
] THE OECD ECONOMIC OUTLOOK , JULY 1969

[DEVELOPMENT AID REVIEW, 1968 : TRENDS
'SECONDARY EDUCATION : NEW CHALLENGE

: TOR POLICY MAKERS :'M INTER_nMTIONAL
i INTEGRATION : ADVANTAGES AND DRAWBACKS

fCODE FOR SHIPBUILDING EXPORT CREDITS



. -.-,; ,.:: .; .;;

OECD
OBSERVER

N°41 AUGUST 1969

Published bi-monthly in English and French by

THE ORGANISATION FOR ECONOMIC

CO-OPERATION AND DEVELOPMENT

CONTENTS

EDITORIAL OFFICES

OECD Information Service, Château de la Muette.

2 rue André Pascal, F 75 Paris 16e.

Individual articles not copyrighted may be reprinted provi¬
ding the credit line reads '-Reprinted from the OECD
Observer", plus date of issue, and two voucher copies are
sent to the Editor. Signed articles reprinted must bear
author's name.

The Organisation cannot be responsible for returning
unsolicited manuscripts.
Signed articles express the opinions of the authors and do
not necessarily represent the opinion of OECD.

Annual Subscription Rates : F 12.00, FS 12.00, DM 10.00.
20s., S 3.50.

Single copies : F 3.00, FS 3.00, DM 2.50, 4s. 6d., $ 0.75.

Editor : Anker Randsholt

Assistant Editors : Peter Tewson and Jane Bussière

Production and Layout : Marc Delemme

All correspondence should be addressed to the Editor.

PHOTOS : Cover : Japanese Delegation to OECD ; page 9 :
NFB-Canada; page 31 : Jean Guguet, IPN-Documentation Française;
pages 36-37 : Netherlands Embassy, Paris ; page 40 : Robert Mottar -
OECD ; page 45 : Central Office of Information, London.

3 THE FLOWS OF DEVELOPMENT

ASSISTANCE : 1968 AND RECENT

TRENDS

6 INTER-REGIONAL DRY CARGO SHIP¬

MENTS : A PILOT STUDY

11 THIRTEEN SHIPBUILDING NATIONS

MOVE TO HALT SUBSIDY RACE

14 MANPOWER POLICIES AND PROB¬

LEMS IN THE UNITED KINGDOM

19 MAIN POINTS FROM THE OECD ECO¬

NOMIC OUTLOOK : JULY 1969

31 DEVELOPMENT OF SECONDARY

EDUCATION - NEW CHALLENGE TO

POLICY MAKERS

35 REGIONAL DEVELOPMENT POLICY

IN BENELUX

38 AGRICULTURAL DEVELOPMENT IN

SOUTHERN EUROPE

42 INTERNATIONAL INTEGRATION

AND NATIONAL DEVELOPMENT

46 NEW OECD PUBLICATIONS



THE FLOWS OF

DEVELOPMENT ASSISTANCE

1968 and recent trends

Members of DAC (i) regularly transmit statistics on the volume, types and terms oj
financial and technical resources made available by them to less-developed countries.
The resources recorded include officialgrants and loans extended bilaterally to indivi¬
dual less-developed countries, contributions to multilateral agencies extending develop¬
ment assistance, and resources provided by the private sector in the form ofdirect and
portfolio investment andprovision ofexport credits ofmore than one year. Essentially,
therefore, the data concern the outflow ofresources resulting from capital transactions
with developing countries originating in DAC Member countries. They do not cover
transactions on current account including investment income, andlikewise excludeflows
arisingfrom investments made in developed countries bypersons and institutions resident
in less-developed countries.

(l) The Development Assistance Committee is one ot the specialised committees ot OKCD. Participating in the work of DAG
are : Australia, Austria, Belgium, Canada, Denmark, France, Germany, Italy, Japan, the Netherlands, Norway, Portugal, Sweden,
Switzerland, the Fnited Kingdom, the Fnited States and the Commission of the European Communities.

Total Flow of Financial Resources

from DAC Members to

Less-Developed Countries

Total net financial flows from

DAC Members to developing coun¬
tries and multilateral agencies
have been on a generally rising
trend through the 1960s. They
rose sharply in 1968, by over 14 per
cent, to an all-time record of
$12.9 billion.

Last year's increase was en¬
tirely concentrated on private sec¬
tor flows. Direct investment rose

by $700 million in 1968, much
faster than the trend increase in

what has often been a very volatile
flow, and amounted in total to
$ 2.7 billion. The other main com¬

ponent of private flows, net export
credits, also rose by a record
% 700 million to a new peak of
$1.8 billion. A significant contri¬
bution to total was also made by
private investment in securities
issued by multilateral organisa¬
tions, resulting from increased
access by these organisations in
1968 to DAC Members' capital
markets.

Official flows stagnated in 1968,
to some extent reflecting delays in
disbursing earlier higher commit¬
ments. A new distinction has been

introduced in DAC flow data be¬

tween official development assis¬
tance and other official flows.

Most official flows enter the cate¬

gory of official development assis¬
tance (93 per cent of total official
in 1968), which has further been
taken as the basis of a new DAC

Supplementary Recommendation
on Terms adopted in February
1969.

(continued on page 4.)



THE TOTAL JFLOW OF FINANCIAL RESOURCES

FROM DAC COUNTRIES TO DEVELOPING

COUNTRIES AND MULTILATERAL AGENCIES

1960-1968 (Net disbursements)

10.0

1960 i 1961 1962 1963 1964

Efforts of Individual DAC Members

The chart shows, country by
country, long-term trends in total
flows.

Most Member countries expand¬
ed their total volume strongly in
1968. With the exception of Aus¬
tralia, Portugal and the United
Kingdom who recorded flows si¬
milar to 1967, and Italy, whose
flows nevertheless rose sharply, all
countries reached the highest
levels so far achieved.

Six donors, Belgium, France,
Germany, Netherlands, Portugal
and Switzerland provided net fi¬
nancing flows to developing coun¬
tries totalling one per cent or more
of their national income and GNP

in 1968. United Kingdom net flows
exceeded one per cent of nation¬
al income, representing 0.83 per
cent of GNP. All other countries'

volume was below one per cent
of both national income and GNP.

In 1967, there were 5 countries
whose flows were less than two-

thirds of 1 per cent of their national
income. All these strongly increas¬
ed their volume, and in 1968 only
Canada, whose percentage rose

Official development assistance
declined by $200 million in 1968.
This fall was almost offset by an
increase of $ 150 million in other

official flows. But because of the

sharp rise in private flows in 1968,
the official sector accounted for

only 54 per cent of total official
and private flows combined, com¬
pared with 62 per cent in 1967,
and an average of 65 per cent in
earlier years.

Financing provided to multi¬
lateral organisations by the official
and private sectors rose further
in 1968, to $1.3 billion ($1.2 billion
in 1967), of which more than half
consisted of official contributions

in the form of grants and capital
subscriptions. The increase would
have been still greater, had the
IDB encashed sums that were in

fact available to it in 1968, but
which are not recorded as flows;
in addition, some countries com¬

pleted formalities for authorising
disbursements to IDA only in 1969.
Nevertheless, most assistance to

the developing world continues
to be channelled bilaterally (in
1968, 90 per cent).

TOTAL NET FLOWS RELATED TO GNP

1.5 Portugal

Switzerland

France

I Germany

Belgium

Netherlands

Private

Other officia/ flows

Official development assistance

United

Kingdom

DAC

Total Japan
Italy Australia Norway

Austria | USA
Denmark

I Canada

1 Sweden

% Other official flows negative (i.e. inflow).



DAC MEMBERS ASSISTANCE FLOWS (NET)

SHARE IN 1968 TOTAL AND LONG-TERM RATES OF GROWTH

(1960/1962 TO 1968)

from 0.59 to 0.66, and Sweden
remained more than two-thirds of

a per cent away from compliance
with the DAC volume target.

44 per cent of 1968 financing
flows came from the United States

which, despite a failure of disbur¬
sements to rise significantly in
1968, remains the major DAC
donor. But in relation to its na¬

tional income or GNP, United

States flows are not high: 0.79 per
cent of national income and 0.65

per cent of GNP. Further, DAC

performance averages are heavily
influenced by the USA. Total

flows as a percentage of GNP
were 0.77 per cent in 1968 for
DAC Members combined. If the

United States is omitted from the

calculation, this figure rises to
0.91 per cent.

Official flows accounted for a

smaller share of total in 1968. In

terms of GNP, these flows amount¬

ed to 0.42 per cent in 1968, of
which official development assis¬
tance contributed 0.39 percen¬
tage points. Countries markedly
exceeding the DAC average are
Australia, Portugal and France,
while Switzerland, Italy, Austria and

Norway devoted substantially less
than the DAC average per cent of
GNP to their official programmes.

On a longer term view, the fact
remains that the most rapidly in¬
creasing official programmes are
also the smallest in size. All six

of the countries with the largest
official programmes (France, Ger¬
many, Italy, Japan, the United
Kingdom and the United States)
have increased the size of their

programmes over the years, but
only Japan, and more recently,
Germany, have recorded increases
that are both sharp and sustained.



INTERREGIONAL
DRY CARGO SHIPMENTS:

	A PILOT STUDY	
For igôj, international seaborne dry cargo shipments have been estimated by the United
Nations at 84s million tons. Due to the lac^ ofadequate international sea transport statis¬
tics, little is hiown about the origin and destination ofthe cargo movements involved, except
for a number of bulk commodities. On the basis of commodity trade statistics, the Secretar¬
iat of the OECD Maritime Transport Committee bas developed estimates ofseaborne dry
cargo movements in içôj for the greater part of total world shipments. In a pilot study of
inter-regional movements which concern the OECD area, total shipments of §60 million
tons are broken down according to origin and destination in a series of jo tables of indivi¬
dual commodities or commodity groups. This study was made in an attempt to obtain pro¬
gressively better quantitative information regarding the factors which determine dry cargo
shipping demand.
A special chapter of the annual report of the Maritime Transport Committee, which has
recently been published, reviews the scope of this study and gives some illustrations of the
type of information which the study willyield.

Scope of the Pilot Study

Estimates of total shipping demand for a single
commodity have to be based on a matrix describing
the origin and destination of all shipments of this
commodity. For an estimate on a route basis, all
commodities moving on this route have to be aggre¬
gated ; and for an estimate of global shipping demand,
the corresponding information is required both on a
commodity and on a route basis.

The pilot study does not yet cover total world
movements, but attempts to estimate total move¬
ments, in 1967, over a large number of principal
routes. It covers " inter-regional " transport be¬
tween North America, Western Europe and Japan,
and between each of these regions and the rest of
the world. Figures quoted here are estimates : the
intention of the pilot study is not to produce an
authorative body of international sea transport
statistics but rather to call attention to the need for

such statistics.

The inter-regional movements covered by the
pilot study represent roughly two-thirds of interna¬
tional seaborne dry cargo shipments in 1967. Within
the total of 562 million tons, 142 million tons (25 per
cent) were loaded in ports of the three OECD regions
(North America, Western Europe, Japan) for ship¬
ment to the respective two other regions. Ship¬
ments from the three OECD regions to the rest of

1. Estimates of world and OECD

inter-regionnal seaborne dry cargo shipments
in 1967

Million tons

Percent

of world

total

Source

of

estimate

World international dry cargo ship¬
ments excluding Great Lakes traffic

845 100 (D

OECD inter-regional dry cargo ship- rcn ce
ments

(2)

Intra-European dry cargo shipments 125 15 (3)

Intra-American dry cargo shipments 40 5 (3)

Great Lakes dry cargo shipments 35 4 (D

Other international dry cargo ship- I oc in
ments

(4)

(1) United Nations Monthly Bulletin ot Statistics, January 1969.
(2) Estimates based on an OECD Commodity Trade, Series C, January-December

1967.

(3) Secretariat estimates.
(4) Residual ligure.



the world made up 110 million tons (20 per cent) and
shipments from third countries destined for the three
OECD regions accounted for 310 million tons (55 per
cent).

Of the United Nations estimates of dry cargo
shipments, 285 million tons out of a total of 845 mil¬
lion tons are not covered by the pilot study. Ship¬
ments between countries of the region " Western
Europe " have been estimated at 125 million tons
in 1967, and international shipments within North
America were approximately 75 million tons. The
residual figure of about 85 million tons concerns
shipments between " third countries ", i.e. between
countries outside the OECD area and Yugoslavia
(see Table I).

It may be assumed that transport performances,
measured in ton-miles, of these OECD inter-regional
movements accounts for an even higher share of
total world transport performance in the dry cargo
trades than is indicated by the share of two-thirds
of total shipments, because the average transport
distance of the OECD inter-regional movements is
certainly higher than the world international average.

Total Inter-Regional Movements

liable 2 sums up total dry cargo movements cover¬
ed by the pilot study. Seaborne movements are

described by origin and destination for each of the
three main regions of the OECD area (Europe, Japan,
North America), to and from the respective two
other OECD regions, and to and from twelve outside
regions (1).

Total inter-regional shipments to and from each
of the OECD regions are of a similar order of magni¬
tude, at 272 million tons for Western Europe, 245 mil¬
lion tons for North America and 186 million tons

for Japan. For Western Europe and Japan, the
disequilibrium between total exports and total
imports is particularly striking. For North America,
the excess of outgoing over incoming shipments in
the trades with both Western Europe and Japan, as
well as the near-equilibrium of total exports and
imports in the trades with other regions are also
noteworthy.

x\nother aspect worth examining is the relative
importance of the various inter-regional transport

(1) Seaborne movements between the three OECD regions
consequently appear twice in the upper part of the table,
since each movement is shown under both exports and
imports. The lable thus shows two identical sub-totals
of inter-regional seaborne movements between the three
OECD regions (the estimates being based on export statis¬
tics only). In the grand total of inter-regional dry cargo
movements, however, double counting has been avoided by
including OECD inter-regional movements only once. The
grand total thus covers total seaborne dry cargo movements
between the three regions of the OECD and " incoming "
and " outgoing " movements between the OECD area and
the rest of the world.

2. OECD inter-regional dry cargo shipments in 1967 - Estimates
(in million tons)

Western Europe North America Japan Total OECD Regions

Exports Imports Exports Imports Exports Imports Exports Imports

Western Europe

North America

Japan

16.3

2.5

69.9

1.1

69.9 16.3

45.0 6.9

1.1 2.5 71.0

6.9 45.0 23.2

- - 47.5

18.8

114.9

8.0

Total OECD Regions 18.8 71.0 114.9 23.2 8.0 47.5 141.7 141.7

Eastern Europe/USSR

North Africa, Eastern Mediterranean

Red Sea, Pers. Gulf, East Africa

West Africa

South Africa

Indian Ocean

South East Asia

China Sea

Caribbean

West Coast South America

East Coast South America

Oceania

Others and unspecified

3.9 21.9

8.9 18.8

4.4 2.6

4.3 33.7

2.8 7.8

2.6 3.0

1.8 3.1

5.1 2.2

4.1 12.3

0.9 3.7

2.7 19.8

2.0 6.5

2.7 0.8

3.5

2.9

1.0

0.9

1.3

14.0

1.9

6.7

6.4

1.9

5.1

3.2

0.1

0.7

0.5

0.4

4.4

1.4

1.1

1.2

2.8

35.7

4.4

3.9

1.9

0.3

0.1

0.8

0.1

0.3

0.9

2.5

7.2

0.6

0.2

0.2

2.3

10.6

0.7

0.7

1.2

8.5

13.5

16.2

17.4

3.4

15.8

3.2

24.2

7.7

11.9

6.2

5.3

4.4

17.5

6.2

19.0

11.1

3.0

8.0

7.5

2.8

33.2

20.0

3.7

39.3

17.7

17.6

20.5

22.4

51.4

23.9

26.9

32.6

0.8

Total other regions 46.2 136.2 48.9 58.4 15.5 115.4 110.6 310.0

Total all regions 65.0 207.2 163.8 81.6 23.5 162.9 252.5 451.7

TOTAL SHIPMENTS 562.3

Note : Excluding movements between Western and Eastern Europe and between the United States and Mexico.



flows for each of three OECD regions : for instance,
the trade routes between Western Europe or Japan
and North America dominate the seaborne trade of

these regions, and particularly large transport volumes
are moving between each of the three OECD
regions (Western Europe Eastern Europe /USSR,
North Africa, WTest Africa ; North America Carib¬
bean; Japan South East Asia, China Sea).

Very few of the inter-regional movements des¬
cribed in Table 2 show equilibrium or near-equih-
brium between the incoming and outgoing transport
flows. In general, the relation of the cargo move¬
ments in the two directions of any sea route, is of
great importance in determining shipping demand
and shipping costs on this route. The optimum
situation would be equilibrium between cargo move¬
ments in the two opposite directions of any route,
provided all cargo can be shipped in the same type
of vessel.

The imbalances of total dry cargo movements
reflected in Table 2 are, however, of only limited
significance for determining actual shipping demand,
since :

the inter-regional sea routes of the pilot study do
not always coincide with actual sea routes;

the cross-trades between third countries which

contribute to the volume on many routes are omitted;

e the division of total dry cargo transport according
to different types of carriers, and especially the divi

sion between bulk transport and general cargo trans¬
port have an important bearing on the situation.

The last point is particularly important and with
its breakdown of total dry cargo movements into
a large number of individual commodities and routes,
the pilot study points a first step towards a global
distinction of bulk and general cargo shipping de¬
mand.

Availability ofBullr Cargo

The pilot study includes in a unified form tables
of the inter-regional movements of all major bulk
commodities and of most commodities which are

known to be carried largely in full shiploads. One
table of the study summarises the inter-regional
movements of the following ten major bulk commo¬
dities :

cereals, excluding rice;
raw sugar and molasses;
soya beans;
raw wood and timber;
crude fertilisers;
iron ore;

iron and steel scrap;
bauxites and alumina;

manganese ores and concentrates;
coal and coke.

3. OECD inter-regional shipments in 1967 : Hypothetical bulk cargo availability - High estimate
(in million tons)

Western Europe North A nerica Japan Total OECD Regions

Exports Imports Exports Imports Exports Imports Exports Imports

Western Europe 60.6 8.7 1.3 60.6 10.0

North America 8.7 60.6 - - 4.6 42.2 13.3 102.8

Japan 1.3 42.2 4.6 43.5 4.6

Total OECD Regions 10.0 60.6 102.8 13.3 4.6 43.5 117.4 117.4

Eastern Europe/USSR 1.8 18.7 2.7 - - 6.8 4.5 25.5

North Africa, Eastern Mediterranean 4.9 13.6 1.7 - - 0.4 6.6 14.0

Red Sea, Pers. Gulf, East Africa - 0.4 - - - 0.3 - 0.7

West Africa 1.0 31.1 - 3.7 - 0.6 1.0 35.4

South Africa - 3.9 0.3 0.6 - 7.4 0.3 11.9

Indian Ocean 0.5 1.1 11.8 - - 12.9 12.3 14.0

South East Asia - 0.6 0.9 - 0.5 14.1 1.4 14.7

China Sea 3.5 0.7 4.0 1.0 4.3 14.6 11.8 16.3

Caribbean 1.7 6.8 2.3 31.7 - 3.4 4.0 41.9

West Coast South America - 1.7 0.5 2.9 - 15.3 0.5 19.9

East Coast South America 1.2 16.5 3.4 2.3 - 2.5 4.6 21.3

Oceania - 3.1 1.7 0.4 0.4 23.6 2.1 27.1

Others and unspecified 1.4 1.4

Total other regions 16.0 98.2 29.3 42.6 5.2 101.9 50.5 242.7

Total all regions 26.0 158.8 132.1 55.9 9.8 145.4 167.9 360.1

TOTAt SHIPMENTS I 41 1.6

Note : Excluding movements between Western and Eastern Europe and between the United States and Mexico.



Newsprint is loaded for export in a Canadian port

In 1967 inter-regional movements of these ten
commodities were 353 million tons, 63 per cent of
total OECD inter-regional dry cargo movements and
12 per cent of world international dry cargo ship¬
ments. Not all shipments of the major bulk car¬
goes summed up in the study were by entire ship¬
loads : the individual commodity matrices suggest
that the cargo volumes on certain routes are not
large enough to justify such full-cargo shipments.
In other cases, and especially in the case of wood
and timber, sizeable quantities are known to move
by liner vessels in competition with bulk shipments
on the same route. A clear distinction between

actual shipments of general cargo and bulk shipments
is therefore not possible. This is one of the limita¬
tions of the pilot study which permits the identifi¬
cation of inter-regional movements only up to the
point of showing the approximate total quantity of
any commodity moving on any of the inter-regional
routes. Further details, concerning for example
actual shipments in tramps, bulk carriers or liners,
would need additional route and commodity studies.

