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TENTH ANNIVERSARY
OF OECD

14th December 1970

Emile van Lennep, OECD Secretary General, receives Monsieur Georges Pompidou, President of the French Republic,
on his arrival at the Château de la Muette.

/^\u the occasion of the tenth anniversary of the signing of the Convention setting up the
LV Organisation for Economic Co-operation and Development, the President of the
French Republic, the host country, was received at the Château de la Muette, OECD's
Paris headquarters, by Emile van Lennep, Secretary General of OECD.

With Mr. van Lennep were M. Valéry Giscard d'Estaing (Minister of the Economy and
ofFinance, France), Chairman ofthe Council ofMinisters ofOECDfor 1Q70, Ambassador
Roger Ockrent (Permanent Representative of Belgium to OECD),Chairman of the Exec¬
utive Committee and doyen of the Permanent Representatives, and Ambassador François
Valéry (Head ofthe French Delegation to OECD).

Prior to the reception of the President, which was attended by the Permanent Represen-



The Council of OECD adopts the

tatives ofMember and associated countries and ofthe Commission ofthe European Econo¬
mic Communities, the OECD Council adopted the text ofa Commemorative Declaration.

Following the presentation of Representatives and the Deputy Secretaries General of
OECD, the Secretary General made a statement on the role of OECD, to which the Presi¬
dent of the French Republic replied.

" Created by andfor governments, OECD cannot do more than its Member countries demand of it. It is none the less true that,
abstaining from purely political aims, OECD is well placed to express what may perhaps prove to be the common good of a group
of countries with largely converging aims and interests. "



OECD Tenth Anniversary Declaration.
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" / aw happy to be able by my presence not only to manifest
my esteem for an institution which is the guest of France,
but to assure you of the support of the French Government
in the efforts which you are making.

DECLARATION

BY THE COUNCIL OF OECD

On the tenth Anniversary of the Organisation for
Economic Co-operation and Development, the

twenty-two Member countries adopt the following decla¬
ration :

By adhering to the Convention of 1 4th December, 1 960,
Member countries committed themselves to co-operate to

achieve the highest sustainable economic growth and
employment, a rising standard of living, financial stability,
and expansion of world trade; and to contribute to sound

economic development in developing countries. Member
Governments re-affirm today their determination to pursue
these objectives.

Member Governments are convinced of the effective¬

ness of the forms of co-operation progressively developed
in the OECD. Through this co-operation, extending over
a broad range of activities, the OECD has significantly
assisted Member countries in the achievements which

have marked the past decade : a sustained growth of
output and productivity in the OECD area, the expansion
of world trade and an increased flow of financial resources

to the developing world.

The resources required to meet urgent social and eco¬
nomic needs depend upon sustained economic growth
combined with price stability and high employment.
But growth must be directed towards an improvement in
the quality of life, and particularly a better environment.
Guided by these principles, Member Governments will
co-operate in the OECD with a view to developing suitable
policies in these fields and determining priorities for the
most appropriate allocation of growing national resources.

In the perspective of the Second Development Decade,
in which they intend to participate actively, Member
Governments will continue to co-operate with a view to

providing developing countries with an increased volume
of financial resources on improved terms. The OECD
will, in addition, continue its efforts to bring into operation

the system of generalised tariff preferences to the formu¬
lation of which it has already contributed. Continued
attention will be paid to the problems of developing Mem¬
ber countries. More generally, the OECD Governments
consider that development co-operation in the Seventies
will have a wider scope than before and a wider bearing
on their own economic policy-making.

Social, economic and technological change will conti¬

nue in the coming decade and will, without doubt, create
new and perhaps unforeseen problems and opportunities
for Member countries. In a world of growing economic

inter-dependence, multilateral co-operation will have an
increasingly important part to play. Effective economic
co-operation within the Organisation, which includes the
market economy countries of Europe, North America and
Japan, is needed for the benefit of the world economy.
It is in this wide perspective that Member countries re¬
affirm their support for the work of the OECD.



THE EMPLOYMENT

PROBLEM IN LESS

DEVELOPED COUNTRIES

Unemployment is assuming such proportions in the less developed world as to challenge
traditional notions ofhow development should be encouraged. OECD V Development Centre
has undertaken a major project to investigate this problem, and the results are now being
made public. The first in the series of studies, which are under the direction of Montague
Yudelman, Vice-President of the Development Centre, is to be published shortly (i).
In the following article the author, David Turnham, outlines the results of this study.

(i) "The Employment Problem in Less Developed Countries - a Review of Evidence" by David Turnham, assisted by Ingelies
Jaeger. Future studies will relate the employment problem to technical change in agriculture, fiscal policy, tourism, and rural works,
and will look at the problem in specific countries. A synthesis and conclusions will follow.

Although economic development is proceed¬
ing at historically unprecedented rates in

many poor countries, it is not providing enough
jobs at adequate income levels either to alleviate
the grinding poverty that already exists or to pro¬
vide the jobs needed by a rapidly expanding work
force. One of the most striking consequences of
this failure is the extremely high rate of open unem¬
ployment which plagues many if not most of the
cities of the Third World (see chart).

The problem is particularly serious among young
people, many of whom are the beneficiaries of a
considerable educational investment. The fact that

these young people cannot get regular and sustained
employment means that they are deprived of the
opportunity to acquire work discipline and training
at a time when they are most receptive to it. While,
for fairly obvious reasons, it is difficult to trace any
direct connection between unemployment and social
or political unrest, it is clear that at high levels of
unemployment, such a connection is very likely :
especially for young people, work can represent the
most fundamental form of participation in the devel¬
opment process, and being without it is likely to
produce frustration and alienation as well as econo¬
mic hardship.

There is evidence that procedures for measuring
unemployment lend to underestimate both unem¬
ployment and the labour force. But, quite apart
from measurement difficulties as such, there are

some compelling reasons to suppose that unemploy¬
ment reveals only a part - - and possibly a small
part -- of the employment problem in less develop

ed countries. Most of the unemployed have nei¬
ther the support of the state through insurance
schemes nor a reserve of past personal savings.
Hence, except in somewhat special situations, being
without work means being without the means to
pay for food, clothing and shelter. For most people,
unemployment is a disaster which has, somehow,
to be avoided. Thus large numbers of people in
both rural and urban areas have to earn a living
at very low-productivity activities, working on a
day-to-day basis, sometimes short and irregular
hours but often extremely long hours for miserably
low rewards. The pressure on earnings exerted by
intense competition for work on the part of the
unskilled labour force shows up as poverty.

Measured rates of unemployment tend to be low
in rural areas, but this does not mean that the prob¬
lem is any less serious there than in the urban areas.
Indeed, from several points of view it is probably
worse as is indirectly indicated by the heavy How
of migrants to urban areas which characterises most
less developed countries. However, there are great
difficulties in getting information about the rural
problem (1), and reliable evidence is extremely

(1) The difficulties include the fact that work is ordinarily
spread unevenly over the year but involves virtually all family
members in busy seasons so that " labour force " becomes a
nebulous concept; custom and tradition play an important
role in determining who does what; those from whom in¬
formation must be sought often have a somewhat special
sense of lime and an ill developed notion of number; and
seasonal migration of population in search of work is often
considerable.



expensive to collect. What is certain is that much
work is undertaken at very low levels of productivity
and in consequence affords very little income.

Income Distribution

It is not easy to find statistical evidence about
the state of the poor in less developed countries, but
nutrition surveys provide one source of usable
information. These indicate that calorie and pro¬
tein intakes of the poorest households are so far
below the minimum standards considered essential
to health by nutrition experts as to be almost incre¬
dible. Together with other evidence of a more
scattered nature and direct observation of conditions,
these findings suggest that in many, if not in most
developing countries, there has been little improve¬
ment at the lower end of the income scale. (The
sorts of studies which would be needed to provide
definite support for this statement have yet to be
made.) Since, however, average increases in per
capita income have been quite considerable - - 30
to 50 per cent seems typical for the last twenty
year period (2) - - the implication is that the gap
between the better-off and poorest groups in less
developed countries must have widened both in
absolute and in relative terms.

Whether or not distribution of income is actually
becoming more unequal, there is evidence to suggest
that the inequality is often greater in less developed
countries than in more developed ones, despite
their lower average levels of income.

Since this inequality is not mitigated by progres¬
sive tax structures, or public social expenditures
(except perhaps educational expenditures), what
would seem to be happening in the less developed
countries is that the fortunate few who began with
(or have since acquired) capital resources or human
skills are able to insulate themselves from the general
competition for jobs among the unskilled mass of
workers. It is to these groups therefore that the
fruits of progress mostly accrue.

Some Reasons for the Emergence
of the Problem

Policy makers in less developed countries are
neither unaware of nor indifferent to the problems

just described; indeed, national plans record a whole
history of attempts to grapple with them. But
the dimension of the problem is so large and its
intractability so great that getting anywhere near
a " solution " will require a great portion of the
intellectual and financial resources available for

policy formulation and action. Indeed, the opinion
is coming to be widely held that employment is the
major Third World issue to be faced in the 1970s
and 1980s.

The first and most universally applicable source
of difficulty is the very rapid rate of growth of labour
force, which is the direct consequence of the popula¬
tion " explosion " in less developed countries. Table I
illustrates the striking contrast between the less
developed and the developed countries in this rc-

1. ESTIMATES OF GROWTH OF THE

LABOUR FORCE IN LESS DEVELOPED

COUNTRIES: 1950-1980

Annual percentage rates of growth

1950-1965 1970-1980

Developed countries 1.1 1.0

Less developed countries 1.7 2.3

Regions

Middle South Asia (1) 1.4 2.0

South East Asia (2) 1.9 2.5

Other East Asia 1.8 3.1

South West Asia (3) 1.9 2.8

West Africa 2.2 2.3

East Africa 1.3 1.8

Central Africa 1.0 1.2

North Africa 1.1 2.6

Tropical South America 2.7 3.0

Central America 2.8 3.4

Temperate South
America 1.5 1.5

Caribbean 1.8 2.3

Source: Derived from data shown in J.N. Ypsilantis, " World and
Regional Estimates and Projections of Labour Force " ISLEP docu¬
ment 1966.

Note: Excludes Sino-Soviet countries.

(1 ) Includes Ceylon, India, Iran and Pakistan.
(2) Includes Burma, Cambodia, Indonesia, Malaysia, the Philippines
and Thailand.

(3) Middle East countries.

spect. An even greater problem exists in urban areas
where high rates of growth are considerably aug¬
mented by in-migration from rural areas. Thus,
while in Latin America as a whole rural population
seems to be currently growing at about 1.5 per cent
per annum, in urban areas growth rates are estimated
at about 4.6 per cent per annum (3).

Effective birth-control programmes, while essen¬
tial as a long-term contribution to the solution of the
problem, are almost non-existent or are very weak
in a number of countries and will continue to be
offset for some time to come by falling death rates
(especially among infants and young children). In
any case, such programmes only begin to affect the
population of working age with a lag of some twelve
to fifteen years. Hence," it is certain that not much
can be done to reduce the massive increases in labour
force expected over the next twenty years or so.

The implications of labour force growth of this
order of magnitude have not been fully taken into
account by planners and their advisers in less deve¬
loped countries. In particular, reliance on indus¬
trial growth to provide for gradual upgrading and
extension of employment opportunities in the modern

(2) See
1950-1966

National Accounts of Less Developed Countries,
, The Development Centre, OECD, Paris 1968.

(3) Economic Commission jor Latin America estimates ;
see e.g. the " Economic Survey of Latin America 1966
Table 283.



sector seems, with benefit of hindsight, to have been
based on excessively optimistic estimates. With
labour force growing at 2 per cent per annum and a
modern sector (4) employing, say 20 per cent of the
labour force, employment in the modern sector would
have to grow at an annual rate of approximately
10 per cent in order to absorb new entrants into the
labour force. Only if this rate were exceeded
would numbers employed in traditional activities
begin to decline.

In fact, however, employment in the modern
sector has not (so far as can be ascertained) grown
at rates which even approach those required to ab¬
sorb the increase in labour force, except in a very
few countries. The broad picture varies from coun¬
try to country and to some extent from region to
region, but the general lesson seems to be that if
as much as 60 to 90 per cent of the population de¬
pends on " traditional " activities -- agriculture in
particular - - then the economic upgrading of these
activities must form the cornerstone of any strategy
for solving the unemployment problem.

New Thinking about Development
There is a very widely held opinion that effective

development needs to concentrate on building a
modern sector which will gradually extend and even¬
tually absorb the whole economy. If this conven¬
tional view is correct, it implies a possible conflict
between development policy and employment policy,
for the economic upgrading of traditional sectors
in the economy may not be the most efficient use
of scarce resources.

Recent thinking and research however have tend¬
ed to cast doubt on the conventional view. First

it has become clear that people in less developed
countries, including those outside the modern sector,
do want the same sorts of goods and services as peo¬
ple in developed countries and are prepared to work
for them. The old notion that the horizons of the

majority of people are tightly constrained by custom
and tradition was perhaps correct twenty years ago,
but the changes brought about by instant communi¬
cation through radio and widespread elementary
education have worked extremely fast. Thus it is
now argued that if the right sorts of economic
incentive and technical assistance are brought to
bear, poor people do respond. The view is also
taking hold that traditional ways of doing things
very often reflect good economic sense in view of
local economic realities lack of capital and of mar¬
kets, high risk of crop failure, etc. - - and are not
therefore " irrational " as some people have thought.

In countries where development strategy has
been centred on development of the modern sector,
the conventional view is also being challenged on
the grounds of performance. A good deal of evi¬
dence suggests that agriculture has been too much
neglected in favour of industry, and that within
industry itself the economic return has often been
disappointingly low. Thus, in a number of countries
the policies pursued have tended to result in very
high cost, capital-intensive industry, working at low
rates of capacity utilisation yet unable to break

SOME DATA ON

Most of the data for this table were

obtained from labour force sample
surveys using mainly conventional or

. international definitions of employ-
Total ( Male , Female ] ment, and unemployment. It is likely

Female

into export markets. At the same time, domestic
agriculture has failed to satisfy even the local growth
in demand for agricultural products, including food.
The result has been a declining export surplus and
in some cases the replacement of a trading surplus
by a deficit (5).

