodic economic reviews and
policy assessments.

Recommendation 3 :

In addition to budget presentations for admi¬
nistrative purposes, clear summary state¬
ments of budget accounts should be provid¬
ed for purposes of economic analysis.
These should cover both the year past and the
expected outturn of the year to come. They
should include all Central government
transactions, classified according to the
standard national accounts subdivisions.

The presentation and justification of budget
proposals should be in these simple, stan¬
dard and relatively intelligible terms. We
further suggest that such presentations be
disseminated widely and discussed publicy.
A clear justification of budget proposals
implies adequate statistical documentation
of budget activities. We suggest that govern¬
ments should review the resources they
devote to this purpose and be ready to sup¬
plement them substantially.

Recommendation 4 :

Estimates of the impact of budget and related
policies upon the economy are necessarily
implicit in the budgetary process. We sug¬
gest that such estimates be made explicit
and included in budget presentations.
This will involve exploratory work in the area
of measurement of budget impacts and fur¬
ther consideration of the problem of present¬
ing budget accounts. We suggest it might
be useful if there were discussions at the
expert level in OECD aimed at agreement on
common definitions and statistical procedures
which, ultimately, would lead to publishable
estimates of the impact that particular
budgets are intended to exert upon the
economy.

Recommendation 5 :

Legislatures should take a comprehensive
view of budget proposals in the context of
overall economic policy. This requires more
occasions during the parliamentary year when
the broad impact of budget effects is debated,
apart from discussions of expenditure and
revenue proposals in detail.

In addition to formal parliamentary discus¬
sion, we think the development of informed
views can be fostered by the settinq-up of
specialised committees to discuss general
questions of economic policy.

Recommendation 6 :

Legislators should be provided with more
adequate research staff for appraising the
mass of economic material with which they
need to be familiar to fulfill their responsibi¬
lities.

Recommendation 7 :

Governments should encourage the formation
of unofficial independent institutions, equip¬
ped with sufficient professional staff, to
publish regular, detailed assessments of
economic policies.

The need for co-ordination
ofpolicies

Appraisal of the requirements of the eco¬
nomic situation and an efficient decision¬

making process within the government calls
for a certain centralised co-ordination.

Furthermore, our review of countries' expe¬
rience indicates that modern fiscal policy re¬
quires not only co-ordination within the
Central government, but also between the

government and other bodies with responsi¬
bility in the area of economic policy. And,
finally, individual countries have a great and
increasing stake in the adoption of appropriate
and flexible fiscal policies by their trading
partners because fluctuations in economic

activity in one country increasingly affect
activity in other countries.

Recommendation 8 :

Within the Central government itself, a
number of countries have developed insti¬
tutional arangrements whereby a particular

agency or a group of agencies exercises a
co-ordinating role over the related functions
of other departments. But in some countries
the division of functions within the Executive

branch has complicated the formulation of
a clear policy. There can clearly be no uni¬
versally ideal answer to administrative prob¬
lems of this sort and solutions will differ

from country to country. But we suggest
that there is a need to review present
arrangements so as to facililtate more effect¬

ive co-ordination and better organisation of
the_general decision-making process.

Recommendation 9 :

Efficient decision-making presupposes ade¬
quate assessment of the policy implications
of economic forecasts. This requires that the
Central department or departments should be
served by an adequately staffed economic
advisory unit. Members of such a unit should
be at a sufficiently senior level to advise on
policy issues and should be closely associat¬
ed with the forecasting team.

Recommendation 10 :

Since fiscal and monetary policies need to be
closely coordinated, there should, whatever
the legal status of the central bank, be close
co-operation between it and the government.
Each should view specific policy problems in
a wide context, keeping in mind the overall
goals of economic policy.

Recommendation 11 :

We suggest that in most countries govern¬
ments need to improve their ability to include
actions of local authorities in their policy for¬
mulation. Since, in all countries, the local

government sector is an important component
of total demand, the Central government
should, as a minimum, have prompt and
accurate information about State and Local

fiscal operations.

The need forflexibility in
fiscal policy

The efficiency with which policy deci¬
sions can be implemented and the speed
with which their effects are transmitted to,
and work themselves through, the economy
can spell the difference between an appropri¬
ate and successful policy and one that, though
initially appropriate, turns out to be unsuc¬
cessful and, perhaps, even perverse. We
suggest improvements in efficiency under the
following main headings :

(a) Flexibility in the control of
public expenditure.

Though many items of public expenditure are
difficult to change substantially at relatively
short notice, variation should not be rejected
as impossible; otherwise, an undue share of
any adjustment will fall on the private sector.

Recommendation 12 :

Efforts should be made to increase the flexi¬

bility of public expenditure, both current and
capital. Apart from timing the introduction
of new programmes according to the needs
of the general economic situation, we sug¬
gest that planned expenditures should be
classified according to the ease with which
they can be varied at short notice. In the case

of public investment, the speeding up or
slowing down of certain smaller projects,
specially selected in advance, may provide
sufficient flexibility, with sizeable and possi¬
bly costly swings in larger programmes being



avoided. An extension of this idea is the

Swedish emergency investment budget
which, voted each year on a contingency
basis, applies to such a " shelf " of projects
and, in addition, leaves the government free
to overspend appropriations up to an agreed
amount.

Recommendation 13 :

In some countries, control by the Central
economic departments over the timing of
expenditures by the other departments is
weak and needs to be tightened. In the
United States, efforts in this direction resulted

in a system of limiting individual depart¬
ments' spending to quarterly appropriation
allotments.

(_>) Measures affecting private
investment.

Fiscal instruments can effectively in¬

fluence private investment decisions because
they can directly affect both the liquidity
position and the profitability of business.
In order to improve the leverage of fiscal
instruments upon private investment deci¬
sion, we have two proposals to make;

Recommendation 14 :

Private investment activity is subject to
strong fluctuations and, therefore, strong
off-setting measures are needed. We believe
that fiscal incentives which directly affect
the profitability of investments are probably
most effective. We would rate temporary

changes in outright cash grants, subsidies and
taxation of investment expenditure most likely
to be successful, followed by changes in
rates of profit tax and depreciation allow¬
ances. Responsiveness to the latter is
conditional upon accounting practices and
might be strengthened in this respect. In
addition to the use of these instruments, new

tools might be developed. The Swedish
Investment Reserve Fund provides an
example of an effective technique combining
both investment subsidies and liquidity
effects, in order to influence the timing of
private investment expenditures.

Recommendation 15 :

The taxation of business profits should, as far
as possible be put on a " pay-as-you-go "
basis. This necessitates a system of self
assessment, together with a requirement or
incentive for firms to make tax payments in
advence of, and large in relation to, final
assessments. Arrangements in Belgium,
Sweden and the United States already ap¬
proximate this system. Failure to eliminate
long lags in payment of business taxes leads
to unnecessarily long lags between changes
in tax rates and liabilities and the economic

effects they produce; in particular, it can
encourage excessive private investment dur¬
ing an upswing.

(c) Measures affecting private
consumption.

There are limits to the extent to which

government expenditure can be varied, or
private investment influenced, in the interests
of demand management. Accordingly,
governments need to rely heavily on fiscal
instruments affecting private consumption
(which, in most cases, constitutes around
two-thirds of national expenditure). We have
a number of proposals for improving the
adequacy and efficiency of fiscal instruments
affecting household expenditure :

Recommendation 16 :

Effective demand management policies pre

suppose a tax system sufficiently broad-
based to allow a choice among particular
tax instruments, or combination of several
of them. While we would not, of course,

advocate changes in tax structure on the
basis of demand management criteria alone,
a move towards a broader-based system
would improve the efficiency of discretionary
action as well as the automatic response of
the fiscal system. In this respect, the
British indirect tax system, for example,
heavily concentrated on drink, tobacco,
and certain other relatively narrow expendi¬
ture categories, may not be very efficient.
Generally, to provide a sufficient basis for
flexible fiscal policy, it needs to be accepted
that all major broad-based taxes and levies
affecting consumers should be variable for
purposes of demand management. We
could specify, in particular, personal income
taxes, general sales and value-added taxes.
Furthermore, variation of social security

contributions and payroll taxes generally
should be considered part of the fiscal instru¬
ments available for use in stabilisation

policies.

Recommendation 17 :

Changes in the prices charged for the ser¬
vices provided by public enterprises have
effects comparable to changes in indirect
taxes. These should be taken into account

in the formulation of fiscal policy. The timing
of such changes may, on occasion, appro¬
priately be used as an instrument of demand
management.

Recommendation 18 :

To increase the effectiveness and timeliness

of discretionary action, as well as to streng¬
then automatic responses, collection of
income taxes on wages and salaries should,
as far as possible, be placed on a pay-as-
you-earn basis.

Collection systems should be readily adapt¬
able to quick changes in tax rates at any time
during the year. A number of countries
already have such systems, but they could
be more extensive, particularly in France
and Sweden.

Recommendation 19 :

Social security systems contribute sub¬
stantially to the automatic stabilising effects
of the fiscal structure : moreover, as we have

already suggested, temporary changes in
contributions, or in benefits, should be used

as a discretionary instrument. It would
strengthen the useful economic effects of
social security systems if, as in Belgium,
Germany and the United States, unemploy¬
ment benefits were put on a wage-related
rather than a flat-rate base. Where justi¬
fiable for other reasons, the magnitudes of
unemployment (and perhaps other) bene¬
fits might be increased.

Recommendation 20 :

In some countries, the procedure for tax
changes at budget time is rendered cum¬
bersome by the rule that long notice has to
be given before proposals can be enacted.
This causes anticipatory effects a disad¬
vantage which we suggest outweighs any
more general advantages. In the United
States, tax changes have at times been
back-dated to the time when proposals

were first made, and this might constitute at
least a partial remedy worth considering.
The ideal system appears to be that of the
United Kingdom under which tax proposals
take immediate effect in advance of full

debate.

Recommendation 21 .

In Belgium, Italy and the United Kingdom
(andtoa smaller extentin France), thegovern-
ment has considerable power to vary tax
rates, including in some cases social
security contributions, by decree, at any
time within the budget year, without prior
approval by Parliament; subsequent approval
is usually required. In Germany, the govern¬
ment can put certain temporary changes
through with a much abbreviated legislative
procedure. Other countries would be well
advised to follow these examples.

(d) Flexibility in debt-
management.

Recommendation 22 :

Improvements in the efficiency and timeliness
with which the fiscal system can respond to
demand management requirements may be
hampered by various limitations on govern¬
ment financial transactions. Fiscal flexibi¬

lity is inhibited to some extent in the United
States by limitations on the size of the public
debt. And there is a further constraint in the

manner in which the debt can be financed

because of the upper limit set to the rate of
interest which the government may pay on
long-term debt. Other countries also have
certain statutory limitations relating to finan¬
cial transactions. Such restrictions, we

suggest, should be removed, or altered,
so as to give the Treasury, or other responsible
departments, sufficient room for manouvre.

(e) Short-term fiscal action in the
context of overall economic

policies.

Improvements in the efficiency with which
short-term policy actions are transmitted
through the economy are a necessary, but
not a sufficient, condition for a successul

stabilisation policy. Short-term economic
policy decisions need to be taken in the
context of overall and longer-term policy
goals. The latter can provide a standard
against which short-term decisions can be
measured and justified and through which a
new element of flexibility can be added to
short-term fiscal action. We have two

proposals to make in this connection ;

Recommendation 23 :

We recommend that, as is currently the
practice in a number of countries already,
public spending programmes be planned
ahead over a period of years on the basis of
medium-term projections of economic deve¬
lopments and future allocation of national
resources. We suggest that such project¬
ions be regularly published and publicly
discussed.

Recommendation 24 :

As countries increasingly operate in the
'narrow band' around full employment,
overall demand management needs to be
supplemented by selective policies aimed at
correcting regional or sectoral imbalances.
We suggest that, to deal with such problems,
governments should develop, in co-operation
with regional authorities and specialised
agencies of the Central government, selective
policies such as those dealing with man¬
power resources. More extensive action
in this field would probably be both possible
and economic, and there seems room for

further study of the potential costs and bene¬
fits.
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POLICY

It is estimated that OECD countries account for roughly 75 per cent of current contributions to scientific
knowledge. As to the remaining 25 per cent, the vast majority of it stems from the Soviet Union.
An examination of how research and development are planned and carried out in a country responsible
for so much of the world's scientific effort would be of interest to those concerned with the formulation

of science policy in other countries, OECD's Science Policy Committe felt. Despite the difference in
political systems, moreover, many of the problems faced by the Soviet Union at its present stage of
technological development are similar to those being encountered by OECD governments.
A study of the science policy of the USSR has therefore been included in the OECD's reviews of national

science policy. (Studies have a/ready been made on Belgium, France, Germany, Japan, the UK and
the US.) Carried out by six independent experts (1) whose conclusions are made on their own re¬

sponsibility, the study, comprising 750 pages of text, tables and bibliography, will be published shortly.

(1 ) E. Zaleski, Directeur de Recherche at the Centre National de la Recherche Scientifique, France; J. -P. Kozlowski, Direc¬
tor, Foreign Studies Group, National Science Foundation, the US; H. Wienert, Consultant, OECD Secretariat; R. Amman,
M.J. Berry and E.W. Davies of the Centre for Russian and East European Studies, University of Birmingham, the UK.

T
he spectacular success of Soviet science in

space, aeronautics, rocketry, atomic energy,
engineering products and certain other producer goods
is in the main a reflection of the overall economic and

educational development of Russian society and of the
priority accorded these fields in the race to " catch up
with and overtake the advanced capitalist countries ".
Central planning has facilitated the use of a priority
system in the allocation of resources : the favoured pro¬
jects are provided with funds through separate headings
in the State budget, and materials, equipment and man¬
power have also been allocated at the top political level.
A highly centralised system of R & D (research and deve¬
lopment) has permitted co-ordination and concentration
of effort and thus enabled the swift translation of the

results of research into production, and these features
have been combined with a great degree of organisa¬
tional flexibility in the performance of research. Thus,
for example, work on ICBM's and space rockets during
the 1950's and 1960's cut across all established organi¬
sational lines involving many different fundamental and
applied research institutes and development establish¬
ments, the entire effort co-ordinated by a single scientist
of international fame.

The achievements in these priority fields have made
the USSR technologically one of the two world " super
powers" in some important respects, OECD's experts
conclude. But as a result of the concentration on a few

priority industries during the past 40 years, the economy
has developed very unevenly as compared with Western
Europe and the United States, and the same is true of

Soviet technology. In the computer and chemical indus

tries, in automobiles and almost all other consumer pro¬
ducts, the USSR is a long way behind the United States
and in some major industries is less advanced than the

industrialised countries of Western Europe.

This lag is due to the relative paucity of resources avail¬
able to the Soviet economy as a whole despite the great
advances of the last four decades. (National income
is still less than half that of the US for example.) But
other factors also play a role, the most important, accord¬
ing to the experts, being inadequacy of development
outside the priority fields and the weakness in application
of research results to new industrial products and processes.