An approximate global distinction of bulk and
general cargo transport can, however, be attempted
by assuming that a commodity could move, and

probably is largely moving in full shiploads once a
certain quantity is available for shipments on a given
route. Inversely, it can be assumed that bulk trans¬
port will not cater for relatively small quantities of
a given commodity, even if this commodity is suitable
for bulk shipment and is in effect carried in bulk on
other routes.

The commodity matrices of the pilot study have
been examined from this point of view. Table 3
aggregates all shipments exceeding 300,000 or 500,000
tons on any single route of the ten major bulk com¬
modities listed above and another 19 commodities

which are known to be shipped largely in bulk (1).
The limiting quantities of 300,000 and 500,000 tons
assumed to exclude bulk transport in most cases are
probably too low rather than too high. In addition,
as was pointed out above, liners often compete suc¬
cessfully with bulk transport even on routes where

(1) Rice, Wheat (lour, Refined sugar, Feed-stuffs, ex.
cereals, Oil seeds, ex. soya beans, Copper, zinc and nickel
ores, asbestos, Salt, Sulphur, Unroasted iron pyrites, Pulp
and waste paper, Petroleum asphalt, Manufactured ferti¬
lisers, Paper and paper board, Cement, Iron and steel,
Passenger cars.



large quantities of a given commodity regularly move
in full shiploads. The summary Table 3 must
therefore be regarded as a high and hypothetical
estimate of bulk cargo availability and not as an
estimate of actual bulk shipments.

Availability of General Cargo

In a first approximation, general cargo availa¬
bility can be defined simply as the difference be¬
tween total dry cargo and total bulk cargo availability.
Total movements thus defined were 152 million tons

in 1967 (see Table 4).

These movements include certain special trades
such as bananas or wine, which are not necessarily
general cargo carried by liners. Actual liner ship¬
ments in OECD inter-regional trade were probably
higher than the totals (or route sub-totals) given.
More precise evidence could probably only be gained by
examining actual carryings of commodity movements
in detail on a route basis.

For the reasons

described in Table

estimate of general
shipments covered
the most valuable

trade. These are

set out above, the movements

4 should be regarded as a low
cargo availability. Most of the
in Table 4, however, constitute

section of seaborne dry cargo
the typical liner commodities,

mainly manufactures, chemicals and food products
with high unit values. Moreover, many of these
commodities constitute voluminous " measurement

cargo " and their demand on shipping space per ton
of cargo is considerably higher than that of typical
bulk commodities.

Keeping in mind the reservations made, certain
conclusions can nevertheless be drawn from Table 4.

From a shipping point of view, the balance - - or
imbalance - - between exports and imports on each
route, is more significant than in Table 2. The
analysis of the balance of general cargo availability
on each route, could be carried further by applying
at the commodity level the stowage factors (i.e. the
ratio of volume to weight of each shipment), which
are essential in determining demand for liner tonnage.
Another interesting feature in Table 4 is the fairly
good overall balance between general cargo imports
and exports for each of the OECD regions. The
relative importance of individual routes is probably
also significant and it seems remarkable that the
route between Western Europe and North America
accounts for more than 10 per cent.

The first results of the OECD Maritime Transport
Committee's pilot study form a step1 towards better
information on world seaborne movements and dry
cargo shipping demand, and should stimulate further
research on the provision of adequate statistics, now
lacking in this field.

4. OECD inter-regional shipments in 1967 : Actual or potential general cargo shipments - Low estimate
(in million tons

Western Europe North America Japan Total OECD Regions

Exports Imports Exports Imports Exports Imports Exports Imports

Western Europe - - 9.3 7.6 1.1 1.2 10.4 8.8

North America 7.6 9.3 - - 2.3 2.8 9.9 12.1

Japan 1.2 1.1 2.8 2.3 4.0 3.4

Total OECD Regions 8.8 10.4 12.1 9.9 3.4 4.0 24.3 24.3

Eastern Europe/OSSR (1) 2.1 3.2 0.8 0.7 0.3 3.8 3.2 7.7

North Africa, Eastern Mediterranean 4.0 5.2 1.2 0.5 0.1 0.3 5.3 6.0

Red Sea, Pers. Gulf. East Africa 4.4 2.2 1.0 0.4 0.8 0.4 6.2 3.0

West Africa 3.3 2.6 0.9 0.7 0.1 0.6 4.3 3.9

South Africa 2.8 3.9 1.0 0.8 0.3 1.1 4.1 5.8

Indian Ocean 2.1 1.9 2.2 1.1 0.9 0.6 5.2 3.6

South East Asia 1.8 2.5 1.0 1.2 2.0 2.1 4.8 5.8

China Sea 1.6 1.5 2.7 1.8 2.9 2.8 7.2 6.1

Caribbean (2) 2.4 5.5 4.1 4.0 0.6 - 7.1 9.5

West Coast South America 0.9 2.0 1.4 1.5 0.2 0.5 2.5 4.0

East Coast South America 1.5 3.3 1.7 1.6 0.2 0.7 3.4 5.6

Oceania 2.0 3.4 1.5 1.5 1.9 0.6 5.4 5.5

Others and unspecified 1.3 0.8 0.1 - - - 1.4 0.8

Total other regions 30.2 38.0 19.6 15.8 10.3 13.5 60.1 67.3

Total all regions 39.0 48.4 31.7 25.7 13.7 17.5 84.4 91.6

TOTAL SHIPMENTS 151.7

I. Excluding trade between Western and Eastern Europe. 2. Excluding trade between United States and Mexico.
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13 SHIPBUILDING

NATIONS MOVE

TO HALT

SUBSIDY RACE
J

For more than a decade, the role of government assistance in the
shipbuilding industry's fight for markets has grown more and more
decisive. The net result, however, has been that increased aid in one

country provoked retaliation in others, while delaying the industry's
unavoidable adaptation to changing market conditions and to tech¬
nical progress.

Now the OECD Council has decided on action aimed at the progres¬
sive removal of obstacles to normal competitive conditions in the
shipbuilding industry.

A Resolution has been adopted by the Council under which 13 of the

world's principal shipbuilding countries (1) agree on credit terms for
ship exports.

The Council also passed a Recommendation concerning Government
Assistance to the Shipbuilding Industry. This describes the Under¬
standing on export credits as an essential first step towards the
"reduction of all factors which distort normal competitive conditions"
in the industry.

(1) Belgium, Canada, Denmark, Finland, France, Germany, Italy, Japan, Netherlands,
Norway, Spain, Sweden and the United Kingdom. In 1968, shipbuilding in these countries
amounted to 15 mil/ion registered tons, roughly 96 per cent of total OECD shipbuilding
and they exported 9 mi/lion tons, a/most the totality of OECD ship exports.

Export Credit Terms

The Understanding on export
credits provides that, for all ship
export contracts to be negotiated
from 1st July, 1969, export credits
backed by governments should
conform to the following condi¬
tions:

maximum duration: 8 years
minimum down payments: 20 per
cent

minimum net interest rate: 6 per
cent

The agreement includes special
provisions which take account of
the problems of developing coun

tries and allows for genuinely ex¬
ceptional economic circumstances
affecting ship export transactions.
In both cases signatory govern¬
ments which intend to apply these
arrangements must give adequate
advance notice of their intentions

to all their partners in the Under¬
standing, in order to allow them
to compete under the same con¬
ditions.

The differences between coun¬

tries as to the importance of
exports, credits financing, insur¬
ance systems and the role ot
governments were taken into
account throughout the discussion

in the Council Working Party on
Shipbuilding which worked out the
understanding on export credits (2) .
Also, to take part in the Under¬
standing, each country has had to
submit a protocol considered as
satisfactory by all the other coun¬
tries, and containing a description
of the aid system in force and of
the means by which the country
proposes to apply the Under¬
standing.

The Understanding provides
that governments should be ready
to furnish information on their ex¬

port credit operations either di¬
rectly or through the OECD Secre¬
tary-General, on request from
another signatory country. Insofar
as other public bodies are involv¬
ed, governments agreed to use
all possible influence to prevent
financing of ship exports on terms
which contravene the principles of
the Understanding. They also
undertook to do their best to en¬

sure that no more favourable terms

will be offered to buyers by any
other means. The working of the
Understanding will be reviewed at
least once a year by the OECD
Council.

Restoring Genuine Conditions of
Competition

While the immediate aim of the

OECD's work in this field has been

to arrest the escalation in govern¬
ment aid to shipbuilding, the
Recommendation passed by the
Council instructs the Working Party
on Shipbuilding to concentrate
now on the removal of obstacles

to normal shipbuilding competition
resulting from:

direct building subsidies;
customs tariffs or any other
import barrier;
discriminatory tax policies;
discriminatory official regula¬
tions or internal practices;
specific aid for investment in
and restructuring of the do¬
mestic shipbuilding industry.
In order to ensure that rapid

progress is made concerning these
matters of assistance, the Council

will check the work of the Working
Party on Shipbuilding at least once
a year. In the meantime, however,

(2) Under the Chairmanship first of
Ambassador José Fragoso of Portugal and
then of Mr. John Small, Canadian Perma¬

nent Representative to OECD.
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WORLD SHIPBUILDING AND EXPORTS IN 1968 <1>

(Launchings of Merchant Ships of 100 g.r.t. and above)

Total Launchings Launchings for Exports

Countries

Canada

Denmark

Finland

France

Germany

Italy

Japan

Netherlands

Norway

Spain

Sweden

Onited Kingdom

Onited States

Other OECD

Total OECD Member countries 15,653

% of other

world

% of other

world

Yugoslavia 290 14.5 1.6 264 31.2 2.8

Eastern Europe (except USSR) 704 35.1 4.0 570 67.5 6.0

Other World 260 13.0 1.5 11 1.3 0.1

USSR (2) (750) (37.4) (4.2) ... ...

Total non-OECD

Member countries 2,004 100 11.3 845 100 8.9

Total World 17,657 - 100 9,562 - 100

Source : (I) Lloyd's Register ol Shipping.
(2) Estimate by the Secretariat.

the Council recommended a stand¬

still on any new measures which
would serve to increase assistance

to the shipbuilding industry.

TEXT OF THE

OECD'S COUNCIL

RESOLUTION

The Council

Having regard to the objectives
of the Organisation for Economic
Co-operation and Development
and in view of the fact that all

major shipbuilding countries are
Members thereof;

Having regard to the Resolution
of the Council of 24th May, 1966,
concerning the Terms of Reference
of an Ad Hoc Working Party on
Shipbuilding, as amended;

Desiring to achieve an agree¬
ment on the progressive reduction
of all factors which distort normal

competitive conditions in the ship¬
building industry while bearing in
mind the inter-relationships be¬
tween shipbuilding and shipping
policies;

Considering that an understand¬
ing on export credits for ships is
an essential step toward such an
agreement and that it will greatly
stimulate the successful comple¬
tion of work now in hand in ac¬

cordance with item II of the Re¬

commendation concerning govern¬
ment assistance to the shipbuild¬
ing industry.
I. NOTES with satisfaction that

the following Member countries:
Belgium, Canada, Denmark, Fin¬
land, France, Germany, Italy, Ja¬
pan, the Netherlands, Norway,
Spain, Sweden and the United

Kingdom have notified the Secre¬
tary-General of their adherence to
the Understanding on Export Cre¬
dits for Ships (the "Understand¬
ing") set out in the Annex to this
Resolution, that such Member

countries have decided that they
constitute a representative majori¬
ty of the Members of the Working
Party on Shipbuilding and that in
accordance with Clause 11, the

Understanding becomes effective
as of 30th May, 1969.

II. INSTRUCTS the Working Party
on Shipbuilding to review the Un¬
derstanding as provided in Clause
12 thereof and to report annually
(or more frequently as required)
on its functioning.
III. REQUESTS the Secretary -
General

(a) to seek adherence to the Un¬
derstanding of any Member
countries which give official
support for export credits for
ships;

(b) to obtain and circulate infor¬
mation as provided in Clause
9 of the Understanding and to
ensure the efficient adminis¬

tration thereof.

Text of the

Understanding on
Export Credits for Ships

I.

1. For any contract relating to
any new ship to be negotiated
from 1st July, 1969 onwards, gov¬
ernments participating in this Un¬
derstanding agree to abolish exist¬
ing official facilities (1) and to
introduce no new official facilities

for export credits for ships on
terms providing:
(I) a maximum duration exceed¬

ing 8 years from delivery (2)
and repayment other than by
equal instalments at regular
intervals of normally six months
and a maximum of 12 months;

(II) payment by delivery of less
than 20 per cent of the con¬
tract price;

(III) an interest rate of less than
6 per cent, net of all charges
(3).

2. This minimum interest rate of

6 per cent will apply to the credit
granted with official support by
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the shipbuilder to the buyer (in a
supplier credit transaction) or by
a bank or any other party in the
shipbuilder's country to the buyer
or any other party in the buyer's
country (in a buyer credit transac¬
tion), whether the official support
is given for the whole amount of
the credit or only part of it.

3. The minimum interest rate will

also apply to the credit granted
with support by governments par¬
ticipating in the Understanding, in
the shipbuilder's country to the
shipbuilder or to any other party,
to enable credit" to be given to the
shipowner or to any other party
in the shipowner's country, whe¬
ther this official support is given
for the whole amount of the credit

or only part of it.

4. Insofar as other public bodies
participate in measures to promote
exports, participating governments
agree to use all possible influence
to prevent the financing of ship
exports on terms which contravene
the above principles.

5. Participating governments, re¬
cognising that it is highly desir¬
able to set a limit to credit terms

for export of ships, also agree to
make their best endeavours to en¬

sure that no more favourable terms

than set out above will be offered

to buyers by any other means.

6. It is clearly understood that
aid policies and practices must
not be used to circumvent the

Understanding. However, excep¬
tionally, any government partici¬
pating in the Understanding which
wishes, for genuine aid reasons,
to concede more favourable terms

in a particular case is not pre¬
cluded from doing so, provided
that adequate notice of its decision
is given to all the parties to the
Understanding. For these cases
adequate notice shall be interpret¬
ed as requiring that notification
be made to all participating go¬
vernments at least 6 weeks before

authorisation is given to commit
the use of funds for that purpose.

7. For the exceptional cases re¬
ferred to in footnote (2) to Clause 1,
adequate notice shall be inter¬
preted as requiring that notifica¬
tion of the decision to support
terms more favourable in any way
than those of the Understanding
must be made to all other parti¬
cipating governments before an
order has been finally placed (4)

and in time for them to be able

to compete effectively on these
terms. In cases where tenders are

invited, notice must be given at
least seven days before the clos¬
ing date for tenders. Support
(including the provision of aid) will
be refused for any order finally
placed (4) on more favourable
terms before all other governments
participating in the Understanding
have been given such advance
notice.

8. Any government participating
in the Understanding may, provid¬
ed that the maximum possible
notice of its decision is given to
all other participating governments,
support more favourable terms in

a particular substantiated case to
match terms of officially supported
transactions or contravention of

the above terms by other partici¬
pating governments, or competi¬
tion from non-participating coun¬
tries.

II.

9. Any government participating
in the Understanding may obtain
information from any other parti¬
cipating government on the terms
of any official support for a ship
export contract in order to ascer¬
tain whether the terms contravene

this Understanding. Participating
governments undertake to supply
all possible information requested
with all possible speed. Accord¬
ing to the rules and practices of
the OECD, any participating go¬
vernment may ask the Secretary-
General to act on its behalf in the

aforementioned matter and to cir¬

culate the information obtained to

all participants in the Understand¬
ing.

10. Each participating govern¬
ment will submit to the Secretary-
General a protocol describing its
system for the provision of official
support for ship export transac¬
tions and the means by which it
proposes to implement the Under¬
standing. If there is no objection
from any government participating
in the Understanding, these imple¬
mentation protocols will be an¬
nexed to the Understanding and
will form an integral part of it.
Each participating government un¬
dertakes to notify the Secretary-
General of any change in its
system for the provision of official

support and the means of imple¬
mentation of the Understanding.

11. This Understanding becomes
effective as soon as all Members

of Working Party No. 6 have noti¬
fied the Secretary-General of their
adherence to it or, as soon as

governments having so notified
the Secretary-General decide that
they constitute a representative
majority of Members of Working
Party No. 6; any government which
disagrees as to what constitutes
a representative majority would
not be bound by the others' deci¬
sion. The Understanding is open
to other Member countries of the

OECD.

12. This Understanding shall be
subject to review as often as re¬
quested by participating govern¬
ments, and in any case at intervals
not exceeding one year. Any par¬
ticipating government may with¬
draw from this Understanding
upon giving to its partners three
calendar months' notice of its in¬

tention to do so. Within this period,
at the request of any of these
partners, there shall be a meeting
of Working Party No. 6 to review
this Understanding, and any other
participating government, on noti¬
fication to its partners, may with¬
draw from this Understanding at
the same effective date as the

government which first gave no¬
tice.

(1) Official facilities are those which
enable credits to be insured, guaranteed
or financed by governments, by govern¬
mental institutions or with any from of
direct or indirect governmental participa¬
tion.

(2) In genuinely exceptional cases,
however, a participating government could
extend this period of repayment to
a maximum of ten years, provided that
the economic nature of the transaction

makes such facility necessary. In such
cases the government would give its
partners adequate notice of its intentions.

(3) By interest rate, net of all charges,
is meant that part of the credit costs
(excluding any credit insurance premia
and/or banking charges) which is paid at
regular intervals throughout the credit
period and which is directly related to
the amount of credit.

(4) An order shall be deemed to have
been finally placed as soon as the buyer
has committed himself irrevocably under
a written and signed agreement to buy
from the exporter and to pay according
to specified terms, even if the agreement
is subject to reservations which can be
withdrawn only by the exporter.
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MANPOWER POLICIES

AND PROBLEMS IN THE

UNITED KINGDOM

In the context of its measures to resolve its long-term economic problems, the United
Kingdom has during recentyears introduced a number ofreforms affecting manpowerpolicy.
In its seventh country study (i), OECD's Manpower and SocialAffairs Committee describes
the features lively to interest other countries andbrings to bear the views ofoutside observers
in discussing the effectiveness of the policies followed in the UK. Following are some excerpts
from the Summary and Conclusions adopted by the Committee. The full report will be
published in the near future.
(i) Six other country studies have been published : Austria and the Netherlands in 1967, Canada in 1966, Greece in 1965, Sweden

and the United States in 1964.

During recent years the United Kingdom has deve¬
loped its manpower policy considerably, both with
regard to the variety of programmes and the volume
of efforts.

The major problems for manpower policy, which
have posed themselves in the United Kingdom, may
be indicated here.

. In the long term : how can employment opportu¬
nities be steered to the areas of chronic labour surplus,
thus reducing unemployment and promoting the
expansion of internally competing industries? How
can the necessary supply of skilled labour, hitherto
notoriously scarce, be secured for those areas and
sectors where it will be able to make the optimal
contribution? I low can rigidities and resistance to
technological change be overcome and a better utilisa¬
tion of all manpower resources at the place of work
be promoted ?
. In the short term : during an anti-inflationary
action by overall fiscal-monetary means, how can the
tendencies towards increased unemployment be neu¬
tralised, particularly for the most vulnerable groups
and sensitive areas? How can the "shake-out" be

led to result in a positive "redeployment" as soon as
possible ? How can those who, in spite of positive
counter-measures, become exposed to redundancy and
unemployment be compensated in an equitable way
so as to avoid human suffering and social unrest during
the transitional period ?

Questions for both short- and long-term : how
should local and sectoral disturbances of an inflation¬

ary or depressive nature be countered rapidly, before
they develop into major imbalances needing such big
and drastic corrections that considerable negative
side-effects are inevitable ? How, when the labour

market is in sustainable balance, can meaningful
employment be given even to those marginal groups
which have previously been mobilised only during
periods of general and acute shortage of labour ?

Employment Promotion
in Development Areas

Like most comparable countries, the United

Kingdom has for decades struggled with the uneven
development of various parts of the country and the
ensuing differences in levels of employment and
income. The general tendency is for the areas which
already have the highest levels of unemployment to
be most severely hit by any anti-inflationary squeeze
on the economy. In its endeavour to restore full
employment without provoking destructive distur¬
bances and new cost-price increases, the British
Government has devoted particularly large and
increasing resources to the creation of permanent
employment in those areas of the country where
unemployment has been notoriously higher than
average, and thus to alleviate the awkward tendency
of rising unemployment to hit hardest in these less
fortunate areas.

Measures have also been taken during the 1960s
to reinfore the policy for a long-term improvement in
the employment balance between the more and the
less prosperous regions : a switch from tax allowances
to outright investment grants of 20 per cent (above
the general level of such grants); greater use of discre¬
tionary financial assistance in establishing or enlarging
undertakings (when it can be shown that this will
lead to increased employment) and to local govern¬
ment for basic public services; a speed-up of factory
building under the Industrial Estates scheme; special
assistance for industrial training; an improvement of
incentives to "key workers" to move to jobs in areas
where their presence could promote employment for
others; and a tightening of the restrictions of factory
and office building in the overcrowded conurbations.