Finally, of particular concern for growth pros¬
pects, the old justification for income inequality -
that in less developed countries only rich people
can save has been subjected to searching criticism
in the recent literature. Some low income groups
like small farmers do save when reasonable incen¬

tives to do so are available, while the savings of the
rich are often used in ways which add little produc¬
tive capacity. It has also been pointed out that
where intake of food-stuffs is so low that work effi¬

ciency is affected, additional consumption can add
to the capacity to produce.

(4) " Modem sector " activities are not easy to define,
though the. concept is very widely used. What most people
would include are non-household enterprises in industry and
commerce (roughly, firms employing ten or more people)
plus government services including public enterprises. Also
included would be modern professions accountants, doctors,
etc. Wider definitions would take account of small industry
and commercial farming.

(5) Much of the evidence for this statement is to be found
in the series of industrialisation and trade studies of OECD's
Development Centre; see especially Industry and Trade in
Some Developing Countries by Little, Scitovsky and Scott,
Oxford University Press, 1970.

S



URBAN UNEMPLOYMENT IN LESS DEVELOPED COUNTRIES, Rates by Age and Sex

that these procedures tend to result
in under-estimates of the labour force

on the one hand and of unemploy¬

ment on the other. In particular,

among young people and for women

of all ages, it is likely that the absence
of work opportunities itself discou¬
rages work seeking so that, if more
jobs were available, more people than
at present would seek them.

Thus great care is needed in dealing
with measurements of unemployment

in less developed countries, particu¬
larly for purposes of international or
inter-temporal comparison. Concepts

differ and measurements obtained are

sensitive to seemingly small concep¬
tual differences in measurement pro¬

cedure.

High Wages,
Unemployment and Migration

One important phenomenon of particular interest
associated with the development of large scale
organised industry as distinct from traditional family
enterprise, is the tendency for relatively high levels
of labour productivity to be associated with relati¬
vely high levels of earnings. In most countries it
is possible to identify a group of workers in modern
industry or government, mostly concentrated in
urban areas, who enjoy considerably higher wages
(and fringe benefits) than might be expected in view
of the general labour situation.

Various mechanisms have been suggested to
account for this phenomenon. In some places
governments have been disposed towards " fair
wage policies which, however laudable in intention,
can usually be applied only in the organised sector
of the market; elsewhere, trade unions have had some
influence, though perhaps mainly as a political force
rather than through direct dealings with business;
foreign firms often feel obliged to act as model em¬
ployers and their high wage practices tend to spread
into local industry. More fundamentally, perhaps,
one could argue that where high profits are achiev¬
ed through regulation of competition, labour will
tend in one way or another to find ways of obtain¬
ing its share of the surplus rental.

While certainly not the only factor involved, the
attraction of high wages is an important element in
the explanation of the heavy rural to urban migra¬
tion. The high level of migration in turn involves
certain costs to the economy beacause of the need
for public expenditures associated with concentra¬
tions of people having very low incomes - - health
services, drainage, water, etc. But in addition it
can be argued that the wage differential directly
aggravates the unemployment problem because it
will encourage some people to remain unemployed
in the hope of getting a highly paid job even though
a less well paid job might be available in the tradi¬
tional sector.

This would seem to apply particularly to educated
people; because of the fact that even elementary
education was so restricted in the past, many jobs
requiring only modest educational attainments paid
relatively well, and it has proved hard to change
relative wage levels as conditions have changed.
Thus it is still attractive for people with some edu¬
cation to risk a long spell of unemployment in the
hope of eventually getting into a favoured job cate¬
gory. This helps to explain why educated rural
youth in particular is so prone to migrate to the
urban areas where these jobs are, and why, among
some groups with relatively high levels of education,
the period of unemployment reported is so extra¬
ordinarily long.

(continued on page 10.)



Some evidence from Africa also suggests that
high urban wages indirectly augment the How of
migrants by providing the recipients with the means
necessary to support relatives from rural areas in
the town; but much remains to be learned about

the social and economic status of the young urban
unemployed. In any case opportunities for full
employment in urban work of any sort are typically in
very short supply. This is perhaps most strongly
suggested by data on the activity structure of title's
in less developed countries. The proportion of the
population engaged in industrial or goods-producing
activities rarely exceeds 40 per cent and is some¬
times less than a quarter; the rest are accounted
for by commercial and service activities, some of
which like car washing or street-corner selling are
of a very marginal kind.

Some Difficulties in Getting
to Grips with the Problem

There are alternatives to the policies used in the
past which would be likely to have favourable effects
on employment. Thus trends evident over the past
few years need not be taken as immutable, but im¬
mense difficulties would have to be faced in imple¬
menting such policy changes.

To begin with, virtually any policy which has
substantial implications for income distribution, let
alone one whose object is to change that distribution,
runs into severe political difficulties. If one subscri¬
bes to the proposition thai in most political circum¬
stances substantive policy measures aimed at improv¬
ing the lot of particular groups are only likely to be
implemented as a response to political pressure
emanating from such groups, then the chances of
getting broad-based employment polities seem rather
slight in many countries. The people most affect¬
ed typically those at the bottom of the income
scale, especially in rural areas -- have on the whole
very little political weight, and in some cases their
requirement for substantial improvement runs hard
against the interests of powerful groups in the so¬
ciety (6). Thus land reform, often the most effective
measure available for making a real dent in the rural
employment problem, encounters the resistance of
large landowners, and successful, thoroughgoing
land reform has been rare indeed (7).

Nor is it likely that in the absence of land reform,
the so-called " green revolution " will substantially
increase rural employment. Consider what seems
to be happening in areas (mainly in Asia) where
new seed varieties of wheat and rice and inorganic-
fertilisers have made possible very substantial in¬
creases in crop yield and farm income as well as in
total food supply. Neither of the new inputs is
inherently labour displacing, yet their introduction
in situations where land ownership is very unequal
may well result in substantial gains for only a mino¬
rity - - the large farmers who" have belter access to
credit and extension services, who can afford not
only the new seeds and fertilisers but irrigation faci¬
lities as well and who can bear the burden of the
risks involved.

Even where some gain is enjoyed by everyone,
marked shifts in income distribution in favour of

the better-off seem to be taking place, accompanied
by a rise in social and political tension. The latter
is augmented by and in turn aggravates the tendency
for wealthier farmers to rid themselves of large
gangs of wage labour by purchasing tractors and other
labour-saving machinery. This in turn is made
possible by the enormous profits being obtained
by some of these farmers and by the cheap credit
being made available by governments. Hence in
this sort of situation the longer term contribution
of the " green revolution " to employment and the
betterment of the poorest classes including landless
labourers may well be marginal.

It is perhaps too pessimistic to rule out structural
changes like land reform altogether on political
grounds. After all, poor rural people do " vote
with their feet" by moving into urban areas. Poli¬
cies to slow down or arrest the drift into the cities

by improving rural conditions are likely to attract
the support of powerful urban groups since it is
their jobs which are threatened and their taxes
which mostly pay for the costs of city growth in
terms of urban infrastructure.

Of course, most developing countries are not in
I he position of having many resources to redistri¬
bute and, for those countries, hope for the future
turns rather on the possibilities for improving the
growth performance. We argued earlier that, in
general, policies in the past have provided a frame¬
work within which industry was unduly favoured,
and within industry an industrial structure unlikely
to make maximum use of labour relative to capital.
Whether, in practice, a great improvement would
follow changes in this framework is however a matter
about which judgments differ a good deal.

What essentially is at issue is the possibility of
tuning up the growth performance of these econo¬
mies so as to get rates of growth of 7 or 8 per cent
rather than the 4 or 5 per cent currently being achiev¬
ed. Certainly, in I he few countries where this sort
of performance is now being obtained - Taiwan
and Korea for example - - the evidence strongly
suggests a striking decline in the magnitude of the
employment problem. And these are countries in
which export promotion has been taken very serious¬
ly and been spectacularly successful. However, they
are in some respects special cases; both countries
received a great deal of aid; both are natural foci
for Japanese entrepreneurial activity (and close to
that very dynamic market); and, in Taiwan at least,
agriculture was subject to thorough-going land reform
in the early 1950s. In expanding exports on a
much wider scale a good deal will depend on policy
attitudes in developed as well as those in develop¬
ing countries.

(6) See David Tumham " Political and Social Aspects of
Employment - - Policies and Choices " to be published in
the proceedings of the Cambridge Conference on Development.

(7) It is of course possible to devise alternatives to land
reform which in principle might do the same job : for example,
in areas where much good land remains under-utilised, effec¬
tive land taxation could help to bring some of it into more
intensive use. But these sorts of policies often seem as dif¬
ficult to secure as land reform itself.

1(1



Highlights from

OECD

I

ECONOMIC
OUTLOOK

DECEMBER 1970

8

The extended cooling-offperiod in North America is now coming to an end, and

in the course of iq7/ growth is lively to accelerate to above the capacity rate. In the
rest of the OECD area, the slight slowdown witnessed recently may continue into the
first half of iqji, but capacity growth is expected to be resumed in the second half
of the year.

There seemed to be some signs that prices were rising less sharply in the second
half of iç/o. But until wage costs slow down, the rise in prices may remain high,
thus underlining the opinion, expressed by OECD 's Economic Policy Committee in
November, that uthe problem is widespread and serious and that there is an urgent
need for further progress ' \ (1)

I

I
The dominant factor in the balance of payments in iç/o has been the reversal

of the extremely large flows of short-term capital experienced in iq6q. These flows
could be considerably attenuated in 1Q71.

(1) See page 27 (continued on page 12)



Summary of underlying trends

Percentage changes,

Real output

(GDP or GNP)

Prices

(GNP deflator)

Oecd exports"

North America

Other OECD
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CONJUNCTURAL PROSPECTS

Disparities in cyclical positions of individual coun¬
tries within the OECD area became markedly wider in
1970. Output in North America did not increase at all
from 1969 to 1970. But in both Europe and Japan
output rose at about the average rate for the past decade.
In the second half of 1970, GNP in North America was

some 4 to 5 per cent below its estimated potential, while
conditions of excess demand still prevailed in a number
of other OECD countries. These cyclical disparities
are likely to narrow in 1971 ; demand and output are at
present forecast to pick up fairly briskly in North Ame¬
rica while the results of stabilisation policies may become
more apparent in several continental European coun¬
tries and Japan.

The extended cooling-off period in North America
and the more recent gradual easing of demand pressures
in other OECD countries should have some dampening
effect on prices. Certain tendencies in this direction
seemed, indeed, already to be becoming evident in the
second half of 1970. To what extent an initial atten¬

uation of price increases will be followed by a similar
development in costs is difficult to hazard in view of the
perverse thrust of cost inflation that seems recently to
have characterised the OECD area.

b United States : Rapid resumption of growth

There is little doubt that economic policy is such as
to permit a revived expansion, and there are reasons to
believe that, had it not been for the General Motors

strike, the economy would already have gained momen¬
tum in the fourth quarter. Recovery from the strike
may contribute to a sharp increase in output in the
first quarter of 1971. But the outlook for business in¬
vestment is extremely uncertain and a failure of the per¬
sonal saving ratio to return to historically more normal
levels might endanger the recovery. Another element
of uncertainty is the effect on policy that might emerge
if signs of a deceleration in the rate of inflation were not
confirmed in the near future.

Canada : Slightly slower pick-up

The degree of weakness of the economy was to some
extent unexpected. The authorities have, over much

of the recent past, been largely preoccupied with wage
inflation. But fiscal policy is now being reformulated
so as to provide further new stimulus, and this could
lead to a fairly rapid recovery in the first half of 1971 .

United Kingdom
demand

Inflation without excess

The problems facing the United Kingdom authorities
are difficult. The balance of payments is expected to
remain in a fairly strong position; and the problem is
rather that of continuing rises in costs and prices which
even in the absence of excess demand conditions, remain

relatively large.
On present demand management policies, output is

expected to rise at rates not far from capacity ( I ).

Germany : A cooling-off period

Progress is being made towards the reduction of excess
demand conditions and some deceleration in the growth
of output is expected through 1971. But the prevailing
rates of cost and price increases are exceptionally high
for Germany and the risk that they will continue consti¬
tutes the main policy problem. Although the growth of
consumption should remain strong, entrepreneurial
reactions to a profit squeeze and weak overall demand
conditions are difficult to assess. But should invest¬

ment demand decline too sharply, compensatory action
by the authorities, who have considerable funds at their
disposal for the purpose, would be possible.

Japan : Brief pause along the growth path

More moderate, but still high, growth rates are
expected for the first half of 1971. Faster expansion
may be resumed later in the year, following the recent
slight easing of demand management policies. Provided
expansion is not too rapid price performance should
improve.

France : Renewed expansion likely

Demand pressures in the French economy had disap-

( 1 ) For a fuller discussion of prospects and policy
issues, cf. Economic Surveys : United Kingdom, OECD,
Paris, December 1970.
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Output and prices
in seven major countries

Percentage change from
previous period
at seasonally adjusted
annual rates

à) At 1969 exchange rates.

1958-1968 1969 1970 1971

Average 1969 1970 1971 11 I II I II

United States

GNP 4.7 2.8 i

4
4 1.7 -1.6 A

4
5 54

Deflator 2.1 4.7 54 5.3 5.5 44

Canada

GNP 4.8 5.0 24 4 4.8 2.7 1 44 54

Deflator 2.5 4.7 4 3.3 4.2 34

Japan
GNP 11.1 12.3 Hi 104 12.3 12.1 9 10 124

Deflator 4.5 4.5 51 7.3 6.2 4

France

GDP 5.4 7.9 5* 5* 6.1 5.7 54 ->4 6

Deflator 4.0 6.9 54 5.3 6.2 44

Germany
GNP 5.0 8.0 4i 3 8.2 3.6 3 34 24

Deflator 2.8 3.5 7 6.6 7.8 54

Italy
GDP 5.7 4.8 64 6| -3.1 11.7 64 64 7

Deflator 3.5 4.1 64 5.3 6.6 64

United Kingdom
GDP 3.2 1.9 1 4 3 3.6 0.3 3 3 24

Deflator 3.1 5.1 6 4.9 6.6 64

Total of above"

GNP/GDP 5.4 4.8 24 4| 3.7 1.8 2| 54 54

Deflator 3.5 4.8 54 5.6 5.9 4f

Total excluding united states'1

GNP/GDP 6.3 7.4 6 5| 6.3 6.3 54 54 64

Deflator 3.7 4.8 6 5.8 6.4 5

peared by the autumn, and policies are becoming more
expansionary. Following the 1969 parity changes, the
balance of payments should not be an important cons¬
traint in this respect. Barring unforeseen developments
the conditions seem to be set for a resumed period of

fast growth, as would be in line with the faster growth
of the labour force likely for demographic reasons.