The Research-Development
Imbalance

Although official Russian statistics give no indication
of how Soviet scientific expenditure is divided as be¬
tween research and development, there are strong indica¬
tions that a smaller proportion of total scientific resources

are devoted to development than in the US. According
to the results of the International Statistical Year, US
expenditures on development are almost twice as high
as those on research. Some Soviet sources say that in
the USSR the proportions are reversed, but estimates
vary widely. (One Academician has stated that three

times as much is spent on research as on development.)
Whatever the exact figures, Soviet sources are consistent

in emphasing the inadequacy of resources for develop¬
ment and in complaining about the shortage of testing
facilities in a very wide range of industries, even some
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priority fields such as machine tools. This is seen by
the Soviet leaders as the main bottleneck in the research-

production cycle.

Even after a product or process has been developed,
a long " lead time " is required before it is adopted by
industry or diffused throughout the productive system
with the result that " new " Soviet products are often out

of date by the time they become available. One example
is the Soviet tourist car, Zaparozhets, for which the elap¬
sed time between study and production was six years.
When the car was finally produced it was no longer compe¬
titive with small foreign cars. It took five years to bring
the URAL 4 Computer to serial production and by that
tume more advanced models could be procured from

abroad; the Ministry concerned subsequently stopped
production. It is estimated by Russian sources that
it takes five to seven years on average to build a new
chemical plant as compared with one or two years in the
UK or the US.

Production Goals and

Administrative Barriers

Two main features of the Soviet R and D system appear

to have contributed to the relatively weak development
and application of research in the USSR. The first has
been the traditional orientation of economic planning
towards achievement of maximum production. The
success of both factories and the Ministries responsible

for them has primarily been judged by their ability to
carry out pre-fixed production plans within certain cost
constraints. This had led the Ministries to skimp, if

they could, on resources allocated for experimental
work so that more would be available for extending basic

production facilities. Similarly factory management tend¬
ed to resist innovations proposed by research establish¬
ments because any major change in the pattern of output
would disrupt the flow of production and endanger the

HOW RESEARCH AND DEVELOPMENT

OUT IN THE USSR

The deliberate fostering of advanced
technology has been a central feature of
government policy and has led to creation
of a vast R and D network owned and

managed by the State. In terms of total
manpower and the number of graduates
employed, the Soviet Union has for several
years probably been utilising in its research
and development effort a substantially
larger absolute number of persons than
any other country including the United
States, according to the OECD experts.
Estimates of the number of graduate

scientists and engineers in R and D range
from 475,000 to 650,000 or from 11 to
15 per cent of the entire output of the
higher educational system. Expenditure is
estimated to amount to between S15 and

S20 billion a year.

Three chief sectors are responsible in
the main for carrying out the research, the
oldest being the Academy system, an out¬
growth cf the Imperial Academy of Sciences
founded by Peter the Great in 1725 to
cultivate " native Russian science from

imported seeds " (all the Academicians
were foreigners uhtil 1745). During the
1920's and 30's the National Academy

was greatly enlarged and made responsible
for co-ordination of the research of Repu¬
blican Academies and for certain specalis-

ed affliliates. During and after World
War II the Academy extended its activities
to include a great deal of applied research
and even development, but in the early
1960's it was divested of many of these

partly so as not to divert attention and
resources from fundamental problems. Aca¬

demy research institutes have the highest
scale of renumeration and Academicians,

considered the most illustrious scientists

in the country, enjoy substantial material
rewards. The Academy also trains post¬
graduate scientists.

A larger proportion of resources has
gone to the building up of centralised R
and D facilities in the major industries,
defence, space and atomic research
what is called the Ministerial System.

The third main grouping of research and
development is that of the higher educa¬
tional institutions universities and insti¬

tutes which carry out research both as
part of academic training and independently.
Financing comes from a variety of sources
the Education Ministry, special allocations
in the State budget, and, with increasing
frequency, contracts with industrial enter¬
prises.

Control over the research activities of

these three sectors is exerted by the Commu¬

nist Party at every level of administration.
At the top the main responsibilities are exer¬
cised by the Department for Science and
Establishments of Higher Learning of the
Central Committee, but little else is known
about the internal distribution of power.

The Supreme Soviet, the equivalent of Par¬
liament, and officially the highest authority,
has limited real powers, but these may
have been increased since August 1966 with
the creation of permanent commissions,
one of which deals with education, science

and culture. A number of the eleven vice-

chairmen of the Praesidium of the Council

of Ministers are directly concerned with
R and D.

In addition to these bodies with general

political and economic powers there are at
government level three overall co-ordinating
authorities, the Academy of Sciences, for
fundamental research of the Academy Sys¬

tem, the State Planning Committee (Gos-
plan) and the State Committee for Science
and Technology. In the early days of the
Soviet Union Gosplan was the main coor¬
dinator of Soviet R and D, but since 1947

there have been various experiments with

co-ordinating committees for science, always
deeply interested in armament and defence
technology. When military expenditures
were sharply increased in 1961 a State
Committee for Co-ordination of Scientific

Research was set up having real powers,
administrative and supervisory as well as
co-ordinating. It could create new scien¬
tific establishments, entrust institutions in

different places with important research

projects, discontinue research and control
the execution of the most important research
projects. This body was replaced in 1965
by the State Committee for Science and
Technology, the functions of which are not
entirely clear, but which has fewer admi¬
nistrative powers than its predecessor and
seems to be more important as a coordinator,
its mandate being to increase the efficiency
of scientific research and to introduce new

technology. Its Chairman is an ex officio
member of the Praesidium of the Council

of Ministers. The Committee has a reserve

fund from the State budget and a reserve
of scientists as well to use for unscheduled

research.

In addition there are agencies responsi¬
ble for co-ordinating specific problems since,
under the Soviet System, monetary subsidies
are not sufficient to permit the realisation
of plan targets : sales of material and equip¬
ment are subordinated to de facto rationing

by the State Committee for Material Supplies,
labour, wages and construction by the re¬
spective committees. Disposal of budget¬
ary subsidies, bank credits, etc. involve
control by the State Bank which is suppos¬
ed to ensure that they conform to the

plan.

During the big post-Sputnik push in
Russian science from 1957 to 1962, total

manpower employed more than doubled.
Since then the number of R and D workers
has continued to rise but at less than half

the average rate during those five years.
Most of the increase has been within the

Ministerial system which has roughly 80 per
cent of both scientists and scientific

establishments as against 70 per cent in
1956.

During the last three years, the evidence
indicates, there has been a sharp increase
in the level of capital investment for con¬
structing and fitting out new research esta¬
blishments, and project design organisa¬
tions and for the extension of existing ones;

the intention apparently being to improve
the facilities available to each scientist.
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success of the plan on which the earnings of the
workers and the bonuses and promotion pros¬

pects of the managerial staff depended.
The second feature of the Soviet system which

seems to have retarded innovation in non-priority

fields is the existence of organisational barriers
between different phases of the research-pro¬
duction cycle. These are of several kinds :

between fundamental and other types of research.
Basic research is largely the domain of what is
called the Academy system (see inset) whose
research institutes are separately administered and
financed. The resulting problems of co-ordination
are similar to those facing many Western countries;

between civilian and military R and D. Strong
barriers due to secrecy as well as organisa¬
tional distinctness are not conducive to the

type of spin-off that has been a feature of military
research in some other countries;

between industries. Industrial R and D is the

responsibility of individual ministries fuel,
transport, construction, etc. Communication be¬
tween them has tended to be difficult and to have

resulted in insufficient joint treatment of common

problems;

between industrial research and the producing

enterprise. In the Soviet system as it emerged
about 1930 and still exists today, the Govern¬
ment, in order to impose advanced technology,
established centrally controlled research and de¬

velopment facilities for each major industry.
Traditionally the organisational pattern has been
a network of specialist establishments separated
geographically and organisationally from the in¬
dustrial enterprises in the same domain. Both
are under the authority of the same ministry, but
the lines of command are separate. The weak¬

ness of factory research and development and
the corresponding tendency for such work to be
carried out by organisations outside the firm is
one of the central features of the traditional

system and contrasts with many Western coun¬
tries where the enterprise characteristically does
its own R and D. Factory laboratories, design
facilities and experimental shops are estimated to
account for less than 5 per cent of all Soviet

expenditure on science.

The Government has been taking steps to

remedy this and other drawbacks of the traditional
Soviet system since the late 1950's and is
experimenting with several new organisational
forms :

The factory centre in which research institutes,
design bureaux and production enterprises are
brought together in a single administrative
complex. This has found application particularly
in the machine tool and heavy engineering
industries.

The research complex in which research
institutes in related fields are brought together

and ^closely associated, through contracts and
other means, with industry. Teaching facilities
are also combined with research in a single

interdisciplinary unit. The Leningrad Polytechnical
Institute and the Novosibirsk Science Centre and

13



Synchrocyclotron for the study of high energy physics at Dubno centre for nuclear studies in the Ukraine.

University (see cover) provide striking examples of Soviet
success in this form of organisation.

The research corporation, an enterprise with research
and experimental production facilities which works for

industry on a self-supporting basis, either providing the
know-how for new production processes or else offering a
complete new plant.

The experts note that these arrangements bear a
strong similarity to those found in the United States

the large industrial firm with its own complete R and D
facilities, the University with its associated research
organisms working closely with industry, the contract
research firm and the civil engineering company. But
organisational changes in this direction are being made
cautiously and gradually with the object of retaining the
economies of scale and the ability to concentrate effort
on major objectives which are an outstanding feature of
Soviet R and D organisation. The forms that emerge
in the next decade or so are likely to be an interesting
combination of traditional Soviet and Western arrange¬
ments, the experts conclude.

In addition to organisation reforms other changes are
being made. In the national plan for R and D which
forms one chapter of the national economic plan (see
inset) an attempt is being made to include not only
research and development projects as was formerly the
case but also prototypes to be completed, new products
to be brought into batch production and major new
production processes to be introduced.

In line with recent changes in overall economic plan¬
ning intended to give more economic autonomy to the
enterprise and to emphasise economic incentives, changes
have also been made in research to encourage greater
initiative. Fulfillment of plan targets in volume or value
terms are being replaced with attempts to measure eco¬
nomic return the ratio of R and D expenditure to cost
reduction achieved through application of completed
research work but as in Western countries the validity
of the criteria are being heatedly debated.

Soviet authors seems to be in agreement that the concept
of economic return is inapplicable to fundamental research

and that the planners' task in this domain is chiefly an
administrative one careful selection of leaders, ade¬

quate working conditions, freedom of choice of subjects,
acceptance of multi-annual research programmes.

As to the financing of industrial research, the principle
has been accepted that budgetary grants, instead of
being provided directly to the research insititutes should,

insofar as possible, be given to the user. (In practice,
this has been interpreted to mean the industrial ministries

rather than individual enterprises so as not to fragment
the activities of research institutes.) Another agreed
proposal is that an element of competition between
research organisations is desirable.

To encourage factories to innovate, special funds are
now available to compensate for losses due to the intro¬

duction of new products and processes. In addition
personal economic incentives both to R and D staff and

to production personnel have been introduced to speed
up the research-production cycle. These range from
special lump sums, promised in advance to leading
scientists and designers for the prompt fulfillment of
major projects, to bonuses for factory workers who suc¬
cessfully complete prototypes.

This emphasis on economic incentives contrasts with
past stress on detailed administrative control from the

centre. " Paradoxically, Soviet Government leaders and

administrators appear to be prepared to rely to a greater
extent on the economic calculus and on the desire of

enterprises and individuals to maximise their earnings
in their planned economy than many Western Ministers
of Science and Technology would be prepared to pro¬
pose even in their own context of a largely private enter¬
prise economy ", OECD's experts comment and add that

this approach " is unlikely to provide a complete solution
to Soviet problems. " " Our knowledge of the main¬
springs of innovation is limited; but it seems certain that

successful innovation in the West cannot entirely be
explained in terms of the higher profit margins obtainable
for innovation. Soviet efforts in the next few years to
measure and reward the economic return on research and

development are nevertheless likely to be relevant and
interesting to Western countries. "
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PLANNING FOR
THE EXPANSION OF
DEVELOPMENT AID

Several members ofOECD's Development Assistance Committee have made detailedplans
orfixedprecise objectivesfor reaching the "one per cent " W targetfor assistance to developing
countries or further expanding development assistance over the next several years. The
scope and implications of theseplans and targets are discussed by J. R. Herrenschrnidt, head
ofthe Aid Review Division of OECD's Development Department in the following article.
(i) It is internationally accepted that industrialised countries should aim to provide a minimum of one per cent of their national incomes
(more recently, gross national product ) in the form of net official and private financing flows to developing countries.

WHEN the Development Assistance Com¬
mittee was created in 1960, over 80

per cent of the aid flows from I he
Western industrialised countries to

the developing countries came from three countries -
the United States, France and the United Kingdom.

This concentration of aid sources has been gradually
diluted as a result of two tendencies that will probably
be amplified in coming years. American, French and
British flows have levelled off at roughly the 1961
level and it is very doubtful whether those countries
can achieve any appreciable increase in the medium
term; on the other hand, frequently swift and steady
increases have been recorded in recent years for seven
or eight other countries.

Six ' 'Donors ' ' set themselves

Specific Targets
Since 1967, six of the most dynamic aid "donors"

have set themselves specific detailed targets lor
stepping up their aid to the developing countries,
which will mean a further rapid increase in the volume
of aid appropriations in the coming years. The
countries concerned are the three Scandinavian mem¬

bers of the DAC, the Netherlands, Canada and Ger¬
many (1).

Since the position of these six countries differs
very considerably as regards the proportion of national
income devoted to the developing countries and the
origin of the resources transferred, the targets they
have set themselves are not identical.

While Canada, Denmark and Norway have attemp¬
ted to fix the date when they would be able to attain
the target of one per cent of national income (including
both net official disbursements and private transfers)
and to predict the financial implications lor their aid
programmes, other countries like the Netherlands
and Germany, where aggregate official and private
flows to the developing countries already exceed one

per cent of national income, have set themselves
targets solely concerned with budgetary aid appro¬
priations. Sweden's target is the most ambitious -
one per cent of GNP lor aid appropriations - but
with longer time limits for reaching it.

The Danish, Svoedish
and Norwegian Targets

In January, 1967, the Danish Parliament requested
the Government to prepare a plan indicating how the
target of one per cent of national income might be
attained at the earliest opportunity. The Govern¬
ment's plan, which was submitted to Parliament in
May, 1967, specifies that official and private flows
to the developing countries might attain one per cent
of national income during the fiscal year 1972-1973.
Net private transfers in 1972-1973 were estimated at
some D.Kr. 100 million (about S 13.5 million at the
current exchange rate). The expected amount of
official aid ($ 85 million) represents the difference
between that sum and one per cent of national income
(calculated on the basis of an annual growth rate of 3.5
per cent at constant prices).