The most important innovation in this field is,
however, the Regional Employment Premium (REP)
started in September 1967 and guaranteed for seven
years. Together with a regional element in the Selec¬
tive Employment Tax, this covers about 8-9 per cent
of the wage costs in manufacturing in the Develop¬
ment Areas. As in most countries, the previous
system had a bias towards capital-intensive indus¬
tries. To put the emphasis, instead, on the stimula¬
tion of labour- intensive undertakings appears logical
when the problem to be solved concerns unem¬
ployment. This is now being done by the REP.
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The intention behind the REP was both to draw

business away from the areas with inflationary pres¬
sure and to stimulate expansion in the Development
Areas by reducing wage costs. On the basis of the
expected anti-inflationary effect of this measure, it
was regarded as possible, at least in the short run, to
make this new expenditure of £100 million (0.3 per
cent of GNP), without any offsetting increase in
taxation.

It is as yet too early to observe any clear effects
of the REP, but the scheme would be worth conside¬
ration anywhere where the problems are of a similar
type.

If a regional employment premium were to be
introduced elsewhere, it might be practicable to
apply it to only part of a iirm's labour force, say
all in excess of 50 per cent of employment at a base
date so that an expansion (or avoidance of contraction)
would be more strongly supported. If a rapid effect is
intended through a subsidy of this type, it may be
appropriate to concentrate it on changes of employ¬
ment, at least during a first period.

The total resources devoted to employment crea¬
tion in the Development Areas which cover one-
fifth of the active population of the United Kingdom
have now reached considerable proportions, not far
from one per cent of GNP. The radical strengthen¬
ing of these efforts is obviously an expression of
disillusionment with the too slow effects of earlier

programmes. It is also an expression of the view
that any large-scale stimulus to the substantial migra¬
tion between regions which takes place already would
involve unacceptable difficulties in the congested
reception areas and waste of social capital in the
"exporting" areas. In addition to such political and
social aspects, the fear has been expressed that an
exodus from less-developed areas might become
cumulative : if some people leave an area of heavy
unemployment, the resulting reduction of effective
demand and the loss of skilled labour in the area may
indirectly reduce its economic activity in such a
way that unemployment is increased instead of
reduced. The validity of this theory, which is among
those subject to extensive research in the United
Kingdom, must vary according to the industrial
structure and other circumstances in each area.

One preliminary conclusion seems to be that a
certain out-migration would ease the long-run prob¬
lem of unemployment if positive measures compen¬
sated for its negative short-run effects for those remain¬
ing and if it did not lead to a too awkward age
structure.

In view of the fact that the situation in some parts
of the development areas may be as strained and
inflationary because of shortage of skilled workers
- as in areas with less total unemployment, it might

be appropriate to have a stronger concentration of
available means upon support of training and, on
the whole, upon steering the expansionist efforts in
such a way as to avoid creating local overstrain
effects.

One important observation concerning the effect
of strengthening the regional development incentives
to the high degree achieved in the United Kingdom
with the introduction of the REP is that the diffe

rence in economic support between areas with not
very different economic conditions -- often geogra¬
phically neighbouring areas can be too great. The
result can be a number of meaningless but awkward
moves of industries over an administrative borderline

or that they are lured away from areas where econo¬
mic expansion is equally as necessary and desirable as
in the Development Areas. This particular diffi¬
culty, perhaps indicating a need for some staggered
form of support, is part of the problem of the "inter¬
mediate areas", which is at present under investiga¬
tion in the United Kingdom.

Industrial Training

The Industrial Training Act of 1964 is an imagina¬
tive experiment, the result of which should be highly
beneficial to the Rritish economy. Other countries
should watch this scheme and its further development
with keen interest.

The new approach - I he collectivisation of a
great part of training costs under tripartite Boards
for each of about 30 different branches of industry -
has only limited parallels outside the United King¬
dom. The Boards have authority to raise levies from
all employers in their branch and use these funds to
pay grants to those who undertake training of a
certain quality. This system was introduced after
long and frustrated efforts to achieve an adequate
volume and quality of industrial training through
persuasion. In spite of the administration burden
of such a clearing-house system, it seems on the whole
to be welcomed by industry. The payment of a high
proportion of approved training costs now acts as a
forceful incentive to individual employers to under¬
take training.

Whilst it would be rash to conclude that all the

old impediments to good training have been swept
away with the establishment of the industrial training
boards and the Central Training Council, there can be
no doubt that the pace of change has already quicken¬
ed. An increasing number of trainees at various
age levels is enrolled, and an increased number and
variety of courses are provided. There is widespread
interest in and publicity for training matters.

Perhaps even more important is the change in the
approach to training which seems to be developing
among those concerned. The "module system"
now created and being introduced in the engineering
industry will ensure that a broad basic instruction is
given to apprentices. It implies that rigid age limits
for apprenticeship will lose their significance. This
will in turn lead to greater opportunities to learn
skilled engineering crafts for those who missed their
opportunity in their youth. (Other Boards are now
taking up the module system for possible applications
in their industries as well.) Irrespective of this, the
Act opened the way for more widespread training of
adults at all levels of age and qualification. A new
emphasis is heing placed on management training :
the introduction of advanced courses of business

training should lead to a steady improvement in
management skills which should be expected to have
a series of desirable long-term consequences.

If has been maintained that one of the strong
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points of this reform is the extent to which it obliges
each industry to work out its own training schemes
and requirements through the industrial training
boards. It may on tne other hand be felt that a form
of organisation whicf| places the strongest emphasis
on the branch Boards might also have certain draw¬
backs, which can only be overcome through a strong
central influence over the whole system. Such an
influence may be needed to prevent a new form of
rigidity between industries instead of the disappear¬
ing craft demarcation and to promote redeployment
between declining and expanding industries. Certain
occupations (those appearing in more than one indus¬
try) need nationally set training standards and cen¬
tral supervision to secure an adequate supply of la¬
bour. Forecasts of occupational structure develop¬
ments should also be a matter for central co-ordination

and a useful start has been made on this by the Man¬
power Besearch Unit.

The Central Training Council has the task of pro¬
viding leadership in these and similar matters. Cer¬
tain financial contributions are also provided by cen¬
tral government in order to promote aims of broader
interest than those of the branches. One of the deba¬

ting issues in the United Kingdom is, however, the
adequacy of the central powers, not only with respect
to legal authority vested in the CTC and the respon¬
sible Minister, but also with respect to administrative
resources.

Compared with the activities under the Industrial
Training Act, the Government Training Centres are of
less importance. In spite of their recent rapid deve¬
lopment, they still have a capacity of less than
10,000 places, or only a couple of per cent in relation
to the total number of unemployment. It seems
important however, that they continue to be deve¬
loped, at least as a supplement to the larger industrial
training act system, to such an extent that they pro¬
vide an independent system which can fill in the
gaps between the Boards. This might imply that
they do not confine themselves, as hitherto, to
"accelerated" training for skilled occupations for
manual workers, but broaden their programme both
in the direction of semi-skilled occupations and toward
technical and commercial jobs.

From the point of view of an active manpower
policy which aims at securing a smooth mutual
demand-supply adjustment in the labour market,
the adult training system (adult training under both
ITA and the CTCs) is of particular importance. Dur¬
ing recent years the number of unemployed in the
United Kingdom has varied between 250,000 and
600,000. It would seem desirable to give a certain
proportion of these, particularly during periods of
relatively high unemployment, an opportunity to
utilise their involuntary leisure for longer or shorter
training in order to promote their redeployment and
future employability and adaptability. The United
Kingdom, like many other countries, is obviously far
from possessing a machinery that can meet local or
general variations in unemployment with immedia¬
tely available opportunities for training. The estab¬
lishment of such a system would mean a reinforce¬
ment of the central authorities' influence over the

volume of adult training on premises otherwise used
by industries under the ITBs and an enlargement of
the CTCs and their occupational dispersion.

The Public Employment Service

The Public Employment Service of the United
Kingdom is one of the stronger and most developed
in OECD, but it is in the same predicament as those
of most comparable countries with respect to its status
in society. Its close connection with unemployment
insurance administration and allied social services

has kept it under the spell of the vicious circle of low
expectations about the value of the services to be
received both among workers and employers. Conse¬
quently the PES has difficulties in becoming the
meeting-place it should be for vacancies and job-
seekers of all kinds.

By actively seeking contacts with employers, the
PES, in spite of this, is increasing its influence.
Various reforms have been introduced during recent
years, without as yet changing the basic situation of
the PES being mainly a service for the unemployed.

The following should be mentioned in this respect
as apparently successful innovations which could be
of interest outside the United Kingdom as well :

Separation (in certain areas) of unemployment bene¬
fit payment from the placement service and reduc¬
tion of the demand for signing-on of the unemployed
to once a week.

Co-ordination of the work of several employment
offices under area managers.

Special arrangements for intensified placement
work in cases of mass redundancies.

A "steering scheme" for stimulating workers to go
to firms of particular importance for the national
economy.

An Occupational Guidance Service for adults intro¬
duced in 1966 on an experimental basis in a few areas
- a seemingly successful and important experiment

which is now being adopted for general application.
A special service for office personnel is provided in

particularly attractive premises in a few demons¬
tration cases.

Redundancy Payments

The scheme for redundancy pay was introduced in
f965, with the objective of compensating redundant
workers for loss of job and encouraging mobility and
acceptance of technological change. In 1968 it gave
on the average £230 (roughly 10 weeks' wages) to some
264,000 workers who became redundant from their

previous work places. There is no doubt that such
a payment in case of dismissal, graded according to
length of service and age, can be and in the United
Kingdom has been of great importance, as a social
welfare measure in providing compensation for loss
of job, which has reduced hardship in individual
cases; and as a device in inducing a readier acceptance
of change of employment in the course of economic
change, ft seems to have had a major influence
upon trade unions' attitudes to redundancy and tech¬
nical progress; in place of the former insistence on no
redundancies under any circumstances, or the gene¬
rally observed rule of "last in, first out" a much more
flexible attitude is now usual. It has also resulted in

the Public Employment Service being informed of
impending redundancies so that it has an opportunity
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to find suitable alternative work or to take other

counter action with the least possible delay. This co¬
operation between employers and the PES is an
important step towards improving the service.

A factor which may perhaps be questioned is the
size of this sort of compensation in relation to other
equally justified claims, such as compensation for the
need to undertake a costly and awkward geographical
removal, training for new skills, or long unemployment
resulting from dismissal. In principle it seems desir¬
able to lay the greatest possible weight on incentives
to make active efforts to get a new and more produc¬
tive job, particularly if these efforts imply consider¬
able costs. This observation is not a plea for a re¬
duction of the present redundancy pay in the United
Kingdom, but it is a suggestion for a considered
weighing of the amounts of compensation to be given
for different types of losses and costs connected with
redundancy, wherever the creation or develomenl of
similar programmes is being contemplated.

The earnings-related unemployment benefit, intro¬
duced in 1966 in the same spirit as the redundancy
pay, implied an increase of the benefit level from about
10 per cent to about 60 per cent of the average income
of a married male worker with two children. Al¬
though still relatively limited, the new benefit levels
taken together with the redundancy pay meant
considerable improvement. There are some signs,
although they are by no means conclusive, that the
unemployed workers use their eased situation to be
more choosy in acceptance of offers of new jobs.
Whether this also implies a better functioning of the
labour market is as yet difficult to say.

One feature of the service, which has no parallel
elsewhere in OECD countries, is the provision of a
separate Youth Employment Service under a central
executive body representing both educational and
manpower interests. At local levels in most parts of
the country this service is run by the local authorities.
Whatever the historical merits of this separate spe¬
cialised service, it now appears increasingly ques¬
tionable. An important element of guidance for
young people should be to help them find the way
to the institutions of the labour market and not be
kept isolated from the PES. With the increasing
school-leaving age the basis for a separate youth ser¬
vice is being whittled away. These considerations
militate in favour of merging the Youth Employment
Service with the national PES and bringing it under
the direct control of the central manpower authority.

Industrial Relations and the Policy
for Prices, Incomes and Productivity

There is an obvious relationship between the
difficulties encountered by the United Kingdom in
trying to follow the general European trend of in¬
crease of productivity and levels of living and the
United Kingdom's outdated industrial relations sys¬
tem. However, different views are held on the nature
of this relationship (cause or effect) as well as on any
specific new and more smoothly working system, or
about the ways to achieve it. All aspects - the
forms of organisation on the side of workers as well
as employers, the coverage and content of collective
agreements, and their legal status, the forms for nego

tiations to reach agreements and settle grievances,
the personnel policy of individual enterprises, the wage
systems and work rules are subject to intense dis¬
cussion and investigation. New legislation is being
prepared on important points. Any outsider must
be reluctant to comment or advise on the best line

of action or the best goals to be pursued, except in
very general terms. In spite of the particularly
British character of most of these problems, there
are, however, certain features which should command
international attention in a study of manpower policy.

The United Kingdom Government can be seen as
working strategically on two lines in order to achieve
more harmonious industrial relations and the best

possible use of the nation's manpower resources. On
the one hand, a number of manpower policy reforms
are undertaken, which along with their social value
should reduce resistance to economic and technical

change and psychologically pave the way for a once-
and-for-all elimination of old rigidities. On the
other hand, efforts are made to intervene directly in
the industrial relations system with a view to redu¬
cing unnecessary strife and indirectly achieving a
better functioning of the labour market. Obviously
the two strategies are mutually supporting.

In the foregoing, a number of measures have been
mentioned which promote income security and faci¬
litate individual adjustment to changes in the labour
market; they should be expected to or have already
contributed to better labour-management attitudes
and acceptance of the need for re-adaptation and
restructuring of the British economy.

At the same time, a broad set of consultative and
planning institutions have been created and activities
undertaken to promote improved productivity and
adaptability through persuasion, information, and
negotiation! To a great extent these naturally
concern other aspects than manpower and social
policy, but in many respects they do concern man¬
power questions. Some of them are :

The Regional Planning Boards and Councils (cover¬
ing each one of the ten regions into which the coun¬
try is divided) include consideration for the labour
market situation and its future development in their
"programmes and strategies".

The National Economic Development Council
(NEDC) and the industrial Economic Development
Councils (EDCs) or "Little Neddies" in various bran¬
ches, also provide centres for contacts for manage¬
ment and labour representatives together with govern¬
ment experts.

The Central Training Council (CTC) and the Indus¬
trial Training Boards (ITBs) are also concerned with
the rules for apprenticeship and craft demarcations.

The National Board for Prices and Incomes (NBPI)
and a number of ad hoc Commissions have studied or

are studying the organisation of various industrial
branches with a view to increasing productivity and
promoting price stability.
. A Manpower Besearch Unit (MBU) was set up in the
then Ministry of Labour in 1963 with a view to
studying labour supply and demand tendencies and
to elaborating long- or medium-term prognoses.

The importance "given to industrial relations ques¬
tions has been expressed by the creation of a new
division called Manpower and Productivity Service
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(MPS) in the Department of Employment and Pro¬
ductivity to help to secure the deployment of man¬
power in the interests of the economy in a socially
acceptable way.

A new Commission on Industrial Belations (CIB) has
been set up, following the observation by the Royal
Commission on Trade Unions and Employers' Orga¬
nisations (the Donovan Commission) that there is no
institution primarily concerned with the reform of
collective bargaining. For this reform the Govern¬
ment's White Paper "In Place of Strife" indicates a
broad programme, largely following the Donovan
Commission's recommendation of laying the main
weight upon company bargaining.

Experience in various countries has shown that a
governmental effort to rally all relevant organisations
in support of a policy for income restraint, in order to
avoid inflation in face of high demand pressures and
high employment, can succeed temporarily, but that
it also tends to break up rapidly under the influence
of psychological forces which build up in such situa¬
tions of widespread excess demand. The United
Kingdom is applying a partly new approach to this
problem : the statutory and moral pressure on em¬
ployers to abstain from price increases and on unions
to abstain from wage increases above those indicated
by certain guideposts, is combined with a safety valve
in the form of productivity bargaining. Roth parties
are invited to improve their incomes in a non-
inflationary way by entering into agreements about
specific measures for the improvement of productivity.
Agreements on wage increases above the guideposts
can thus be achieved without creating precedents
which would ruin the whole stabilisation policy.
This elastic defence of the incomes restraint policy
may presumably make it more tenable than other¬
wise, at least for some time.

There is cause to believe that the campaign for
productivity bargaining is leading to actual improve¬
ments in productivity. Certain administrative
control is necessary to uphold the bonafide character
of contracts on productivity bargaining. This how¬
ever is combined with a more positive activity of
advice and counselling directed towards management
in matters concerning productivity. The trade
unions' contribution concerns in particular matters
like demarcation rules and restrictive practices and
other such features of work-place organisation, which
lead to growth-hampering rigidities. An important
observation is that the increased unemployment of
1967-1968 does not, as could have been feared, seem
to have provoked resistance to productivity measures
of this sort in spite of the ensuing reduction in the
demand for labour. Actually, insofar as the rise of
production costs and prices can be slowed down in
this way, this policy obviously helps to achieve and
uphold full employment, by reducing the need for
more deflationist economic" policies to brake infla¬
tionary tendencies and improve the balance-of-
payments.

Some Overall Considerations

Disregarding the selective employment tax (except
for the regional differentiation element) the total
financial resources devoted by government to these

manpower policy institutions and programmes in
1968 seem to have been of an order of magnitude of
over 1 1/2 per cent of GNP. This means roughly a
doubling in real and relative terms since I960." The
largest appropriations are those for regional develop¬
ment, redundancy payments and industrial training.
In comparison with these, mobility and the Public
Employment Service with its different activities
alongside placement, account for only a small propor¬
tion, less than a tenth, of total resources devoted to
manpower policies.

In view of the fact that the problems to be solved
had their origin in deep-rooted features of the British
society and economy, it may be regarded as natural
that the dominating aspect of most of these reforms
and innovations is their expected long-term effect.
They can be seen as elements of a broad strategy for
changing an economy which has lost some of its
adaptability and power of progress - - maybe as a
result of its long history as a pioneer in the industrial
revolution. Concerted actions in a great number
of fields are geared to the task of creating a new
flexibility and capacity for future progress.

The need for pursuing this goal has been demon¬
strated and most immediately provoked by the coun¬
try's acute économie problems, particularly the
external balance. On the other hand, this has
reduced the freedom of maniuvre and has enhanced

the difficulties of obtaining the basic goal.
Therefore one central and general conclusion from

the study of United Kingdom experience stands out
as a pointer to other countries : it would have been
of the greatest value if the full range of manpower
policies which the United Kingdom "has been elabo¬
rating, (covering not only more fully developed
machinery for rapid action to correct the inevitable
imbalances and tensions in the labour market, but also
for preventing long term stresses occurring as the
economy expands) had been available when the need
for "shake-out and redeployment" became manifest.

The British experience in attempting to achieve
the necessary restructuring of the economy and the
labour market shows that the machinery for an effec¬
tive manpower policy cannot be established in a
short time. It takes several years to build new
institutions, both in a physical and organisational
sense, to engage and train the necessary personnel
employment service administrators, industrial train¬
ing teachers, and research workers -- and to infuse
them with the new spirit and the working methods
needed for the implementation of an active manpower
policy. Building up the forecasting and statistical
services, making the contacts with employers and
local authorities, which are necessary for timely
intervention, and changing the public attitude to
labour market agencies such as the Employment
Service, vocational training systems labour-manage¬
ment co-operation on manpower planning, etc. all
require lengthy and methodical preparation.

No doubt the case of the United Kingdom shows
that even with only short notice a long-term pro¬
gramme can give some results soon after its intro¬
duction. Both the successes and the shortcomings
of British manpower policy are therefore of instruc¬
tive value to any country which wants to improve
its ability to meet employment disturbances whenever
they arise.
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The OECD Economic Outlook No. 5 reviews current policy developments and
assesses economic prospects to the middle of icyo.

The expansion of activity has slowed down much less in the last six months than
expected. In particular, demand in the United States has been stronger and more
resistant to fiscal and credit action than envisaged, and although its pressure is now
weakening, the full impact of cost increases on prices has begun to appear. In most
other OECD countries - Germany and France are outstanding examples - the
strength of demand also proved unexpectedly high. In the United Kingdom, excep¬
tionally, demand pressures have eased much as expected in last December's issue of
the OECD Economic Outloo\. In total, the rise in OECD output in the first half
of 1969 may have been nearly twice as fast as foreseen late last year - an annual
rate ofperhaps 4 il2 - 5 per cent instead of 2 il 2 per cent.