Italy : A return to normality?

At the time of writing, business conditions in Italy
seem to have become more normal. The very rapid wage
increases have so far been absorbed without excessive

price rises and the underlying competitive position of
the Italian economy does not seem to have suffered un¬
duly. Thus, if industrial peace prevails, 1971 could be
a year of rapid expansion without excessive price rises
or a deterioration in the balance of payments.

PROSPECTS FOR TRADE AND

INVISIBLE TRANSACTIONS

Return to normal rates of expansion

OECD trade has risen by 50 per cent, in dollar value,
over the last three years. The boom seems likely to

weaken in 1971, because of the slight reduction expected
in demand pressures in most European countries and
Japan and the delayed effects of the cooling-off period
in North America. Some deceleration is already appa¬
rent in volume terms, but this has been masked by parti¬

cularly sharp price rises. For 1971, a rather smaller
volume growth and some slowing down in the price rise
might yield value growth rates of the order of 10-11 per
cent, as compared with 15-16 per cent in 1970.

The three-year boom can only partly be accounted
for in terms of price inflation. There has been a signi¬
ficant rise in the volume elasticity of OECD imports
with respect to GNP, perhaps largely the result of abnor¬
mal demand pressures.

Developments in 1970

1970 saw a fairly general tendency for the value of
imports by OECD countries to increase more than would
have been expected from past relationships with output.
The main reason seems to have been the exceptional rise

in foreign trade prices, a tendency reinforced for many
countries by the effects of the German revaluation. But
unusually high demand pressures and stockbuilding
were also important in many countries, with Italian im¬
ports buoyed up by the fact that domestic output was
reduced by strikes. Even in the reserve currency coun-
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TOTAL TRADE

OF MAJOR OECD COUNTRIES

3-month moving averages, seasonally ad|usted

billion dollars at annual rates

. Imports . Exports

Except for the United States and Canada, the

import figures are on a cil. basis, but the
import scale (left) has been adjusted downwards
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tries there was a moderate rise of imports in the first half
year despite stagnating or falling output. By the third
quarter, however, OECD imports had begun to grow
more slowly in both value and volume terms, except in
France where a strong rise became apparent at mid¬

year.

OECD exports have risen even faster than imports.
There has been a strong surge in sales to non-OECD
countries (Chart), which may in part have been a
lagged response to the upturn in OECD purchases from
them in the second half of 1969. Thus, there has been a

dramatic widening in the OECD's trade surplus with
non-OECD countries; but since those countries also
recorded a substantial increase in reserves during the

first three quarters of 1970, even without counting their
first allocation of Special Drawing Rights (SDRs), it
would appear probable that they have been benefitting
from large capital inflows. In view of the primary pro¬
ducing countries' present relatively strong reserve posi¬
tion (especially after the issue of SDRs) it is not expected
that the worsening of their trade balance will lead to the
sort of violent downward adjustment in their purchases
from the OECD area that has been observed in the past.

Slower rise expected for world trade prices

Average import and export values for OECD as a
whole increased at an annual rate of more than 7 per

cent in the first half of 1970. The forecasts presented
here assume a progressive slowdown, reflecting some¬
what more gradual increases in the volume of trade and
in most countries' GNP deflators; the sharp rise in the
first half of 1970 probably contained a substantial once-
for-all element as a result of the direct and indirect im¬

pact of the German revaluation (2).

One factor serving to push up average values of im¬
ports until recently has been the buoyancy of primary
product prices (3) (reflecting more than two years of
very strong demand and special factors affecting several
commodities, non-ferrous metals in particular). There
are now signs that the deceleration of total trade in vol¬
ume terms, aided by easier conditions in non-ferrous
metals, is bringing about a fall of commodity prices;

(2) The effects of this and the French devaluation were
not symmetrical. Thus, French exporters appear in
broad terms to have maintained their prices intact in dol¬
lar terms, while German exporters'1 profits were sufficiently
under pressure to necessitate the maintenance ofprices in
Deutschemark terms, entailing higher dollar prices.
Competing countries apparently welcomed the opportunity
to raise their dollar prices as well. For a fuller discussion
of the behaviour of foreign trade prices, see Economic
Outlook, No. 7, pp. 6-10.

(3) Price developments on the iron and steel market
have also been important in this respect.

From previous year
1968 1969 1970 1971

]

1969

"rom previous
1970

half-year
1971

Foreign trade of
II I 11 I ii

the OECD area"

Per cent changes,
seasonally adjusted annual rates
Estimates and forecasts

Volume

Imports

Exports

13.8

13.4

12.6

11.6

9

10

84
8

11.5

10.8

8.3

10.5

7

7

84
8

9

84

Average values6

Imports

Exports

-1.1

-1.0

3.0

3.8

54

5i

2

24

4.0

4.9

7.5

7.0

34

3*

2

24

14
2

Value6

Total trade0

Imports

Exports

12.6

12.3

16.0

15.8

15

16

104
104

16.0

16.2

16.4

18.2

11

11

10*
104

11

11

Intra-OECD

Exports 13.5 17.6 16 ni 16.0 18.6 Hi 114 114

a) Adjusted for statistical discrepancy
in the recording of intra-OECD trade,
and for the timing effects of the U.K.
dock strike (late in 1967), of the U.S.
dock strike (early in 1969), of the Cana¬
dian strikes (in late 1969) and for the
estimated shift between 1968 and 1969 of

German imports and exports affected by
speculation and the export tax.

b) In terms of U.S. dollars.

c) Including trade with unspecified
origins/destinations.

d) Adjusted for statistical discrepancy
in the recording of intra-OECD trade.

Extra-OECD

Imports

Exports

10.0

9.0

11.8

12.1

Hi
15

9

9

15.8

15.1

10.3

17.7

10

10

84

84

9

84

Memorandum item:

Recorded figures'*

Total trade in value60

Imports

Exports

12.9

12.9

15.5

15.1

15

16

10i
io±

16.0

16.6

17.3

19.0

10i
104

104

104

11

11
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the NIESR (4) index, for example, has been falling since
April. The impact on average values would normally
be less strong and perhaps slightly lagged, and some
other factors (oil prices and freight rates) may work in
the opposite direction, but it has nevertheless been
thought justified to assume that average values of im¬
ports from non-OECD countries will fall slightly through¬
out the forecast period.

From now on, OECD export prices are assumed to
follow a more normal relationship with GNP deflators
and foreign demand; this might imply, for the area as
a whole, an increase in average export values at an
annual rate of a little more than 2 per cent. Average
import values given the assumption for primary pro¬
duct prices might increase at an annual rate of per¬
haps I1/., 2 percent. These rates of increase would still
be significantly above the average recorded in the years
before 1968 -- essentially because GNP deflators, al¬
though slowing down, are expected to increase faster
than over that earlier period, and partly because condi¬
tions obtaining in the forecast period may be different
in other relevant respects (5).

General prospects for 1971

Given price behaviour of this sort, OECD imports
might grow in 1971 by some 10 to 11 per cent in value
(8 to 9 per cent in volume). There may be renewed
growth in the imports of the reserve currency countries
following very small increases in the second half of
1970, a slowdown for Germany and other northern
OECD countries, and relatively steady import advances
for most other countries though at a considerably
slower pace than in 1970 in Italy and Japan.

Since, given the relatively strong reserve position
which non-OECD countries built up during 1970, the
total OECD trade balance may continue at about the
high level attained during 1970, OECD exports are also
forecast to increase in 1971 at a rate of 10 to 11 per cent
in value terms (and by slightly less than imports in
volume terms).

50 per cent growth of trade in 3 years

Comparing the three-year boom period (1968-1970)
with the previous twelve years (1955-1967), the annual

(4) National Institute of Economic and Social Re¬
search, London.

(5) The disappearance of an earlier devaluation bias
and of the inital effects of competition from countries like
Italy and Japan. See Economic Outlook No. 7.

(6) Because of a slight "-devaluation bias" in the sys¬
tem, the increase in terms of a weighted average of local
currencies would be even higher. In fact, the share in
total OECD exports of the countries that devalued in the
period 1967 to 1970 is virtually identical to the share of
those that revalued or floated upwards 22 to 23 per cent
of the total in each case ; but the average change in the
exchange rate was significantly higher for the devaluing
countries.

rate of growth in the dollar value of OECD imports
accelerated from 8 per cent to 14% per cent (6) while
the annual rate of increase in real GNP increased only
slightly from 4% to 4% per cent. Even if account is
taken of the fact that the United States whose GNP

rose more slowly in the latter period than the OECD
average - - has a much lower import propensity than
other countries, the comparison is little changed.
(Reweighting GNP in terms of countries' average shares
in total OECD imports gives an increase in the area's
total GNP at an annual rate of just over 41/2 per cent
in the earlier period and of just under 5 per cent in the
more recent period.)

THE NEW PATTERN OF

PAYMENTS BALANCES

Shifting cyclical positions and the parity changes of
recent years have led to important equilibrating adjust¬
ments in current balances in 1970. In 1971 most of

this improvement seems likely to be preserved. The
United States and France, in deficit in 1969, have streng¬
thened their positions. The Italian and German sur¬
pluses have declined significantly. The United King¬
dom's surplus has been maintained. Despite a deterio¬
ration on long-term capital account, the balance of
current and long-term capital transactions of the United
States has also shown some improvement in 1970. Bal¬
ances on official settlements, however, have moved in a

disequilibrating way for some countries. Heavy re¬
liance on monetary policy for demand management has
caused sharp changes of relative monetary conditions
and a reversal of the very large flows of short-term
capital experienced in 1969. Thus, the total capital
account of the United States may have experienced a
negative swing of $14 billion or more and that of Ger¬
many a positive one of over $8 billion between 1969 and
1970. The first year of SDR creation has also witnessed
an unprecedented increase in the dollar component of
officiai international liquidity.

CURRENT BALANCES AFTER

THE PARITY CHANGES

The current balances of the two countries whose

parities changed in 1969 have each moved in the expec¬
ted direction and by a substantial amount in the case
of France, whose balance may have improved by nearly
SI1/? billion in 1970. This has been largely on trade
account; devaluation and reversal of speculative stock-
building have kept the import rise relatively small.
For Germany, the reduction in the current surplus has
been more moderate, amounting to perhaps little over
$Y2 billion; it has been more than accounted for by
the marked widening of the invisible deficit, the trade

account in fact improving slightly, despite Germany's
unfavourable relative cyclical position. Prolonged in¬
dustrial unrest (which appears to have had an adverse
effect mainly on imports but also on exports), together
with currency speculation (partly reflected in the invi¬
sible account), have been the main factors underlying
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Italy's large current account deterioration, which may
have amounted to nearly $y2 billion.

A surprising feature, given their close trading links,
has been the simultaneous improvements of the current
balances of the United States and Canada, probably in
the neighbourhood of $2% billion and $1% billion res¬
pectively. For both countries, 1970 has been a year of
stagnant domestic demand, so that demand pressures
have been lower than in other OECD countries. In

the first half-year, Canada's surplus was swollen by
temporary factors; and in the short run the effective
revaluation of the Canadian dollar could be expected

to have a slight positive effect on the surplus.

Contrary to earlier expectations, the Japanese surplus
seems likely to have been slightly smaller than in 1969,
with imports of both goods and transportation services
significantly higher than foreseen. But Japan's surplus
is still expected to be the largest of any country. Little
change year-on-year seems likely to have been recorded
for the United Kingdom (7) despite a further weakening
of demand pressures; but the result was affected by
strikes.

The expansion in other OECD countries, which
carried a number of them to exceptional levels of capa¬
city utilisation, entailed large import increases in 1970.
Their combined current deficit may have widened by
some $1% billion. There seems to have been a parti¬
cularly important deficit for Denmark, and all the other

(7) Before a/lowing for the most recently discovered
under-recording ofexports. In the absence ofany definitive
information, no allowance has been made for this factor ;
but early reports suggest that the 1970 current surplus
might be raised by some $350 million.

Scandinavian countries have had similar, if less acute,

experiences. In Switzerland there has been a deteriora¬
tion from the habitual sizeable surplus to approximate
balance. The current balance of Spain has proved an
exception, improving by perhaps $200 million.

Prospects

Forecasts of domestic activity for 1971 point to a
gradual increase in the pressures of demand in the United
States, and some decrease in Germany. The effects of
such changes on the current balances of the two largest
trading countries, however, may not be felt immediately.
Year-on-year there may be no worsening of the United
States position; and for a time the revaluation in Ger¬
many may go some way towards offsetting the effect of
lower demand pressures. A relatively strong rate of
expansion is expected in France, pushing that country
into a less favourable cyclical position, perhaps to an
extent sufficient temporarily to outweigh further improve¬
ment stemming from the devaluation. The same
may apply to a smaller degree to the United Kingdom,
also expected to grow in 1971 at a rate close to capacity.
In Italy it is assumed that the stronger rate of advance
will be accompanied by a return to normal working
conditions which would tend to improve the current
balance. For none of these countries is the year-on-

year change forecast in the current balance large; but
in each case the equilibrating movement recorded earlier
would be halted or reversed by the end of 1971 . Canada's
surplus is expected to be somewhat reduced in 1971,
while that of Japan is forecast to increase again.