The plan specifies the level of disbursements for
each year, from 1968 to 1972, for the main categories
of assistance : contributions to the United Nations

programmes, the World Food Programme and human¬
itarian assistance, multilateral financial assistance,
bilateral loans and bilateral technical assistance (see
Table 1). This information is obviously subject to
annual reviews in the light of the economic position
and the progress of assistance programmes. How¬
ever, for the fiscal year 1968, budgetary appropria¬
tions for development assistance correspond to those
indicated in the plan. (continued on page 16)

(1) Other donor countries -- especially Australia and
Japan - - seem likely to continue to intensify their
efforts without fixing precise quantitative targets.
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1. FORECASTS OF DANISH AID

DISBURSEMENTS UP TO 1972-1973

(unit: 1,000,000 dollars)

1968-

1969

1 969

1970

1970

1971

1971-

1972

1972-

1973

United Nations and other

international

assistance

programmes 9.6 12.0 16.0 20.0 28.0

World Food Programme
and humanitarian

assistance 3.9 4.7 5.3 6.0 7.3

Multilateral financial

assistance 3.3 4.0 5.3 9.3 9.3

Loans under bilateral

assistance 10.0 11.3 13.3 16.0 21.3

Bilateral technical

assistance 8.1 11.3 13.3 15.3 18.7

TOTAL 34.9 43.3 53.3 66.6 84.6

Source : Denmark's Co-operation with Developing Countries, 1967,
Report by the Board of Technical Co-operation with
Developing Countries.

2. MINIMUM AMOUNT OF SWEDISH AID

APPROPRIATIONS UP TO 1970-1971

(unit: 1,000,000 dollars)

Approp. Estimated minim.

voted appropriations

1968-69 1969-70 1970-71

Contributions to multilateral

programmes 39.5 46.0 51.5

of which: UNDP 15.5 17.5 20.0

UNICEF 1.5 3.0 3.0
IDA 14.0 17.0 20.0
WFP 7.5 7.5 7.5

other 1.0 1.0 1.0

Bilateral programmes 55.5 63.5 75.5

of which : loans 20.5 25.0 31.0

grants 35.0 38.5 44.5

Administration and other 2.5 7.0 9.0

TOTAL 97.5 116.5 136.0

Source : Swedish Development Aid, a presentation by SIDA,
(Swedish International Development Agency) , March 1968

The Swedish Parliament, like the Danish Parlia¬

ment, asked the Government, in the spring of 1967,
to submit a plan for expanding the aid programme
to attain the target of one per cent. The Swedish
plan, which was approved in May, 1968, provides
that budgetary aid appropriations and other official
transfers (net of interest and amortisation) will total
one per cent of GNP (Swedish definition) (1), in

1974-1975. It covers only official flows and the
object is to attain a target defined in relation to
GNP and not national income as in the other plans
considered. In 1974-1975, about $ 370 million might
be allocated to development assistance in the Swedish
budget and in all, the Swedish taxpayer will be asked
to contribute $ 1 Va billion to the developing countries
over the next seven years.

In practical terms, the Swedish plan would seem
to imply roughly the same annual average growth
rate for aid appropriations as the Danish plan
(+ 25 per cent). The UNCTAD target (one per
cent of GNP for net official and private flows) could
probably be attained during the fiscal year 1972-1973.
In connection with this long-term target, the 1968 Act
on development assistance gives specific indications
of minimum appropriations during the three fiscal
years 1968-1969, 1969-1970 and 1970-1971, for the
various categories of assistance (see Table 2). Under
this Act, the Government is authorised to make the

corresponding commitments immediately.
In May, 1968, the Norwegian Parliament in ils

turn approved a government proposal to achieve the
target of one per cent of national income in 1973.
As in Denmark, the target chosen includes net private
flows as well as official flows. It is, however, specified
in the case of Norway that this is a minimum target
and that budgetary appropriations alone should grad¬
ually attain 0.75 per cent of national income during
the period 1969-1973. If, according to a recent esti¬
mate, national income were to total $ 8.1 billion in
1973 (at constant 1968 prices), aid appropriations
would attain a minimum of $ 63.5 million, which

would imply an annual average increase of about
22 per cent.

Netherlands, Germany and Canada
Unlike the Scandinavian countries, the Netherlands

has already attained the target of one per cent of
national income. Nevertheless, half the Netherlands
total flow to the developing countries is provided by
the private sector and budgetary aid appropriations
are appreciably lower than one per cent of national
income. Thus medium-term aid planning in the
Netherlands refers only to the level of budgetary
appropriations.

In October, 1967, following a Parliamentary debate
on development assistance, the Government announ¬
ced its intention of gradually raising aid appropriation
to one per cent of national income by 1971. Assuming
an annual growth rate of 6 per cent of national income
at current prices, the implementation of such a policy
would imply budgetary aid appropriations amounting
to $ 230 million in 1971, i.e. an average annual increase
of 16 per cent from 1968 to 1971. On this basis, a
detailed programme was submitted to Parliament in
September, 1968, giving for each of the lour years,
from 1968 to 1971, the amount of appropriations for
the main categories of assistance; multilateral assis¬
tance, bilateral financial assistance, technical assis¬
tance and aid to Surinam and the Netherlands Antilles

(Table 3). The plan is merely indicative and has not
been formally approved by Parliament.

(1) About 7 per cent more at present than GNP at
market prices according to UN definitions.
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Pakistani workers at work. The rice produced will be stocked in installa¬
tions constructed with the aid of IDA and Sweden.

In the Federal Republic of Germany, the growth
target for development assistance refers only to
budgetary appropriations; the medium-term financial
plan for 1968-1972 provides that the budget of the
Federal Ministry of Economic Co-operation will rise
by 32.4 per cent in four years, i.e. an annual increase
of 7.3 per cent.

Obviously this target is a much less ambitious one
and has a narrower scope, as the Ministry's contribu¬
tion does not represent the total volume of official aid,
and no account is taken of substantial amortisation

receipts. Nevertheless, in view of the total volume
of German aid, the implications are not negligible in
absolute terms about $ 40 million in additional aid

appropriations each year. It should also be empha¬
sised that the rate of increase proposed for the expen¬
ditures of the Ministry for Economic Co-operation is
higher than for total Federal Government expendi¬
tures.

Although Canada has not actually worked out a
plan for expanding its aid effort, the Canadian autho¬
rities in 1967 announced their intention to raise the

total volume of official and private flows to one per
cent of national income in the early 1970's. According
to the growth rate assumptions of the Canadian
Economic Council, reaching this target in 1971, for
example, would imply that total official and private
flows would amount to US $ 550 million or about

$ 500 million for net official disbursements. Cana¬
dian assistance amounted to $ 213 million in 1967.

It would have to rise annually by 24 per cent if it is to
attain the objective of one per cent by 1971.

An exemplary effort

The attainment of these objectives will depend not
only on whether the necessary budgetary resources
can actually be set aside each year but also, and
perhaps to an even greater extent, on the administra¬
tive capacity and human resources which each of the
six countries can employ. Neither the Scandinavian
countries nor Canada have had any special traditional
ties with the developing countries in the past. This
fact and their limited representation in the receiving

countries are a serious handicap in comparison with
aid donors which have a long-standing relationship
with the countries they assist, speak the same lan¬
guage, or have well-staffed aid missions operating
in those countries.

However, the six countries that have set them¬
selves medium-term targets are already among the

3. DEVELOPMENT ASSISTANCE

PROGRAMME OF THE NETHERLANDS

1968-1971

(unit: 1,000,000 dollars)

1968 1969 1970 1971

Multilateral contributions 18.8 30.1 32.0 31.7

Bilateral financial assistance 53.2 55.4 65.8 75.2

Bilateral technical assistance 27.2 32.0 36.4 41.3

Netherlands Antilles and Surinam 36.7 42.1 47.7 54.5

Netherlands Financing
Company for Developing
Countries 10.8 10.6 12.9 19.8

Administrative expenses 2.0 2.3 2.8 3.0

Retained for new projects
or expansion of existing
projects 148.8

1.4

173.9

1.6

199.2

3.9

229.4

Government guarantees

Investment guarantees PM PM PM PM

Loans to Latin America via

the Herstelbank 5.0 5.0 5.5 6.9

Source : Internationale Samenwerking, September 1968, page 81

4. INCREASE IN THE FLOWS TO

DEVELOPING COUNTRIES FROM CERTAIN

DAC COUNTRIES (1960 TO 1967)

Official

Aid

Total Net

Official and

Private Flows

Sweden + 794% + 159%

Denmark + 409% + 35%

Japan + 257% + 247%

Netherlands + 221 % 9%

Australia + 184% + 209 %

Canada + 183% + 75%

Italy + 92% - 4%

Federal Republic of

Germany + 56% + 82%

Norway + 53% + 196%
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5. IMPLICATIONS OF AID EXPANSION PROGRAMMES

Country Target set
Implied increase

over the period

Budget 1968 S516M.

GERMANY Budget_°f th(LM'n!St'y °f* Budget 1 972 S 683 M.
+ S 167 M.

Co-operation - 32.4 % from 1968 to 1972

CANADA

_ . . Total flows
Official and privates flows = 1 %of national 1967 $ 253 M

income in the early 1970's 1971 (1) S 550 M

+ $ 297 M.

Implied annual increase

in millions

of dollars

in

percentage

8 42 M.

Budgetaryappropriations*
Official and private flows = 1 % of national 1967/68 S 34 M

DENMARK income in 1 972/73 (about 85 % official <\ 972/73 S 85 M
and 1 5 % private)

+ $ 51 M.

7%

22°/

_ ... . , . Budgetary appropriations
Official and private flows = 1 % of national -] g6g $ 23 M

NORWAY income in 1973. Budgetaryappropriations 1973
= 0.75% of national income in 1973

f- $ 40 M

10 M. *

8 63 M. S 8 M. *

_ , . , . . Budgetaryappropriations*
NETHERLANDS Budgetary aid appropriations = 1 % of 1968 S148M.

national income in 1971 1971 8 230 M

+ 8 82 M.

I 27 M.

SWEDEN

Budgetary appropriations*
Budgetary aid appropriations and other 1967/68 S 78 M.

net official transfers = 1 % of GNP 1974/75 % 372 M. 8 42

(Swedish definition) in 1974-75 . g 294 M

26 % *

22 % *

16%

25%

* At constant prices (1) 1971 is indicated as an example

donors that have increased their aid effort most in

recent years (Table 4). The proposed increase should
extend and accentuate the progress already achieved.
Furthermore, a large majority of the general public has
expressed itself, often very strongly, in favour of a
greater aid effort in most of the countries in question,
particularly the Netherlands, Canada and the Scandi¬
navian countries. Lastly, although it is difficult to
set up quickly an administration capable of managing
efficiently overseas bilateral development projects,
a rapid expansion of the volume of aid can be achieved
by increasing contributions to the multilateral pro¬
grammes of the United Nations, the IBRD and the

IDA, regional development banks and other regional
organisations. The Scandinavian countries and the

Netherlands are already allocating comparatively
large sums to multilateral programmes.

How will the implementation of these plans affect
the volume of aid to the developing countries ? Even
assuming that the increase in budget appropriations
will be accompanied by a corresponding increase in
disbursements, this will obviously not result directly in

any rapid change in total DAC flows, as the volume
of aid from the most ambitious countries is still on a

very small scale. The five countries that have stated
their intention to achieve a target of one per cent at a
given date (Canada, Denmark, Norway, Netherlands,
Sweden) provided only $ 429 million in 1967, i.e. 6 per
cent of DAC Members' official flows.

The attainment of these targets and the implemen¬
tation of the financing plan of the Federal Republic
of Germany (which alone accounted for 8 per cent of
DAC assistance in 1967) will mean an annual increase
in aid to the developing world of about $ 200 million
on average over the next four years (Table 5).

This is no doubt a modest sum in comparison with
total DAC flows, of which it represents less than
3 per cent. It will offset only in part the effects of
the cuts in the programme of the major aid donors.
What it does mean, however, is that at least six
countries are making a deliberate attempt to increase
rapidly their efforts in favour of the developing
countries. Their example may give fresh impetus
to development assistance.
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The OECD OBSERVER presents in

this issue a set of tables showing

the diversity of the economies of

the twenty-one Member countries

of the Organisation. These tables,

which were drawn up at the end of

1968, set forth the final statistics

for the year 1967. They are not

intended to provide all the compar¬

ative data needed for an under¬

standing of each country's econo¬

mic situation in relation to the

OECD group as a whole : they give

some idea, however, of the econo¬

mic pattern in the individual coun¬

tries.

The figures have been supplied by

the Statistics and National Ac¬

counts Branch of OECD. For fur¬

ther information, readers are re¬

ferred to other statistical publica¬

tions of the Organisation : Main

Economic Indicators, Statistical

Bulletins of Foreign Trade, Man¬

power Statistics, and Statistics of
National Accounts.

Symbols employed :

( ) OECD Secretariat Estimate;

Nil;

. . Not available.

Unless otherwise stated, all the

figures are for 1967.



AUSTRIA

BELGIUM

CANADA

DENMARK

FRANCE

GERMANY (FR)

GREECE

ICELAND

IRELAND

ITALY

JAPAN

LUXEMBOURG

NETHERLANDS

NORWAY

PORTUGAL

SPAIN

SWEDEN

SWITZERLAND

TURKEY

UNITED KINGDOM

UNITED STATES

AREA

(1,000 sq. km)

AGRICUL¬

TURAL

AREA

(1,000 sq. km)

TILLAGE

and temporary
grassland

(1,000 sq. km)

POPULATION

(thousands)

INHAB¬

ITANTS

per sq. km

83.8 39.3 16.7 7,323 87

30.5 16.3 9.0 9,581 314

9,976.2 643.6
1966

434.0
1966

20,441 2

43.0 30.2 26.9 4,839 113

551.2 335.5 197.9 49,866 90

248.5 140.0 82.0 59,879 241

131.9 90.9
1966

38.5
1966

8,716 66

103.0 23.8 	 199 2

70.3 47.8 11.9 2,899 41

301.2 203.8 152.1 52,334 174

369.7

	

70.0 60.0
1966

99,970 270

2.6 1.4 0.7 335 129

33.6 22.4 9.2 12,597 375

323.9 10.0 8.5 3,785 12

91.5 (49.4) (41.3) 9,415 103

504.7 407.2 202.2
1966

32,140 64

449.8 36.8
1966

31.6
1966

7,869 17

41.3 21.8
1965

4.0
1966

7,071 147

780.6 543.8
1966

263.4
1966

32,978 42

244.0 195.9
1966

74.8
1966

55,202 226

9,363.4 4,402.0
1966

1,798.4
1966

199,118 21

I



NATURAL

INCREASE

IN

POPULATION

percentage (annual

average 1957-1967)

+ 0.50

+ 0.65

+ 2.05

+ 0.75

+ 1.20

+ 1.10

+ 0.75

+ 1.90

I 0.05

+ 0.70

+ 0.95

+ 0.85

+ 1.35

+ 0.80

+ 0.80

+ 0.85

+ 0.65

+ 1.70

+ 2.60

+ 0.65

+ 1.50

NET IMMIG¬

RATION ( + )

OR NET

EMIGRATION

(-)
1967

2

+ 18

+ 156

+ 2
1966

+ 135

177

+ 13

16

78

5

+ 1
1966

13

+ 2

61
1966

128

+ 10

+ 31

32
1966

+ 443

TOTAL CIVILIAN

EMPLOYMENT

(thousands)

i I

of which :

AGRICULTURE,

FORESTRY

AND FISHING

(%)

INDUSTRY

(%)

OTHER

(%)

3,284
1966

(20.1) (40.3) (39.6)

3,616 5.8 45.5 48.7

7,379 9.0 32.9 58.1

2,274
1966

16.6 41.9 41.5

19,588 16.6 40.6 42.8

25,802 10.6 48.0 41.4

3,610 50.1 21.2 28.7

(78) (19.0) (41.0) (40.0)

1,058 31.6 27.7 40.7

18,920 24.1 41.1 34.8

49,940 20.6 34.3 45.1

138 12.6 45.3 42.1

4,407 8.3 41.9 49.8

1,505 18.5 35.8 45.7

3,072 33.5 35.5 31.0

(11,837)
1966

34.8 35.0 30.2

3,734 10.1 41.1 48.8

2,740
1966

(8.8) (51.8) (39.4)

(13,194) (72.6) (11.1) (16.3)

24,996 3.1 47.2 49.7

74,372 5.2 (33.7)
!
:

(61.1)

	.	