As a result, international trade has also continued to expand strongly. The trend
has been distorted by various temporary factors - doc\ strides in the United States
and the immediate aftermath of the German border tax measures. Allowingfor these
factors, OECD exports and imports in thefirst halfof 1969 appear to have risen at an
underlying annual rate of13-14 per cent or so, much the same rate as between iq6 7 and
1968, and contrasting with only 5 1/2 per cettt in the year before that.

Persistent imbalances, both internal and external, have necessitated strong policy



action. The measures fallen to secure a period of disinflation in the United
States and one of rather restricted growth of domestic demand in the United
Kingdom, together with the similar intentions of the French authorities,point
to a slower expansion of total demand and output in the year ahead. So do
capacity limitations in Germany. The growth of GNPfor the OECD area
as a whole may fall to some 3 il 2 per cent between the first halves of 1969
and 1970, with the growth of trade following suit. The rise in the value of
OECD imports may be, say, 9 per cent between the first halves of 1969 and
1970.

SUMMARY OF UNDERLYING TRENDS

Percentage changes, annual rates seasonally
adjusted

1967 1968

1969 1970

1st half 2nd half 1st half

Real output
(GDP or GNP)

United States

Other OECD

2 I
*- _

4*

5

6_

3

61
1 i
5_

? 1

5

Total 3_ 5_ 4| 3_ 3_

Prices (GDP
deflator)

United States

Other OECD

3

2 a

3_
3i

4_
3_

3_
3_

3_

31

Total 3 31 4 3_ 3i

OECD trade (a)

Imports
Exports

5_
5_

12_
12

13 _
13_

9_
9_

8_
8_

fàj Figures are adjusted for the statistical discrepancy in the recording of intra-
OECD trade. They are also adjusted for estimates of the effects of the U.K.
dock strike at end-1967 and of the French strikes in mid-1968 ; and for the

estimated shifts between 1968 and 1969 of U.S. imports and exports affected
by the U.S. dock strike and of German imports and exports affected by speculation
and the export tax.

The Problems ofMajor Countries

Though many countries now face both internal
inflation and external imbalance, the nature of their

problems varies.

In the United States, policy is directed towards a
slowing down of growth so as to bring price inflation
under control and improve the current balance of
payments. A stringent monetary policy is now being
used to reinforce earlier fiscal measures. There seems

likely to be a slowing down of expansion in the second
half of this year, followed perhaps by slight accelera¬
tion in the first half of 1970 to an annual rate of

growth of around 2 per cent; unemployment would

thus show a gradual increase from its present relatively
low level. But it is impossible to forecast turning
points precisely: expansion could continue more
buoyantly or there could be a more abrupt adjustment
if there were, for example, a shake-out of stocks, a
large cut in investment plans or a marked rise in the
personal savings ratio. Since the United States
accounts for half the GNP of the OECD area, its

development may have important repercussions on
other countries.

In the United Kingdom, the main objective of
demand management is to make room for the improve¬
ment of the balance of payments; demand restraint
should also help the cost/price situation. In France,
the economy in recent months has shown signs of over¬
heating. This, together with confidence factors, has
been reflected in exceptionally high imports since
April. In its early statements the new Government
has stressed the need for a return of confidence: the

first action has been to tighten monetary policy to
restrain the growth of demand.

In Italy, expansion seems likely to be quite strong;
but the external current account surplus may remain
very high in relation to GNP considerably
higher than in other surplus countries. The aim of
diverting the use of resources to domestic develop¬
ment seems unlikely to be fulfilled in the near future.
Japan has recently emerged into a surplus position:
though 1969 is another year of fast growth, Japan's
current external surplus is now as large as Italy's.
Germany is facing exceptionally high demand pressures
which are producing a faster rise of prices, but the
economy is now so competitive that a substantial cur¬
rent account surplus seems likely to remain. Domestic
and external considerations thus pull in different di¬
rections. Demand management policies have been
tightened somewhat in the face of inflationary press¬
ures but domestic disinflation, if carried far, would
enlarge the current external surplus; and if it took
the form of monetary restraints, this could put a brake
on capital outflows even if interest rates in Ger¬
many remained lower than elsewhere and thus

further swell the overall external surplus.
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Prospectsfor Price Moderation

The rise in the general price level in the OECD
area as a whole was unusually large last year. In the
United States, the price rise was the largest in the last
decade, and in Europe increases were rather large in
several countries. The policies now being pursued
could lead to a considerable easing from now on of
the pressures behind the unusually rapid price increases
of the last eighteen months, at any rate in some
countries. In the United States, where both cost in¬

flation and inflationary expectations have added to the
strength of investment and consumption, falling demand
pressures could significantly reduce the rate of price
increase by mid- i 970. In Europe, the change-over
to TVA already completed in several countries
but imminent in others has meant exceptional in¬
creases in consumer prices; in the United Kingdom,
heavy reliance on indirect taxation for demand manage¬
ment has had the same effect. Such shifts of taxa¬

tion may have unintended repercussions on wage
demands and on cost pressures and may, as in the
Netherlands, lead to price increases greater than justifi¬
ed by the tax changes.

In several European countries, completion of the
tax change and lower demand pressures should lead
to some easing of the course of prices. But this may
not be general. In Belgium, the change-over to TVA
is due at the beginning of 1970. In France, the
effects on prices of last year's wage explosion and its
aftermath may still be working themselves through.
High demand pressures in Germany are now causing
some acceleration of the price rise and in Italy the
exceptionally low increases of the past year or two
may not continue. In both France and Italy much
may depend on the outcome of wage negotations in
the autumn.

Problems ofPayments
Disequilibrium

Imbalances in international payments, despite earlier
hopes, are still large, and are likely to remain so
despite the improvement which seems probable over
the next twelve months.

Disinflation should improve the United States' current
external balance; the deterioration of the trade balance

should be halted and a surplus re-established. But
the swing could well be less than hoped earlier, and
a full and early recovery to the level of current
account surplus prevailing in 1964-67 (an average
of $ 3i billion) seems unlikely. If the improvement
proves slow it may raise difficult questions for
instance, a need to maintain, in the longer term,
interest rates in the United States which are high in
relation to those elsewhere. Prospects for the United
Kingdom are subject to somewhat similar uncertainties.
Progress towards surplus since devaluation has been
disappointingly slow. The current account may have

reached an approximate balance in the first half of
this year (the authorities have recently stated that
published figures understate export earnings); none¬
theless, achievement of an external surplus of $ 720
million on current and long-term capital account
the objective for the year to March 1970 would
still be small, both in relation to the earlier target of
a rate of a surplus of $ 1.2 billion, and to the volume
of debt to be repaid.

Italy and Japan the largest surplus countries
could have surpluses at annual rates of $ 2 and $ 1\
billion in the first half of 1 970. Germany's surplus
could be a little less perhaps a rate of $ H billion

but since this would be at a time of unusually high
demand pressures, it would understate the underlying
strength of the German position.

Italy's surplus on current account has been between
$ H and $ 2_ billion a year ever since 1965; despite
the need for domestic development it does not seem
likely to be quickly reduced. The German surplus
is, in part at least, a by-product of the 1 967 recession:
German costs improved markedly relative to those of
other countries and the limited border tax measures

announced last November may have offset only some
of this advantage. Letting inflationary pressures in
Germany take their course would hardly be a satisfac¬
tory way for it to be further reduced. The Japanese
surplus may be weakened by improvements in the
United States balance; but is seems likely to remain
large and Japan would gain from any move
towards better balance by other surplus countries.

Judgment of the present and prospective pattern of
current balances needs to take into account that, sur¬

pluses and deficits being inter-connected, action by one
country to change its position implies contrary effects
on others. Disinflation in the United States may
have important effects for Japan. But it is equally
true that if, for example, Italy succeeded in reducing
her surplus to small dimensions, it would tend to
increase those of Germany and Japan as well as bene¬
fiting, perhaps, the United Kingdom and France. By
the same token, reduction of the German surplus would
tend, among other effects, to increase that of Italy.

Despite the development of an unsatisfactory pattern
of surpluses and deficits on current account, levels of
activity and of internationl trade have gone on rising
strongly. One important reason why this has been
possible has been the rapid development of new
patterns of long-term capital flows, partly induced and
partly spontaneous. Another important factor has
been colloboration between national authorities to

develop swap arrangements and other short-term assis¬
tance. Experience has shown that, for a time, an
individual country may have open to it a rather wide
range of current account positions which are compa¬
tible with a manageable overall position. But it be¬
comes increasingly pressing for countries to achieve
balance of payments structures which can be regarded
as appropriate on national and international grounds.

(continued on page 22)
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OECD
DEMAND AND OUTPUT

In the second half of last year output was expand¬
ing strongly in nearly all OECD countries. The
United States economy was responding only slowly
to disinflationary policies and in Europe demand was
building up rapidly, with general reflation continuing
in Germany and a resurgence of demand in France
after the disturbances of the early summer. Demand
has continued to rise strongly this year, with still
only slow deceleration in the United States and high
levels of demand nearly everywhere in Europe. Only
in the United Kingdom has pressure eased so far
this year as much as expected.

An important part of the strength of demand in
the second half of last year was the widespread upsurge
of industrial investment and this has continued to

be an important factor this year. A sharp rise in stock-
building was also important in the second half of last
year (the turnaround in France after the fall in stocks
in the early summer was specially marked) but, in
total, this has probably not continued to be an expan¬
sionary factor this year. Fixed investment and con¬
sumer demand are now the main sources of rising
demand for the area as a whole.

In the second half of last year the growth of OECD
industrial production spurted to an annual rate of
10 per cent, but this owed something to temporary
factors. A short pause followed early in 1969 but
rapid expansion was resumed in March and April.
In Japan, there was a brief interruption in the boom
in the first quarter, perhaps associated with stock

CHANGES IN REAL GROSS DOMESTIC PRODUCT AND TOTAL

DOMESTIC DEMAND ESTIMATES AND FORECASTS

Percentage at annual rates seasonally adjusted

Country or group
of countries

Weight
in

1967 (a)

From previous year From previous half-year (b)

1967 1968 1969 1968 1968 1969

1st half 2nd half 1st half

1969 1970

2nd half 1st half

United States GNP

DD

51,0 2.4

2.7

5.0

5.4

3_
3

5.8 5.0 3 14
6.6 5.0 3 14

* 4

5 i
* 4

Canada GNP

DD

3.7 3.1

2.0

4.7

3.4

5 5.9 6.6

3.7 6.6

41
5_

4i
4

31
31

France GDP

DD

7.5 4.5

4.6

4.2

4.5

8

84

3.7 21.1 4 4
3.8 22.8 5_ 2 4 2 a

Germany GNP

DD

7.8 0.0

2.1

6.7

6.5

64
8

5.4 10.2 5 4 4_ 3
5.6 8.3 9 4 4 4

Italy GDP

DD

4.5 6.5

7.4

5.4

4.0

7_
74

4.3 6.1

0.6 6.9

7 a

7

7

9

7

84

United Kingdom GDP

DD

6.9 1.8

3.0

3.1

2.4

1 _
1

4.4 2.4

2.1 1.4

1

2

1

2

3_
2

2_
2_

Other Europe GDP 10.9 3.8 4.5 54 4.5 5.1 54 54 54

Japan GNP

DD

7.7 12.9

14.5

14.4

13.4

12 4 14-7 14.3 114
114 12.5 13.7 9 |

13_
14

9

84

TOTAL OECD GNP = DD 100.0 3.5 5.7 5 6.0 6.1 5 34 34

Of which :

OECD excl. U.S.A. GDP 49.0 4.6 6.4 6f 6.5 7.1 7 5_ 5

OECD Europe GDP 37.6 3.2 4.9 5 a 4.9 5.7 64 44 4

EEC GDP 22.5 3.5 5.7 7 5.3 6.9 84 4_ 4

GDP Gross Domestic Product.

GNP Gross National Product.

DD = Total Domestic Demand (including stock building).

(a)

(b)

Member countries' GDP lor 1967 converted into dollars at current rates of

exchange.
The half-yearly figures for the total OECD and the three sub-totals have been
adjusted for the distortions caused by fiscal measures in Germany at the end of
1967 and 1968 and by the French strikes.
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adjustments, but in April industrial production showed
a further sharp rise. In Germany, anticipation of
the export tax, announced in November, was partly
responsible for the spurt in production at the end
of the year and for the pause early this year. In
France, by the spring capacity utilisation was reaching
a level only surpassed in the 1956 boom. In the
United Kingdom, production was rising sharply last
year but levelled out in the early months of this year,
following tax increases in November and reflecting
also disappointing exports in the early months of this
year. In the United States production has risen con¬
tinuously by May it was 3 per cent higher than it
had been six months earlier. Production has also risen

rapidly in Canada, with strong consumer and invest¬
ment demand.

Prospects to Mid-1970

Demand pressures have weakened a little in the
United States in recent months, but the full impact

of cost increases has begun to be felt on prices. An
important part of the presistent strength of demand

in addition to consumer spending has been the
unexpected strength of business fixed investement.
The recent increase in it does not seem to be justified
by current levels of plant capacity utilisation and it
is difficult to say how far it may have been provoked
by expectations of higher investment costs or by
firms taking a longer-term view of demand prospects
and possible wage cost developments.

The authorities have responded to the continued
buoyancy of demand with an increasingly stringent
monetary policy. With the raising of the prime rate
to 8i per cent in June, interest rates generally reached
record levels. Proposals have also been tabled for
fiscal policy. The proposals include the repeal of the
investment tax credit and the extension of the sur¬

charge on personal and corporate income taxes, at an
unchanged rate in the rest of this year and at reduced
rates in the first half of next year. These policies seem
likely to secure a further progressive slowdown in the
second half of this year. The annual rate of growth
between the second and fourth quarters of this year
might be around 2 per cent or possibly less, the
rate might be little more early next year. By mid- 1 970
a significant margin of unutilised capacity would then
have appeared; unemployment might be 44 per cent
and the rate of rise of the price level distinctly less
than at present. But the range of uncertainty is
clearly wide.

The slow response of the economy so far to restric¬
tive action raises the question of whether demand
might not continue to exceed forecasts with little or
no reduction in inflationary pressures, for instance,
because of a resilience of business investment, a subs¬

tantial decline in the savings ratio (which is still rather
high by historial standards) or serious slippage in the
restraints on public expenditure. Equally, there could

be a more abrupt adjustment than at present envisaged,
with, for instance, involuntary stock accumulation
followed by a sharp reversal, a rise of the savings ratio
and a larger downward revision of investment plans in
response to unfulfilled sales expectations.

Such developments could result in a standstill or
even some decline in real GNP during one or two
quarters. In these circumstances, there would be a
faster rise in unemployment, with all its social costs
but, given the policy weapons at the disposal of the
authorities, the strong underlying demand for housing
and the backlog of social programmes, there would
seem little risk of a cumulative recession developing.

In the United Kingdom and in France the object¬
ives of demand management policies to make room
for improvement of the external current account
are clear. Developments into 1970 will depend on
the determination with which appropriate policies
are pursued. In both countries, a restrictive fiscal
policy is being followed and both are relying heavily
on monetary policy to control demand. In both
countries domestic demand is potentially strong and
restraint is also needed because of the cost-price
situation and its possible impact on wage develop¬
ments and consumers' attitudes. In 1 968 each country

experienced unusual cost increases the consequences
of devaluation in the United Kingdom and of the
Grenelle agreements in France. In addition, fiscal
measures produced substantial increases in consumers'
prices. It is important to prevent the emergence of
a price-wage spiral and to break inflationary expecta¬
tions which might result in a decrease in savings. In
France, in particular, improvement of the external
current account is likely to depend heavily on the
avoidance of new speculative pressures and inflationary
price and wage developments.

There are, however, considerable differences be¬

tween the two countries. In the United Kingdom,
demand pressures eased significantly in the first quarter
of 1 969 under the combined impact of a fall in
personal consumption following tax increases last
November and a pause in the growth of both exports
and private investment. The check to the growth
of output is not likely to be prolonged. Export
prospects seem quite good, and fixed investment is
exoected to rise though the latest survey of
business intentions suggests it will not be as powerful
as expected earlier (perhaps lessening the short-run
risk of overloading in the engineering industries)
and the trend of consumer demand is upward, though
restrained by fiscal and monetary policies. During
the coming year output could rise by a little under
three per cent, with a smaller increase in domestic
demand and a shift of resources to the balance of

payments. But even if the authorities' present aim
for the balance of payments were achieved, this would
still fall short of the rate of surplus needed, given
the volume of debt outstanding.

In France the savings ratio appears to have fallen
further in the early months of 1969. Private invest-
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ment and exports are buoyant and demand pressures
have risen as evidenced by the highest ratio of
vacancies to unemployment since 1964 and extremely
strong demand for imports. Though there has been
a temporary lull in nation-wide negotiated wage
increases, actual earnings have continued to rise rapidly
in response to the tensions on the labour market.
Prospects are hard to appraise, given present un¬
certainties (the new Government's economic policy

was known only in broad terms at the time of writing).
The need to restore confidence implies restrictive
demand management policies. On this basis, output
might be rising at a rate of, say, 3-4 per cent during
the coming year, with some easing of demand press¬
ures. Private investment and exports could be main
expansionary factors, with consumer demand rising
perhaps in line with output. Some relief of pressure
could come from stockbuilding: it has recently been
at a high rate and could become more moderate.

The German economy had entered 1 968 with a
fairly sizeable margin of unused resources. Un¬
employment was 2 per cent, of which about half
constituted hard-core unemployment, and there was
a " labour reserve " of slightly more than one per
cent. In addition, the fall in the number of

foreign workers from the 1966 peak was equivalent
to somewhat more than one per cent of the labour
force. GNP rose by nearly 8 per cent during 1968.
a faster recovery than had seemed likely, so that by
the spring of this year the gap was almost absorbed.
Unemployment fell below one per cent, all the foreign
labour lost earlier returned to Germany, and perhaps
one half of the domestic " labour reserve " was re¬

employed. Current requests for more foreign workers
are very high and some further increase in their
numbers is likely; but neither this, nor the fractional
rise in the domestic labour force expected from now
onwards, can provide more than marginal alleviation
of the labour bottleneck. Vacancies number nearly
800,000, seasonally adjusted, an all-time record.

From now on, the growth of real output is bound
to start slowing down, perhaps rather sharply, to the
rate of increase of productive capacity (say 4 per
cent a year). But nominal domestic demand seems
likely to go on rising at a rate of 8 per cent or more,
with very buoyant private demand both for invest¬
ment and consumption. In these circumstances,
imports will probably continue to rise fast and
lengthening delivery dates may in time begin to check
the growth of exports. Pressure on domestic prices
is likely to increase. Despite the high pressure on
resources, the external surplus (on goods and services)
in the first half of 1970 could still be equivalent to
about 2 per cent of GNP, well above the objective
set for 1973 of a surplus equivalent to 1_ per cent
of GNP at much lower demand pressures. In roughly
similar cyclical circumstances in the first half of 1965,
the external surplus was virtually nil. These prospects
point to a dilemma for economis policy: the domestic
situation calls for measures of restraint, but fiscal or

monetary measures would delay the adjustment of the
external balance.

Problems of demand management seem less in
the other major countries. In Italy the recovery of
domestic demand continues, supported by good export
markets in Germany and France as well as in most
other European countries. The measures already
taken or under discussion, especially pension and pay
increases, are likely to help ensure a fairly fast growth
of consumption. The recovery of private productive
investment would be encouraged not only by higher
demand but also by better confidence; government
action aimed at improving the availability of long-
term capital, partly by restraints on the capital out¬
flow, could prove important in this connection. Even
on conservative assumptions about private productive
investment, total domestic demand may increase by
about 9 per cent between the first halves of 1 969
and 1970, 2 per cent more than between the first
halves of 1968 and 1969. This should reduce Italy's
very large surplus on current account. But in the
first half of 1970 this may still be running at an
annual rate of around $ 2 billion.

Because of the impetus already received, the
expansion of domestic demand in Canada is likely to
decelerate less markedly than in the United States.
The growth of output may be around 4 per cent or
so during the coming year, with some rise in un¬
employment, but improvement in the cost/price
situation may be slow in coming.

The signs of weakening of the Japanese boom early
in 1969 have not been confirmed by later indicators.
Fairly rapid expansion a growth rate of 10 per
cent or more seems likely to continue, though
the pace may decelerate a little since export prospects
are weaker (the United States market on present
expectations will be increasing only slowly) and
the private investment boom may slow down. The
external position is very strong, a contrast from
previous boom periods which have been cut short
by balance of payments' difficulties.