The outlook for the larger countries may therefore
imply, at least by the second half of 1971, some move¬
ment towards a rather less satisfactory pattern of current

Average
1960-64 1964-68 1969 1970 1971

Current balances,
1969 to 1971

and longer-run trends
United Kingdom
United States

-0.26

3.35

-0.60

2.97

1.00

-0.89

1.05

1.70

0.80

2.00

S billion

Estimates and forecasts
Reserve currency countries 3.09 2.37 0.11 2.75 2.80

France"

Germany

Italy

Belgium-Luxembourg6
Netherlands

0.62

0.29

0.17

0.05

0.13

0.04

0.68

1.83

0.18

-0.07

-1.40

1.60

2.37

0.46

-0.02

0

1.00

0.90

0.55

-0.25

-0.20

1.35

1.25

0.60

-0.35

Total EEC 1.26 2.66 3.00 2.20 2.65

Canada

Japan
Other OECD North

Other OECD South

-0.76

-0.43

-0.62

-0.15

-0.60

0.51

-0.60

-0.56

-0.74

2.12

-0.05

-0.71

1.00

1.95

-1.45

-0.80

0.80

2.40

-1.30

-1.00

a) Transactions with non-franc
tries.

b) Secretariat estimates on a ti
tions basis.

c) Adjusted as far as possible for
sistencies of recording.

coun-

Total OECD 2.39 3.78 3.75 5.65 6.35

incon-
OECD CURRENT BALANCE WITH REST OF

WORLD6 1 .6 3.0 4.1 5.8 6.0
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accounts reversing earlier progress towards positions
that could be regarded as "equilibrating" in relation to
balance of payments objectives. The current balance
of other OECD countries taken together may not change
much in 1971. In the Scandinavian countries (other
than Finland), where substantial measures of stabilisa¬
tion have been taken, there should be some improvement
on 1970. But the Swiss position may deteriorate, and
the Spanish deficit widen somewhat again.

THE MASSIVE CAPITAL REFLUX

FROM THE UNITED STATES

The effect on countries' reserve positions in
1970

The pattern of capital flows in 1970 contrasted sharply
with that of 1969. In 1969 capital movements had been
affected both by cyclical factors and by speculative
forces. In 1970, speculative influences though not
entirely absent played a far less important role than
the difference between the business situation in the

United States and Europe. In the interests of demand
management, monetary conditions were far more res¬
trictive in the United States than elsewhere in 1969, and
the reverse was true in 1970. The result was an almost

tidal wave of short-term funds moving to the United
States in 1969 and flowing back to Europe, mainly to
Germany, in 1970. This massive response of capital
movements to differential credit conditions was facili¬

tated by the existence of a large pool of convertible
funds and by the use made by the US monetary au¬
thorities of Regulation Q on maximum interest rates
payable by commercial banks.

It was changes of capital flows that, largely, domi¬
nated the course of official settlements in 1970. The

United States swung from surplus to a deficit of record
proportions and Germany regained all the reserves lost
after revaluation. France, Canada and the United

Kingdom enjoyed sizeable official surpluses ; Italy return¬
ed to approximate balance, and Japan managed to
keep the increase in its reserves within modest propor¬
tions.

Looking ahead, it seems likely that the forces respon¬
sible for the pattern of capital flows witnessed in 1970
will extend into 1971, but may become progressively
weaker as the year advances. The cyclical factor will
probably fade away as a determinant of capital move¬
ments, and towards the end of the year it may even start
to swing in the opposite direction. The forecast of
domestic conditions presented elsewhere in this issue
points to a convergence of short-term interest rates in
the major financial centres, but to only minor changes
in long-term rates. With decreasing demand pressures
in Europe, mainly in Germany, the gradual fall of short-
term rates which began in the second half of 1970 is
expected to continue. In North America, short-term
rates may stop declining once economic recovery gets
fully under way, but long-term rates might decline slight

ly (especially if, as has recently appeared to be the case,
open market operations are conducted with this end in
view). Thus, relative interest rate movements would
suggest that the picture emerging for the first half of
1971 is one of further, albeit rapidly declining, capital
outflows and official settlements deficits for the United

States and inflows and reserves accumulation for Ger¬

many. To what extent the position will change in the
second half of the year will essentially depend on the
success of present stabilisation policies in Germany and
expansionary policies in the United States. But,
barring a major flare-up of speculative activity, short-
term capital movements could be considerably smaller
in 1971 as a whole than in 1970, with official settlements

more closely reflecting basic balance positions.

Also included in Economic Outlook No. 8 are analyses
of output, demand pressures, costs and prices in the
largest Member countries; the use of monetary policy
to regulate cyclical conditions; prospects for trade and
invisible transactions in 1971; analyses of individual
country positions with regard to capital flows, including
forecasts; a section on the Euro dollar market.

In the special supplement to the Economic Outlook
entitled "Occasional Studies" two articles appear which
are briefly summarised here :

An Empirical Analysis of Competition
in Export and Domestic Markets

The traditional analysis of export performance is
extended to include competition between imports and
domestic production, using engineering as an example.
An analysis of the mechanics of competition investigates
the importance of initially high or low market shares,
the significance of particular competitors, and the impact
of the EEC and EFTA on countries' ability to compete.
Investigation of the factors leading to changes in market
shares suggests that, at least for engineering goods in
the 1960's, relative price changes were not important,
relative increases in unit labour costs had little influence,
but that differential productivity growth was impor¬
tant.

OECD Trade Model ; 1970 Version

The OECD trade model, originally constructed in
1967, was designed as a practical forecasting tool and
has been subject to periodic revision and extension aimed
at improving its forecasting power. This article dis¬
cusses the changes and additions to the original version.

Part I describes the model with attention to major
specification changes in the export equations. Part II
discusses, inter alia, the change from the use of linear
to log-linear forms and the change from quarterly to
semi-annual estimation. Part III outlines an extension

of the model to take account of the "feedback" effect

of trade on GNP.
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The principal goals to which OECD Member countries1'1 have committed themselves under
the Convention which set up the Organisation are:
i. To achieve the highest sustainable economic growth and employment and a rising standard of
living in Member countries, while maintaining financial stability, and thus to contribute to the
development of the world economy;
2. To contribute to sound economic expansion in Member as well as non-member countries in
the process of economic development; and
3. To contribute to the expansion of world trade on a multilateral, non-discriminatory basis in
accordance with international obligations.

In pursuance of these objectives OECD serves as:
an instrument for making available all knowledge relevant to the formulation of rational policy

in major fields of economic activity;
a forum, in which meetings are held the year round, at which such policies may be worked out

in the light of shared ideas and experience.
In its current programme, the Organisation is deploying its resources with particular heed to :
the qualitative aspects of growth and the choices involved in the allocation of resources;
work on the environment, with all its economic implications;
structural problems affecting agriculture, industry and energy, trade, manpower and social

affairs, science and education;
short-run economic problems: demand management, cost and price performance, balance of

payments equilibrium;
a coherent policy for development co-operation : quantity and quality of aid, trade policies

towards developing countries.
(1) See Membership map on page 20.



CHRONOLOGY OF

CO-OPERATION

1948 - Establishment of the Or¬

ganisation for European
Economic Co-operation

(OEEC) to allocate Mar¬
shall Plan aid and to co¬

ordinate work on Euro¬

pean economic recovery.

1960 - December 14th, signa
ture by 18 European
countries, Canada and the

United States, of the Con¬

vention on the Organisa¬
tion for Economic Co¬

operation and Develop¬

ment (OECD).

1961 - September 30th, OECD

officially comes into ope¬
ration.

1964 - April 28th, Japan be¬
comes the 21 st full Mem¬

ber of OECD.

1969 - January 28th, Finland be¬
comes the 22nd full Mem¬

ber of OECD.
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* EMA Board of Management; Payments, Invisible Transactions, Fiscal, Insurance, Tourism, Restric
tive Business Practices, Maritime Transport, Consumer Policies Committees.

Centre for Educational

search and Innovation



Economies and Statistics Development Financial Affairs

Economic Policy Committee

A major forum for reviewing current
economic trends and prospects, ex¬

changing ideas and, when necessary,
advising on appropriate courses of
action. Meetings of the Committee,
which take place several times a year,
bring togethertop-level officials direct¬
ly concerned with economic and
financial policy formulation. More
continuous and detailed scrutiny is

ensured by the work of three spe¬
cialised Working Parties, dealing res¬

pectively with problems of the balance
of payments, economic growth, and
cost and price stability.

This permanent review not only
helps more enlightened policy-making
in general, but has facilitated the solu¬
tion of a number of temporary crises

suffered by individual Member coun¬
tries, thanks to the knowledge the
Members have of each others' econo¬

mic situation.

Economic and

Development Review
Committee

Carries out annual studies of the

economic situation of each Member

country in turn, by the use of the
confrontation method cross-exam

ination of the country's situation
and policies by a panel composed of
the representatives of other Member
countries.

The published Economic Surveys
which emerge from these examina¬
tions may concentrate on immediate
economic policy but also frequently
include longer-term appraisals of the
achievements and weaknesses of a

country's economy and of the policy
instruments developed by its author¬
ities.

Statistics

Over 10,000 pages of statistical
tables are published every year by
OECD for the use of governments,
members of parliament, trade asso¬
ciations, trade unions, research insti¬

tutes and businessmen throughout

the world. In carrying out this task,
so essential for the Organisation's
work, the Economics and Statistics

Department of the OECD Secretariat
takes care to make figures as compar¬

able as possible. To achieve a

" common language " it has to adjust
national figures, convert values,
weights, dimensions, etc., reclassify
basic data in accordance with stan¬

dardised procedures, and draw up
certain series itself.

Environment

The OECD Council, meeting at
Ministerial level in May, 1970, recog¬

nised that governmental interest in
maintaining or promoting an accept¬
able human environment must now

be developed in the framework of
policies for economic growth; the
Organisation should therefore pursue
its work in the field of environment

putting greater emphasis on the
economic and trade implications of

environmental policies, relating such
policies to qualitative objectives of
growth policies, and proposing con¬
certed solutions to problems having
substantial international implications.

Environment Committee

The study of environmental prob¬
lems, notably those associated with
water, air, pesticides, noise and urban
development, has been a feature of
the Organisation's programme of work
for many years. A new Environment
Committee, on which all OECD Mem¬
ber countries are to be represented,

will be responsible for the overall
direction of the work of OECD
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Sector Groups dealing with water,
air, transportation and urban policies.
The Environment Committee may also
decide to create other Sector Groups
as appropriate : a policy study of
pesticides and related chemicals will
be completed before the end of 1 970,
and the Committee will be called upon

to decide on the desirability of estab¬
lishing a specific Group in this
sector.

Certain urgent issues of a multi-
disciplinary nature are to be studied
by ad hoc Groups designed to carry
out a rapid analysis of the existing
situation as regards the particular
problem concerned, and to indicate
what practical measures may be
taken for its betterment, the costs

involved, and the possible repercus¬
sions of these measures on policies
in other sectors. Groups now plan¬
ned include those on detergents and
water pollution, pollution from the

pulp and paper industry, fuel combus¬
tion and air pollution from motor
vehicles, urban traffic congestion,
cost of vehicle noise abatement,

urban waste collection and disposal.

Development Assistance
Committee

OECD is concerned not only with
economic relations between its own

Members but also with development
of the less-developed countries of
the remainder of the world. Members

of OECD supply over 95 per cent of
the net flow of assistance and private

capital to the less-developed
countries. The principal providers of
assistance among the OECD Members
co-operate in the Development Assis¬
tance Committee (DAC).

The DAC is concerned with prob¬
lems of increasing the volume of
development assistance; of indebted¬
ness of the less-developed countries

and the appropriate terms of assist¬

ance; and of increasing the effective¬
ness of assistance, both capital and

technical, through exchange of infor¬
mation on policies and procedures and
co-ordination of assistance efforts.

A central working method of the
DAC is the Annual Aid Review, in

which each country's aid programme
is submitted to detailed examination

and discussion. The DAC also holds

meetings on particular subjects of
current concern. Some discussions

have led to formal recommendations

to Members e.g. on Assistance and
Development Efforts and on Financial
Terms and Conditions.

Technical Co-operation
Committee

OECD has put into operation a
limited programme designed to assist
certain of its European Member coun¬
tries, together with Yugoslavia, in the
development of their economies.

OECD Development Centre

In order to transfer to developing
countries knowledge and experience
acquired by the Organisation in the
different fields of economic deve¬

lopment, and thus to aid their own

growth efforts, OECD has set up a
scientifically independent body, the
Development Centre. The Centre has

undertaken to carry out, both through
its own efforts and in stimulating the
co-operation of development, research
on economic problems selected from

among the most important of those
faced by developing countries ; advan¬
ced training for senior officials from

these countries; special sessions de¬
voted to the transfer of experience
on selected subjects; and the provi¬
sion of documentary information in
reply to specific questions raised by

economic policy makers in develop¬
ing countries, and the gradual estab¬
lishment of an international docu¬

ments network.

International Trade

Trade Committee

The Trade Committee endeavours

to encourage the expansion of world
trade on a multilateral, non-discri¬

minatory basis; it examines Member
countries' policies with this objective
in view and studies problems of

foreign trade policy which face these
countries both in their relations among
themselves and with third countries.

As regards trade with developing
countries, it is the recognised aim of
OECD to increase the export earnings
of these countries, both Member and

non-member. Within the Trade Com¬

mittee, Member countries can together
consider the trade problems of deve¬

loping countries and formulate their
own policies along the most construc¬
tive lines : for example, the Committee

co-ordinates and advises on policies
as regards the grant of generalised
tariff preferences to developing coun¬
tries.

The Committee also studies the

problems raised by trade barriers of
all kinds (tariff or non-tariff, such as
quantitative restrictions or discrimi¬
natory practices applied to government
purchases) in order to mitigate as far
as possible their unfavourable effects
on international trade. In the same

way, it examines measures which
countries may take to remedy balance
of payments difficulties. Specific
trade problems are also discussed as
they arise between two or more coun¬
tries; and, finally, work is undertaken
under the aegis of the Trade Com¬
mittee in certain specialised fields such
as export credits and credit guarantees.