Notes : a) Gross Domestic Product
at market prices

b) Includes stock appreciation
c) Net Domestic Product
d ) Electricity, gas and water

included in "other activities"
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at current prices

^ (0 and exchange rates
2 g (million US $)

10,680

	

19,660

	

53,500
1966

11,130
1966

109,280 1 21 ,400 7,110 550 3,120 67,090 114,990 670
1965

22,830 8,320 4,600 26,620 23,920 1 5,930 10,600 109,250 803,910

SSNAT 3RODUC narketp at 1963 prices and
exchange rates
(million US S)

9,150 16,530 48,470
1966

7,440
1966

97,650 109,190 6,290 370 2,590 57,930 96,560 600
1965

18,060 6,950 3,960 1 9,700 13,390 9,010 96,600 734,200

2 «-
OC co
o

per capita
at current prices and
exchange rates (US S)

1,460 2,050 2,670
1966

2,320
1966

2,190 2,030 820 2,750 1 ,080 1,280 1,150 2,020
1965

1,810 2,200 490 830 3,040 2,620 320 1,980 4,040

. 	

1		1STRUCTUREOFGROSS DOMESTICPRODUCT (%)atcurrentprices
agriculture 8.6 5.5 5.9 10.2

1966

(a)

7.4

1966

(a)

4.1 23.5 19.5
1966

12.4

(c)

11.6 6.3
1965

7.2 7.5 19.7 16.4 5.9

(c)

35.8
(b)

3.3
(a)

3.0

mining and quarrying,
manufacturing industry, j

construction,

electricity, gas and water

other activities

51.6 40.9 38.5 40.0
1966

(a)

47.3

1966

(a)

49.7 26.1 33.1

1966

40.5
(c) (d)

36.7 52.5

1965

41.2 38.2 43.7 34.7 45.2
(c)

25.6
(b)

45.7
(a)

36.6

39.8 53.6 55.6 49.8
1966

(a)

45.3
1966

(a)

46.2 50.4 47.4

1966

47.1
(c)(d)

51.7 41.2
1965

51.6 54.3 36.6 48.9 48.9
(c)

38.6
(b)

51.0
(a)

60.4

j

GROSSFIXED ASSET FORMATION
percentage of GNP
at current prices

US $ per capita
at current prices

and exchange rates

25.4 21.7 25.8
1966

21.3
1966

21.9 22.8 22.4 33.5 18.7 19.1 32.9 29.7
1965

25.5 31.0 19.3 21.0 24.4 25.4 17.7

J
18.0 ! 16.6

370 450 690
1966

490
1966

480 460 180 920 200 '

	f

240 380 600

1965

460 680 90 170 740 670 60 360 670

/ATE MPTION NSES
percentage of GNP

at current prices

US S per capita
at current prices

and exchange rates

59.7 64.3 60.5
1966

63.0
1966

63.7 58.2 68.3 65.6 68.8 63.5 52.5 60.9
1965

57.2 54.4 69.6 70.7 54.8 58.9 63.8 61.5

i s- __» "

F « £
1 CL -j» X

O

1	«

870 1,320 1,610
1966

1,460
1966

1,400 1,180 560 1,800 740 810 600 1,230
1965

1,040 1,200 340 590 1,670 1,550 1,260 2,480

CURRENT GOVERNMENT EXPENDITURE ANDREVENUE (%ofGNP)
current expenditure

current revenue

!

30.6 30.9 27.4
1966

30.6
1966

35.5 33.6 24.9 22.1
1966

27.7

1966

31.9 14.8 29.9
1965

35.4 33.9 20.8 35.8 22.7 32.9 28.3

37.3 32.1 31.9
1966

37.4
1966

39.4 37.5 25.7 32.5
1966

29.3
1966

33.7 20.8 35.5
1965

40.0 41.0 17.3 46.0 26.1 35.5 28.3

OFF

of gold i
31st Octo

ICIAL HOLDINGS

md foreign exchange
ber 1968 (million US $)

1,363 1,954
(BLEU)

2,533 324 4,265 7,465 273 19 438 4,279 2,295 1,954
(BLEU)

1,907 588 1,294
30-9-68

1,115 749 2,996 115 2,707 13,491

OFFICIA

30t

(with

L DISCOUNT RATE

i November 1968

date of last change)

3.75
25-10-67

3.75

7-3-68 (BLEU)

6.00
3-9-68

6.00
29-8-68

6.00
13-11-68

3.00
12-5-67

5.00
18-6-68

5.25
1-1-66

6.81
25-10-68

3.50
7-6-68

5.84

7-8-68

3.75

7 -3-68 (BLEU)

4.50
15-3-67

3.50
1-4-65

2.50
1-9-65

4.60
11-4-60

5.00
11-10-68

3.00
10-7-67

7.50
1-7-61

7.00

19-9-68

5.25
30-8-68
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monetary unit
Schilling Belgian

Franc

Canadian

Dollar

i

Krone French

Franc

Deutsche

Mark

Drachma

1
Krona Pound

currency units
per US $

30th October 1968

market rates

25.900 50.300 1.072 7.520 4.974

i

3.976 30.000

i
I

57.070

i

0.418

I

IMPORTS (goodsonly)

total (CIF)
(million US §) 2,309 7,176

(BLEU)

10,250
(FOB)

i

3,134

I

I 12,377 17,351

I

1,186 163 1,078

from other OECD

countries

(million US $)
1,898 5,699

(BLEU)

9,159
(FOB)

2,561 8,412

I

12,572 892 135 872

from rest of world

(million US S)
(excl. unspecified)

411 1,470
(BLEU)

1,091
(FOB)

572 3.964 4,757 294 28 185

total imports

as percentage of GNP
at current prices

21.6 (35.2)
(BLEU)

17.1

1966

26.9
1966

11.3 14.3 16.7 29.6 34.6

increase in volume of

total imports from 1962
to 1967

(percentage per year)

8.6 9.7

(BLEU)

10.6 6.9 9.2 6.8 11.6 6.5

EXPORTS (goodsonly)

total (FOB)
(million US $) 1,809 7,032

(BLEU)

10,555 2,474 11,377 21 ,736 495 97 783

to other OECD countries

(million US $) 1,277 6,093
(BLEU)

9,284 2,048 7,833 16,590 327 73 727

to rest of world

(million US $)
(excl. unspecified)

531 895

(BLEU)

1,271 406 3,538 5,082 168 24 26

total exports
as percentage of GNP

at current prices
16.9 (34.5)

(BLEU)

17.9
1966

21.6
1966

10.4 17.9 7.0 17.6 25.1

increase in volume

of total exports
from 1962 to 1967

(percentage per year)

7.0 9.4

(BLEU)

10.4 6.9 7.3 10.0 12.2 8.1

1

1

2_i

LU CC
CC ~_

in thousands : i

(a) nights in all types of lodg- i
ings

(b) arrivals of foreign tourists
at frontiers

(c) estimate of the number of
nights spent in the country

(d) nights in hotels only.

(a)

45,287

(a)

6,551

(b)

15,984

(c)

112,000

(a)

17,280

(d)

3,865

(b)

38

(c)

19,114

oo
percentage of change

over 1966 3.2 + 4.3 + 21.0 m + 0.9 + 1.8 + 0.6 + 8.6 1.5
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Lira Yen

Luxem-

bourger
Franc

Guilder Krone Escudo Peseta Krona Swiss

Franc

Lira Pound Dollar

623.050

i

358.100 50.300 3.634 7.150 28.850 69.780 5.180 4.298 9.000 0.418 1.000

9,697 11,663 7,176
(BLEU)

8,337 2,746 1,059 3,470 4,703 4,099 691 17,715 26,816
(FOB)

6,007 5,031 5,699
(BLEU)

6,645 2,373 744 2,520 3,784 3,595 522 10,394 17,982
(FOB)

3,665 6,631 1,470
(BLEU)

1,692 373 315 950 919 504 169 7,316 8,825
(FOB)

14.5 10.1 (35.2)
(BLEU)

36.5 33.0 23.0 13.0 19.7 25.7 6.5 16.2 3.3

8.1 15.0 9.7

(BLEU)

8.7 9.0 16.5 6.7 5.8 5.0 8.6

8.702 10,442 7,032
(BLEU)

7,288

- 	

1,736 701 1,384 4,528 3,471 522 14,372 31,147

6,213 4,711 6,093
(BLEU)

5,991 1,429 458 966 3,541 2,620 396 8,457 18,949

2,371 5,729 895

(BLEU)

1,194 307 240 404 986 851 126 5,916 11.090

13.0 9.1 (34.5)
(BLEU)

31.9 20.9 15.2 5.2 18.9 21.8 4.9 13.2 3.9

13.1 16.4 9.4

(BLEU)

8.7 9.2 10.8 7.3 7.7 3.2 6.2

(a)

61 ,040

(c)

5,220

(a)

1,493

(d)

4,639

(c)

21,286

(d)

3,303

(d)

31,318

(a)

28,349

(b)

379

(c)

73,700

(b)

9,649

2.9 + 7.8 + 3.9 -3.8 + 14.5 + 6.9 + 7.2 + 2.6 0.1 + 2.2 + 7.8



CALORIES AUSTRIA

BELGIUM

LUXEM¬

BOURG

CANADA DENMARK FRANCE
GERMANY

(FB)

	,

GREECE ICELAND

per innaDixani

and per day
1966-67

2,950
1967

3,090
1966

3,130
1962

3,370
1966

3,250
1966-67

2,867
1963

2,950
1966

3,240

IRELAND ITALY JAPAN
NETHER¬

LANDS
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

1964

3,460
1967 1966

2,905 2,206
1966

2,580
1967

3,121
1966

3,005
1966

3,154
1966

3,060
1965-1966

3,250
1967

3,180

DWELLINGS

COMPLETED

(number per
1,000 inhabitants)

IRELAND ITALY JAPAN
NETHER¬

LANDS

AUSTRIA

1966

6.1

NORWAY

BELGIUM

LUXEM¬

BOURG

1967

4.8

PORTUGAL

CANADA

SPAIN

DENMARK FRANCE

1967

9.2

SWEDEN

1967

8.4

SWITZER¬

LAND

GERMANY

(FR)

1966

9.4

GREECE

TURKEY

ICELAND

1966

8.7

UNITED

KINGDOM

UNITED

STATES

1966

3.5

1967

6.1

1967

10.0
1967

8.2
1967

4.2
1967

6.5
1966

12.4
1966

9.6
1966

4.5
1966

7.4

NET CONSUMPTION

OF ELECTRICITY
AUSTRIA

BELGIUM

LUXEM¬

BOURG

CANADA DENMARK FRANCE GE GREECE
I

ICELAND

kWh per head and per year
(excluding losses)

1966

2,610
1967

2,215
1966

7,104
1966

1,850
1967

2,120
1966

2,760
1966

590
1966

3,120

IRELAND ITALY JAPAN
NETHER¬

LANDS
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

1966

1,166
1967

1,580

1966

1,930
1966

1,960
1966

11,520
1967

530
1967

976
1966

5,550
1966

3,420
1967

187
1966

3,178
1966

5,836

PUBLIC EDUCATIONAL

EXPENDITURE
AUSTRIA

BELGIUM

LUXEM¬

BOURG

CANADA DENMARK FRANCE
GERMANY

(FR)
GREECE ICELAND

as a percentage

of GNP at market price
1965

3.63

1964

5.57
1965

6.32
1965

5.76
1965

4.20
1964

3.23
1964

1.89

IRELAND ITALY JAPAN
NETHER¬

LANDS
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

1965

4.16
1965

5.19
1965

4.64
1965

6.30
1965

5.31

1965

1.44

1965

2.20
1965

6.06
1964

3.83
1965

3.84
1965

5.04
1965

5.27

TELEPHONES

(number ner

AUSTRIA

BELGIUM

LUXEM¬

BOURG

CANADA DENMARK FRANCE
GERMANY

(FR)
GREECE ICELAND

1,000 inhabitants)
1966

149
1966

174

1966

394

1965

287
1966

132
1966

160
1966

65
1967

320

IRELAND ITALY JAPAN NETHER-
JHrH LANDS NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

1966

80
1967

132
1966 1966

130 203
. i

1967

260
1966

62
	

1967

99
1967

498
1967

417
1967

8
1966

206
1966

502

CARS AUSTRIA

BELGIUM

LUXEM¬

BOURG

CANADA DENMARK FRANCE
GERMANY

(FRJ
GREECE ICELAND

1,000 inhabitants)
1966

120
1967

152
1966

274

1966

169
1967

234
1967

184
1967

21
1967

180

IRELAND

1966

104

ITALY JAPAN
NETHER¬

LANDS
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

1967

136
1967

27
1967

136
1967

150
1964

21
1967

41

1966

240
1967

179
1966

3
1966

180
1966

396

FELEVISION SETS AUSTRIA

BELGIUM

LUXEM¬

BOURG

CANADA DENMARK FRANCE
GERMANY

(FR)
GREECE ICELAND

1,000 inhabitants)
1966

117
1967

185
1966

284
1966

70
1967

166
1967

231
,

1967

120

IRELAND ITALY JAPAN
NETHER¬

LANDS
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

1966

129
1967

144
1968 1967

234 200
1967

174
1967

29
1967

86
1967

282
1967

143
1966

254
1966

376
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SOME MISUNDERSTANDINGS
ABOUT BORDER TAX

ADJUSTMENTS, CONSUMPTION
TAXES AND TAX SHIFTING

Border tax The fiscal measures which

adjustments enable g°ods crossing fron¬
tiers to be charged in whole
or in part with the tax of the
importing country rather
than with the tax of the

exporting country.