In the Netherlands, the boom in the second half

of 1 968 reflected a rapid increase of both fixed invest¬
ment and exports, together with a bunching of pur¬
chases in anticipation of the change-over to TVA.
The growth of activity paused in the early months
of 1969 following the introduction of the TVA, but
pressure of demand remained uncomfortably high,
and output is likely to rise less this year than in
either of the last two years. In Belgium expansion
started somewhat later from a lower level of capacity
utilisation and appears to be somewhat less vigorous.
However, the risk of price tensions when TVA is
introduced at the beginning of next year suggests
caution in demand management. In Switzerland,
the revival of domestic demand in the course of 1968

followed the resumption of export growth. Sustained
expansion does not, so far, appear to have produced
any serious demand pressures, though price increases
have accelerated slightly. Unless the export boom
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persists, the development of total demand is unlikely
to exceed capacity in the months ahead. In Austria
the upturn started before mid- 1968, but followed
a very gradual path with some weakening in the
fourth quarter and renewed growth in recent months.
Unemployment has remained relatively high. Given
the slightly restrictive posture of the 1969 budget,
the upswing, particularly in business investment and
private consumption, is unlikely to lead to excessive
demand pressures.

In Sweden, the turnaround occurred only towards
the end of 1968; current prospects seem to be quite
buoyant, particularly for productive investment. The
labour market has reacted rapidly and by April
vacancies were above their 1965 peak. On the other
hand, unused capacity still exists in some industries
and the change to the TVA (at the same rates as the
general purchase tax) was carried out without serious
disturbances. On balance, some restraint in the

growth of domestic demand may be called for, parti¬
cularly if the export boom continues. In Norway,
the acceleration of domestic demand occurred only

in early 1969. By April, productive capacity was
almost fully utilised and slack in the labour market
had practically disappeared. But the upswing of
domestic investment, (excluding ships) is not expect¬
ed to be very strong. The introduction of TVA in
January 1970 may lead to anticipatory purchases in
the autumn, but this is not expected to necessitate
a change from present demand management policy.
After a very moderate rise during 1968, domestic
demand in Denmark accelerated strongly in the first
months of 1969, stimulated by a continued growth of
exports, easy credit and large wage increases. The
margin of unused capacity and unemployment dimin¬
ished rapidly. Large speculative outflows of funds,
and a prospect of over-heating towards the end of
the year, led the Government to adopt restrictive
measures in May. In Finland, there was a strong
increase of exports and a marked strengthening of
the current balance after devaluation, but for the

third consecutive year there was a rise of only 2 per
cent in GNP last year. By the end of the year un¬
employment amounted to 4 per cent of the labour
force. There was a sharp upturn in the beginning
of this year. Spare capacity is expected to be taken
up and some demand management problems may
arise by 1970. Much will depend on the current nego¬
tiations concerning incomes policy. In Spain, the
foreign balance ceased to provide a stimulus last
autumn, and slack in the economy has been reduced
only slowly. Prices have remained fairly stable. So
far the recovery in productive investment has been
hesitant but, with a rapid expansion of private and
public consumption, some signs of over-heating could
appear later this year.

In general, the momentum in the smaller indus¬
trial countries seems to be such that, even if they
experience a weakening of external demand, rapid
expansion should continue for some time. If high

demand pressures were to persist in several of the
larger European countries, severe strains on capacity
could develop in some of the smaller countries.

Rising Prices

The rise in the general price level in OECD
countries accelerated last year. The implied GNP
deflator the broadest measure of prices seems to
have risen by 34-31 per cent, the largest rise for a
decade. The year-to-year rise in 1969 may be even
larger, perhaps above 4 per cent, even if in some
countries upward pressures ease off gradually during
the year.

Much of the change in price performance in recent
years has been in the United States. In 1961-63
the rate of increase in the implied GNP deflator in
the United States had fallen to little over one per

cent a year. Since then it has accelerated sharply,
exceeding 3 per cent in 1967 and reaching nearly 4
per cent last year. The preliminary estimate for the
first two quarters of this year is a rise at an annual
rate of 44 per cent.

Over the last ten years or so, average rates of
increase in Europe have been distinctly higher than
in the United States perhaps 34 per cent for the
countries combined. During 1967 falling demand
pressures in Germany, Italy and France were accom¬
panied by easing pressure on prices.Other countries,
too, had below-average increases for various reasons
and in total the year saw a rather small rise in
European prices. Despite the United States accel¬
eration, the rate of price rise for OECD as a whole
dipped a little. The picture changed in 1968 for
several reasons, including widespread changes in tax
structures and in rates of indirect taxation, and the

wage crisis in France. It was the larger increase in

PRICE CHANGES IN 1969 AGAINST LONGER-RUN

TRENDS - PRICE DEFLATORS OF GNP

AT MARKET PRICES

Annual percentage changes

Average
1958-68

1958-1968

1967 1968

'*- Largest
, annual

1969

fore
(10 annual ._ cast

years) rise

United States 2.0 1.1 3.8 a) 3.1 3.8 44

Canada 2.6 0.7 4.6 3.6 3.6 H

United Kingdom 2.8 1.0 4.7 2.7 3.3 4

Germany 2.8 0.9 b) 4.3 0.9 2.1 3

Italy 3.6 -0.5 8.7 2.7 1.5 21L 2

France 3.9 2.1 6.1 3.0 5.0 6

Netherlands 4.2 1.7 7.5 4.1 4.0 64

Japan 4.3 2.5 6.0 4.5 4.1 44

Total OECD 2.7 2.0 c) 3.6 a) 3.1 3.6 41

(a) 1968 - (b) 1967 - (c) 1959.
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Europe, coinciding with the continued acceleration
in the United States, which made the increase for

OECD countries as a whole so large.

Price Prospects
The outlook for 1 969 as a whole is for an even

larger rise in the general price level in the OECD
area than there was last year but in some countries
there could be a considerable easing from now on of
the varied pressures that have been causing specially
large increases. In the United States, the implied
deflator in the first quarter was already so high that
a year-to-year rise larger than in 1968 seems almost
certain, even if the rate decelerates from now on: but

by mid- 1970 the rate of increase could be much less

if pressures in the economy have subsided as now
intended. In the United Kingdom and France recent
developments, including tax increases, also suggest
rather large year-to-year increases. But from now
on the rate of increase in both countries is likely to
be less provided wage increases are not excessive. In
the Netherlands, the change-over to TVA at the beginn¬

ing of the year led to a price explosion, which policy
is now directed to combatting. Some countries
however, face the probability of accelerating increases.
In Germany high demand pressures are causing prices
to rise faster, and in Italy the exceptionally low increases
of the last year or two well not continue. In Belgium,
the change-over to TVA is due at the beginning of
next year and this may mean an exceptional price
increase.

Export Prices

For OECD countries as a whole, "export prices"
have risen far less than the general internal price
level. One reason is that devaluations have been

more important than revaluations over this period.
But there has been a widespread tendency for export
prices, measured in national currencies, to rise less
than domestic prices in general. This has been most
marked for Japan and Italy. At the other end of
the range, for U.S., U.K. and Germany, export prices
have risen by not much less than the deflator.

The large rise last year in domestic prices in
OECD countries would, in the ordinary way, have
led to a rise in combined export prices. The main
reasons why the index fell between 1967 and 1968
seem to be the devaluation of sterling and some other
currencies late in 1967 (which had some effect on

international commodity prices in dollar terms, as
well as reducing the dollar export prices of the devalu¬
ing countries) and the changeover to TVA in Germany
at the beginning of 1968 (which meant complete
exemption of exports from tax instead of the partial
exemption under the old tax system).

The prospects for home prices this year suggest a
fairly steep rise in export prices for OECD countries
combined. In addition, U.K. export prices will show
a fairly big rise between the two years since most
exports early in 1968 were shipped at pre-devaluation
prices (which meant exceptionally low prices in dollar
terms at the new exchange rate). German border
tax measures of November 1 968 have been reflected

in the rise of 2_-3 per cent in the German base-weight¬
ed price index for total exports in the first quarter
(though the average value index rose much less). U.S.
export prices also seem likely to rise since the evid¬
ence of the past is that U.S. export prices of manu¬
factures have kept broadly in line with changes in
home costs, while commodity prices are likely to be
fairly strong. Altogether, a rise of two or even three
points in the combined OECD export price index
is possible.
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TRADE AND PAYMENT

PROSPECTS
Trade of OECD countries has been growing very

rapidly since late in 1967, in response to the acceler¬
ation of demand and output. OECD imports rose
by nearly 13 per cent last year adjusted for the main
special factors, and a strong underlying rise has pro¬
bably persisted this year, though masked by temporary
disturbances. For 1969 as a whole, OECD imports

could rise by about 12-13 per cent but this partly
reflects the high level already reached at the beginning
of the year. A slowing down now seems likely and
the increase between the first halves of 1969 and 1970

might be only about 9 per cent. A slower growth of
United States imports as the economy cools off seems
unlikely to be offset fully elsewhere.

The fast acceleration of United States demand last

year worsened the trade balance of North America
relative to other OECD countries. This year the
pattern should begin to move the other way, but large
imbalances seem likely still in 1970. Speculative
elements seem to have been affecting trade in recent
months whether in fear of parity changes or of admin¬
istrative restrictions.

The large rise in OECD imports from non-OECD
countries last year was followed by a rise in OECD
exports to them with less time-lag than has been

typical in the past. The timing of future changes is
uncertain because some non-OECD countries are

probably less immediately dependent in the short run
on export earnings than they used to be. Primary
producers' reserves rose by some $ 2 billion between
end-1965 and end-1967 and by a further $ 2 billion
in 1968. Some slowdown is nonetheless expected
for OECD exports to non-OECD countries, should
imports from them begin to decelerate. The prob¬
ability is that the rise in total OECD exports between
1968 and 1969 will be about as fast as the rise in total

OECD imports and that both will be rising more
slowly from now on.

The forecast for the underlying rise in total OECD
imports between 1968 and 1969 is distinctly larger
than the forecast of 74 per cent made in OECD
Economic Outlook No 4. Demand in the United

States has been stronger and more resistant to fiscal
and credit action than expected and its strength in
France and Germany at the turn of the year was also
underestimated. The forecast for 1969 includes a

substantial deceleration (to a rise of only about 6 per
cent) in the trend of imports by the United States.
This allows for a further sharp increase in special
automotive imports from Canada, and is related to

FOREIGN TRADE OF THE OECD AREA (a)

Values, per cent changes, seasonally adjusted
annual rates - Estimates and forecasts

1968 From previous year From previous half -year 1970

$ 1967 1968 1969 1968 1968 1969 1969

billion (_) 1st half 2nd half 1st half 2nd half 1st half

TOTAL (c)
Imports 164.4 5.4 12.7 124 13.8 14.5 134 94 84
Exports 158.7 5.7 12.2 121 14.9 15.8 13 4 94 84

INTRA-OECD

Exports 111.0 6.1 13.7 14 16.9 15.6 154 10_ 94
EXTRA-OECD

Imports 48.6 3.6 10.4 9 8.6 13.0 81 64 5

Exports 45.7 5.1 8.7 94 14.1 13.8 94 74 5

Memorandum Item

Recorded figures (d)
TOTAL (c)

Imports * . 5.4 13.0 12 12.6 18.6 104 104 84
Exports o e 5.6 12.9 12 14.7 19.5 94 104 84

(a) Adjusted for statistical discrepancy in the recording of intra- OECD trade, for
the effects of the U.K. dock strike in 1967 and of the French strikes in 1968, and

for the estimated shift between 1968 and 1969 of U.S. imports and exports
affected by the dock strike and of German imports and exports affected by
speculation and the export tax.

(b) Recorded figures.
(c) including trade with unspecified originsjdestinations.
(d) Adjusted for statistical discrepancy in the recording of intra- OECD trade, as in

footnote (a).
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the expected slowing down of the growth of output
with a progressive reduction of cost and price pres¬
sures. Slow growth in imports is also projected for
the United Kingdom. Imports into EEC countries
and Canada are, however, likely to show large rises.
For EEC countries taken together the year on year
increase will probably be very substantial (perhaps 18
per cent); by the early months of this year imports
had already shown a large increase and from now on
growth is likely to be much less rapid, under 10 per
cent between the first halves of 1969 and 1970. The

trend of imports is expected to be strongest in Ger¬
many and Italy. French imports over the last year
have risen rapidly but if demand pressures now ease,
imports would rise little from now on. Japanese
imports, after stagnating in the first half of 1968,
rose fast in the second. Although they levelled off
again in the first five months of this year, a renewed
rise seems likely, with growth continuing in the first
half of 1970.

Exports from the United Kingdom were clearly
responding to devaluation in the second half of 1968
though the response was perhaps slower than had been
hoped. A rise of 9 or 10 per cent in value this year
is forecast, which implies a sharp rise in the rest of
this year. For the United States a rise of some 9 or
10 per cent might normally have been expected in
relation to the likely growth of markets this year but,
partly because of the once for all loss caused by the
dock strike a smaller increase, perhaps 5 or 6 per
cent seems likely. For Germany, a rise of 12 per cent
seems possible: the effect of the border tax changes
in raising export unit values is assumed not to be
entirely offset by volume losses in 1969. (By 1970
some net reduction may, however, be apparent).
French exports were reduced last year by the strikes
and this affects the year to year rise, which has been
put at 17 to 18 per cent. Japanese exports in the
first five months of this year were already 174 per
cent above their average in 1968. A year to year
rise of 20 per cent seems possible. This is heavily
influenced by the pattern assumed for the United
States market and also by the assumed deceleration of
imports by non-OECD countries.

Prospectsfor Current Balances

There may be a fairly general but rather slow move
by the first half of 1970 towards trade balances that
are more appropriate from the point of view of general
equilibrium. Balances on invisible account seem likely
also to move in an equilibrating way.

The large capital movements of recent years have
been having a fairly marked effect on invisible flows.
By swelling the interest payments of the major capital
importers, (the reserve currency countries), they have
tended to offset to some extent the latters' trend towards

improvement. Despite the unfavourable influence of
rising interest rates, some further improvement in net
invisibles earnings in 1969 is foreseen for the reserve

CURRENT BALANCES, 1967 TO 1970,

AND LONGER-RUN TRENDS - ESTIMATES

AND FORECASTS

billion dollars

United Kingdom
United States

RESERVE CURRENCY

COUNTRIES

France (b)
Germany
Italy
Belgium-Luxembourg
Netherlands

Average

1960-

1963

1964-

1967

1967 1968 1969 1970 (a)
1st half

2.70

0.63

3.75 2.18

-1.09 0.60

1.00

2.67

0.80

0.41

0.10

0.04

0.20

3.12

0.27

0.24

1.64

0.06

-0.10

1.13

0.24

2.46

1.60

0.20

-0.08

0

-0.30

2.88

2.64

0.02

0.06

0.60

1.60

2.80

1.60

0

1.60

2.00

-0.10 -0.20

0.15 0.10

TOTAL EEC .55 2.11 4.42 5.30 3.85 3.50

Canada -0.86 -0.75 -0.50 -0.15 -0.80 -1.00

Japan -0.42 0.38 -0.19 1.05 2.40 2.50

Other OECD North -0.53 -0.74 -0.52 -0.05 0.15 -0.40

Other OECD South -0.20 -0.68 -0.58 -0.49 -0.80 -0.80

TOTAL OECD 2.22 3.44 3.77 4.30 4.80 5.40

Adjustments (c) 0 0.2 -0.1 -0.5 -0.8 -0.9

OECD CURRENT

BALANCE WITH REST

OF WORLD 2.2 3.6 3.7 3.8 4.0 4.5

(a) Seasonally adjusted, annual rates.
(b) Transactions with non-franc countries.
(c) For inconsistencies in recording of intra- OECD transactions.

currency countries for the United States because
favourable trends in most items are not offset by any
deterioration on the military account; and for the
United Kingdom because of savings on defence expen¬
diture and because of lower costs associated with

the Suez Canal closure. The counterpart is to be
found in worse prospects for Canada, Japan and the
EEC countries. The German balance is likely to
record the largest deterioration. France, on the other
hand, may well improve on last year's estimated deficit.
Growing imports and rising incomes may lead to a
small fall in the Italian invisible surplus for the third
year running. A structural change may well be taking
place at present in Italy's invisibles balance: though
some items are still buoyant, notably emigrants' remit¬
tances and lately, investment income, the tourist sur¬
plus has remained about the same since 1965 and the
freight and miscellaneous services accounts have deter¬
iorated rapidly.

Prospects for current account balances of the reserve
currency countries are particularly uncertain, as regards
both domestic developments and the effects of a change
in domestic demand conditions on the trade balance.

The United Kingdom might show an improvement
this year on current account of the order of $ 1 billion
from the very disappointing 1968 results. Little
improvement is expected for the United States this
year, partly because the trade balance has been un-
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favourably affected this year to the extent of perhaps
$ 300 million by an unusually long dock strike. Both
countries may show current balances in approximate
equilibrium for the year as a whole, and move towards
surpluses in the second half of this year.

The EEC countries' current surplus, which increas¬
ed by nearly $ 1 billion to about $ 54 billion in 1968,
may fall back to some $ 3 J billion in 1969 and show
a further decline in the first half of 1970. Most of

the fall would reflect strong demand pressures in
Germany. The Canadian current deficit was un¬
usually low in 1968, largely as a result of booming
demand in the United States. It is now expected to
rise gradually through the first half of next year.
The Japanese current surplus is expected to double
in 1 969 to a figure above $ 2 billion and may remain
at approximately that level in the first half of 1970,
despite slower growth from now on in the American
and non-OECD markets and sustained high demand
at home. In 1968 most of the smaller industrialised

countries (and particularly Norway and Switzerland)
shared in the export boom and improved their current
balances. This improvement has continued into the
first half of 1969. Renewed rapid expansion in
Mediterranean countries may, on the other hand, lead
to some deterioration in their current balance, despite
the very rapid growth of exports expected for some
of them.

The total current surplus of the OECD area with
the rest of the world is expected to remain very high
through 1969 and may rise further in the first half of
next year. It is doubtful, however, whether so high
a level could be sustained for long, given present trends
in official aid to less-developed countries.

Problems ofBalance ofPayments
Adjustment

The position forecast for twelve months hence would
represent only very limited progress towards a more
viable structure of international payments. This can
be illustrated by comparing the forecast positions with
the kind of current account aims which countries seem

to be seeking to achieve. The broad lines of a set of
"interim aims" were suggested in Economic Outlook
No 3 a year ago. The figures shown in the table
are based on general statements made from time to
time by national authorities about individual countries'
aims or intentions. But since general statements are
often not quantitative, the suggested figures for several
countries cannot be regarded as precise.

In assessing the significance of the discrepancies
between the forecasts and the suggested medium term
aims a judgment has to be made as to whether
cyclical conditions in the first half of next year should
be regarded as favourable or unfavourable to the
country concerned. The biggest discrepancy in abso¬
lute terms though not in relation to GNP is for
the United States; this despite the fact that if the

internal adjustment goes according to plan relative
demand pressures by the middle of next year should
be somewhat more than normally favourable to the
United States. It seems likely, however, that there
will be continuing benefits to the payments position,
with some further improvement in the current balance
in the second half of next year although it will
probably still fall short of the suggested aim unless
the check to domestic demand turns out to be sharper
and more prolonged than at present envisaged. A
substantial discrepancy is also forecast for the United
Kingdom. Relative to conditions in the United King¬
dom's major export markets, the cyclical position in the
first half of next year would seem to be neither parti¬
cularly favourable nor unfavourable. The further
benefits still to come through from devaluation,
however, are an uncertainty in the trade forecast. The
target for the United Kingdom has been largely deter¬
mined by the need to repay debt.

If the trade forecasts for France are fulfilled, the

current balance might not be very far from the
medium-term aim in the first half of next year. This
forecast is based on the assumptions that confidence is
improved and that the rise in domestic demand is
kept somewhat below the growth of capacity over
the next twelve months. It also reflects the cyclically
strong demand expected from the important French
export markets in Germany and Italy and a number
of other neighbouring countries. Japan has been
benefiting from excess demand in the United States
which should be eliminated by the middle of next
year. The large current surplus nevertheless forecast
could mark the emergence of a longer run trend. For
Germany demand conditions in the first half of next
year seem likely to produce a below-normal current
surplus, with inflationary pressures emerging at home
against somewhat slacker conditions in important
markets abroad. For Italy, on the other hand, con¬
ditions may still be cyclically favourable, and a con¬
tinuation of sustained domestic expansion should bring
the surplus down further in the second half of next
year and into 1971 .

(continued on page 30)

CURRENT ACCOUNT FORECASTS AND

" MEDIUM TERM AIMS " - ESTIMATES

AND FORECASTS

I billion

1970 Me Discre

Average First half dium pancy as per cent
1960- 1968 (annual Term of 1968

1967 rate) Aims exports

United States -0.28 1.0 3.5 -2.5 7

United Kingdom -0.33 -1.09 0.6 1.5 -0.9 6

France (a) 0.53 -0.30 0 0.5 -0.5 4

Canada -0.80 -0.15 -1.0 -0.8 -0.2 2

Japan -0.02 1.05 2.5 1.0 1.5 12

Germany 0.33 2.88 1.6 0.5 1.1 4

Italy 0.87 2.64 2.0 0.5 1.5 15

(a) Transactions with non-franc countries.
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The last few years have witnessed extremely large
changes in net capital movements, which, at least
until recently, have tended to offset and, in some
cases, more than offset changes on current account.
Last year and in the first quarter of this year, the
United States was running a current account deficit
for the first time this decade, but at the same time

recorded its first significant overall surplus on official
transactions in the 1960's.