The Trade Committee takes full

account of the activities of other

international bodies such as GATT

and the UNCTAD.

*

Board of Management
of the European Monetary

Agreement

The Board is a restricted committee

of financial experts from Member

countries of the European Monetary

Agreement (EMA). Representa¬
tives of the United States Government,

the Managing Director of the Interna¬
tional Monetary Fund and the Bank
for International Settlements also at¬

tend the Board's meetings. Apart

from its general tasks of watching over
questions of monetary and financial
co-operation, the Board is responsible
in particular for supervising the execu¬
tion of the EMA and advising the
Council of OECD on all matters con¬

cerning this Agreement. It makes
recommendations to the Council

concerning the granting of credits
out of the European Fund, established
under the EMA to assist Member

countries to overcome temporary bal¬

ance of payments difficulties; and
the Board can itself decide, under

delegated powers, to grant credits to
countries for amounts upto S50million
and for periods of up to one year.

Committee

for Invisible Transactions

A restricted Committee of twelve

experts who watch over the imple¬
mentation of the two Codes of

Liberalisation of Current Invisible Ope¬
rations and of Capital Movements;
these are the only Acts of the Organi¬
sation under which Member States

have accepted specific liberalisation
commitments. The Committee also

examines to what extent it is opportune
and possible to increase existing liber¬
alisation of international exchanges
in these two sectors. From time to

time it is given special mandates on
subjects on which its members are
experts, for instance questions relating
to international direct investment or

international operations by mutual
funds.

Payments Committee

This Committee examines matters

arising in the payments field before
they are transmitted to the Executive
Committee and the Council of OECD.

All Member governments of OECD are
represented on it and its discussions
are designed to arrive at a common
viewpoint on the reports and recom¬
mendations of expert bodies such as
the Committee for Invisible Transac¬

tions or the Board of Management of
the EMA and, as appropriate, of other
committees.

Group of Governmental Experts
on Financial Markets

Another plenary body, which studies
the operations of national financial
markets of Member countries as well

as of the international market with a

view to their long-term improvement
and to their freeing from restriction.
Among its current preoccupations are
mutual funds and the Eurobond

market.

Group of Financial
Statisticians

Set up as part of the work of the
Organisation on capital markets, this
group provides technical advice for
the OECD Financial Statistics, publish¬
ed since 1970.

Insurance Committee

A plenary group dealing with
international aspects of the operations
of the insurance industries of Member

countries and of official insurance

supervision. One of its main tasks
at the moment is to explore the

possibility of international harmoni¬
sation of domestic supervision and
to work out practical proposals to
this end. The Committee also advises

the Committee for Invisible Transac¬

tions on the technical aspects of
liberalisation of international insurance

transactions between Member coun¬

tries and of the admission of insurers

from one country to establishment in
another.

Fiscal Committee

The Organisation will shortly be
putting into operation a wider fiscal
programme dealing especially with the
fiscal aspects of international capital
movements, the international effects of

taxing concerns and the standardised
classification of fiscal receipts. For
the moment, work on taxation ques¬
tions is handled by the Fiscal Com¬
mittee. The Fiscal Committee is

charged with the study of international
fiscal questions from the point of
view of double taxation. It has

drawn up two Draft Double-Taxation
Conventions respectively on taxes on

income and capital (1963) and on
taxes on estates and inheritances

(1 966) ;the Council has recommended
Member countries to adopt these

arrangements in their bilateral con¬
ventions on double taxation. It has

also published a report on fiscal
incentives for private investment in
developing countries. The Commit¬
tee is currently continuing its work on
the completion and improvement of
these Draft Conventions.

Committee of Experts
on Restrictive Business

Practices

The Committee carries out a per¬
manent review of Member countries'

legislation and policies on restrictive
business practices and studies the
specific problems arising from the
application of such legislation. In
particular, it has carried out studies
on refusal to sell and on market power

and the law ; these nave been publish¬

ed. It is also responsible for the
publication of a Guide to Legislation on
Restrictive Business Practices whose

volumes are periodically brought
up to date. On the Committee's
proposal, the Council in 1 967 adopted
a recommendation instituting co¬

operation between Member countries
concerning private restrictive business
practices affecting international trade.
The Committee is at present studying,
among other matters, the unfavourable
effects on international trade of cer¬

tain restrictive business practices of
private and particularly of export
agreements. It is also studying the
evolution, on national and internation¬

al levels, of the tendency to concen¬

trate undertakings, and examines the

policies adopted by Member countries
with regard to mergers.

Tourism Committee

International tourist movements are

expanding every year and the forms
they take are rapidly changing. The
annual report of the Tourism Committee
provides governments with a detailed
analysis of new developments in
international tourism which enables

these governments to make the ap¬
propriate adjustments in their tourism
policies and progammes of tourist
facilities. The Committee deals with

the improvement of statistics relating
to international tourist movements

and to tourist receipts and expendi¬

tures, and publishes yearly statistics
on these matters. The Committee

also studies governmental measures

concerning visas, passports, customs
facilities, currency allowances, pub¬
licity and promotion of tourism,
state aid to the tourist industry, the

protection of tourists, and the spread¬
ing out of holidays. It follows the
evolution of the various means of

tourist transport and accommodation.

Maritime Transport Committee

The Committee is responsible for

keeping the Organisation informed on
significant developments regarding
maritime transport. Regular consult¬
ations are held concerning the relevant
policies of Member and non-member
countries. In this connection the

Committee also examines all shipping

questions raised in the United Nations

Conference on Trade and develop¬
ment (UNCTAD). The Committee
studies the growth of world maritime

transport, technical developments and

structural changes, especially regard¬
ing problems of maritime policy which
may arise in these fields.

Committee on Consumer Policy

In the light of the increasing im¬
portance of consumer policy in Mem¬
ber countries, in particular the need
to provide consumers with effective

protection and objective information,
a Committee on Consumer Policy was
created within OECD at the end of

1969 for an initial period of two

years. At its first meeting in May
1970 it decided to prepare a compa¬
rative survey of legislation and acti¬
vities in the field of consumer protec¬
tion and information in Member

countries which will form the basis

for the mutual exchange of ideas and
experience between Member countries

and thus help to develop more
comprehensive consumer policies. In
addition the Committee has selected

two major areas for specific investi¬
gation, namely comparative testing
of products and product-related ser¬
vices, and labelling of products other
than food and drugs, with special
reference to textiles. Special em¬
phasis will be placed on the interna¬

tional aspects of consumer policy
particularly with a view to avoiding

non-tariff barriers to trade. Further¬

more the question of product safety
and the protection of consumers with

regard to consumer credits will be

considered by the Committee.

The Consortia

for Turkey and Greece

The Consortium for Turkey was
set up in 1962 under the aegis of
OECD to provide financial assistance

for the long-term economic develop¬
ment of Turkey. There are at present
fourteen members of the Consortium

including almost all the developed
countries in OECD. The Internation¬

al Bank for Reconstruction and

Development is also a member. The

International Monetary Fund and the
European Investment Bank attend as
observers.

The Consortium exercise is a spe¬
cial activity of OECD in addition to

the normal work of the Organisation
with regard to Turkey as one of its

Member countries. Financial support
for Turkey's development efforts

through the Consortium during the
first seven years, from 1963 to 1969,
amounted to some $2 billion as

regards agreements for aid and to
some $1.7 billion in disbursements.

The Consortium for Greece was

also set up in 1962 with the same

purpose of providing long-term assist¬
ance to that country.

Science and Educationk

Committee for Science Policy

The Committee ensures permanent

co-operation among Member coun¬
tries on the various aspects of science
policy at national and international
levels : confrontation of national

science policies, links between science
and economic growth, the role of

technical progress, standardisation of

statistics concerning research and

development, science in the develop¬
ing countries, the activities of public
authorities in fundamental research

and the social sciences, use of

computers and studies on the nature
of the technological innovation

process.

The Committee is also charged
with the preparation of ministerial
meetings on science which are held

approximately every two years. The
third of these meetings, which took
place in 1968, was chiefly devoted
to technological gaps, the promotion
of fundamental research and the

setting up of systems of information

on scientific and technical questions.
The 4th meeting of Ministers of

Science is planned to take place
in 1971.

Committee for Education

A Committee for Education has

been set up to continue the work of
the former OECD Committee for

Scientific and Technical Personnel.

In its educational planning and policy
work, the Committee will direct the

effort in educational statistics and

model-building to the practical needs
of policy analysis and to providing
guidance and basic indicators to those

concerned with decision-making and
the allocation of resources in educa¬

tion.

These approaches will be closely
integrated into the examination of

national educational policies under
the Country Review procedure, which
will be increasingly concerned with
assessment of goal structures and its
implications for the allocation and
use of resources.

Specific substantive issues in fu¬

ture educational policy will include
problems of resources and finance to

meet the growing demand for educa¬
tion; and the structural consequences
which the growth resulting from this
demand has on the educational sys¬
tem, and its relation to the labour

market and the educational process.
The special problems of the developing
countries in these respects will receive
separate attention.

The Centre

for Educational Research

and Innovation

CERI was set up in July 1963 for

an initial period of three years. Its
role is to bolster the efforts of Member

countries, to encourage experiments

of an advanced nature in educational

innovation and to stimulate co-oper¬
ation in research and development
work on educational problems. To
achieve these objectives CERI has
identified a series of leading current
problems in education, around which

it has developed its programme of
work. Projects under way deal with
educational growth and equality of
opportunity, particularly in the case of

socially disadvantaged groups, inno¬
vation and improved management in
higher education, the content and

methods of education at all levels,
and policies and structures designed
to promote innovation in the educa¬

tional system and process.

Industry andEnergy

Agriculture and Food-
Fisheries

Committee for Agriculture

The Committee for Agriculture is
concerned with

the adjustment of agricultural poli¬
cies in the context of a rapidly
expanding economy to this end

its Working Party on Agricultural
Policies discusses problems facing
Member countries in developing their
agricultural policies, especially as
regards theirinternational implications;

the short-term market outlook, the

long-term problem of adjusting pro¬
duction and demand, and the pro¬
motion of trade;

programmes aimed at stimulating
the adaptation of farm structures,

education, research advisory services
and marketing ;

technical assistance to Member

countries in process of economic
development. The Committee is also

paying increasing attention to the
implications for OECD of food prob¬
lems in the rest of the world and

is co-operating closely with the Food
and Agriculture Organisation and other
interested bodies in OECD.

The Committee for Fisheries

Besides catching about half of the
world fish landings, OECD Member
countries provide a major market for
fish and fish products. It follows that

the Committee is closely concerned
in economic development affecting
national and international fisheries.

This is reflected in its work covering
confrontation of fishing policies, ex¬
ploitation of the sea's resources,
utilisation, marketing and international
trade in fishery products.

Manpower and SocialAffairs
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Manpower
and Social Affairs Committee

An active manpower policy, advo¬
cated by OECD as a means for
promotion of economic and social

progress, includes measures to faci¬

litate the occupational and geographic
adaptation of workers to the ever-

changing needs of the economy, to
draw disadvantaged groups into gain¬
ful occupation, and to create employ¬
ment opportunities in labour surplus
areas.

The Manpower and Social Affairs

Committee is the OECD body in which
ideas and experience of the different
countries in this field are discussed.
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For this reason, the Committee regularly
gathers annual reports from Member
governments on their manpower poli¬
cies and programmes and progress
achieved. Individual Member countries

are examined in a more thorough¬
going way in order to analyse valuable
policy methods which could benefit

other countries, and to provide the
country studied with constructive

criticism. With a view to assisting
governments in the development of
national policies the Committee also

sponsors investigations of particular
problems, e.g. geographical and
occupational mobility, employment
trends for different groups, social
aspects of change and economic
growth, industrial relations.

Industry Committee

The Industry Committee has overall
responsibility for all the Organisation's
work in the field of industry.

It studies problems in the field of
industry which require co-operation
and confrontation among Member
governments. To this end, it examines
major developments and trends in

industry, the industrial and regional
policies of Member governments, and
problems of industrial adaptation.

In addition, the Committee normal¬

ly holds one special session each year
in order to bring out salient trends in
industrial branches, and to identify
problems of general interest arising
from particular industrial sectors.

Energy and Oil Committees

The energy policies of Member

countries are systematically considered
at confrontations organised by the
Energy Committee. The Committee's

analysis of events and acquired expe¬
rience helps it to prepare energy policy
decisions and to harmonise measures

to balance the estimated trend of

supply and demand of energy in
Western Europe, Japan and North
America. Special studies are also
undertaken on international power
exchange, natural gas and coal sup¬
plies and on environmental ques¬
tions.

The Oil Committee keeps Member
countries' oil policy under review and
studies supply and demand prospects
for the OECD area. It is also respon¬
sible for the regular monitoring of the
OECD stockpile programme which
was set up as a consequence of the
Suez Crisis in 1956.

NuclearEnergy

The European Nuclear Energy
Agency (ENEA), set up in 1957 to
promote co-operation among the
Western European countries in the
use of nuclear energy for peaceful
purposes, groups 18 European Mem¬
ber countries of OECD. Canada, Japan
and the United States are associate

members of the Agency and Euratom
also participates in its work. ENEA's
objectives are :

Organisation of joint undertakings:
the Eurochemic Fuel Reprocessing
Company at Mol in Belgium; the
Halden boiling heavy reactor Project
in Norway; and the Dragon high-tem¬
perature reactor Project at Winfrith in
the United Kingdom. Joint research
programmes : the wholesomeness of

food preserved by irradiation, and
the development in Europe of radio¬
isotopic power sources especially
miniature isotopic batteries for specia¬
lised applications such as pacemakers.
Common services: ENEA has set up
a Neutron Data Compilation Centre
at Saclay (France), and a Computer
Programme Library at Ispra (Italy) for
nuclear energy calculations; nuclear

information and data have greatly
contributed to studies on the overall

problems of handling increasing quan¬
tities of all forms of scientific informa¬
tion.