Existing
border tax

adjustment
practices

Sales taxes

The practice under which
consumption taxes are charg¬
ed in ,the importing country
and other taxes in the export¬
ing country.

A general consumption tax
levied once only on goods,
usually on sales by wholesal¬
ers to retailers (wholesale
stage) or retailers to consu¬
mers (retail stage).

Value-added A general consumption tax
tax or TVA leyied each time goods are

sold but only on the value
added by each seller.

Cascade tax A general consumption tax
levied on the total value of

goods each time they are sold.

Taxe OCCulte Tax on auxiliary materials,
capital equipment and servi¬
ces used in the production
or transportation of taxable
goods.

Fullforward The situation that arises
tax shifting when> following an increase

in tax, the difference between

Following the reduction of tariffs through the
Kennedy round negotiations, attention has been
increasingly focussed, both in national and interna¬
tional circles, on non-tariff barriers to trade, of
which border tax adjustments are alleged to be one
of the most important.

It is argued by some that present border tax adjust¬
ment practices distort international trade, because
they give a balance of trade advantage to countries
relyingprimarily on consumption taxes and because
countries may improve their trading position by
changingfrom other fyinds of taxes to consumption
taxes. Others contend that border tax adjustments
give no balance of trade advantage to countries
relying on consumption taxes and that exis-ting
border tax adjustment practices, whether or not
entirely neutral, are better than any other practices
which could be devised.

A report on these problems has just been published
by the OECD under the title, "Border Tax Adjust¬
ments and Tax Structures in OECD Member

Countries". Thefirst two parts ofthe report contain
a general description and analysis of the various
types ofconsumption taxes and ofthe corresponding
tax adjustments applied to exports and imports in
OECD Member countries, as well as a review ofthe
arguments which have been used to criticise or to
defend these practices. These parts are entirely the
responsibility ofthe OECD Secretariat. The third
part gives a description of consumption taxes and
border adjustmentpractices in each OECD Member
country which has been approvedby the Government
of the country concerned. The report contains in
addition an analytical bibliography of JO publica¬
tions on the subject, the text ofthe relevantprovisions
of GATT, EEC and EFTA and over 60 statistical
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TVA

deduction-

system

Sales tax

registration
system

the pre-tax price of goods
and their post-tax price is
equal to the tax which would
have been payable on the
pre-tax price.

The system under which
entitled traders (but not con¬
sumers) may deduct the tax
they have paid to their sup¬
pliers on their purchases
from the tax owed to the

Revenue Authorities on
their sales.

The system under which
entitled traders (but not con¬
sumers) may buy goods for
subsequent resale (and some¬
times for their own use)
without paying tax.

tables, on both a comparative andcountry-by-country
basis, on tax structures, tax rates and tax burdens
in OECD Member Countries.

In the course of its analysis, the Report refers to a
number ofmisunderstandings which have arisen in
connection with the border tax adjustment contro¬
versy. These are brought out more explicitly in the
article below which has been written by Kenneth
Messere, Secretary of OECD's Fiscal Committee,
under the general headings; A) Misunderstandings
about Border Tax Adjustments; B) Misunderstan¬
dings about Consumption Taxes; C) Misunderstan¬
dings about Tax Shifting.

The article is not intended to comment upon recent
measures taken by certain countries, which might
be regarded as utilising existing border tax adjust¬
mentpractices to influence their balance oftrade.

MISUNDERSTANDINGS

ABOUT BORDER

TAX ADJUSTMENTS

i st Misunderstanding:
'The amount oftax adjusted

at the border represents the amount
ofborder tax adjustment.

Each type of consumption Lax has its own mecha¬
nism for ensuring lhat goods crossing frontiers will
be subject to the consumption taxes of the importing
country rather than those of the exporting country.
Thus, under a retail sales tax, exported goods are
practically never charged with tax and imported
goods are not charged with tax at the time of import¬
ation since the tax becomes due only on sale by a
retailer to a domestic consumer. Under a cascade

tax, on the other hand, tax is normally paid whenever
a sale is made and if the article is subsequently export¬
ed the tax already paid is refunded, while on the
import side, some but not all of the tax finally paid
on the product is paid at the time of importation,
further tax being paid each time the goods are sold
in the importing country. Thus, in a narrow sense
of the term of 'border tax adjustment' it may be said
there are border adjustments for cascade taxes but
not for retail sales taxes; but under both systems
goods are enabled to be charged with the taxes of the

importing country rather than those of the exporting
country, such a narrow definition would be useless
from an economic point of view.

Again, comparing importations into a cascade
tax country and a value-added tax country, one
finds that the tax paid at the Lime of importation is
likely to be a higher proportion of the total tax paid
in the latter since the tax remaining to be paid after
importation in the importing country will be assessed
only on the value added (prolits plus costs at whole¬
sale and retail stage) under a value-added tax,
while it will be assessed at each stage on the total
value of the goods each Lime they are sold under a
cascade system. EurLhermore, under a TVA, each
purchaser, save the final consumer, has the right to
deduct the tax paid, but there is no corresponding
system of deduction under a cascade system. In
this context, it was claimed that when Germany
changed from a cascade tax to a value-added tax in
January 1968, there would be a devaluation effect
because imports previously charged at 6 per cent
were to be charged at 10 per cent under the new
system. Whether or not there were any devaluation
effects inherent in the change is a complex and
controversial question, but it is clear that the increase
from 6 per cent to 10 per cent at the time of import¬
ation is quite irrelevant to the issue.

The amount of border tax adjustment on the im¬
port side should therefore be regarded from the eco¬
nomic point of view, not as the amount of tax adjusted
at the border but, assuming full compensation, as the
amount of tax finally paid by the consumer in the
importing country; similarly, on the export side,
the amount of border adjustment should be regarded
not as the amount of tax rebated at the time of

exportation, but, assuming full compensation, as
the amount of tax which would have been paid by a
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consumer in the exporting country if the goods had
been sold on the home market instead of being

exported.
The identification of border tax adjustments with

adjustments actually made at the border may be
partially due to the apparent paradox of including
in the concept of border tax adjustment, situations
where no adjustments actually take place, but even
those who accept the validity of the wider definition
are apt to think in terms of the narrow definition,
which accounts for the second misunderstanding.

2nd Misunderstanding:
The choice between

making border adjustments
and not making border adjustments
is a choice between doing something

and doing nothing.

If it is accepted that for economic purposes, the
only rational definition of border tax adjustments is
one which takes account of the fact that the mechanism
operates differently under different types of consum-
tion taxes, it is necessary to accept that they are
the fiscal measures which enable taxes of the import¬

ing country rather than the exporting country to be
charged (principle of the country of destination).
It follows that not making border adjustments
would involve taking the fiscal measures which enable
the taxes of the exporting country rather than those
of the importing country to be charged (principle
of the country of origin).

It would be at least as complicated to ensure that
the taxes of the exporting country were fully charged
and the tax of the importing country not charged at
all. On the one hand, administrations would have
to ensure that exports bore the same tax as goods sold
to consumers on the home market and since exports

usually take place at manufacturing stage while most
consumption taxes are levied at wholesale and/or
retail stage, their value would have to be marked up
to a wholesale or retail value to ensure equal tax
treatment between exports and goods sold on the
home market. On the import side, administrations
would have to ensure that imports (not liable to the
domestic tax) were segregated from domestic pro¬
ducts (which are so liable) at each sale from importer
to retailer, or even to final consumer if the domestic
tax is levied at retail stage.

This misunderstanding is due partly to the lin¬
guistic form of the expression " making border
adjustments ". Thus when critics of existing border
adjustment practices argue it is illogical to make
border adjustments to lake account of differences in
consumption taxation but not to make border adjust¬
ments to take account of differences in other kinds
of taxation or of differences in government expen¬
diture, they may fail to appreciate that from a
practical point of view making adjustments to take
account of direct taxes or government expenditure
would be a choice to do something rather than to do
nothing, while this is not the case with making adjust¬
ments Yor consumption taxes. (In this context, it is
noteworthy that while critics of existing border lax

adjustment practices prefer to say that border
adjustments are made for consumption taxes but not
for other taxes, defenders of the status quo prefer
to say that the destination principle applies to
consumption taxes and the origin principle to other
taxes.) It is possible to take no fiscal measures at all
at the border, lull this would lead to completely diffé¬
rent results according to the consumption tax in
operation as is illustrated by the table below.

THE NORMAL TAXING CONSEQUENCES
OF DOING NOTHING WHEN GOODS

CROSS BORDERS

System of ex¬
porting coun¬
try

Production

stagesales tax

Total taxation in

exporting country
none in importing

country

Value-added

tax or cascade

tax

Retail stage
sales tax

System ol importing country

Production

stage
sales tax

Total taxation in

exporting country
plus partial taxa¬
tion in importing
country

Partial taxation in

exporting coun¬
try; none in im¬
porting country

No taxation at al

Value-added

tax or

Cascade tax

Total taxation in

both countries

Partial taxation in

both countries

Partial taxation in

importing coun
try; none in ex
porting country

Retail stage
sales tax

Partial taxation in

exporting country
plus total taxation
in importing
country

Total taxation in

importing coun¬
try; none in ex¬
porting country

3rd Misunderstanding:
Operating a standstill on the level

ofborder tax adjustments
involves doing nothing.

This is a variant of the second misunderstanding.
The only cases in which a standstill would be equi¬
valent to taking no action are (a) if countries operating
cascade systems agreed to refrain from rectifying
under-compensation when domestic rates of tax
remained unchanged or (b) if countries other than
those operating cascade systems agreed to refrain
from making border adjustments l'or taxe occulte.
Increases in border tax adjustments usually, however,
result from increases in rates of domestic consumption
tax and it is easy to see that to retain pre-existing
rates of border tax adjustments when domestic rates
of tax increase would involve taking administrative
action. If, for example, a retail sales tax, whether
at Federal or local level, were increased from 6 per
cent to 8 per cent and a general standstill were in
operation, imports which were formerly taxed, like
domestic goods, at 6 per cent at the time they were
sold by retailers to consumers, would have to be
segregated by retailers from the domestic goods
which had become liable to 8 per cent. Similarly,
on the export side, exporters who previously had
never paid tax would become subject to tax at
2 per cent ol' the assumed domestic retail selling
price of their goods, though the same manufacturers
selling on the home market would not pay tax. 11
a value-added tax were increased from 6 per cent to
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8 per cent, under a standstill, importers would be
charged 6 per cent but a deduction of 8 per cent
would be allowed, while manufacturers paying
8 per cent on their materials would be allowed a
deduction of 8 per cent on domestic sales but of
only 6 per cent on their exports.

4th Misunderstanding:
Border tax adjustments are

necessary to prevent double taxation.

Historically, it is probably true - though there is
a lack of research on this - that countries first
found it self-evident that imported products should
be taxed at the same rate as similar domestic products,
and subsequently, realising that their exports were
being taxed with both their own consumption tax and
the consumption lax of other importing countries,
decided to relieve their exports of domestic consump¬
tion tax. It does not follow, however, that border
tax adjustments are necessary to prevent double
taxation since this could also be achieved either by
subjecting goods to the taxes of the exporting country
instead of the taxes of the importing country, or by
subjecting them to part of the taxes of the exporting
country and part of the taxes of the importing coun¬
try, just as, for example, under most double taxation
conventions, direct taxes on dividends are shared
between the country of source of the dividends and
the country of residence of the shareholder.

MISUNDERSTANDINGS

ABOUT

CONSUMPTION TAXES

5th Misunderstanding:
A change from a sales tax

to a value-added tax is likely
in itselfto be balance-

of trade advantageous.

This widely canvassed view may be due to various
reasons, but none of them are valid :

a) Value-added taxes are of wider coverage and higher
rates than sales faxes so that border adjustments will
be larger. It is true that in practice this is mostly so,
but in principle there is no reason why a sales" tax
should not be equally wide in coverage and high in
rates, and sometimes in fact it is. Moreover the
view that bigger border tax adjustments are necessa¬
rily balance of trade advantageous depends on tax
shifting hypotheses which are open to challenge.

(b) Exporters receive rebates under value-added taxes
but not under sales taxes. This is a variant of the

first misunderstanding; for there is no great difference
between paying tax and having it refunded on export
as is normal under a value-added tax and not paying
tax at all as is normal under a sales tax. It has been

alleged that the psychological effect of receiving a
rebate is itself export-promoting, but this allegation
results from a further misunderstanding. In the
first place under the TVA deduction system a manu¬
facturer is refunded tax paid on the goods he buys
irrespective of whether he sells them on the home
market or abroad; and secondly the sales tax regis¬
tration system, where the manufacturer does hot
pay at all, gives him the advantage of not having his
capital tied up. In any event under the French TVA,
which is currently the only value-added tax to offer
exporters the choice between not paying tax on the
sales tax model or paying tax and having it refunded,
most exporters opt for the first alternative. A va¬
riant of this argument is the claim that full rebate
of a value-added tax is export promoting in a sense
not possible under a sales tax to the extent that the
value-added tax may not be fully shifted forwards.
But to the extent that sales taxes are not fully
shifted forwards it can be argued in precisely the
same way that full relief from sales taxes for exports is
also export promoting. Thus, those who believe in
the view that consumption taxes are not fully shifted
forwards may argue that exports should be relieved
fully of neither value-added taxes nor sales taxes.
The only difference between the two systems in this
context is that due to their different mechanism

less than full relief would probably be provided
for in different ways : under a value-added tax
traders would be allowed to deduct less tax when

selling to foreign traders than when selling to
domestic traders, while under sales tax they would
have to pay a tax when selling to foreign traders but
not when selling to domestic traders.

(c) A value-added tax would eliminate the taxe occulte
which burdens exports under sales taxes. This is
untrue. The TVA deduction mechanism provides
the possibility of eliminating taxe occulte just as the
sales tax registration mechanism does, but whether
countries wish to take advantage of these possibilities
has nothing to do with the system but depends on
economic and budgetary considerations. In practice,
taxe occulte has been almost eliminated in some

countries, but remains comparatively large in others,
both under value-added taxes and under sales taxes.
It should be added that currently border adjustments
are not made for taxe occulte arising out of either
value-added taxes or sales taxes.

Summarising, the difference between a sales tax and
a value-added tax is simply the way in which the
tax is collected. The fractional method of payment
under a value-added tax means that it is more
expensive to collect on the one hand but less tax is
at risk on the other. Assuming no change in rates
or coverage, trade effects from the substitution of a

value-added tax for a sales tax would follow only
if these different methods of collection affected the
degree to which the tax was shifted. The view
generally expressed on this matter is that there should
be no difference in tax shifting between the two
types of tax, though some writers have suggested a
value-added tax might be shifted more slowly.
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6th Misunderstanding:
Value-added, taxes are not really

pure consumption taxes first
because business profits
arc one of the elements

in the value-added and secondly
because value-added taxes sometimes

apply to investment goods
as well as to consumer goods.