It may, therefore, be open to question how much
it matters if a country fails to achieve a preconceived
structure of its balance of payments, particularly since
both current ana capital transactions are extremely
difficult to forecast with any precision. The autho¬
rities' first concern may simply be to achieve a sus¬
tainable overall position on official settlements over
a period of years. A country running an unexpectedly
large current surplus may prefer to adapt its policies
so as to stimulate a correspondingly larger capital
outflow, rather than take the steps necessary to achieve
its desired balance of payments structure; and, simil¬
arly, in reverse for a country with an unexpectedly
weak current account position. Such a solution will
be sustainable unless and until speculative forces build
up often in a rather fickle way because public
opinion at home or abroad becomes convinced that
the new configuration is inappropriate and, therefore,
unlikely to last indefinitely. As they build up,
speculative forces tend to slow down or reverse the
equilibrating capital movements which normally take
place between countries in different cyclical positions,
and ultimately to distort current transactions as well.

Over a period of time questions of the desirability
as well as the sustainability of the structure of the
balance of payments become increasingly relevant.
On general economic grounds individual countries may
feel it appropriate to draw on foreign savings to finance
domestic investment with high rates of real return;
or, conversely, to take advantage of high rates of
return on investment abroad. Such considerations

may be qualified, however, on more narrowly nation¬
alistic grounds: for example, by a view that large
foreign debts and/or control over domestic production
facilities involve an unacceptable infringement of
national sovereignty; or, conversely, that beyond a
certain point the export of domestic savings is un¬
desirable on national welfare grounds.

At the international level, a further consideration is

the accepted need to promote an adequate transfer of
real resources to the developing countries as embodied
in the 1968 UNCTAD resolution to devote to aid

flows the equivalent of 1 per cent of GNP. While
in the short and medium run there may be a rather
wide range of current account positions which are
compatible with a sustainable overall position, over
the somewhat longer run it becomes increasingly desir¬
able and necessary to achieve balance of payments
structures which can be regarded as appropriate on
national and international grounds.

The question arises, therefore, whether the slow

progress that appears likely to be achieved in reducing
imbalances over the next twelve months despite the
improvement expected in respect of relative demand
pressures can be accepted as satisfactory. The
risks involved in unduly slow adjustment are of various
kinds. First, deficit countries have to adopt undesir¬
ably restrictive demand management, generating
widespread deflationary tendencies. Looking at the
present situation and prospects this does not seem to
be a very immediate danger perhaps the main
reason being the strong political resistance that has
grown up in almost all countries to the idea of
deliberately running an economy significantly below
its full employment potential. Given this, there is
the converse risk that failure to adjust may in certain
circumstances push surplus countries into indesirably
inflationary situations. More generally, the uncertain¬
ties generated by the persistence of extreme imbalances
has probably been contributing to inflationary expec¬
tations in quite a number of countries. Third, there
is the danger of increasing recourse to direct controls
on international transactions. This has already been
apparent over the last two or three years.

Other Features

The issue also includes two sections analysing
international capital movements and developments in
international liquidity. There is also a special feature
on Finland, new Member of OECD.
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DEVELOPMENT OF SECONDARY

EDUCATION - NEW CHALLENGE

TO POLICY MAKERS
The OECD, under the programme of its Committee for Scientific and Technical Personnel, has recently
published a major report on the Development of Secondary Education, the policy implications of which
were discussed by the European Ministers of Education at their Fifth Conference, held in Versailles on 20th-
22nd May 1969. In the article below, George Papadopoulos, Head of the Educational Investment and
Development Division in the OECD Directorate of Scientific Affairs, takes up some of the main themes in
this report and the discussions that have taken place around them.

The secondary education revolution

The concern created by recent student unrest, and the

debate which has been going on around this subject,
have understandably focussed public attention on the
problem of the university and of third-level education in
general. In the heat generated by the dramatic confronta¬
tion between student dissatisfaction and aspirations, on
the one hand, and the established power and organisation
structure on the other, people have tended to lose sight of
the fact that behind this "rebellion", and to a large extent
conditioning it, lie the realities of a more profound, though
perhaps less perceptible, "revolution" which, over the past

generation or so, has been transforming education at the
level immediately below, i.e. that of the secondary school.

The pressure of numbers

The evidence shows that all OECD countries have, over
the past 1 0-1 5 years, been moving, inexorably, into a situa¬
tion of mass education at the secondary level. The increase
in the number of pupils has in fact been the most spectacu¬
lar aspect of this revolution. In the OECD area alone there

were in 1969 17 million pupils more in the secondary
schools than in 1955. In relative terms this means an

increase of 40 per cent in enrolments.

Much of this increase was of course due to sheer
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demographic factors as the impact of the post-war
"baby boom" began to make itself felt on the secondary
schools in the second half of the 1 950's. Equally signifi¬
cant, however and in several countries predominantly
so for this rapid growth of pupil numbers has been the
phenomenon of increased participation i.e. an increase of
the percentage of youngsters of secondary school-age
actually enrolled in secondary education. The main
reason for this has no doubt been a strong social demand
for education. The remarkable fact is that it proved

possible to satisfy this additional demand to such an
extent in a period during which demographic pressures
alone were straining the capacity of Member countries
to create sufficient new places to accommodate the
"baby boom" candidates. This in itself is a tribute to
the strength and persistence of social pressures in educa¬
tion, which on the whole took the educational authorities

by surprise, and the best testimony for which is provided
by the consistent surpassing of official forecasts by actual
enrolments which can be observed in a great number
of OECD countries.

Full enrolment of all children up to 14 years of age has
now been attained in the great majority of Member coun¬
tries; enrolments for the age-group 15-19 still vary be¬
tween 40 and 80 per cent in different countries, but it is
expected that by 1975, apart from a few special cases, a
70 per cent enrolment ratio for this age-group will be a
reality in the OECD countries.

The increase in absolute enrolments has affected all

sections and classes of the population. Regional, social
and sex disparities have in many though by no means in
all cases been reduced. The significant fact, however,
is that this reduction in disparities has not been at all
proportionate to the increases in pupil numbers or in overall
participation. Those social groups and regions which
traditionally profited most from educational opportunities
and facilities have by and large maintained their privileged
position. Moreover, even where disparities seem at
first sight to have been significantly reduced, more subtle
inequalities have often appeared : children from under¬
privileged groups have been enrolled in types of schools or
curricula such as modern language streams, or short

general secondary programmes, or, above all, commercial
and technical programmes which traditionally carry less
prestige and provide no or at best limited access to higher
education. Such children, if they fail an examination

tend to give up and leave school much more easily than
their counterparts from the more privilieged groups. Even
where full enrolment of the age-group may have been
realised, schools in the "better" neighbourhoods tend
to increase their standing and prestige, attracting the
better teachers and thus re-introducing a new type of
qualitative differentiation to replace the gross inequalities
of the past. Another aspect of this problem is the trend
observed in certain countries towards the growth of

private schools to cater for the education of the children
from the more affluent groups of society who consider the
standards of a public sector of mass education as falling
short of their own standards and expectations.

Increased participation does not seem to be reflected,
statistically, in a deterioration of the retention rate of
secondary schools, but this of course does mean the abso¬
lute numbers of repeaters, drop-outs, early leavers and fail¬
ures have grown in proportion to the expansion of num¬
bers. Moreover, a very high proportion of school leavers
are in fact pupils transferring to other parallel types of

schooling, predominantly downwards, i.e. from the more
selective and university-preparatory to the more vocationally-
oriented secondary school programmes. This in itself is
a strong argument for the introduction of more comprehen¬
sive junior secondary schools, in which gradual differen¬
tiation in parallel streams replaces definitive entrance
selctive procedures.

In addition, grade-repetition, which is a common
phenomenon in many school systems, poses serious prob¬
lems for those pupils who, thus delayed by a year or two,
come to the end of the compulsory schooling period

"over-aged" and without having been able to complete
any terminal school course or programme. It is these
pupils who remain unemployed, and perhaps unem¬
ployable, and thereby create a serious social problem which
cannot be solved by the school system alone; hence the
need of forging a closer link between school education
and training programmes outside, particularly in industry.

Structural repercussions and trends

Important changes in the structure and programme of
secondary education have gone hand in hand with the
onset of mass secondary education. The necessity for these

changes derives fundamentally from the objective of
offering equal educational opportunities to this new and
variegated clientele which did not arise in the same way
under the more elitist system of the past, catering for more
or less homogeneously privileged groups. These changes
have mostly affected the articulation of the various levels
and branches of secondary education and the criteria for
the selection-asssesment-orientation process which deter¬
mines the flow of pupils through the system. They have
to be seen in the context of a growing disillusionment

with the original concept that the introduction of new
structures of secondary education in the post-war period
would provide the panacea for educational inequality.
This optimism has in fact been tempered by the realisation
that educational inequality is not merely an attribute of
school structures but is deeply rooted in school curricula
and methods, in their admission and evaluation processes,
in the attitude of teachers and in the motivations and expec¬

tations of parents and pupils. A host of out-of-school
factors combine with strictly educational ones to provide
obstacles to the pursuit of equality of educational oppor¬
tunity.

The general trend is one of delaying the selection process
as late as possible and of ensuring that decisions concer¬
ning pupils' ultimate choices are not irreversible. Thus
for the lower secondary cycle, the prevailing pattern
which has evolved is either one of common curricula in a

system of multiplicity of school types but with built-in
transfer possibilités between these various types; or
a comprehensive school structure in which pupils of all
abilities follow courses in the same school.

Change has been slower at the upper secondary level,
though the need to widen transfer facilities towards more
comprehensive structures in the interests of more equal
educational opportunity can be clearly detected in a
few countries. The pressure of numbers has not, however,
fully reached this level yet, and changes are further con¬
strained by the demands which are made at this level in the
principal outlet for higher education recruits. These
needs are in general still met by separate types of school¬
ing parallel to those which cater for pupils who will enter
the labour market directly from school. A further limi-
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TOTAL ENROLMENTS IN GENERAL AND TECHNICAL-VOCATIONAL

SECONDARY EDUCATION 1950-1965

Absolute numbers and growth indices ( 1955= 100)

Actual

numbers

Austria 	

General . .

Technical

1951/52

65,569

110,456

Index

78

58

Actual

numbers

1955/56

84,582

189,070

Index

100

100

Actual

numbers

1960/61

88,922

177,590

Index

105

94

Actual

numbers

1965/66

92,158

189,393

Index

117

100

Belgium	1952/53

General	 1 39,339
Technical	 1 27,777

Germany	 1950

General	 892,874 "
Technical	1 ,787,402

Greece 	

General . .

Technical

Ireland	1950/51

General	 73,225
Technical	

Finland 	

General . .

Technical

Italy 	

General ..

Technical

Netherlands . .

General . .

Technical

1950

140,455

31,394

1951/52

159,543

171,114

1950

236,034

330,378

Norway	1951 152

General	 38,31 9
Technical	 46,452

91

93

85

77

74

84

61

74

82

78

.90

1955/56

153,008

137,013

1956

28 2 3,243,455

74 2,424,882

Portugal	1950/51

General	 48,485 70
Technical	, 35,423 72

1955/56

209,802

1955/56

85,949
886

1955

181,919

42,318

1955/56

188,922

281,312

1955

316,880

400,881

1955/56

49,102

51,544

1955/56

68,873

49,439

100

100

100

100

100

100

100

100

100

100

100

100

100

100

100

100

100

Spain	1950/51 1955/56

General	 222,529 66 337,71 6 1 00
Technical	 1 43,1 08 1 02 1 39,91 6 1 00

1960/61

241,479

214,579

1959

3,261,771

1,984,468

1960/61

273,390

54,389

1960/61

109,721

1,476

1960

281,462

59,977

1960/61

209,365

416,448

1960

480,298

542,120

1960/61

92,470

50,950

1960/61

111,821

101,000

1960/61

496,291

174,932

158

157

101

82

130

128

167

155

142

111

148

152

135

188

99

162

204

1964/65

277,152

293,471

1965

3,612,716

1,959,037

1963/64

313,574

63,631

1965/66

141,440

4,388

1965

342,202

81,522

1964/65

265,916

676,671

1964

517,234

576,457

1965/66

106,918

72,816

1964/65

135,000

147,500

147

125

1964/65

828,975

234,465

181

214

111

81

149

165

495

188

193

141

241

163

144

218

141

196

298

245

168

Sweden	1952/53

General	 1 54,537
Technical	 1 4,286

United Kingdom (England and Wales)

General	

Technical	

85

74

1955/56

181,478

19,377

1955/56

1,762,629

87,366

100

100

100

100

1960/61

232,024

49,426

1960/61

2,310,760

101,913

128

255

131

117

1964/65

201,816

71,362

1964/65

2,366,624

88,501

111

368

134

101

General	

1950/51

90,400
53 300

54

73

1955/56

166,600

72,700

100

100

1960/61

366,800

96,300

220

132

1965/66

547,800

162,900

329

224Technical	

General	

1952/53

63 618 72

94

1955/56

83,311

152,909

100

100

1960/61

79,676

247,328

90

162

I
1965/66

1 84,400 L
400,400

209

262Technical	 144,485

1. Forecasts. 2. Figure for 1950 not comparable with those for later years.
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ting factor is to be sought in the as yet doubtful effective¬
ness of assessment-orientation programmes in lower
secondary schools, whereby transfers to upper secon¬
dary education are still as dependent upon parental choice
and school performance measured by traditional means as
any scientific system of assessment and guidance. This
is reinforced by the persisting social pre-eminence and
appeal of certain academic branches of upper-secondary
education as the appropriate avenue to higher education.

It is clear that no uniform solution will be applied to

secondary school structures in the OECD countries. It is
also clear that the protagonists of either of the two major
alternatives "comprehensive" or "parallel-flexible"
structures have as yet no valid basis to test the effecti¬
veness of their choice. It is to be hoped, nonetheless,

that the growing volume of empirical evidence coming out
of both systems will be scientifically evaluated so that the
unanimity which prevails in both camps as to the basic
principles and objectives of educational policy could
ultimately be translated into the most practical and viable
solution of the key problem of secondary school structures.

Implications for higher education
The relative increases in higher education in the period

1950-1965 have been bigger than in secondary educa¬
tion ; in most Member countries student numbers in higher

education have doubled ; in many the increase is threefold.
This has been largely due to the changes that have been
taking place in secondary education, based mainly on
increased voluntary enrolment until the end of compulsory
schooling. Considering that academic secondary educa¬
tion is still the experience of a minority of the age-group,
and also in view of the trend towards increasing higher

education eligibility for secondary school graduates from
technological and commercial branches, the potentiality
for further expansion is considerable. Thus the pressures
for changes in higher education will continue to mount,
not only because of the sheer numbers knocking at its
door but also because of the much more varied character

of this clientele in terms of secondary education expe¬
rience, of motivation and of aspirations. In short, the

higher education system as a whole must inevitably re¬
spond to the same type of social, economic and political
forces that have been at work in the re-shaping of secon¬

dary eucation.

Resource needs and constraints

It would be difficult to identify the specific contribution
of secondary education to the spectacular growth of edu¬
cational expenditures, which now head the list in public
budgets in most Member countries. It is clear, however,
that the strain on resources, in terms of finance, teachers,

school-buiding and equipment, is already being felt, and
will be even more so in the future as the upward push of

social demand for education grows, as economic growth

rates get stabilised and as the growth of educational expen¬
ditures as a proportion of public spending reaches a ceiling.
This will be all the more serious in view of the heavy invest¬

ments still needed to bring qualitative improvements in
education which have lagged behind in a period of close
preoccupation with accommodating the expansion in
numbers. It will thus become increasingly necessary for
policy makers to define their objectives and select their
priorities more carefully. They will also be led to inves¬
tigate alternative methods of planning education and to

develop improved techniques of managing the educational

system and process in the interest of greater efficiency in the
use of resources. In all these matters, the crucial issue is

to provide the scientific evidence on which such decisions
can be henceforth made rationally, and it is here that

research and development work in education come into
their own.

The challenge to policy

Behind everything that has been said above lies the
individual human whose full development must be the

central concern of all policy making in education. This is
what is implied in the concept of equal educational oppor¬
tunity, or the démocratisation objective in education, to
which all those responsible for educational policy sub¬
scribe and which has motivated many of the changes in

secondary education mentioned above. As people in
their development are unequal, according to their different
abilities, interests and aspirations, opportunities must also
be varied, not the least consideration being the contri¬

bution which such opportunities can make in redressing
the basic handicap of original inequality.

Recent experiments have shown that the quasi-
totality of children, whatever their background and initial
ability, are in fact capable of attaining the highest levels in
learning provided they are given the opportunity to go
about it in their individual ways. These are for the most
part children who are at present classified under the
category of the "low ability" group, as distinct from the
supposedly more ephemeral "socio-culturally disadvan¬
taged group", who themselves do not get their fair share of
secondary education. If these findings are true, then the
whole debate about school structures, teaching methods
and curricula will increasingly have to focus on finding
effective and economical ways of enhancing the indivi¬
dualisation of instruction in a manner compatible both with

the needs of each pupil and with the broader social and
pedagogical objectives and advantages of the school sys¬
tem. In this way, the debate assumes a new sense of
social urgency, and the dilemma of priorities, at least in
the long-term, need no longer arise. For, whatever the
costs, it is a significant section of future humanity that is
involved. Educational policy never had a more exciting
challenge ahead.

An even more formidable challenge confronts secondary

education at the present juncture of social development.
By and large, school education has so far failed in its major
task of preparing the individual for his role as an active
citizen, and therefore carries much of the responsibility for

the current unrest among the young. The secondary
school graduate finds himself converted, almost overnight,
from an irresponsible, adolescent "pupil" to an adult
university "student" or citizen. He finds himself abruptly
thrown into a new environment which demands of him a

higher level of individual and social responsibility, parti¬
cipation and adaptation for which he has not been ade¬
quately trained. He is thus left puzzled, uncertain and
insecure, an easy prey to his natural instincts to rebel
against authority.

These difficulties will continue, and perhaps will be

further aggravated, so long as the pursuit of individual
fulfilment, which is the ostensible objective of education,
is not reconciled with the broader objectives of society.

Secondary education has a key role to play in resolving
this conflict.
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REGIONAL

DEVELOPMENT

POLICY

IN BENELUX
Li/çe most OECD countries, the Benelux countries, in spite
of their small area (66,700 sq. fynj andpopulation (23.3 mil¬
lions), bave their problem regions and, in order to widen its
experience ofregional development, a IVorJ^ing Party of the
OECD Industry Committee has recently made a comparative
review ofthe principles and methods followed in each of the
three countries. The following article is based on the JVorking
Party's Report and statements by some of the Benelux
officials concerned.

Between 1969 and 2000 the

population of the Nether¬
lands will increase from

13 million to about 20 mil¬

lion. An urban environment must be

created in which these extra millions

can live and work.

The long history of industrialisation

in Belgium, dating from the time when

coal was a factor of major importance,

makes new life necessary in areas affect¬

ed by structural change.

Luxembourg, small as it is, is made

up of three regions each of which bears

a very close resemblance to one or more

regions in countries just across the
border; international co-operation is a

very live issue in the Grand Duchy.

The regional problems of the three
Benelux countries all spring from the

same source, namely the ever-growing

pace of structural change in the eco¬
nomy and its impact on trade and

employment. The general background
is the same everywhere. All three are
industrialised countries with a high

standard of living, wide open to inter¬
national trade and depending on other
countries both for their raw materials

and for their markets.

Structural changes in the economy

(marked by a sharp fall in traditional

types of employment, especially coal¬
mining), the modernisation of agri¬

culture, the emergence of new growth

industries such as petroleum chemicals

and the development of the tertiary

sector, create serious disparities be¬

tween regions. The three countries have

formulated regional development poli¬
cies for similar reasons : the desire

that every region should share in the

country's social and economic deve¬

lopment.

All Benelux countries have recog¬

nised that it is just as necessary to

develop infrastructure and public uti¬

lity services as to take direct measures

to encourage the installation of industry.

They attach paramount importance to

the training and resettlement of workers
and the consolidation of agricultural

land. The OECD Working Party,

however, noted the special features in

the way each country carries out its

policy.