Promotion of scientific and technical

co-operation among Member coun¬
tries : this is often achieved through
specialist committees, for example,
the European-American Nuclear Data

Committee (EANDC);the European-
American Committee on Reactor Phy¬
sics (EACFP); the Committee on
Reactor Safety Technology (CREST) ;
international liaison groups on magne-
tohydrodynamic electrical powergene-
ration and thermionic electrical power
generation.

Work towards the development in
Western Europe of a uniform admini¬
strative and regulatory regime for
nuclear energy, especially for health
and safety; nuclear liability; and the
transport of nuclear substances. Stu¬

dies have also been undertaken on

problems of radioactive waste manage¬
ment, particularly from the point of
view of safety and thedifferent methods
available for the final disposal of
wastes. Two international opera¬
tions for the disposal of packaged
wastes in the deep Atlantic Ocean have

taken place under the aegis of ENEA.

Examination of the contribution

nuclear energy may be expected to
make towards meeting Europe's grow¬
ing energy demands, by studying fuel
cycle characteristics of different power
reactor types, and the implications in
terms of nuclear fuel resources of

adopting different "combinations" of

these reactor types in the future
programmes of the European countries.

ENEA collaborates with other in¬

ternational organisations in the nuclear
field, in particular with the Interna¬

tional Atomic Energy Agency (IAEA)
and Euratom.
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POLICIES FOR
ECONOMICPROGRESS

# V TUESEt EXTIES
by Emile van Lennep,

Secretary General of OECD

rWlhc layout and extent of the present Committee
M structure of 0EC1 ) is shown opposite. Il is fram
- ed to deal with all major aspects of economic

policy. Our tasks, and the machinery employed
by the international OECD Secretariat to deal with them,
are explained in greater detail in these pages.

The Organisation and the policies it sets itself to carry
out must straightaway be put into proper perspective.
Its plans are essentially forward-looking but they are
rooted in the experience gained since, in the Forties, the
Marshall Plan convincingly demonstrated for the first
time the practicability and value of international econo¬
mic co-operation. The concept of interdependence has
since become generally accepted by the twenty-two Mem¬
ber countries, belonging to three continents, which today
constitute OECD.

OECD has certain characteristics peculiar to itself.
Neither a regional organisation (such as, for example, the
European Economic Community) nor a worldwide group¬
ing of the United Nations type, its twenty-two Member
countries share the market type of economy. An expres¬
sion of the collective will of its Members, the Organisa¬
tion is designed for inter-governmental co-operation; it
has no ambition to submit national economic policy deci¬
sions to supra-national decision-making. As an organi¬
sation, it seeks to influence the economic policies of Member
states in such a way that basic growth and welfare objec¬
tives can be met not only within the single country but
within the whole OECD area and in the world economy
as a whole.

In a rapidly changing world, economic policies are
subject to constant transition. They call for the shedding
of economic approaches that have outgrown their use¬
fulness, the substitution of new thinking and new methods.
This belief underlies the work programmes of OECD.

The broad lines of present policy were laid down at
a meeting of the Council at Ministerial level held in May
1970. These included the objective of an increase in real
national product for the OECD area of the order of 65 per
cent as a collective growth target for the 'Seventies.

This ambitious objective is essential if full employment
is to be achieved and claims on real resources met. But
the question must be faced squarely : What is the point
of " more " unless more means " better " ? In pursuing
its activities on the qualitative aspects of growth the Orga¬
nisation will seek to incorporate in its work on the overall
allocation of resources the results attained in specific
fields : science policy, education policy, manpower and
social affairs, environment. This is new ground for
economists; it, is encouraging to note that in most Member
countries the first steps are being taken to establish indi¬
cators that go beyond measuring economic achievement
in the traditional quantitative terms.

To take problems of the environment as an example of
the present OECD approach, among new bodies recently
set up is an Environment Committee. The Organisation

already has considerable experience in scientific research
into environmental problems. But we now have to bring
fully into our analysis the consequences for economic
policy.

In assessing the costs of various possible counteractions
to problems caused by pollution, for instance, it must
be possible to form some estimate of the benefits which
are likely to accrue from their being put into effect. But
who is going to pay for a better environment -- the tax¬
payer, the consumer, the enterprises causing the pollu¬
tion ? What will be the effects on the existing socio-eco¬
nomic structures of countermeasures, and how will any
necessary structural changes be implemented? Many of
these problems, too, have international implications; and
decisions involving the allocation of resources and shifts
in industrial production and activity are ultimately poli¬
tical and not to be solved on national or piecemeal lines.

Another instance of a field in which OECD has much
experience, but which it is now necessary to integrate into
the overall approach to the qualitative aspects of growth,
is that of education. Here again a new Committee of the
Organisation has been set up.

These are the kinds of problems facing the OECD group
of Member countries with respect to policies affecting their
own economy. The other major preoccupation is the dis¬
charge of their responsibilities toward the developing coun¬
tries. OECD countries form by far the largest suppliers
of aid both financial and technical some 95 per cent of
the global total of such aid from official and private sour¬
ces together.

At the May 1970 Ministerial Council meeting it was
agreed that the OECD should play its full part in the
Second Development Decade of the United Nations.
This means an effort to increase the financial flows
to developing countries, especially with regard to official
development assistance, and to increase contributions to
multilateral agencies.

But this is not the whole story : efforts must also be
made to improve the quality of aid. Improved geogra¬
phical distribution of aid; a fairer adjustment of the finan¬
cial terms of assistance to the economic and financial
situation of the recipient countries; the " untying " of
aid; generalised, non-reciprocal and non-discriminatory
tariff preferences in favour of developing countries
these are some of the measures designed to ensure that
OECD countries and developing countries alike become
partners in development.

The development of international economic co-opera¬
tion on a multilateral basis over the last twenty-five years
is a great achievement. The various organisations all
have their role to play as bearers of the hope for a still
better organised international community. The impor¬
tance of a balanced progress of the world economy is recog¬
nised as a prerequisite for avoiding serious conflict in
the remaining years of this century. This is the challenge
facing the Member countries of OECD. This is the
challenge facing OECD on its tenth anniversary.



A NEW APPROACH TO
FIGHTING

OECD, on

the responsibility of its
Secretary General, has just published a study
entitled "The Present Problem of Inflation " .The introduction

and recommendations of this report have been widely discussed in the press.
These recommendations were based on an extensive analysis of the problem ; some
of the salient points of this analysis are presented in the following article.

THE PROBLEM

In the strictly arithmetical sense, the rise in prices
in the OECD area as a whole has steadily accelerated
over the 1960s, and in 1970 will almost certainly turn
out to have been more than double the average rate in
the first half of the decade. This overall result, however,
owes a great deal to developments in the United States.

Discounting the preponderance of the United States
economy and giving equal weight to the price perfor¬
mance in individual countries, there remains evidence

of an acceleration in the price rise, although it is less
clear-cut : in just under half of the 17 countries studied
the price rise in 1969, or estimated for 1970, was, or
will have been, higher than in any other year over the
period 1959-1968.

Prices have risen most in the service sector and in

construction; together, these accounted for from 70 to
nearly 90 per cent of the total price rise in the major
countries over 1958-1968. Food prices to consumers
generally rose roughly in line with the general price level,
but in most countries prices received by farmers rose
distinctly less fast. The prices of manufactured goods
rose least ; in most cases on average in the range of
1 to 2 1/2 per cent a year.

The most interesting feature of the last two years -
and also, perhaps, the most disquieting is that there has
been noticeably more synchronisation in price movements
than in demand conditions.

The widespread and historically price increases in

the first half of 1970 resulted from the combination of a

number of factors of which the following appear to have
been the most important :

The continued high rate of inflation in the United States
for over a year after demand pressures began to ease in
1969.

The steady acceleration of price increases in the United
Kingdom despite a gradual easing of demand pressures
of which only a part can be attributed to the price-raising
effects of the 1967 devaluation and the policies which
followed it.

The upward pressure on the price level in France result¬
ing from the strikes and substantial wage increases of
May/June 1968 and the devaluation of August 1969; and
the similarly " autonomous " nature of the recent wage
explosion in Italy.

The emergence of a strong boom in Japan and Germany,
the latter in particular having a strong impact on neigh¬
bouring countries.

In other words, since the emergence in 1966 of serious
over-heating followed by cost inflation in the United States
a succession of somewhat heterogeneous developments has
led to the disappearance of the " islands of stability " out¬
side the United States which had been a typical feature
throughout most of the 1960s.

The report discusses other evidence such as
demand pressures, the share of labour income and
profits in the national income, the course of prices in
international trade, and the experience of the individual
countries. It concludes that although it is possible to
explain developments in terms of special factors for
each country these arguments appear less convincing
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when looking at the overall pattern for the OECD area
as a whole, and il seems much more difficult to reach
a sanguine conclusion.

It also seems unwise to regard the occurrence of " wage
explosions " in a number of countries as autonomous
accidents with no implications for the future... Also, it
would not be realistic to expect the United States to achieve
in the 1970s the exceptional price stability recorded in the
early 1960s.

The prophecy that continuing full employment would
cause inflation to accelerate is not new; nor is there
conclusive evidence that it is being fulfilled. But there are
good a priori reasons for believing that as confidence in the
maintenance of high employment levels strengthens, people
become more and more conscious of inflation, and quicker
at trying to protect themselves against it. Over time,
inflationary experience affects behaviour right through the
economy. Employers stand at the fulcrum of price and
wage decisions, and the more they find that prices can be
raised to cover increasing costs without damaging sales,
the more the danger of a quickening cycle of wage and
price increases. It may prove more difficult to bring
inflation under control, particularly through demand
management policies, than would have seemed likely on
the basis of experience in the earlier pari of the 1960s.
Although in the short run the prospect is for some impro¬
vement in price performance, unless it is more marked
than now expected, a serious inflationary problem could
re-emerge... If this is accepted, there is an urgent need
to bring about a significant reduction in inflationary
expectations over the next 12-18 months.

POLICIES AGAINST

INFLATION

FISCAL AND MONETARY POLICIES]
ft is clear that the emergence of excess demand on one

or more occasions during the 1960s has been a major factor
contributing to the present inflationary difficulties. Aggre¬
gate demand has frequently been stronger than the autho¬
rities had either expected or intended. Apart from the
direct effect this had on prices, it has aggravated the prob¬
lem of inflalion in several pervasive ways. Fluctuations
in demand pressure cause shifts between labour incomes
and profits, and between different categories of labour
income; and attenpts from all sides to correct for these
shifts play a major role in the dynamic process of wage and
price inflation. Further, it is under conditions of excess
demand particularly if it prevails for some time that
inflationary expectations emerge and take root.

The control of aggregate demand through fiscal and
monetary policies has proved more difficult than foreseen
by many economists a decade or so ago. Several reasons
for this are apparent. First, despite improvements in the
art of economic forecasting, mis judgment and unexpected
events - often of a non-economic nature have played a
role. Also, in quite a number of countries, meaningful
economic forecasting is still hampered by I he inadequacy
of basic economic statistics.

Second, the lags between taking restrictive action and
its effects have often been under-estimated -- and may
have been lengthening. In the case of monetary policy,
as businessmen have acquired a full employment psycho¬
logy, they have become less responsive to the traditional

monetary warning signals. Willi a large and diverse stock
of outstanding financial assets, it lakes a considérable time
for the authorities to create a liquidity squeeze sufficiently
severe to have an appreciable impact on spending decisions;
the more so, the grealer the degree lo which domestic
monetary policies are undermined by large-scale capital
inflows. On the side of fiscal policy, the restraining impact
of tax increases has often been offset more than had been

expected by consequent movements in savings and wages
and prices.

Third, and perhaps most important, has been the diffi¬
culty of reconciling the need for early and firm action to
control demand with the political processes of democratic
government. On too many occasions, when the need for
action has been correctly foreseen, it has been delayed or
adulterated because of short-term political considerations.

By the end of the 1960s the aim of the demand manage¬
ment policies being followed in almost all countries was
very similar : to maintain aggregate demand in a narrow
band close to full employment, while being prepared to
operate at the bottom edge of this band in the face of
balance of payments difficulties or a faster than desired
rise in prices. The first and central question is whether,
and to what extent, this aim may have to be modified in
view of the seriousness of the inflationary problem.

This is a highly controversial question. At least three
widely opposed schools of thought can be distinguished.
One view is that manipulation of demand has within the
limits of the politically feasible - little impact on the
pace of cost-push inflation. Expansionary policies should,
therefore, be pursued, coupled with other action to control
inflation. A second view is that with patience and good
judgment the " narrow hand " approach can be made to
work, although this may mean operating at somewhat
higher levels of unemployment for longer periods of time
than had been realised up to now. Finally, a more extreme
view is that demand management policies should give
absolute priority to price stability, whatever the short-
term consequences for employment and growth.

The expansionist school bases its argument on the pro¬
position that in the short-run overhead costs fall as output
rises, and that over the longer run l'aster productivity
growth will offset a larger proportion of a given rise in
money wages. To he objective, it should he recognised
that there have been a number of rather exceptional cases
where it has seemed appropriate for a country to try to
absorb part of a sudden increase in costs through expansion¬
ary policies (for example, in France in 1968 and in Italy in
1969). These have been cases, however, where there was
substantial unemployment or under-employment, and
where it was reasonable to expect thai stronger demand
would quite quickly call I'orlh a high elasticity of supply.
In other cases critics would say that until it has been
demonstrated thai there are other policies which can
keep cost inflation in check, the adoption of expansionary
policies would be bound, on balance, to exacerbate the
inflationary problem in countries where costs and prices
are already rising rapidly and there is no evidence of
significant unused supply potential.

The view that firm control of overall demand is not

only essential, but also should, in itself, he largely suffi¬
cient -- together with active competition and manpower
policies - to achieve and maintain reasonable price sta¬
bility, characterises the position adopted by the present
United States Administration. Critics can, however, point
out that as restrictive policies have been applied in the
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United States, it has been necessary to revise upwards
somewhat the estimates of the slack required before infla¬
tionary expectations have been sufficiently dampened.
They may, therefore, be sceptical as to whether, in the
event, social and political considerations may not lead to
a premature relaxation of restrictive policies. More
fundamentally, they may believe that whatever the
success achieved in the short run, inflationary problems
could re-emerge after the slack has been taken up and the
economy resumes its normal growth rate.