Under all types of consumption taxes a part of the
value on which products are taxed consists of the
profits of entrepreneurs. Under all consumption
taxes there is the possibility of taxing, partially
taxing or not taxing investment goods. The funda¬
mental difference between consumption taxes and
profits taxes is that the tax yield of the former de¬
pends on the amount of turnover and the tax yield
of the latter on the amount of profit. This is most
clearly illustrated by the fact that a firm which
makes no profit will pay no profits tax but may still
have to pay value-added tax, which it may be unable
fully to shift forwards.

7th Misunderstanding:
Cascade taxes necessarily involve

(a) higher border adjustments
(b) lower border adjustments
relative to domestic taxation

than other consumption taxes.

Some years ago it was widely believed that cascade
taxes involved" higher border adjustments. The
appropriate rates of adjustment for cascade taxes,
unlike those of other consumption taxes, have to be
worked out by a complicated system of averaging.
Since the results of these calculations are not readily
verifiable as accurate, there was much suspicion of
over-rebating of exports and over-compensation of
imports. It is now generally accepted that under¬
compensation is more likely to occur than over¬
compensation under a cascade system, since, first,
on a number of products there are no rebates or
surcharges to take account of tax levied at the pre-
exportation or pre-importafion stages; secondly, it
is rare that all the tax levied at pre-exportation and
pre-importation stages is taken into account in the
border adjustments; and thirdly, analyses of border
adjustments in certain countries operating cascade
taxes suggest that the home burden is not fully
compensated.

However, the fact that cascade taxes do not
necessarily involve higher border adjustments than
other tax systems does" not imply that they do necessa¬
rily involve lower adjustments. In the first place,
export-intensive firms tend to be integrated and so
pay less cascade tax than non-integrated firms paying
tax on similar products on the home market. Since
the export rebate relates to the average tax paid on
the products, integrated firms may well be receiving

more rebate than they actually paid in tax (and im¬
ported products may well be charged with more tax
than domestic products made by such lirms). Sec¬
ondly, and more important, while border adjust¬
ments are normally made for taxe occulte in respect
of cascade taxes they are not normally made for
taxe occulte in respect of other consumption taxes.
While it is usually true that taxe occulte is greater
under cascade taxes than under other general
consumption taxes, it has always been implicit in
the view that border adjustments under a cascade
system do not entirely compensate for the home bur¬
den, that the home burden includes taxe occulte
whereas the view that the amount of border

adjustments under sales taxes and value-added
taxes more or less equals the home burden implicitly
assumes that the home burden excludes taxe occulte.

MISUNDERSTANDINGS

ABOUT TAX SHIFTING

8th Misunderstanding:
Value-added taxes and retail

sales taxes are necessarily
fully shifted because

fa) they always represent a fynown
and constant proportion ofthe price

and (b) the deduction system
of the TVA

and the registration system
of the sales tax ensures that no tax

is paid by entrepreneurs
but only by consumers.

As regards argument (a), while it is true that in an
accounting sense the consumer always pays a known
and constant proportion of the price under value-
added and retail sales taxes, it does not necessarily

follow that he pays the exact difference between the
pre-tax price and the post-tax price. To the extent
that the amount of tax paid by the consumer is lower
than this difference, the tax is not fully borne by
him (i.e. the tax is shifted backwards). A more
sophisticated version of the argument is to deny any
meaning to the concept of tax shifting by claiming
that the tax is never the only cause of the difference
between pre-tax and post-tax price, since the tax,
like the intentions of entrepreneurs, the state of the
market, etc, is simply one element in the formation
of prices. In practice, however, while it may be
accepted that any price change which is related to a
tax change is the result of the inter-action of the tax
change and the pre-existing market situation and
that tax is not the " sole cause " of such price change,
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it is reasonable to believe that, in the absence of

exceptional reasons to the contrary, no price change
would have occurred at that very time but for the
tax change.

As regards (b), it should first be observed that it
does not follow from the fact that the TVA deduction

system and the sales tax registration system enable
entrepreneurs either to be refunded any tax paid or
to avoid paying tax at all, that this is what happens in
practice. Under most existing value-added and sales
taxes there remains a certain amount of taxe occulte.

Secondly, even under a so-called pure value-added tax
or sales tax, where taxe occulte is eliminated, it is
still possible that the demand of consumers at the
old price plus the new or additional tax will fall so
greatly that it will pay entrepreneurs not to pass
on the lull tax. Under value-added and retail sales

taxes, entrepreneurs might in practice think in
terms of prices net of tax, but it does not follow
from this that the introduction of or increase in a

tax has no effect on their nel-of-tax prices. If, in
practice, falling demand forces them to lower their
net-of-tax price, then backwards shifting has taken
place.

gth Misunderstanding:
Existing border tax adjustments

practices are justified
because consumption taxes should be
paid by the consumers of a country

and because without them countries

with high rate consumption taxes
would be unable to compete.

While at first sight a reasonable argument, the
first of these defences of existing border tax adjust¬
ment practices misses the point that consumption
taxes are paid by consumers of a country only insofar
as they are shifted forwards. Insofar as they are
shifted backwards they are borne by business just
as other taxes are. It also neglects the point that
insofar as other taxes are shifted forwards they are
borne by consumers, even though no border adjust¬
ments apply to them. Precisely the same conside¬
rations apply to the second argument. High rate
consumption tax countries would be at a competitive
disadvantage in the absence of border adjustments
for such taxes only insofar as they affected the price
of goods, just as countries with high rates of non-
consumption taxes may at present be disadvantaged
to the extent that such taxes do affect the price of
goods. Summarising, both these arguments beg the
question. On the hypothesis of full forward shifting
of consumption taxes and full backward shifting of
other taxes, these would be reasonable arguments
for the status quo, but on such a hypothesis critics of
existing practices would in any event probably
concede that existing practices were justified. All
this is to make no pronouncement about how taxes
are in practice shifted (for this remains legitimately
a controversial question) but merely to make the
point that these arguments have no independent
value, since they are based on one particular tax-
shifting hypothesis.
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AGRICULTURAL

PROJECTIONS
FOR 1975 AND 1985

A report analysing trends in supply and demand of major
foodstuffs was submitted to OECD Ministers of Agricul¬
ture at their meeting in Paris on 28th and 2Qtb November,
iç68 (1). In this article, Michael Tracy, Head of the OECD
Agricultural Policies Division, explains how the projections
were made and discusses the main conclusions reached. The

views expressed in this article are those of the author.

(1) Agricultural Projections for 1975 and 1985 - Europe, North America, Japan, Oceania
- Production and Consumption of Major Foodstuffs. Besides this general report, detailed
studies on each country are available. These reports are published on the responsibility
of the Secretariat.
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Some Remarks on
Methodology

In analysing demand for food¬
stuffs, the OECD projections follow
usual practice by relating demand
changes to the growth of incomes :
a fair degree of constancy can be
found in the relationship between
income change and demand for
foodstuffs. À major feature of
this relationship is the tendency
for per capita consumption of bread
grains to fall as income rises, and
this tendency can be projected as
is shown in Diagram 1. On the
other hand, income growth causes

up to a certain point - an
increase in consumption of meats,
as appears in Diagram 2 (the
relatively low meat consumption
in the Scandinavian countries is due

to their high consumption of fish).

In projecting demand, it is es¬
sential to make some assumption
about prices. The OECD projec¬
tions are based on the assumption
that price relationships will con¬
tinue to move approximately as
they have done in the recent past.
This assumption, which is more
realistic than one of constant pri¬
ces, involves for instance a con

tinuing rise in the price of beef
relatively to that of pork and
poultry-meat.

To project the growth of in¬
comes, an analysis has been made
of general economic trends in each
country, with reference in particu¬
lar to the growth of manpower and
trends in productivity. Finally,
projections of population growth
are used to derive total demand

from the projected per capita de¬
mand.

As regards supply, the method
adopted has been broadly to
analyse trends in the agricultural
area, in livestock numbers and in

crop and livestock yields. The
trend in the total agricultural area
can be projected fairly accurately.
Its distribution between different

uses, however, is liable to change
as a result of such factors as

changed relationships in the pro¬
fitability of different enterprises
(which may result from price
changes, different rates of yield
increase or developments in me¬
chanisation affecting a particular
crop) or changes in farm structures.
A major feature in the latter con¬
text is the fall in the number of

small dairy farms which may - - if
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it goes far enough cause a
significant reduction in the number
of dairy cows : this is happening
in North America and in Sweden,
and it has been necessary in
making the projections to consider
whether a similar development
may occur in other countries too.

In projecting yields, it is often
useful to compare levels and trends
as between countries : technolo¬

gical progress is nowadays quickly
transmitted from one country to
another. National differences how¬

ever are bound to remain wide;
Diagram 3 shows the projections
for wheat yields. On the whole,
it is likely that the projected yields
will turn out to be under-estimates :

new technology may raise yields
more than can at present be fore¬
seen.

Assumptions about agricultural
policies are vital to the projections.
It has been assumed that policies
will remain broadly as they are at
present. (This is, of course, a work¬
ing hypothesis : in fact policy
changes are bound to occur, as is
pointed out later in the article.)
This assumption means above all
that the projections do not allow
for changes in policies in order to
avoid imbalances between supply
and demand : the projections thus

<

a

aim to show what would be the

situation if policies are not addjuste.
A particularly important point in
this respect is the assumption that
the United States will continue to

keep out of production a substantial
part of its available cropland.

Major Results

The projections give much infor¬
mation about trends in each OECD

country (as well as Australia and
New Zealand) : these results often
give a clear indication of problems
that lie ahead if suitable measures
are not taken in time. It is however

not possible in this article to
discuss the results for individual

countries. The following para¬
graphs indicate the main' overall
conclusions.

In setting out to make this study,
a major aim was to discover
whether the OECD area and

Oceania were likely in the years
ahead to have substantial quanti¬
ties of food in excess of their

own requirements, which could
be available for export to other
regions, in particular to the less-
developed countries of the world.
To this question the study returns
an unequivocal answer : the OECD
area and Oceania have the potential

to expand food production well
beyond their own needs. Moreover,
this extra production could be
obtained without any special stimu¬
lus to output, simply on the basis
of present policies.

This potential would take the
form primarily of net export availa¬
bilities of grain. Table 1 shows the
results of the projections. It ap¬
pears that the net export availabili¬
ty of the OECD area plus Oceania
would rise from 20 million tons in
1961-63 to 90 million tons in 1975
and 121 millions in 1985. These are

enormous quantities : they would
mean that outlets would have to be

found in other regions for 19 per
cent of production in 1975 and 22
per cent in 1985.

By far the larger part of these
net exports would come from the
US and Canada; Australia too
would increase its exports. At the
same time, the traditional impor¬
ting countries in Europe would
become more self-sufficient : net

imports by EEC and the other
countries of North-Western Europe
(the United Kingdom being parti¬
cularly important in the latter
group) would fall off. The results
for the Southern European coun¬
tries are largely influenced by in¬
creased export availabilities from
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1. WET TRADE IN GRAINS

(EXCLUDING RICE)

exports imports in million metric tons

1961-63 1975 1985

N. America 46.3 107.4 +141.2

EEC -10.8 -8.1 -6.9

Other N.W. Europe -12.2 -4.8 -2.8

S. Europe -3.5 + 1.8 + 1.9

Japan -6.0 -16.7 -24.0

Oceania + 6.6 + 10.2 + 11.4

TOTAt + 20.3 +89.8 + 120.8

Yugoslavia. The only country
likely to substantially increase its
imports of grain is Japan : this is
due to the expected rise in per capita
consumption levels of live-stock
products from their present low
levels, with a big consequent
increase in wheat consumption,
partly at the expense of rice.

Out of the total net export
availability of 90 million tons in
1975, 48 million would consist of
bread grains (wheat and rye), 42
million of feed grains (maize, barley,
oats, etc). There are however
possibilities for substitution be¬
tween bread grains and feed grains
in both production and utilisation.

It should be recalled that these

results are obtained on the assump¬
tion that the US continues to hold a

significant part of its cropland out
of production. In other words the
potential export availability could
be even higher than that projected.

The study has given some
interesting results for dairy pro¬
ducts, which however need to be

interpreted with care (Table 2). In
recent years. North America, the
EEC regions and Oceania have
exported dairy products in quanti¬
ties exceeding the amounts import¬
ed by the other OECD countries,
in terms of both butterfat and

solids-non-fats. ( 1 ) This net export
is projected to grow up to 1975,
though it might fall back again
in 1985. Looking more closely at
the figures, it appears that
Australia and New Zealand would

steadily increase their exports and
would thus be the main source of

the additional export quantities.
The EEC countries too would

increase their net exports up to
1975; the subsequent reduction
is mainly due to the possible effects
of changes in farm structures,
which as mentioned above may
lead to a fall in the number of

cows : this possibility has been
allowed for in France in particular,
but it should be emphasised that
this development is by no means
certain. In North America the

number of cows is already falling
quite rapidly, and although this
trend is not expected to continue
indefinitely, the net export of
dairy products is projected to fall
off and eventually to turn into a
net import. The countries of
North-Western Europe other than
the EEC at present have a net
import of dairy products in terms
of butterfat but a net export in
terms of solids-non-fat : this is due

to the large imports of butter by
the UK from Oceania. The net

2. NET TRADE IN MILK PRODUCTS

exports ( + ) imports ( ) in thousand metric tons

in terms of butterfat in terms of solids non-fat

1961-63 1975 1985 1961-63 1975 1985

N. America 68 22 -42 +453 +75 -213

EEC 50 + 289 +255 + 117 + 641 466

Other N.W. Europe -218 -201 -228 r89 + 271 +311

S. Europe -16 -56 -100 -47 -63 -75

Japan -2 -23 -31 -57 -97 -119

Oceania +269 355 +400 213 +415 + 522

TOTAL + 151 386 ; 254 +768 1245 + 892

imports in terms of butterfat would
remain about constant, while the

net exports in terms of solids-non¬
fat (mainly coming from Ireland
and Denmark) would increase. ( It
should be observed that the pro¬
jections do not allow for Denmark
to utilise her full potential in the
dairy sector). Net imports by
Southern Europe and by Japan
would increase to some extent, the

reason being essentially the same
in both cases : per capita consump¬
tion levels are currently low and
are likely to rise.

These net export availabilities
by the whole group of countries
do not appear unduly large in
relation to production : in 1975, 5
per cent of total milk production
in terms of butter-fat, 6 per cent
in terms of solids-non-fat. It

seems likely that the solids-non-fat
element could be disposed of
without great difficulty, mainly in
the form of skim milk powder,
for which there is a large potential
demand in the protein-deficient
less-developed countries. But the
butterfat element raises greater
problems : in the form of butter,
there is little demand for it outside

the OECD region, and even com¬
bined with part of the solids-non¬
fat element to form cheese or whole

milk powder, there are practical
difficulties in disposal. The EEC
and Oceania thus seem likely to
encounter growing problems, for
the annual accumulation of some

hundred thousand tons of butter

surpluses would be financially
disastrous.