Netherlands

The population density in the West
Netherlands is well above the national

average, reaching as much as 2,500 per

sq. km. in the Randstad, roughly the

Amsterdam - Utrecht - Rotterdam -

The Hague quadrilateral. The object,

therefore, is to encourage industrial
firms to locate their new factories in

regions where the economic activity

is less intense. The prospective popu¬

lation explosion makes it still more

necessary that autonomous industrial

development in the predominantly agri¬

cultural emigration regions in the
North and South should counterbalance

the growth of the West.

Up to 1959 regional policy was

mainly concerned with combating se¬

vere structural unemployment in a few

small regions. Since then there has

been a change and efforts are now
directed towards more extensive re¬

gions.

The regions to be stimulated are
selected on two main criteria; namely

an excess of emigrants over immigrants

of not less than 6 per cent, and an

expected unemployment rate for male

workers of not less than 3 per cent.

Within these regions measures are
concentrated on a certain number of

localities known as " development nu¬

clei ", which are designated by the
Minister of Economic Affairs in consul¬

tation with the Provincial authorities,

normally for a limited period. Forty-

seven nuclei have been designated,

of which 20 are " primary ", designed

to play a propulsive role in the econo¬
mic and social development of the

whole region.

The industrialist who wishes to set up

in one of these " development nuclei "
has a choice of two forms of assistance.

The first, a building grant calculated on

the area of the new industrial premises.

may be accompanied by a 50 per cent
subsidy towards the cost of the site,
and the second is a subsidy equal to

about 25 per cent of fixed assets.

The ceiling of this subsidy is 3 million
florins and the firm's own capital

should constitute at least 40 per cent
of the total investment.

A comparison of the two forms of
assistance indicates that the investment

subsidy attracts capital-intensive enter¬

prises, whereas the building premium

appeals more to firms needing a great

deal of space. By linking the subsidy

with the size of the plant, firms with

high investment have an advantage,
for this kind of firm stimulates econo¬

mic development to a greater extent by
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recruiting more highly skilled workers
and by placing orders with local sub¬
contractors.

These general principles apply to

all firms and all development nuclei.
There are also a few specific measures
confined to the three Northern Pro¬

vinces and Southern Limburg: the

Government can acquire a share hold¬

ing or guarantee the interest and

repayment of loans raised by the firms

set up in these regions. So far only one

firm has applied for this kind of facility,
the DAF motorworks for which the

Government guaranteed a loan of

100 million guilders raised by their

factory in Southern Limburg.

The Netherlands authorities, how¬

ever, think that the best way to encour¬

age autonomous industrial develop¬
ment is to create favourable conditions

for the installation of factories. This

accounts for the growing importance

attached in regional policy to the

improvement of the infrastructure of

the problem areas. In the " deve¬

lopment nuclei ", government expen¬
diture on the social infrastructure is

higher than elsewhere for two reasons :

to provides the amenities needed to

develop the social environment such as

swimming pools, sports grounds, skat¬

ing rinks, youth clubs, rural social

centres, workshops for handicapped

persons, libraries or combined medical

and social centres. (The maximum

amount of such a subsidy is 75 per cent

of the costs of the project.); and

to encourage various social, cultural

and medical activities (group social
work, youth activities, lectures, medico-

social consultations, etc.). In the re¬
gions in question the Government

assumes 80 per cent of costs for three

years and guarantees 40 per cent of the

running costs in the following ten

years.

One of the main objects of these
measures is to create favourable condi¬

tions for the development of an active

social life and to stimulate a more open-
minded approach to the world at

large. People living outside the " de¬

velopment nuclei " who constituted a

potential source of manpower even

though they were less inclined to factory
work and modern ways of life have

thus enjoyed the same benefits from

these advantages as the people in the
nuclei.

Social equipment is a major preoccupation of the Netherlands authorities

Belgium

Belgium has no serious overpopu¬
lation problem, which is perhaps why

its regional policy has been more limit¬

ed. Its own special difficulties are due

to its early industrialisation mostly
based on coal, especially in the South.

Regional development policy ori¬
ginated in the post-War industrialisa¬

tion effort, and, judged merely by the

number of new jobs created, the policy
of industrial stimulation has been

successful. An analysis of new invest¬

ment shows, however, that for some

years the disparity between the various

regions has widened rather than nar¬
rowed. The authorities deem it necess¬

ary to improve the general housing

conditions in some parts of the country,
especially the South.

Unlike the Netherlands, which from

the outset has based its regional policy

on the improvement of infrastructure

and social conditions, Belgium has only
recently begun to move in that direc¬

tion. Regional development or con¬
version programmes have been drawn

up, the first two being for the Borinage,

Centre and Campine areas, where

problems are felt to be particularly
acute.

Fifteen development regions had

been designated in 1959 in which

special aid was granted for industrial

investment on four criteria, namely
persistent unemployment or permanent

lack of employment opportunities, emi-

36



a sports centre at Croningen.

gration, excessive manpower move¬
ments, and decline of regional economic

activities; all these regions combined

were not to exceed 1 5 per cent of the

total population.

In 1966, because of the serious
situation in the coal mines and the

absence of economic revival in some

isolated regions, the authorities desig¬
nated further development regions

in addition to the fifteen regions

without changing their boundaries.

These new regions were designated
on a series of criteria laid down by the

Minister for Regional Economy and

designed to identify (a) the under¬
developed geographical zones and (b)
the sites favourable for the installation

of industries. In this connection, men

tion should be made of the great

importance attached by Belgium to
setting up and developing industrial
estates which have a suitable geogra¬

phical location and are considered
essential to regional development. In

each of the development regions efforts
were concentred on attracting new
firms to the favourable sites constituted

by industrial estates.

State aid in the designated regions
is no more than an incentive, and as

in the Netherlands, moreover, there

are no constraints on firms wishing

to set up or expand outside these

regions. In recent years there has
been considerable industrial develop¬

ment (chemical industry, motor-car

assembly) in the Antwerp Harbour
area; without any benefit from the

regional incentives for location, but
only with very limited sectoral aid for

certain growth industries.

Luxembourg

Luxembourg, like Belgium, is faced
with structural problems due to a

fairly monolithic industrial structure,
dominated by the iron and steel indus¬

try and problems of structural reform
in agriculture. The three Benelux
countries have regional problems due

to almost the same causes as and pre¬

senting many parallels with those of
other countries, but they also have a

special problem, that of the frontier
areas where political barriers cut across

regions which are geographical entities.

The need to co-ordinate regional

planning in peripheral areas is parti¬
cularly felt in Luxembourg, for in

spite of its small area the Grand Duchy
is made up of three regions differing
in character and with close economic

links with neighbouring countries.

The Ardennes region has character¬

istics in common with the Belgian
Ardennes and the German Eifel dis¬

trict. The Moselle wine-growing re¬

gion resembles the Mosel area of Ger¬
many and the typically " Luxembourg "

region, which includes the iron-ore
deposits and the heavy steel industry,
forms a geographic unit with Lorraine
in France and the small industrial

area of Belgian Luxembourg which
have the same industrial features. The

elmination of the customs frontiers

which separated the regional economies
makes it imperative to find a common

basis of international co-operation be¬

tween Germany, Belgium, France and

Luxembourg.

How has Luxembourg tackled the

regional problem within its narrow
territorial limits ? In the northern

region of the Ardennes, for example, a
typical tourist region, systematic aid

has been given for investment in tour¬
ism, while at the same time, in order

to employ the manpower released by

the disappearance of the leather indus¬

try, encouragement has been given
over the last ten years to the installation

of medium-sized firms at two specific

points in the region.

In industry there has been legislation
since 1962 on the same lines as in

Belgium, authorising grants for the
establishment and modernisation of

businesses, such as reduction in interest

rates, State guarantees, investment sub¬

sidies, tax allowances, and the purchase

and improvement (or development)

of land and buildings.

The results of this legislation include

the creation of roughly 5,000 new jobs

and the establishment of certain big
United States firms. But, since agri¬

culture and the steel industry will

continue to release manpower, the

Government expects that about 1,000

new jobs a year wilJ have to be created
during the next ten years.

From the community point of view,

the Government recently decided, in

view of the large number of communes,

to re-group the administrative work of

the local authorities by regions and

to try to convince them that this was

necessary.

Town and country planning legis¬

lation which, until recently, was non¬

existent, is now being adopted, with the

special purpose of planning the in¬

frastructure. Here again the need of

work in close co-operation with neigh¬

bouring countries is apparent. For

instance, because of increasingly heavy
road traffic, projects were prepared for

motorways, but to put them into effect

the junctions with the French and Ger¬
man networks have to be fixed.

Common planning with neighbouring
countries is essential to avoid the dan¬

ger of competing factories being built
on either side of the frontier and of

motorways which do not meet.
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AGRICULTURAL
DEVELOPMENT

IN SOUTHERN EUROPE

Agriculture in the countries ofSouthern Europe is in a periodoftransition : new structures
and a reorientation ofproduction are necessary, but it is important that changes should be
made in such a way to avoid creating new problems ofsurpluses or misallocation ofresources.
To throw light on these problems and to analyse current policies, a study ofagriculture in
Southern Europe (i) was undertaken by the Wording Party on Agricultural Policies of the
OECD Committee for Agriculture and will be published shortly.
Although the situation in each country is spécifie, a nuinber ofcommon elements may never¬
theless be distinguished. 'These are all the more interesting to analyse since the countries of
Southern Europe are at a level ofdevelopment situated between the other OECD Member
countries and the countries ofthe so-called " Third World ".

(i) Greece, Portugal, Spain, Turkey and Yugoslavia are covered. Italy is not included because, while the agricult¬
ure of Southern Italy bears a considerable resemblance to the agriculture of the other countries studied, Italy as
a whole has already attained a higher level of development. Italy is also a Member of EEC and its agricultural
policy is therefore situated in a different context. Yugoslavia, which is a country associated with OECD, partici¬
pates fully in the activities of the Committee for Agriculture.

01 all the OECD Member countries, the Southern

European countries record the highest figures for
agriculture's share of the overall economy (1). Agri¬
culture's percentage of GDP (2) in these countries is
currently between 18 per cent for Spain and 38 per
cent for Turkey; il is true that the percentage is
everywhere declining, a I varying rates according to
the country. The agricultural growth rate has there¬
fore been substantially lower than growth rates in
the other economic sectors which is incidentally one
of the factors entering into any process of economic
development.

But the expansion of agricultural production has
always been much higher in Southern Europe than
in the more developed countries of OECD (where
rapid agricultural growth is no longer necessary) :
during the period 1955-65 the annual growth rate
of the GAP was between 3 and 1 per cent in all
Southern European countries, except Portugal where
it barely exceeded 1 per cent, although the results lor
the last two years indicate a certain acceleration in
agricultural growth.

Has Agricultural Production
Covered Requirements ?

Despite this fairly steady expansion, agricultural
production has not always managed to satisfy de

mand. Because of the level of development, the
income elasticity of demand remains distinctly posi¬
tive for the main food products (except wheat in most
countries), especially livestock products (meat and
dairy products). In this last sector quite serious
tensions have arisen as a result of the failure of

supply to adjust Lo demand this has generally led to
a rise in prices and to imports of livestock products
and fodder, especially in Spain, Greece and Portugal.
On the other hand, surpluses of wheat have appeared
in some countries.

The positive net balance of agricultural trade is an
important contribution to balance-of-payments equi¬
librium in Greece, Turkey and Yugoslavia. Spain
and Portugal, on the other hand, are net importers
of agricultural products. It should be noted that the
structure of agricultural exports is tending to diver¬
sify. External demand for traditional export pro¬
ducts (such as tobacco or raisins from Greece and
Turkey) being at as standstill, most countries concen¬
trated on the expansion of products for which demand
was increasing rapidly and for which they enjoyed
a relative advantage: fruit and vegetables are a typi¬
cal example. In this field they have obtained quite

(1) Ireland is the only country where agriculture's share
of the GDP is similar to that recorded in the South European
countries.

(2) Including forestry and fisheries.
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good results, but as will be seen below, certain prob¬
lems nevertheless arise for the future.

The structure of Yugoslav exports constitutes a
special case since it is based mainly on beef, veal and
pigmeat : although demand for these products is
rapidly growing in Europe, Yugoslavia has also en¬
countered difficulties in recent years as a result of the
commercial policies of the main importing countries.

Technical and Economic Changes in the
Agricultural Sector

In the Southern European countries, considerable
technological development is underway in the agri¬
cultural sector, affecting both infrastructure (irri¬
gation, storage installations, processing plant and
marketing equipment) and means of production
(fertilisers, seed, mechanisation). Substantial im¬
provements could thus be obtained in crop and live¬
stock yields, although there is still ample room for
further improvement. The most spectacular pro¬
gress was made in the case of irrigated crops and with
the use of new varieties (e.g. hybrid maize).

In the livestock sector, especially cattle raising,
progress is slower : dissemination on innovations is
more difficult as breeding is often dispersed over a
very large number of small farms and, by the very
nature of the production cycle, the effects of tech¬
nical progress (breed improvement through crossing
and artificial insemination, for instance) take much
longer to appear.

In order to increase technical efficiency, the agri¬
cultural sector in Southern Europe has to overcome
particularly difficult natural obstacles and climatic
conditions which do not occur with the same intensity
in the other OECD countries. Drought and erosion
in mountain districts are the worse constraints. In

Greece and Yugoslavia a large part of the country
consists of bare mountrain areas; huge, arid plateaux
occupy the centre of Spain and Turkey; in all coun¬
tries the best agricultural regions are to be found in
the coastal plain and along the lower courses of rivers
(and in Yugoslavia in the great plain of the Danube).
In order to overcome these natural difficulties the

countries of Southern Europe have had to make
considerable efforts, involving heavy investment, in
irrigation, reafforestation, building lines of commu¬
nication, etc.

The productivity of labour has improved in the
agricultural sector but remains far below the figures
recorded in the other economic sectors. The increase

in labour productivity has even been slower in agri¬
culture than in the rest of the economy (except in
Spain), whereas most of the more developed countries
of OECD find the opposite to be the case. This may
be due in particular to the fact that transfers of
manpower from agriculture to the other sectors have
been relatively slow (except in Spain) : in Greece and
Turkey the active agricultural population has even
increased (though at a slower rate than the total
active population); it is therefore not surprising that
these two countries should show the smallest increase

in labour productivity in agriculture.

It is perhaps this manpower problem which pro¬
vides the basic economic distinction between the

1. SITUATION OF AGRICULTURE

IN THE OVERALL ECONOMY

Portugal Spain ,U9°a Greece Turkey

Gross agricultural pro¬
duct (a) as a percentage
of GDP at current prices

(1964-66) 20.4 18.6 23.2 (b) 26.1 38.0

Active agricultural popu¬
lation (a) as a percentage
of total civilian manpo¬
wer (1964-66) 38.1 30.5 55.9 52.6 74.4

Agricultural exports (c)
as a percentage of total
exports (1965-67) 25.6 48.1 27.0 71.5(d) 80.4(d)

Agricultural imports (c)
as a percentage of total
imports (1965-67) 18.7 20.6 16.5 14.9 4.4

(a) These data cover agriculture, forestry and fisheries, (b) 1964-1965
(c) SICT 0, 1, 4, 22 and 39. (d) Including cotton and wool (SICT 262 and
263).

2. TREND OF PRODUCTION AND MANPOWER

1954-56 TO 1964-66

Annual growth rates in %

Portugal

Gross agricultural pro

duct (a)
Gross domestic product
(at constant prices 1958) +5.;
Civilian manpower

Spain
Yugo¬
slavia

+ 3.8 + 3.6(b) +3.2

+ 6.1 + 8.4(b) +7.1

Greece Turkey

+ 2.9

+ 4.7

« in agriculture (a)
in the overall economy

-2.2

-0.3

-2.6

+ 0.8

-0.5

+ 0.9

+ 0.5

+ 1.1

+ 0.3

+ 0.7

Gross product per active
person (at constant
prices 1958)

in agriculture (a)
in the overall economy

+ 3.6

+ 6.1

+ 6.5

+ 5.3

+ 4.2(b)
+ 7.5

+ 2.8

+ 6.0

+ 2.5

+ 4.0

Notes (a) These data cover agriculture, forestry and fisheries.
(b) Trend up to 1964-1965.

situation of the South European countries and the
other Member countries : not only does agriculture
account for a much higher proportion of the total
active population, but transfer possibilities are also
limited by the capacity of the other economic sec¬
tors to absorb manpower. In the more developed
countries, on the other hand, transfers of manpower
are generally hampered more by the difficulties expe¬
rienced by agricultural workers in leaving their pro¬
fession than by lack of demand from the other
sectors. In the countries of Southern Europe, and
particularly in some of them, the growth of employ¬
ment in the non-agricultural sectors has been insuili-
cient to absorb all the manpower that might have
been released from agriculture, which has accor¬
dingly served as an "underemployment shelter" ; at the
same time a large number of workers emigrated to
other countries.

The problem of farm structures is connected with
the manpower problem, at least to some extent. The
fact that in all South European countries the major¬
ity or quasi-totality of farms are very small (and in
addition are frequently highly fragmented) is the re¬
sult in particular of the very high density of the
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agricultural population; these small farms are gener¬
ally incapable of providing full-time employment
and adequate incomes for those working on them,
although they are farmed intensively.

In most countries (in particular Spain and Por¬
tugal) the problems of structures is complicated by
the fact that these small farms exist alongside very
large estates. The latter cover a large part of the
agricultural area; they are farmed extensively (mainly
cereals) with a wage-earning labour force, and achieve
only a small output per unit area.

In Yugoslavia the problem is the same, but the
distinction is even clearer since, on the one hand,

there are very large farms in the socialised sector,
under the system of self-management by the workers,
and with a very high technical level, while on the
other hand there are small individual farms still

privately owned but never exceeding 10 ha. of arable
land. In order to establish contact between the

two sectors and prevent economic and technical dispa¬
rities from increasing, Yugoslavia has instituted a
system of "co-operation" : it is not co-operation as
understood in the West, but rather a quasi-contrac¬
tual collaboration established between farms in both

sectors in extremely varied and more or less intensive
forms (purchase and sale of produce, use of machinery,
exchanges of services, etc.).

In countries where two categories of farms with
very different structures coexist, the distinction often
corresponds to regional differentiation : for instance
large estates are concentrated in Southern Portugal,
large socialised farms in the plains of Yugoslavia, etc.

Measuresfor Guiding Prockiction

The first problem that must be solved by the
agricultural policies of the Southern European coun¬
tries is the means of achieving desired levels of pro¬
duction. The foreseeable trend of internal demand

and external outlets calls for a radical adjustment of
production. Traditionally based on crop farming,
especially cereals, agriculture in these countries must
be increasingly directed towards livestock production
and towards certain special branches lor which it has
real comparative advantages.

This transition to livestock farming is not without
problems. It is fairly simple in the case of poultry-
farming, where new techniques can be applied quite
easily and feed can be based on the cereals produced
in the country. Most countries have already man¬
aged to increase their poultry production, some to a
considerable extent (Spain in particular).

On the other hand, the development of cattle
production raises far more complex problems with
numerous aspects : farm structures, feeding methods,
breed improvement, etc. OECD is giving special
attention to these problems : in 1968 it organised a
seminar at Dubrovnik dealing with the development
of animal husbandry in Mediterranean countries (1)
and is at present following up this activity with a
special study on the structures likely to promote
beef and veal production.

As regards agricultural exports, we have seen that
all countries are trying to diversify and are concen¬
trating mainly on fruit and vegetables. It is tin-

Agricultwal instruction : farmers receive advice an the pruning
of fruit trees.

deniable that the demand for these products is rapidly
increasing and that these countries are in a favourable
situation. However, market equilibrium is precar¬
ious and overproduction is already creating problems.
Plans to expand such production should therefore
be drawn up with caution and continually reviewed
in the light of market prospects, in particular in the
context of international consultations. The OECD

Committee for Agriculture and its Working Parly on
Fruit and Vegetables are also giving continuous
attention to this problem. Moreover, the countries
of Southern Europe are in a special position since
their foreign trade balance depends to a large extent
on agricultural exports : the more developed impor¬
ting countries should take this into account in the
implementation of their agricultural and commercial
policies. It is also necessary that the Southern
European countries should take into consideration the
need lor progressive diversification of their exports
in order to make their foreign trade less dependent
on agricultural exports. Such diversification ob¬
viously depends on the progress achieved in the
industrialisation of these countries' economies.

Among the various measures that might help Jo
guide production, price policy has a major role, but
it has perhaps not always been wisely employed.
Price ratios have thus sometimes been ill-balanced,

favouring wheat in particular. Ilowcrver, several
countries have already substantially modified price
relationships between wheat and fodder grains or
between the latter and livestock products. More¬
over, market organisation needs to be improved in the
case of livestock products, which have not always
received the necessary attention. Subsidies for
means of' production (fertiliser, seed, machinery, etc.)
which all the countries are at present practising and
which they propose to develop, may also have a very
favourable influence in guiding production and
especially in inciting farmers to adopt new methods.