The hardest line is taken by those who believe that the
growth of inflationary expectations and behaviour has
been closely and irreversibly linked with the growth of
the belief that serious recessions are a thing of the past.
Inflation can only be checked by re-creating fear of a real
recession. It is therefore sometimes suggested that govern¬
ments should lock the levers of monetary and fiscal policy
in a non-inflationary position and be prepared to hold
tight whatever the short-term consequences may prove
to be.

Apart from concern about the social and political impli¬
cations of such a policy, critics may be doubtful whether
it is really possible to turn the clock back in this way.
People's reaction to going bankrupt or being thrown out
of a job may have been different in Hie 1930s when it
could be thought that this was the result of a natural
disaster. But today, a serious recession would be clearly
recognised to be the result of a deliberate policy being
followed by the government. The experience of those few
countries which, at one time or another during the 1960s,

fell short of their potential growth rates for some period of
time, suggests that the undercurrents of social and political
discontent thus generated may eventually have rather
violent economic repercussions in the form of wage explo¬
sions which are difficult to foresee or control.

Faced with these widely differing views, what should be
the collective attitude of OECD Member countries? Cir¬

cumstances vary considerably from country to country,
but the fundamental problem is how to get people to exer¬
cise the moderation that they would do if they believed

Recommendations on

Fiscal and Monetary Policy

" All Member countries should aim to restore at least

the degree of price stability associated in the past with
sustainable levels of employment and economic, growth.
To this end, cautious demand management policies arc
required. Excess demand should be eliminated and
governments should be prepared where necessary to
accept a temporary reduction in the rate of activity until
there are signs that better price stability has been achiev¬
ed. " (Recommendation I.) " In cases where unem¬
ployment is rising towards unacceptable levels, attention
should be directed to the possibility of selective action
directed to areas of high unemployment, rather than
indiscriminate increases in public expenditure or
general tax cuts. " (Recommendation 2.) " Govern¬
ments should be prepared to slate their aims with regard
to prices with more clarity... the. idea of just trying to do
no worse than other countries is highlg dangerous.
Where appropriate targets /or different countries, or
groups of countries, prove to be incompatible with
balance of payments equilibrium, the authorities should be
prepared to make timely adjustments in exchange rates. "
(Recommendations 11 and 12.)

that a major recession was possible, without actually
having to administer the lesson. In the broadest terms,
it seems that what is required is that governments should
establish their aims with regard to prices with more
clarity, and emphasise their intention to give more priority
to these aims in the conduct of their fiscal and monetary

policies...

What needs to be determined as objectively as possible
is the rate of price increase above which there, is a clear
danger of heightened inflationary expectations and a pro¬
gressive acceleration of the inflationary process. Appro¬
priate objectives are likely to vary from country to country;
and it would be wrong for countries lo be prepared to
" inflate up " to the rate of inflation in the country which
is the highest common denominator.

Establishment of realistic non-inflationary price objec¬
tives will not, of course, be enough in itself. More impor¬
tant will be to convince public opinion that these objectives
are going to be taken seriously. To this end, governments
will have to make it clear that they are prepared to pursue
restrictive demand management policies until there are
signs that better price stability is being restored. A
permanent and significant rise in unemployment would not
be acceptable; nor would it necessarily be an effective
barrier against inflation over the longer run. What is
needed, however, is that all segments of the public and
especially employers and trade unions should be more
conscious of the inevitable link between the moderation

they exercise, in price and wage decisions and the demand
management policies followed by the authorities. In Hie
present conjuncture, a major reduction of inflationary
expectations during the current cooling-off period is a pre¬
requisite for the resumption of normal growth rates and the
return to higher levels of employment.

PRICE-INCOMES POLICY

'flic 1960s have witnessed a wide variety of experience
with price-incomes policy in many countries, and the
growth of a very substantial literature on the subject...

fhe record seems to show fairly clearly that price-
incomes policy of both the national bargain and guidelines
variety has succeeded in restraining price rises for periods
of up to one to two years. Becent examples are provided
by the United Kingdom in 1966-67 and Finland in 1968-69.
To what extent any long-term success has been achieved, is,
however, more doubtful and controversial...

As far as the major countries are concerned, the question
cannot really be asked, since none of them has as yet
pursued a coherent price-incomes policy for long enough
to permit proper judgement... Some other countries -
for example, Austria, the Netherlands and Norway -
heve been pursuing a form of price-incomes policy for a much
longer period. Judgment of the results achieved is, how¬
ever, rendered difficult by the very large extent to which
their economies are influenced by external developments.
In these circumstances, effectiveness of price-incomes
policies must be judged mainly in terms of the contribution
they have made to reconciling the maintenance of external
equilibrium with high levels of employment, and the promo¬
tion of constructive and relatively peaceful industrial rela¬
tions. Judged against these standards, rather than against
the observed rate of price increase, the record of a number of
the smaller countries would seem to compare quite favour¬
ably with that of the larger countries.

(continued on page 30)
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The problems encountered

The major problem encountered in trying to build up a
price-incomes policy is obviously the heavy burden of
responsibility it imposes on the social partners. They are
called upon to exercise moderation in the pursuit of their
legitimate interests. Viewed from the top, the propo¬
sition that if money incomes and profits rise faster than
national productivity, the consequence will not be higher
real incomes and profits but rising prices is impeccable.
But it is not true when applied to individual groups or
enterprises. It is thus all too easy for leaders on both
sides to be persuaded into accepting over-ambitious com¬
mitments on behalf of their members.

A second problem area concerns the appropriate guide¬
lines where, prices are already rising at a significant pace...
Some form of real income guarantee may be a necessary
and desirable part of an overall bargain, but not if it is too
rigid or quick-acting, ft is interesting in this respect that
Finland, and more recently Denmark, have acted to modify
or abolish their very widespread and automatic systems
of indexation.

There is a wider problem of the realism of price-incomes
policy objectives. Because of concern that targets may be
taken as the minimum basis for price and wage decisions,
there has been a natural tendency to play on the safe side.
But persistence with unrealistically low targets can, over
time, bring the whole policy into disrepute. A recent
example is the difficulties that have arisen in Germany
because of serious under-estimation of the scope for pro¬
ductivity gains and non-inflationary wage increases in
1968 and 1969 at the time the " concerted action pro¬
gramme " for those years was established.

A third set of problems relates to income differentials
and the position of lower-paid workers. Here again, it is
easy to be over-ambitious, with leaders agreeing to action
in favour of the lower-paid which is not, it subsequently
turns out, acceptable to those higher up in the hierarchy
of wages and salaries. Similar difficulties arise when legis¬
lative action is taken, for example, to raise legal minimum
wage rates or to provide equal pay for women. Experience
has continuously illustrated the tenacity with which exist¬
ing wage differentials are defended. This has been another
factor behind the phenomenon of wage-drift in Scandinavia
and elsewhere. It is also evident in the rather widespread
increase in the organisation and militancy of white collar
workers during the 1960s.

The evolution of price-incomes policy has also focussed
more attention on non-wage incomes. As foreshadowed
in an earlier OECD report, countries have adopted rather
different approaches to this problem, some putting most
emphasis on competition and price policy, others seeking
to establish a more direct policy for non-wage incomes.
One question about the more direct approach is how far
fiscal measures, which may be accepted as a satisfactory
quid pro quo by union leaders, are recognised and accepted
as such by the rank and file lower down.

More generally, it is probably true that the search for
price-incomes policies has tended to bring into the open
issues concerning the distribution of income (and wealth)
which until then had been lying dormant because of lack
of information, the fragmentation of opinion, and the ab¬
sence of any national forum in which they could be effect¬
ively raised. Where this has happened, policies and guide¬
lines which implicitly take the existing distribution of
income and wealth for granted have come under increasing
attack from many different directions.

Experience has tended to confirm the judgment that a
comprehensive system of price control, in the strict sense,
raises almost insuperable administrative difficulties; and
over a number of years it would have harmful effects on
efficiency. At the same time, however, quite a number of
countries have made use of temporary price and/or wage
freezes. It seems that in particularly difficult inflationary
situations action along these lines can help to bring about a
break in the price-wage spiral. But there is also a danger
that price and wage increases accelerate again sharply as
soon as these controls are relaxed or removed. The use

of such measures, therefore, requires skilful timing within
the framework of a comprehensive overall programme of
appropriate fiscal, monetary and other policies. In the
last two or three years this has been attempted with
varying degrees of success - in the United Kingdom,
France and Finland, and, more recently, in the Netherlands,
Sweden, Denmark, Norway and Ireland.

In the implementation of an active price policy, it has
proved difficult to avoid giving undue emphasis to restrain¬
ing price increases in low productivity growth sectors,
rather than to the promotion of price reductions in high
productivity sectors. Selective action on politically sen¬
sitive prices, or on price decisions most easily susceptible.
to government influence, may also have led to some dis¬
tortion in price structures.

Despite these difficulties, a number of countries have
felt it worthwhile to devote considerable resources to

building up the necessary expertise required for effective
price supervision over the longer run.

Recommendations on Price-Incomes Policy

Despite the difficulties, the search for effective price-
incomes policies should not be abandoned; but this
should be regarded as a long-haul operation unlikely
to gield miracles. In the short run, temporary recourse
to some form of price andjor wage control may be justifi¬
ed in the framework of a suitable overall programme to
deal with an acute inflationary crisis.
Price-incomes policy should not be thought of as some¬
thing that can be turned on and off according to the
fluctuations in the balance of payments or the fortunes
of the major political parties... The need for, and the
nature of, such a policy varies greatly from country to
country. But it nevertheless seems likely that an
effective policy will require guidelines of greater or
lesser precision as to what increase in money incomes
and price behaviour would, in the prevailing circums¬
tances, be consistent with the collective interest.

Widespread support in the political parties, trade union
and employers' organisations is required, based on
clear recognition of the need, on general economic, social
and political grounds, to ewoid high and accelerating
rates of inflation. This should lead to closer consult¬
ation and co-operation between the social partners, and
with the government. It mag also be necessary to build
up a comprehensive apparatus for the surveillance of
prices and profits; and a rational framework for collec¬
tive bargaining with respect to such things eis the defi¬
nition of bargaining units, procedures for settling dis¬
putes, the legal status of collective agreements, the timing
of negotiations, etc. And there is a need to provide
more accurate information on incomes; and to pursue
imaginative and effective social policies, and to exert more
vigorous efforts to stimulate competition and eliminate
privilege.
(Recommendations 3 and 14.)

M\



The future ofprice-incomes policies

It would be unrealistic not to recognise that the diffi¬
culties just discussed have proved more serious than was
envisaged by advocates of incomes policy a decade ago
(including the OECD). Some governments may have
pinned too much faith on price-incomes policies and
neglected to give sufficient weight to other essential aspects
of stabilisation policy... After the experience of the 1960s,
there is certainly no justification for any country to regard
price-incomes policy in any way as a substitute for proper
demand management policies...

Critics would, of course, go further and claim that price-
incomes policies have been proved to be unworkable, if
not positively harmful. They argue that the whole con¬
cept of these policies is fundamentally inconsistent with
the open and decentralised system of political and economic
organisation on which Western societies are founded, 'the
question they must answer, however, is whether continuing,
and perhaps accelerating inflation might not engender
changes in present economic and political systems far more
unacceptable to middle-of-the-road opinion than would be
involved in a relatively small shift towards taking more
account of the common interest in making price and wage
decisions... To those who accept this proposition, the
question remains of how, in practical terms, to make
price-incomes policy more effective over the longer run.

On a wider plane, there may be a question as to whether
in the past too much emphasis has been put on the role of
unions in moderating wage increases and too little on the
role of employers in granting inflationary wage increases
and passing them on into prices. The basic aim, after all,
is to get better price stability, not just for a few politically
sensitive prices, but over the whole range of prices through¬
out the economy. Employers have a particularly direct
concern with the continuation of economic growth and

rapidly expanding markets. Perhaps more could and
should be done to encourage them to exercise moderation
in their price decisions, and to organise themselves better
to resist pressures coming from the over-aggressive use of
market power on the part of certain unions.

Finally, there is a question of whether the name " price-
incomes policy " (and its variants) has not outlived its
usefulness. Many of the subjects discussed in the next
section of this report can quite legitimately be thought of
as forming part of a policy for prices and incomes. The.
problem is inflation, and what is needed is a positive policy
against inflation right through the private and public
sector.

The objective in exposing the private sector to more
effective domestic and international competition should be
not only to attain some once-and-for-all cuts in the price
level. Protection, at least in its more harmful forms,

makes a dynamic contribution to inflation through weaken¬
ing resistance to a continuing process of cost and price
increases. The larger the protected sectors in relation
to the economy as a whole, the greater will be the moment¬
um behind the inflationary process.

All instances of industrial or agricultural protection
exist for understandable reasons, and to reduce or remove

them would be politically painful. The key question,
however, is what the alternative course of action is, in

circumstances in which inflation is in some countries posing
a threat to the continuation of full employment.

Taking any of the suggestions made here in isolation,
it may be easy to argue, that their contribution to the
solution of the inflationary problem would hardly be worth
the political and other difficulties involved. However,
the fact is that all Member countries have to some extent

carried over from the 1930s (and earlier) protectionist and
interventionist attitudes and institutions which may have
been justified under conditions of periodic and inescapable
recessions, but are not under conditions of guaranteed

high employment.

As regards social policies, inefficiencies in expenditure
in achieving properly defined social objectives are infla¬
tionary to the extent that taxes are, as a result, higher than
they need be. In such cases, inefficiencies in the public
sector have just as much inflationary potential as when
prices in the private sector are higher than they need be
to provide a reasonable return to the capital and labour
employed.

The present activities of government have built up in
a haphazard and piecemeal way over the last 150 years
under the joint pressure of a steadily growing social
conscience, and the consequences of rapid industrialisation.
The present pattern is a complex amalgam of economic
and social history and the vagaries of democratic political
processes. It is hardly surprising that there has been little
serious thought as to whether an additional $1 spent on
agricultural support contributes more or less to collective
welfare than % 1 spent on, e.g. more vigorous enforcement
of competition policy, improvement of employment servi¬
ces, family allowances, free health care, education, cultural
subsidies, etc. Nor, a fortiori, whether the consequences

for the general price level may differ considerably between
these different alternatives.