For beef and veal, the projections
show a rising net import require¬
ment by the OECD area (Table 3).
The consumption of beef is parti¬
cularly responsive to income
growth, so that substantial increases
in demand have been projected in
spite of the assumption that the
relative price of beef will continue
to rise. On the other hand, the

growth of beef production in the
European countries and in Japan
is hampered by existing farm struc¬
tures : on small farms, specialised
cattle-raising is generally unprofit-

(1) The results for dairy products have
been expressed in terms of the two compo¬
nents of milk, butterfat and solids-non¬
fat. Butterfat alone is approximately
equivalent to butter, solids-non-fat alone
to skim milk powder; but the two
components can be combined in different
ways to form other dairy products, e.g.
cheese and whole milk powder.
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3. NET TRADE IN BEEF AND VEAL

(in carcass weight equivalent)

exports (+) imports () in thousand metric tons

1961-63 1975 1985

l\l. America -368 -1366 -1541

Europe -442 -1061 -1442

Japan -5 -104 -106

Oceania + 559 + 870 + 1182

TOTAf -256 -1661 -1907

able in relation to milk production.
Australia and New Zealand can be

expected to increase their exports,
but not to the extent sufficient to

meet the import demand of the
OECD region. The remaining de¬
mand may be met to some extent
by South America, but it is most
unlikely to be met in full. It is
clear therefore that this projected
imbalance is unrealistic. Probably
the relative price of beef will rise
even more than has been assumed,
Ihus checking consumption growth
and - to some extent stimula¬

ting production; probably too
poultry-meat and pigmeat will be
substituted for beef. A calculation
has been made of Lhe extra

amounts of feed grains that might
be absorbed in this extra production
of meat : the result would be to

reduce the net export availability
of grains of 90 million tons in 1975
to about 86 million tons.

The results for other commo¬
dities need less discussion. The

production of pigmeat, poultry-
meat and eggs has been assumed to
adjust to demand, so the net trade
position of the OECD area and
Oceania remains virtually unalter¬
ed. It is of course conceivable that

the countries in question might
increase their exports of these
products to other regions, thus
using up part of the grain surplus
and reducing net grain exports but
it is unlikely that such a trend
could go very far.

Sugar has also been covered in
the projections. However, the pro¬
duction of sugar is very much
influenced by official policies. The
result of the assumptions adopted is
that the net imports of the OECD
countries would rise very slightly
(Australia could increase its ex

ports) but policy changes could
easily lead to either a large increase
or to a fall in net imports.

Prospects for Trade with
Other Regions

To what extent could the pro¬
jected export availabilities of grain
and dairy produce be absorbed by
exports to other regions? The
OECD study has not dealt with
trends in other parts of the world
as these are being studied by the
FAO. These trends are not easy
to assess at the present time.
Nevertheless, some rough indica¬
tions can be given.

It seems most unlikely that
anything like the 90 million tons
of cereals projected as net exports
for 1975 could be taken up by the
other regions. Preliminary calcu¬
lations by FAO, made two or three
years ago, estimated the net import
requirement of these other regions
as not exceeding 27 millions tons.
Since these calculations were made,
successes with new varieties of

wheat and rice have considerably
increased optimism as to the pros¬
pects of self-sufficiency in major
less-developed countries such as
India and Pakistan. Growing
consumption of livestock products
in the present lowT-income countries
may lead to a potential increased
demand for feed grains, but il is
unlikely that these countries will
wish to use a large part of their
scarce foreign exchange to purchase
grains from abroad.

Idie foreign exchange problem
could in principle be overcome by
increased food aid programmes,
financed by the donor countries.
While some such expansion is not
to be excluded, there are a number

of reasons which make it unlikely
that food aid programmes can be
very substantially increased. In
the first place, there are practical
limitations in terms of transport
facilities, especially as regards
handling at the ports and internal
transport in the receiving countries.
Secondly, there are the risks of
discouraging agricultural expan¬
sion in the recipient country.
Thirdly, there are limitations on
the amount of finance that is

likely to be forthcoming for this
purpose. In recent years, the total
value of food aid has been approx¬
imately $1 1/2 billion (mainly by

the US, and consisting largely of
grains). Calculations made in the
projections report show that the
value of net exports of grains by
the OECD area (excluding Oceania)
would rise, if the projections were
realised, from $0.6 billion in 1961-63
to $4.3 billion in 1975 and $6.1
billion in 1985 (at 1961-63 unit
trade values). Total official aid by
the OECD countries in recent

years (including food aid) has
amounted to between $6 billion
and $7 billion. Unless total aid

should rise very considerably, the
financing of a significant part of
the additional grain exports would
thus be likely to absorb a substan¬
tially increased share of total aid.

The future trade position of
the USSR, other Eastern European
countries and China is difficult to

foresee precisely. Recently the
USSR, following bad harvests, has
had to import grains; (mina too
has resorted to large grain imports.
Hut the USSR, in the long term, is
more likely to be a grain exporter
than an importer, and should at
least be able to satisfy the require¬
ments of the other Eastern Euro¬

pean countries; already signs of a
return to a net export position are
appearing. China is more likely to
raise its imports but vigorous steps
have been taken to control popu¬
lation growth, and it is unlikely
that imports will be allowed to
grow beyond a certain point.

As regards dairy products, it
has already been pointed out above
that while the non-fat element may
meet a growing need in less-deve¬
loped countries, the butterfat
element may be more difficult to
dispose of : it is less urgently requi¬
red in the less-developed countries,
and moreover is much more difficult

and costly to transport and store.
As for the Eastern European coun¬
tries, they are more likely to be
competitors than customers on the
dairy products market : this is
already beginning to be the situa¬
tion today.

On Margins of Error

Projections are usually proved
wrong. What is the likelihood of
the present set of projections being
proved wrong ?

Individual aspects of the projec¬
tion are subject in many cases to a
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substantial margin of error. The
demand for foodstuffs is sometimes

difficult to predict, especially in
cases where one product can easily
be substituted for another : butter

(because of competition from mar¬
garine) is a case in point. Further
the yield of certain crops or live¬
stock may diverge from the proj ec-
tions. Such errors may cause the
results for some commodities in

certain countries to be fairly wide
of the mark.

Rut the major question is : could
the projections be so far wrong as
to cast doubt on the enormous pro¬
jected surplus of cereals ? It hard¬
ly seems that this could be the
case. A very big margin of error
would be needed to reduce this

surplus to manageable proportions.
It is unlikely that the projections of
demand for bread grains could be
very far wrong : the trends are clear
and show a considerable degree of
international uniformity, as Dia¬
gram 1 shows. Population growth
can hardly diverge significantly
from fhe projections, at least up
to 1975. The calculations of feed

grain use by livestock is by no
means wholly satisfactory, butthere
is no reason to suspect a systema¬
tic underestimation on the basis of

the assumptions adopted (a sharp
fall in the price of feed grains could
however lead to an increase in

their use for livestock feed). On
the production side, yields are
unlikely lo have been overesti¬
mated : the yields projected for
1975 are well within the bounds of

possibility on the basis of present
techniqes, and further technolo¬
gical improvement could raise
yields still further.

There remains the question of
the area under cereals. As liable 4

shows, the projections allow for an
increase in the total cereals area

(OECD and Oceania) of 4 per cent
between 1961-63 and 1975. In the

US the 6 per cent increase above
1961-63 in fact corresponds approx¬
imately to fhe 1966-67 acreage,
which was still subject to restric¬
tions. Increased cereal area has

been projected in some of the
countries of North-West Europe
(especially the UK) in line with
recent trends : technological deve¬
lopment has raised the relative
profitability of cereal-growing at
current (supported) prices. In these
countries, as in the US, a lower

acreage is unlikely to occur without

4. PROJECTED AREA OF CEREALS

IN 1975

indices, 1961-63 = 100

Canada 111

U.S. 106

EEC 96

Other N W. Europe 112

S. Europe 97

Japan 81

Oceania 130

TOTAL 104

policy changes. The situation is
somewhat different in Canada and

Australia, where an expansion in
cereals area has been projected in
line with recent trends but in fact

would not fully materialise if
export outlets are not available ;
however, keeping the area in these
two countries at the 1961-63 level

would only reduce the total pro¬
jected 1975 export availability by
about 9 million tons.

Some Policy Implications

It is impossible to escape the
conclusion that steps will have to
be taken to adjust the supply and
demand of cereals. It is beyond the
scope of the projections, and of
this article, to discuss in detail
what these policy changes might
be ; but two main lines of action

appear obvious. One is to reduce
the price of cereals. In all OECD
countries, the cereal price is sup¬
ported by official policies, often
well above costs of production by
efficient producers. A reduction
in price would discourage the ex¬
pansion in the cereal area and might
lead to some contraction; it should

also encourage greater use of cereals
in livestock feed (human consump¬
tion of grain is comparatively
unresponsive to price changes).
II must be recognised, however,
I hat it is very difficult to reduce
prices to the extent necessary to
control production : a gradual
decrease in the relative price of
cereals over a period of year is a
reasonable aim, but the problem
requires early action. Consequent¬
ly, it will become increasingly

difficult to avoid the other line of

action, which is to limit the cereal
area and production by more direct
measures of control.

At the same time it should not

be forgotten that cereals are not
the only problem facing agricul¬
tural policy-makers. In the Euro¬
pean OECD countries, surpluses
of dairy products are already an
urgent problem, and the projections
show no sign of relief in the years
ahead unless steps are taken to
keep down production. While in
some countries measures with an

immediate impact are required, a
basic solution can only be of a
long-term character, for the prob¬
lem is closely linked with the
whole question of farm structures :
the large number of small farmers
highly dependent on milk produc¬
tion makes it difficult to adjust
supply. The price of milk is general¬
ly supported with the income
needs of the small farmers in

mind. Other more direct -

forms of aid to small and low-income

farmers would enable the milk sup¬
port price to be reduced ; then,
as the number of small milk-pro¬
ducing farms falls, there would be
less incentive for larger producers
to expand their milk output. At
the same time, these structural

changes, together with a shift in
the milk-beef price relationship in
favour of the latter, should en¬

able beef production to rise lo
meet the potential demand.

The need for such adjustments
is now widely recognised, and the
OECD projections have their part
in bringing about recognition of
the magnitude of the problems.
Jne projections provided a basis
for discussion by OECD Ministers
of Agriculture at their meeting
last November, during which they
noted that " if appropriate measu¬
res are not taken in the near

future, the imbalances are likely
to grow to such an extent that the
problems will be even more diffi¬
cult to solve after the next five to

ten years, even allowing for
increased shipments to other parts
of the world... It is important for
countries not to act in isolation

but for each country to share in the
development and implementation
of constructive policies..." Conseq¬
uently Ministers agreed on the
need to examine within OECD

measures capable of solving their
common problems.

37



THE ROLE OF
ENEA

IN THE FIELD
OF

NUCLEAR LAW
by Pierre Strohl, Head of the Legal and External Division of ENEA

One of the tasks of the European Nuclear Energy Agency (ENEA) is to promote the elaboration and
harmonisation of legislation relating to nuclear energy in its participating countries (1 ).
In particular, it is required to formulate common rules for submission to governments as a basis for such
legislation. This field of activity mainly covers :

the protection of workers and the general public against the risks of occupational disease and accidents
in the nuclear industry;

third party liability in the event of a nuclear incident and insurance against such liability.
The first years of the Agency's operation have a/ready been marked by two concrete achievements in
this field, which constitute in some sort the foundations of the edifice :

the adoption, on 12th June, 1959, of radiation protection norms;
the conclusion, on 29th July, 1960, of the first International Convention on Third Party Liability in

the field of Nuclear Energy (2), drawn up and negotiated under ENEA auspices, which came into force
after the necessary ratifications on 1st April, 1968.
The following brief summary of the main features of this new European nuclear law, which is pro¬
gressively coming into force, may help towards an understanding of the part played by the Agency and
the work which still remains to be done.

(1 ) i.e. the OECD Member countries other than Canada, Japan and the United States, which are only Associate Members
of the Agency.

(2) This Convention has been signed by the following 16 European countries : Austria, Belgium, Denmark, France, Ger¬
many, Greece, Italy, Luxembourg, the Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, Turkey and the United
Kingdom.

Up-to-the-minute Law

Nuclear law has one outstanding characteristic which
distinguishes it from other fields of law. It consists of a
body of rules conceived, formulated and enacted even

before nuclear activities have taken an important place in
economic and social life. This is because public opinion
first became conscious of nuclear energy in its military
aspect as an instrument of catastrophic destruction. The
public is only too ready to believe that these new installa¬

tions, of which it knows nothing but their sometimes
futuristic contours concealed behind a barbed wire fence,
using the alchemy of Hiroshima, will generate explosive

chain reactions, releasing radioactive matter which will kill
or maim thousands of people for many miles around and
for many years to come. The men and institutions which

have devoted themselves to promoting the scientific,
industrial, medical and agricultural and other peaceful
uses of this new form of energy have therefore surrounded
themselves with a whole mass of technical and legal pre¬
cautions designed to overcome the psychological obstacles
they encounter notwithstanding the fact that there has
never been any serious accident in the nuclear industry.

The first regulations on the protection of health against
radiation and the liability of nuclear operations date from
1946 in the United States and from 1950 to 1956 in the

38



European countries, that is to say, from a time when the
nuclear industry was still in an embryonic state. As early
as 1 957, the OEEC had already begun to study the possibi¬
lities of an international Convention on third party liability

in the nuclear field at a time when only one or two reactors

were starting to generate electricity in its Member countries.

In this field, therefore, the rule of law was formulated

by forward thinking instead of on day-to-day experience.
It must be recognised that this was a notable exception
to the general rule of " the law's delays " in catching up
with the material evolution of society. It is common

knowledge that, in general, law in the European countries
had difficulty in adjusting to the transformations brought
about by the machine age, the railways and the motor car.
Quite recently, in the Torrey Canyon case, it became clear
to everyone that international maritime law had no precise
answer to the question of liability for the serious accidental
pollution of the sea which could arise out of the opera¬
tion of the new giant oil tankers. Even in space science,
regulations on the use of outer space are sadly lacking.

But in the contrasting case of atomic energy, its mili¬
tary origins have, paradoxically enough, favoured the
rapid formation of law governing its peaceful uses.

A Legal Revolution

Nuclear law is most frequently characterised by the

novelty of the principles adopted. The rules on the liability
of a nuclear operator, sanctioned by the Paris Convention
and by many national laws passed pursuant to that
Convention or inspired by it, constitute a complete reversal
of the traditional principles of law.