Measures to Improve Productivity

The improvement of productivity is an essential
objective, for it is the very basis of economic growth

(1) The OECD has just published the report ot this
seminar under the title : "The Development of the Produc¬
tion of Beef and Veal - Mediterranean Countries of OECD".
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and the means of increasing agricultural incomes.
Admittedly, in the agricultural sector in the South¬
ern European countries it encounters a number of
obstacles, in particular as a result of the structural
underemployment of agricultural manpower, men¬
tioned above. Moreover, raising productivity de¬
pends on the steady improvement of the technical
level : agriculture in these countries must make very
rapid "technological leaps" which implies an in¬
crease in capital intensity in agriculture; programmes
of public financing and credit policy may help, but
in these countries available resources are limited.

Measures to improve infrastructure and produc¬
tion conditions are of vital importance and generally
take the form of government investment programmes.
Irrigation, livestock expansion projects, and in cer¬
tain countries reafforestation, are considered as

priority activities. As these large-scale works are a
burden on the limited budgets of these countries,
which have to cope with numerous investment require¬
ments, outside assistance is often needed; in all
cases projects must be most carefully selected in
view of their dimensions. In particular, it is essen¬
tial that the advantages to be derived from irrigation
should be not only technical and quantitative, but
also economic; for this purpose measures should be
taken to ensure that it helps to expand production
in relation to requirements (as Spain and Greece do
by discouraging wheat growing on irrigated land,
for instance) and is linked with extensive reforms of
farm structure in order to create farms of assured

viability in the medium-term.
The improvement of farm structures also depends

to a large extent on government financial assistance.
Several countries have undertaken agrarian reforms;
Spain has launched settlement programmes; consoli¬
dation work has been carried out in all the countries

and is even compulsory in certain cases. These mea¬
sures are important and necessary but are generally
lengthy and costly, and their effects may soon
become inadequate if certain precautions are not
taken (e.g. as regards systems of inheritance).

It is therefore desirable that the countries of

Southern Europe should also seek new and original
solutions to the problem of structures, not only as
regards the land itself but also in other respects as
well. Group farming, which is developing very
rapidly in Spain, may help to solve the difficulties
resulting from modern production conditions. In
some cases a structural improvement might result
from a review of systems of tenure or inheritance.

Agriculture and Regional Development

Regional development policies aim at harmonising
the growth of the various regions and reducing
existing disparities, which are very considerable in
all these countries. In some cases agriculture may
play an essential role in the development of backward
regions, though it cannot solve the problem by itself.
In other cases it must be recognised that agriculture
can make only a minor contribution; this is the
case, for example, in certain mountain or island
regions, where development depends on other sectors
(mining, energy, tourism) ; the creation of employment

outside the agricultural sector is I hen an essential
condition of growth and will also help to solve the
problems facing agriculture in these regions. Inte¬
grated policies of regional development should there¬
fore be established in order to define the function

of each sector in each region, and to orient invest¬
ment and other forms of government assistance.

Development Plans and Agricultural
Policies

All countries of Southern Europe have drawn up
medium-term economic development plans (four or
five years) to ensure that their growth takes place in
a systematic and coherent manner. The preparation
of a plan implies that the objectives assigned to the
various sectors should be mutually compatible, that
the economy should remain in balance, that resources
should be allocated between the different sectors in a

manner consistent with the objectives and that the
necessary steps should be taken to ensure that the
objectives are reached.

In some countries such plans are still fragmentary,
either because the lack of adequate statistics does
not permit the establishment of a comprehensive
development model on which the plan can be based,
or because the plan does not seek to cover the whole
field of government action. One key problem is the
role of the plan in the economic system; four of the
countries studied have a liberal-type economy, but
with fairly strong intervention of government or
semi-governmental agencies, while Yugoslavia is
introducing the basic characteristics of the market
economy within a socialist system. It is therefore
necessary to seek ways and means of reconciling the
freedom of decision of the economic subjects with
the need to achieve the objectives of the plan.

This problem is particularly clear in the case of
agriculture, which comprises multiple centres of
decision-making on which the plan cannot have any
direct compulsory effect and which also encounters
natural constraints. Objectives concerning consump¬
tion, production and foreign Lrade in particular
cannot be of a coercive character. On the other

hand, the plan is binding on the public authorities, in
particular as regards government investment pro¬
grammes.

Planning for the agricultural sector of these coun¬
tries calls for a detailed analysis : that is why the
OECD Committee for Agriculture has expressed the
intention of assembling experts from the various
countries to study, on the one hand, methods of
preparing and fixing the objectives of the agricul¬
tural section of the plan and on the other hand the
means of achieving them. The last aspect of the prob¬
lem is of special importance: the various measures
of agricultural policy taken by the countries in the
fields mentioned must be co-ordinated with each other

so as to form a coherent whole consistent with I he

provisions of the plan. By clearly defining the objec¬
tives assigned to agriculture and putting into opera¬
tion the policies likely to achieve them, I he countries
of Southern Europe can guide agricultural develop¬
ment in such a way as to make an optimum contri¬
bution to overall economic growth.
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INTERNATIONAL

INTEGRATIONAND

NATIONAL DEVELOPMENT

What are the advantages and drawbacks that developing countries may expect from inter¬
national economic integration f What results have been obtained by present groupings f In
order to answer questions such as these, a study was carried out by F. Kahnert, P. Richards,
S. Stoutjesdijl^, and T. Thomopoulos of the OECD Development Centre's Research Division,
and a contribution was also made by D. Turnham. The report, which expresses its authors'
personal opinions, is shortly to be published under the title " International Economic Inte¬
gration among Developing Countries' ' .

At the present writing, several groups of developing
countries have made a move towards economic

integration. By integration the authors of the

report mean the actual process of gradually re¬

moving different types of discrimination between two or more
countries rather than the ultimate outcome, which is the

merging of national identities (see box).

The purpose of such associations is to achieve the bene¬

fits which accrue by eliminating discontinuities imposed by

national frontiers on trade, on flows of factors of production

and on general economic policies. Prime advantages are

expanded trade, increased output and new investment

opportunities.

Integration may however entail certain disadvantages for

some particular member of the group;

new trade patterns may cause its balance of payments to
deteriorate;

higher prices for goods brought in from inside or outside

the area may cause retail prices to rise;

intra-regional competition may affect the level of activity

and employment;

government revenue may fall as a result of lower duties on

intra-regional imports;

prospects for the future may be weakened owing to factor-

of-production movements and the effects produced by new

competition.

An advantage which can consequently be argued is that

of an indemnification or compensation agreement to make
sure that no partner country shall fare worse than if it had

remained outside, and that each shall receive an equitable
share of any benefits which accrue. The country which

gains the least or even suffers a loss could thus be granted

compensation in the form of preferential treatment or a trans¬

fer of resources. One fundamental way of equalising re¬

sources is to allocate investment according to a regional plan.

Six schemes of integration are being examined by the

Development Centre :

e the East African Economic Community (Kenya, Uganda
and continental Tanzania);

the Central African Customs and Economic Union

(Cameroon, Central African Republic, Congo-Brazzaville
and Gabon);

the Maghreb (Algeria, Libya, Morocco and Tunisia);

the Latin American Free Trade Area (Argentina, Brazil,

Chile, Colombia, Ecuador, Mexico, Paraguay, Peru and

Uruguay) ;

the Central American Common Market (Costa Rica.

El Salvador, Guatemala, Honduras and Nicaragua;

® the Regional Co-operation for Development (Iran,

Pakistan and Turkey).

Existing Schemes in Africa . . .

Before 1967 the East African Economic Community was
known as the East African Common Market. Both the

number of common services operated jointly by the three

States and the growth and size of inter-territorial trade now

make it the most important regional integration scheme in
East Africa.

Initial quantitative assessments indicate that operation

of the Community has scored but limited gains for regional

gross domestic product. The distribution of gains and

losses has repeatedly given cause for dispute among the East

African countries. Nor have the various compensation

schemes applied, including a first attempt at regional invest¬

ment planning, proved successful.

According to the report, none of the new measures

included in the 1967 Treaty establishing the Community are

likely to bring about any great improvement, with the

possible exception of the East A.frican Development Bank,

which was directed to invest the lion's share of its capital in

the weaker partners of the Community.

The common services in East Africa (postal and telecom-
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munication facilities, transport, education, customs, etc.)

are of decisive importance for the Common Market's

survival. Were these to be discontinued, the budget and

the quality of service provided in each country would suffer.
Membership in the Central African Customs and Economic

Union (UDEAC) has fluctuated. In any event the countries

which belong are among the smallest in Africa and their

economies are still largely geared to primary production for

export. Their industrial sectors are extremely small,

except for Congo-Brazzaville, which has an extensive light

industry oriented towards the common market, and Gabon,

which is a large producer of mining products. Present

inter-territorial trade almost entirely consists of light manu¬

factures (cigarettes, beer and sugar) exported to its partners
by the Congo.

So far the UDEAC has had but a slight effect on economic

development. Gabon's mining sector does not depend on

the customs union. Common services have been gradually

abolished since independence. Since France strongly sup¬

ports continuation of the customs union, the inflow of for¬

eign aid might quite possibly have been smaller if no agree¬
ment had been concluded.

Industrial allocation policy in the UDEAC is farther

advanced than in any other region of Africa. But in view of
the low level of industrial development, the Union has had
fewer obstacles to overcome.

The participating countries have thus succeeded in

agreeing on the location of a number of industries (including
an oil refinery and two cement plants) and on textile speciali¬
sation. Other investment projects are still in abeyance,

however, pending the difficult task of achieving joint govern¬
ment acceptance. The UDEAC countries also operate an
airline in common with most of the other French speaking
African countries.

77?e Maghreb is still in the exploratory stage of economic
integration. The basic institutional arrangements have
now been made, and a centre for industrial study has been

set up whose role will be to make concrete recommendations
on industrial co-ordination to the policy-making body of

the Maghreb. Plans to recruit staff for this centre have been

laid down. Integration efforts have so far dealt with the
establishment of various common services and the joint

marketing of agricultural produce.
The North African countries are more developed than

those of tropical Africa. As their industrial sectors are

large and extremely vulnerable to competition, the report
considers that prospects for integration are limited. Oppor¬

tunities however exist in mining and energy policy and in the

promotion of jointly operated services, including transport,
communications and education.

...in America . . .

The Latin American Free Trade Area (LAFTA) was set

up in 1961 by the Montevideo Treaty. Trade among the

LAFTA members has rapidly increased and the share of
manufactures has grown. Although no new regional indus¬
try has been established, a number of " complementation

agreements " provide for specialisation in such fields as data-
processing equipment.

Tariff concessions have been granted by the more advanc¬
ed Member countries to such less developed partners as

Stages of the integration 	
process

are generally classified according to the kind of dis¬
crimination removed :

9 the free trade area

removes quantitative restrictions and customs tariffs
within the area ;

9 the customs union

unifies the customs tariffs of participating countries
in dealings with the outside ;

9 the common market

abolishes all restrictions on factor movements within
the area;

® the economic union

to some extent harmonises economic, monetary,
fiscal, social and countercyclical policies ;

9 the supranational union
implies the transfer of individual government sove¬
reignty in these same fields to a supranational autho¬
rity, whose decisions are binding.

Bolivia (associated with LAFTA under certain agreements),

Ecuador and Paraguay. While no regional investment

policy has been determined upon, work is going ahead on

many regional infrastructure projects with the help of the

Inter-American Development Bank.

Between I960 and 1965, direct investment from private

foreign sources declined in four of the nine Member countries

and rose significantly only in Mexico and Columbia. Net

bilateral aid to LAFTA members as a whole increased by

some 250 per cent between I960 and 1965, a figure consider¬

ably above the average for all developing countries com¬

bined. Distribution of the rise does not however appear to

have followed any clear pattern.

Steps to set up a Central American Common Market were
first taken in 1958. At that time, the industrial sector was

small in all the relevant countries, although Guatemala and

El Salvador then were and still are those most industrially

advanced. Since 1958 trade among them in nearly all goods

has been freed, and a common external tariff adopted for

most imports. Intra-area trade, especially in manufactures,

has increased, and some amount of specialisation in the pro¬

duction of consumer goods has resulted.

An agreement signed at an early stage on " integration

industries " granted a monopoly position to industries which

in order to operate on a satisfactory economic scale were

compelled to rely on the entire common market. Included

in the agreement were provisions for a regional siting policy.
Few industries have however been established under this

scheme, while other such plants as oil refineries have been

built independently of the system. A special effort has been

made to encourage new industries for Honduras, the least

developed member of the group.

Net bilateral aid flows to these countries increased by some

60 per cent from 1960 to 1965 (although net bilateral aid to

Guatemala declined), and net multilateral flows rose very
considerably in all countries except Guatemala and Hon¬
duras. Part of the increase in net multilateral aid must be
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attributed to loans from the Inter-American Development

Bank, while the Central American Bank for Economic Integra¬

tion has also been successful in attracting funds from abroad.

. . . and in Asia

While the Regional Co-operation for Development (RCD)
system is not an integration scheme in the strict sense, it
is taken as an example since it does aim at introducing a num¬
ber of preferential and co-operative measures from Iran,
Pakistan and Turkey. Its organs include a Regional Plan¬

ning Council which is composed of the heads of the planning
organisations in all the countries and whose task is to harmo¬
nise their national development plans as well as make recom¬

mendations on joint-purpose projects and Jong-term puchase

agreements.

Three joint projects are now being implemented : an alu¬
minium plant at Ahwaz in Iran, financed by Iran, Pakistan
and a private United States investor, and a banknote paper
project and a jute mill, both located in Pakistan. A carbon
black project has been approved for implementation in Iran.
General agreement has also been reached on four other
projects : locomotive manufacture (in Turkey), and the pro¬
duction of cotton and linter pulp, wires and cables, and ball

bearings (in Pakistan). The principle of an oil-refinery pro¬
ject at Izmir, a joint entreprise of Iran and Turkey, has also
been approved.

The RCD has other major achievements to its credit in the
common services field. It has thus been decided to set up a

joint international airline, a joint shipping line, joint petro¬
leum organisations and a regional cultural institute, chamber
of commerce and commercial bank. A general agreement

has been signed on technical assistance. According to the
authors, the participating countries can also be expected to
reap certain benefits from a 1967 agreement establishing
a multilateral payments account.

Effects ofEconomic Integration
On the strength of existing schemes, the authors reach

three general conclusions regarding the impact of economic
integration on factor efficiency, factor mobility and factor
availability.

From the point of view of factor efficiency, they consider

that the market expansion inherent in an integration process
creates the basis for economies of scale, specialisation, and in

certain cases a more rational utilisation of existing capacity.

Economies of scale may be marked in some services and

in most branches of industrial production, for those obtain¬

ing in government administration the statistical evidence is
inconclusive.

The spontaneous development of specialisation may be

hampered by the similarity of factors among most develop¬

ing countries. Yet this would still leave scope for planned

specialisation based on coherent programmes of regional
investment.

As to competition between firms in the various member
countries of an association, which is the final major feature

that might be expected to improve efficiency of the factors of
production, the authors regard its importance in the integra¬
tion of developing countries as far less marked than under
comparable schemes adopted by the developed countries.

Factor mobility and distribution may also be influenced by

integration. Although beneficial in general terms, greater
freedom of movement within the integrated area may aggra¬

vate any initial disparities between countries. While growth

can be spread to some extent through transfers of income, as

by migrant workers, or through the demand in growth areas
for raw materials, these effects are likely to be limited and

delayed, nor is the desired levelling action apt to be produced.
This would point to the need for deliberately sacrificing some

measure of growth so that the partner countries can develop

at a more nearly equal rate.
In the authors' view, the effect of integration on factor

availability is one which can be stated in but speculative terms.
Where capital is concerned, conflicting tendencies in most

cases emerge : while local private savings may be positively
affected by real income rises due to integration, they can also
be negatively affected by higher import prices. Local public
savings will diminish to the extent that customs revenues
decline following introduction of the scheme, but as a conse¬
quence of expanded production will increase in terms of
personal and company taxes.

The Conditions

Achievement of all the desired benefits of integration

depends on the fulfilment of a number of conditions. The
authors say that maximum benefits are likely to be achieved
in countries which all have small-sized industrial sectors,

where the problem of overcoming the vested interests opposed
to increased trade and competition is accordingly minimised

and broad opportunities exist for planning investment in
new industries.

Widely different stages of industrial development reached
by the partners reduce the advantages of competition, and
specialisation will probably only be achieved with the aid of
a regional investment policy. The existence prior to integ¬
ration of a complementary industrial structure, with some
countries effectively specialising in certain types of production,
may lead to trade diversion after integration, that is, a shift
in the trade pattern from a low-cost to a high-cost producer,
in this case the area partner. In the event the part¬

ners are competing exporters of primary products, integra¬
tion may offer an opportunity to increase revenue from extra-

regional exports.
The viability of integration schemes will also depend

on how succesfully the weaker members of the partnership
can be persuaded that ways will be found to compensate
them for any losses as well as to share in the benefits of
integration.

A certain amount of industrial decentralisation, which

may reduce the region's potential overall growth rate, is
likely to be necessary for a scheme's continued existence.
Other means of compensation may be required to cushion

any detrimental effects of integration on the retail price level
and on government revenue, as well as to stimulate economic
activity in the weaker countries.

An efficient transport system can contribute to the
success of an integration scheme. A new road link, for
example, can generate new currents of trade and help to
increase production.

The balance-of-payment problems which emerge between
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partner countries after an integration agreement can be

eased by clearing or payments arrangements (the main pur¬

pose being to smooth trade flows). Exchange rates may have

to be readjusted if trade patterns undergo any serious

upheaval.

Economic integration implies a progressive renunciation

of national control over economic activity, while growing

interdependence steadily reduces the scope for decisions

based on purely national interests. These new circumstances

each partner country must accept. In addition, integration

requires a readiness to view projects in a regional perspective

and an awareness one which may seldom be encountered

of problems specific to the weaker partners.

Foreign Aid and Integration

Foreign public assistance can affect the development of
an integration scheme in three different ways, whether

through :

e a change in volume;

a change in distribution;

a change in the conditions under which aid is made
available.

In the matter of volume, conflicting experience in the

matter of public aid (after joining an integration scheme some

countries have received less and others more) may act as a
disincentive. A recommendation of the authors is that the

developed countries should undertake at least to maintain
public assistance at the level which existed before integration.

The evidence shows that the need for foreign aid (both

financial and technical) becomes greater during the early

stages of integration, and that a strong case can be made for
temporarily increasing assistance to a region which engages
in an integration effort. But on the assumption that the

total amount of foreign aid is unaffected, this implies a

diversion of assistance which might be detrimental to coun¬

tries outside any regional group, and difficult policy choices
therefore ensue for the donors.

In the authors' view, the distribution of foreign assistance

inside the integrated area should be geared to the provisions

incorporated in the scheme, including compensation and

regional investment arrangements. The co-ordination by
all donors of policy towards the integration area could pre¬

vent wasteful duplication. It might in certain cases be desir¬

able to delegate responsibility for the distribution of aid
inside the area to such a specialised institution as a regional

development bank.
With respect to the financial conditions of foreign assist¬

ance, two changes in present practice should be beneficial

in promoting success of the system. One concerns the func¬
tion foreign aid could assume should the area partners have

failed to agree on a compensation scheme, with the weaker
partners in such cases being granted the softest terms of aid.

The second change would consist in the partial untying
of aid within the integration scheme. Donors would thus be
well-advised to allow the transfer of tied aid commitments

inside the integrated area, which would enhance the value of
aid for the recipient countries as a whole. The advantage of

this change of policy appears most clearly in the case of tied
aid for industrial projects, whose location would be selected

by the participating countries themselves.

Tbs Pwpase ofInésgraêmn
Usually the purpose of countries which decide upon a

process of integration is not to end the economic discrimina¬
tions which divide them, the prime concern of each being

speedier growth. To them freeing trade or factor move¬
ments is a means of reaching higher levels of output.

Most developing countries look upon their future growth

potential as lying in industrial endeavour, and are accordingly
bent on building up their own industrial sectors so that they
can substitute their own goods for imports. Integration is

therefore mainly regarded as a means of speeding up indus¬
trialisation.

But in fact, the authors point out, the most important

contribution that industry can make to the development of a

country may not necessarily be provided by its immediate
product, nor by its effect on other industries, but by the
influence it exerts on the general level of education, skills,

way of life, inventiveness and the store of technology.
The acceptance of industrialisation as a valid objective

of national policy implies the acceptance of non-economic

objectives. And even though the main economic purpose
of integration may well be to speed up the process of indus¬
trialisation, the authors warn that any effects of integration

on agriculture must never be lost sight of, since in most
developing countries this is a sector of prime importance.
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