Ever since the days of Roman law every man has been
bound to repair any damage caused to another person by
and in consequence of his own wrongful act or " tort ".
In constrast, the concept expressed by the somewhat
inelegent metaphor of the " legal channelling " of liability
on the nuclear operator, completely discards the concept
of wrongful act. In the event of a nuclear incident, it is
immaterial who is to blame or even if anyone is to blame.

The operator of the installation where the incident in fact
originates is alone liable to compensate the damage
caused to third parties, even if his conduct has been
entirely blameless and the blame lies elsewhere, e.g. with
a negligent supplier who has delivered defective equipment.
An operator who has paid compensation for damage can
practically never recoup himself, since he will have a right
of recourse against the author of the damage only in the
case of an act or omission done with intent to cause

damage (for example, in the very unlikely event of sabo¬
tage) or if the contract expressly so provides (although it
is hard to imagine any contractor accepting such a
clause).

The exclusive liability of the nuclear operator is offset
by another rule imposing a statutory limit on the amount of
compensation for damage which he is liable to pay,
whereas under ordinary law, the person liable must in
principle compensate in full for all the damage caused.
This statutory amount is in general high enough to cover
all the reasonably foreseeable consequences of a nuclear
incident; under the Paris Convention it may vary according
to country between $5 million and 81 5 million. The
liability of the nuclear operator is accompanied by compul¬
sory financial security for injured persons. The nuclear
operator is thus bound to cover his maximum liability by

insurance or other financial security. This compulsory
insurance in itself explains the need to limit the operator's
liability since he would find it difficult to obtain unlimited
insurance against damage which people, probably wrongly,
imagine could attain unprecedented proportions.

This mechanism is generally completed, in addition to
the Paris Convention, by State intervention above the

ceiling of the operator's liability; such intervention is
specified in various forms by the law of most European
countries. The indemnification of injured persons by
the State has been introduced internationally by a supple¬

mentary Convention signed in Brussels on 31st January
1963 by 13 countries (1) on the initiative of Euratom,
but which has not yet come into force. The Signatory
Governments have undertaken to compensate any damage

sustained on their territory in excess of the maximum
liability of the operator and up to a limit of 8120 million.
Up to 870 million, each State will indemnify damage
coming under its jurisdiction; beyond this amount,
compensation is collectively guaranteed by the Signatory
Governments.

The whole exceptional system thus established to deal
with the consequences of a nuclear incident meets the
needs of a modern technology whose adoption is in the

general interest, since it will be of great advantage to the
community which can in theory involve very substantial
and quite unfamiliar risks. These factors emphasise the
social aspects of this new activity at the cost of the concept
of individual liability for personal wrong, originating in
societies of countrymen and craftsmen. It is true that
case law in many industrialised countries has progressively
recognised more or less sharply defined instances of
absolute liability, such as that of the motorist who objec¬
tively endangers other people even in the absence of
negligence.

Nuclear law has anticipated this trend and has system¬
atically sanctioned the new principles introduced by the
immense technical changes of our times. It can already
be foreseen that lawyers will follow suit in other fields.

The " Umbrella Insurance

Nuclear Operator

of the

Quite apart from these sociological considerations, the
channelling of liability on to the operator has been found
essential for practical reasons. The numerous industrial
firms which took part in the design and construction of
nuclear installations were unable to accept liability for

accidents caused by them, since they thought that the
financial consequences might far exceed their turnover.
The spread of liability over a number of firms would have
meant the duplication of a number of different insurance
policies for the same installation. But in the specific
circumstances, resources must be carefully husbanded,
since the financial cover to be found is very large; insurers
often find it difficult to provide this cover, and in order lo
achieve the desired capacity have decided to group
themselves in each country into " nuclear insurance pools ".
Furthermore, if premiums were too high, they would
ultimately become an appreciable charge on the production
cost of nuclear energy.

On the other hand, the rule of the operator's exclusive

(1 ) Austria, Belgium, Denmark, France, Germany,
Italy, Luxembourg, the Netherlands, Norway, Spain,
Sweden, Switzerland and the United Kingdom.
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liability allows an " umbrella " insurance policy to be taken
out for each installation, covering all the third party risks
involved, whatever the causes and the authors of the

damage and in general without the need for a right of
recourse since no other person is liable.

Based on a simple idea, the system of nuclear third
party liability is also realistic. It skilfully reconciles two
apparently conflicting interests : the protection of injured
persons, who can easily ascertain who is liable to compen¬

sate the damage sustained, and who is bound to make
the necessary financial provision for that purpose; and
the protection of the nuclear operator, who knows in
advance his maximum liability to third parties in the event
of a misfortune and who can find insurance on acceptable
terms.

The International

Law

Nature of Nuclear

Substantial progress has been made with the unification
of private law, on which many international organisations
or associations are working and which is often made
desirable by the development of communications between
countries, for example in the field of transport, but this
progress is still limited. The law governing most human
activities is almost always national both in form and
content.

Nuclear law for its part is largely international. The
first notions of nuclear third party liability appeared in the
United States, where nuclear technology first developed,
and were then taken further and formed into a coherent

legal structure in Europe in the Paris Convention. This
is now in force force in six countries which have ratified

it (1). The ratification procedure is under way in most
of the other Signatory countries and in a few years from
now a common system will exist throughout Europe. The
long time taken to ratify is due to the considerable adjust¬
ments which must be made in each country to bring the
ordinary civil law into line with the new principles laid
down in the Convention.

The international nature of nuclear third party liability
in any event extends beyond the confines of Europe. The
International Atomic Energy Agency (IAEA), with a present
membership of 98 countries, drew up another Convention,
at a Diplomatic Conference held in Vienna in 1963

designed to extend the essential rules of the Paris Conven¬
tion on a world wide scale. The Vienna Convention,

signed and ratified by a few countries only, has not yet
come into force. In order to avoid any conflict between
the two texts, ENEA secured the adoption on 28th January
1964 of an Additional Protocol to the Paris Convention

which brings its wording into line with that of the Vienna
Convention.

The same concern for unification arises again in the
ionizing radiation protection norms for workers and the
general public which must be observed in nuclear ins¬

tallations. The basic norms drawn up under ENEA
arrangements take account of the work of the International

Commission on Radiological Protection. They take the
form of Recommendations by the Council of OEEC, and

subsequently of OECD, to the Agency's participating
countries. Similar norms have been prepared both on a
world-wide scale in recommendations of the IAEA and in

a more restricted sphere than ENEA, in directives by the
Euratom Commission which commit the six Community
countries.

There are various reasons for the international character

of nuclear law. It has been said that the consequences
of an incident might be serious enough to affect several
countries, but this is not the most convincing argument.
The main reason for a unified system of liability is above
all to encourage relations between the nuclear industries

of different countries, for example in the carriage of nuclear
substances and the supply of equipment. It should be
noted in this respect that the Paris Convention itself

specifies the competent court, whose judgments are
enforceable in all Signatory countries. Another factor
has also probably been decisive. International scientific
exchanges have played a considerable role in the advance

of nuclear energy, and this has given the responsible
authorities a better understanding of the technical and
social conditions which in all countries govern the develop¬
ment of this new source of energy. The value of a
unified legal system has therefore been readily recognised.

How do the fundamental rules described above fit into

the real situation prevailing in each country? The inter¬
national Conventions and Recommendations establish a

common basis, but much of the detailed application is
within the absolute discretion of the national legislator.
The Paris Convention, for example, does not stipulate all
the details of the system of nuclear third party liability but
on the contrary allows a choice within certain limits

concerning, for example, the exact territorial application
of the Convention, its application to means of transport,
compensation procedure and periods of limitation. Cer¬
tain provisions are also sufficiently general to leave room
for differing interpretations.

Similarly, the radiation protection recommendations can
be reflected at national level in regulations that differ
appreciably from each other.

Continuous harmonisation

It is on this very point of the translation of the common
rules into the national context that ENEA's task of coordi¬

nation lies at present and in the foreseeable future. Care

must be taken to ensure that the incorporation of common
rules into national laws and regulations does not lead to
those very discrepancies which it is desired to avoid.

It must be unreservedly recognised that it is impossible
and undesirable to attain complete uniformity of nuclear
law in the European countries, which are so strongly
attached to their own original forms of law. On the
other hand the interpretation of the Paris Convention and
the methods of applying it should be harmonised insofar
as differences would prejudice efficient co-operation.

Disputes as to interpretation can be submitted to the
ENEA Steering Committee and, if not settled out of court

at this stage, to the European Nuclear Energy Tribunal set
up under Agency auspices. A group of government
experts regularly follows the problems raised by nuclear
third party liability. It has in particular prepared recom¬
mendations which the Agency's Steering Committee circu¬
lated in April 1968 to the Signatory countries of the Paris
Convention on a few delicate and important points of
interpretation.

(1 ) Belgium, France, Spain, Sweden, Turkey and the
United Kingdom.
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The radiation protection norms only provide the gener¬
al basis for the safety precautions to be taken in installa¬
tions. These norms have to be translated in each particular

case into more detailed rules of application. Here again,
co-ordination can in some cases be useful. Thus, ENEA

and the IAEA adopted common protection norms at the
end of 1967 for the radiation from radioluminous time¬

pieces. Acceptance of these norms by a number of
countries is obviously likely to facilitate international trade
in such articles. Other work has been carried out along

the same lines, for example on the health regulations

applying to current consumer goods which contain
radioactive substances or on the safety standards for

iosotopic generators which can serve as very long-life, low
power batteries.

The bringing into line of national laws depends in the
first place on reliable information as to the special features
of national law in each country concerned. The Agency
endeavours to improve this information by two comple¬
mentary methods. It has begun to publish a comparative
systematic analysis of nuclear law in the OECD countries.
It also publishes a Nuclear Law Bulletin two or three
times a year which gives a digest of new legislation,
administrative decisions and case law in each country;

the principal laws, regulations and international treaties
are published in this Bulletin in English and French.

A " pink card " for the carriage of
nuclear substances

The carriage of nuclear substances deserves special
attention, as it frequently involves crossing national
frontiers. The production of nuclear energy entails
numerous movements of substances : natural uranium is

transported to an installation where it is converted into
uranium hexafluoride and then to a plant producing
enriched uranium, which in turn is sent to the manufac¬

turer of fuels for the reactor; the fuels irradiated in the

reactor then go to a chemical reprocessing plant which
recovers the fissile material that they contain (uranium

and plutonium), and the cycle continues in successive
stages. It is exceptional in Europe for all of these stages
in the nuclear fuel cycle to be concentrated in one and
the same country; international transport is therefore quite
frequent and all the more so as the number of reactors
increases. It is easy to imagine the questions which may
be raised by differences between national laws applying
to such transport. The safety regulations for transport
are generally based in IAEA recommendations, which
means that they agree reasonably well. The system of
liability is determined by the Paris Convention, as for
fixed nuclear installations.

One of the provisions of this Convention obliges the
operator to provide the carrier with a certificate of insur¬
ance in accordance with the Convention. This certificate

must be produced at the frontier. In order to avoid any
administrative complications which might arise at this
juncture, and in order to simplify the task of national
authorities and insurers, ENEA has prepared a model
certificate which the Steering Committee has recommended
for adoption. This certificate is pink in colour and may
be compared with the green motor vehicle insurance card
which tourists habitually present at the frontier.

A headache for the lawyers

by sea

carnage

The maritime carriage of nuclear substances is governed
by a very complex system of law. One can never be quite
certain that a regional Convention, such as the Paris
Convention, will be applied by the Court which has to
adjudicate upon a nuclear incident occurring on the high
seas or in the territorial waters of a non-Signatory State
or as a result of a collision with a ship belonging to such

a State, whose law may very well be recognised as
competent. Moreover, the Paris Convention itself provides
for the possible application of international shipping agree¬
ments, whose rules of liability based on ordinary law are
different from those of nuclear law. The exclusive

liability of the nuclear operator is therefore called in

question in shipping matters, and it is even difficult to say
in advance who will be liable and for how much.

As a result of this uncertainty, shipowners and marine
underwriters are very wary of the carriage of nuclear sub¬
stances. Nuclear operators are sometimes forced into

expedients such as the use of navy ships or providing
shipowners with a government guarantee for the unlimited
compensation of any damage. The Agency itself expe¬
rienced similar difficulties in connection with the disposal
of radioactive waste in the Atlantic Ocean under its

auspices in 1967.

EN EA was disturbed by this unsatisfactory state of affairs
and, as a first step, jointly with IAEA organised a

symposium in Monaco in October 1968. This sympo¬
sium was attended by government nuclear law experts,
by representatives of other competent international orga¬
nisations such as the Intergovernmental Maritime
Consultative Organisation (IMCO) and Euratom and
by representatives of the main professional associations
concerned, i.e. the International Maritime Committee, the

International Chamber of Shipping, the European Insurance
Committee, the International Union of Marine Insurance,

Foratom, etc.

The Monaco discussions have greatly contributed
towards improving the methods of analysing the practical
difficulties encountered in nuclear carriage by sea and

towards finding possible solutions. As a result of the
five-day Symposium, a Restricted Committee (" Committee
of Wise Men ") consisting of the leading representatives
of the various interests involved, suggested possible work
with a view to improving the legal position and interim
practical measures to faciliate insurance for this form of
transport.

Updating the technical bases

The principal international instruments on the unifica¬
tion of law for the nuclear industry are more than five years
old, which is relatively long for a new and rapidly evolving
technology.

The radiation protection norms adopted in 1959 had to
be revised in 1962 and 1968 as a result of more advanced

knowledge of the pathological effects of radioactivity.

The Paris Convention, for its part, defined in 1960 the
nuclear installations to which it should apply. The

authors were careful enough to provide a means of
adjusting this definition to subsequent technical changes.
They authorised the ENEA Steering Committee to decide,
in the light of experience, to exclude from the field of
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the Convention nuclear installations and substances which

involved too small a risk to justify exceptional treatment;
similarly, the Steering Committee has power to extend the
list of installations subject to such treatment.

The Agency is at present considering, in consultation
with legal and technical experts, the possibility of excluding
from the fields of application of the Convention those
installations which are intended to hold small quantities
only of nuclear substances and which would thus be

relieved from any insurance obligation disproportionate to
the real risk incurred.

The foregoing gives a general idea of ENEA's contribu¬
tion to the constitution of a " nuclear common law " for

Europe.

The application and interpretation of the common

rules at national level, as well as their adjustment to
technical progress, call for further great efforts of harmo¬
nisation. The practical importance of this is evident in
the light of the foreseeable development of the nuclear
industry. At present, electricity of nuclear origin repre¬
sents about 5 per cent of the electricity consumed in
Western Europe. According to current estimates, it
is not impossible that this proportion may be over 50 per
cent before the end of the century. Furthermore, in
view of the doubling of electricity consumption every ten
years, it is practically certain that in twenty years' time the
production of nuclear energy alone will be equal to the
total present generation of electricity.

This gives a measure of the place which will be taken
by nuclear activities in social and economic life in the

years to come. Hence the importance of a legal system
which corresponds effectively to the requirements of such
activities and facilitates co-operation between national
industries.
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