POSITIVE PRICE POLICY THROUGH THE
WHOLE RANGE OF GOVERNMENT

ACTIVITIES

Governments in modern societies have accepted a vast

range of responsibilities, and their influence is felt directly
or indirectly more or less throughout the economy. At
the same time, the processes of inflation are deeply buried
in a multitude of individual decisions being taken all the

time in the public and private sector. If a new- initiative
is called for in the fight against inflation, a promising
candidate would seem to be a much more wide-ranging

and coherent review of the price-raising implications of
government action (or lack of action) over the whole field
of its activities.

Trade

The rapid growth of international trade has contributed
to holding down prices, both by providing lower cost
substitutes for domestic, products, and through its effects
on productivity and price policy in domestic sectors
exposed to foreign competition.

This growth of international trade has received a major
impetus from important trade liberalisation measures.
Continued momentum is required if the dynamic pressure on
prices thus achieved is not to weaken. At the present
time, there would seem a tendency for the industrialised
world to rest on its laurels with regard to trade libera¬
lisation, and to be mainly concerned with resisting a
resurgence of protectionist sentiment, tn the context of
this report, a more positive approach would seem highly
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desirable. The traditional process of multilateral bar¬
gaining of trade concessions is not easily compatible with
the conditions required for effective anti-inflationary action
(notably timing and selectivity). A more positive attitude
towards the lowering of barriers to trade is required.
Particular circumstances may recommend that unilateral
action be undertaken more freely than at present tends to be
the case.

The most immediate collective contribution to a pro¬

gramme of anti-inflationary action would be a decision
to advance the implementation of remaining Kennedy
Bound tariff reductions. This would amount to about a

15 per cent cut in the level of the prevailing tariffs, or
about a 2 per cent reduction in the average cost of semi¬
manufactured and manufactured products entering into
international trade (1). Apart from its direct impact, this
step might have considerable psychological value. It
would highlight recognition of the widespread nature of
the present inflationary problem, and the mutually rein¬
forcing nature of anti-inflationary action taken in different
countries. To the extent that it meant overcoming poli¬

tical opposition of a sectional or nationalistic nature, it
would underline the seriousness with which Member govern¬

ments view the present situation.

Aside from tariffs, the report examines the implicat¬
ions for inflation of quantitative quotas ; export restraint
agreements; restrictions on government procurement;
disparate national standards for quality, performance
protection of health, etc. ; the tying of aid and the rapid
growth of subsidised export credit; and makes recom¬
mendations on these matters. The forthcoming intro¬
duction of a system of generalised tariff preferences for
developing countries is also cited as a positive step.

Comprehensive Competition Policy

Aside from the " classic abuses " (for example, hori¬

zontal price-fixing, market allocation, restriction of market
entry, resale price maintenance) for which legislation gene¬
rally now exists, but the enforcement of which is, in Europe
particularly, often not sufficiently vigorous, more difficult
problems arise from the increasing concentration of industry
and commerce.

At the international level, while the growth of multi¬
national corporations and links across national frontiers
has been a major factor promoting rationalisation and
higher productivity, it also provides increasing scope for
monopolistic and oligopolistic practices. That this is not
an idle danger has been illustrated in a number of recent
cases... There is a case for national legislation to permit
the extraterritoriality of investigations between co-oper¬
ating countries. Stronger attention should also be given
to considering the possible roles of a special international
body to facilitate giving effect to competition policy be¬
tween OECD Member countries.

A different approach is required to supplement tradi¬
tional tools where the problem is not restrictive practices
in the legal sense, but where nevertheless price competition
is weak, especially where this is caused by natural protect¬
ion from international competition as in the service indus¬
tries, liberal professions and natural monopolies (including
nationalised industries).

One possibility, which may merit wider experimentation

and application, is to have machinery under which sus¬
pected cases of unjustified inefficiency and excessive prices
can be referred to an independent expert body for appraisal
on the basis of general economic criteria. The main efforts
so far in this direction have been the work of the Danish

Monopoly Control authority, the United Kingdom Prices
and Incomes Board, and to some extent the Direction des

Prix within the French Ministry of Finance.

Consumer policy offers itself as a vehicle well-suited for
mobilising public opinion against rising prices, and for
mounting some effective countervailing power to that of
modern industry with its extensive and often increasing
competition.

The report recommends more emphasis on consumer
policy.

Food and Agriculture

Governments in all Member countries to a varying
degree support incomes in the agricultural sector. The
cost of this support to the community at large, both through
taxation and through protection at the frontier, is sub¬
stantial. Any action to achieve the economic, social and
political objectives of agricultural support more efficiently
would help directly or indirectly reduce upwards pressures
on the general price level. Price support techniques are
of particular concern because the consequences for price
levels are direct, uneconomic production is not discouraged
and a high proportion of the benefits appear to go to large-
scale farmers not in need of social support.

With abundant supplies and above-average rises in
productivity in farming, it might have been expected that
food prices would have risen less fast than other prices.
Generally, this has not been the case. In most countries
food prices have risen approximately in line with prices in
general, and in some cases (Norway, Japan and Southern
European countries) have even risen faster.

The rising share of processing and marketing costs in
food expenditure has been a major factor in the rise in
food prices to the consumer, coupled in some countries
to increases in, or the introduction of, indirect taxes on

food. As a result, in most countries food prices have risen
faster than prices received by farmers, in several countries
by more than 1 per cent (United Kingdom, Germany,
Sweden, Norway and Spain).

The difference between farm and food prices in individ¬
ual countries may also depend heavily on the degree to
which advantage is taken of low-cost imports. Protect¬
ionist agricultural policies have generally removed or
much reduced the potential benefit to consumers of cheap
imports. Moreover, agricultural policies appear to be
moving further in this direction, which can only be infla¬
tionary in effect. Self-sufficiency in formerly importing
countries has been wholly encouraged, and the enlargement
of the EEC, involving the application of the common
agricultural policy to the United Kingdom and other
European countries, seems likely to limit still more the
scope for food imports from low-cost producing countries.

Some idea of the cost of price support to the consumer

(1) The level of post-Kennedy Hound average tariffs on manufactured
goods will vary, ranging from 4-5 per cent for Denmark, Sweden and
Switzerland, to 8.4 per cent for the EEC, 9.0 per cent for the United
States, 9.4 per cent for Canada, 10.2 per cent for the United Kingdom
and J0.9 per cent for Japan.
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is suggested by comparing levels of producer prices for
certain major commodities. In 1968/1969 wheat prices
per 100 kg ranged from below $6 for Canada, §6-8 for
Denmark, United States and United Kingdom, $10.62 for
the EEC, and to over $14 for Finland, Norway and Swit¬
zerland. Milk prices per 100 kg for the same year ranged
from $6-7 for Denmark, $7-9 for Austria and United

Kingdom, $10.30 for the EEC and $11-13 for Sweden,
Switzerland, Norway and Japan.

As regards the direct budgetary costs of agricultural
support, data show that as a percentage of the value
of agricultural output, the cost of agricultural support
tends to range between tO and 20 per cent, and that for
the eleven countries for which figures are available for 1968,
total public expenditure on agricultural policies amounted
to $ 14 billion, or on average, about 1 per cent of GNP.

The costs of support to agriculture have to be weighed
against the success achieved in reaching the objectives of
agricultural policies. While a detailed assessment is not
possible in the present context, it is clear that policies have
generally failed to achieve a balance of supply and demand,
as is illustrated by the emergence of surpluses for some
commodities, notably in cereals and - - in European
countries -- dairy produce. At the same time, the farm
income problem remains unresolved, and in this respect
the heavy and increasing reliance on price support is open
to criticism, since most of the benefit goes to the larger
farms.

In view of the importance of food prices in the psycho¬
logy as well as economics of inflation, every effort should
be made to include some reductions in food prices in a
short-term anti-inflationary programme. In particular,
support prices should be reduced for commodities in surplus
in the OECD area, and stabilised for those currently in
balance.

The loss of income to producers which would arise from
reduction in market prices could be compensated, where
necessary, by a shift to direct payments.

The admission of low-cost food imports could make an
important contribution to relieving inflationary pressures.
Unnecessarily rigid import regimes frequently provide
expensive protection, preventing or limiting imports even
at times of domestic scarcity and high prices. Many agri¬
cultural exporting countries, both inside the OECD and
outside, have been obliged to cut back production well
below their potential, even though they could profitably
sell at prices much lower than those guaranteed to farmers
in importing countries.

In the longer run, the scope for reducing or stabilising
food prices will depend largely on the extent to which re¬
shaped government policies can achieve the structural
adaptation of the agricultural sector and the modernisation
of marketing systems for agricultural produce. Payments
under schemes to encourage the formation of larger and
more modern units of production, and the disappearance
of the less efficient and smaller farms are bound to require
heavy expenditure for a number of years, but should
eventually offer the prospect of an agricultural sector that
would no longer require extensive support from the rest
of the community.

Industry and Commerce

As in the case of agriculture, government intervention
in private industry and commerce for social, strategic and

other reasons is widespread and on a large scale. Perhaps
because of the greater heterogeneity of the sector, problems
of resource wastage and its causes in industry tend to
receive less attention.

The discussion in the report revolves around specific
industries - the engineering industries, shipbuilding,
the technologically advanced industries, oil and coal -
indicating where possible the cost of governmental
support measures. For example, the cost of govern¬
ment support for shipbuilding has been estimated by
the OECD Secretariat to be roughly 10 to 15 per cent
of the sales value of new ships, or of the order of $ 0.6
0.7 billion in 1970.

In the case of oil it has been estimated that the con¬
sumer cost of limiting imports into the I 'S (to 19 per
cent of domestic consumption in 1968) amounted to
about $ 5 billion in 1969 and that this figure would
increase to over $ 8 billion by 1980. In the case of
coal the European industry receives " very substantial
financial aid and protection ". In the EEC direct
subsidies increased from $ 1 billion in 1965 to $ 7 billion
in 1970 ; the larger part being to support social security
contributions as a consequence of the yrowing imbalance
between the number of active and retired miners.

The report notes that any government support which
tends to be referred to as protection against " low-price "
supplies must be immediately suggestive to a programme
of anti-inflationary action. At the present time, the major
case in point is textiles which represent about 9 per cent of
the total value added in manufacturing in OECD countries.

North America and developed European countries apply
extensive quantitative restrictions on " low-price " imports
of cotton goods. The present level of imports from
" low-priced countries " into the United States, the EEC
and EFTA for broad commodity groupings generally
amount to less than 10 per cent of domestic production
(with a major exception being imports of cotton fabrics in
EFTA countries).

Textile quotas are, in general, imposed essentially for
social, rather than economic reasons. To the extent this is

the case, governments need to examine alternative methods
of solving the social problems, especially those methods
which, in contrast to quotas, provide an incentive to
eliminating rather than perpetuating uncompeUtivity.

The report also discusses those sectors which,
irrespective of government policy, are naturally protected
from international competition and as a result tend often
to show weak resistance to inflationary pressures, notably
many of the service industries, construction and internal
transport.

In the construction sector, technological innovation has
so far failed to prevent rises in construction costs from
consistently exceeding, often by 50-t00 per cent, that for
GDP as a whole. Strong wage increases in construction
are a typical feature of the early stages of an inflationary
boom.

Inefficencies in the distribution section were often in the

past protected by numerous devices favouring the small
shopkeeper. While progress in removing such biases has
been considrable, there would still appear to be scope for
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action in some countries. A problem of particular concern
is the inability of the small trader who sells out to be ade¬
quately provided for in retirement; state assistance for

special pension schemes might for example be helpful in
easing faster rationalisation.

Government supports to industry should be subjected to
rigorous cost benefit analysis, before their introduction
and regularly during their maintenance.

Governments should resist pressures to protect and
extend subsidies to declining industries, or industries in
which demand is stagnant or where changing comparative
advantages make competitive production impossible in
given countries.

Present government policies vis-à-vis technologically
advanced industries have not so far been very successful
and much re-appraisal is necessary.

Measures to Ease Structural Problems and

Even Out Demand Pressures

A programme of anti-inflationary action should include
measures to ease the structural adaptation of industry and
the labour force; the more so since the pace of structural
adaptation would be intensified by action suggested in
other sections of this report to increase competition and
reduce the props supporting uneconomic sectors. In
addition, an uneven level of employment increases the
social and political costs of reducing the overall level of
demand, and thereby reduces the practicability of anti-
inflationary demand management policies. Kestraining
excess demand by overall fiscal-monetary instruments
often tends to reduce employment where if is not at
inflationary levels, without effectively alleviating inflat¬
ionary shortages before unemployment has reached intol¬
erable levels in the former areas.

Uneven demand pressures also contribute directly to
inflation through the ratchet effect whereby price and
wage increases in shortage sectors spread out through
the rest of the economy. Manpower policy can make a
major contribution to easing this problem by improving
the fluidity and capacity of the labour market both on the
supply and demand sides. " By promoting the mutual
adjustment of manpower needs and resources, an active
manpower policy has the special advantage of being expan¬
sionist with regard to employment and production but
anti-inflationary with regard to costs and prices. " (1)

The limited statistical data available for comparing
national efforts in the fields of manpower policies are
difficult to interpret, but in general support the view that,
while recent years have seen important progress, most
countries have a long way to go before anywhere approach¬
ing the most advanced practice.

Manpower policies require flexible adjustment in relation
to conjunctival cycles. Moves towards economic restraint
to curb inflation, which can be expected to create unem¬
ployment, should be combined at the outset with pre¬
parations for selective counter-action. Similarly, policies
aimed at overall expansion should be combined with the
anticipatory measures to reallocate manpower resources
to areas where inflationary pressures will emerge first. It
would often be preferable (compared with overall demand
expansion) to let an expansionist policy take the form of
expenditure selectively directed to points of labour surplus
and other available capacity, or the promotion of mobility

toward shortage areas which would otherwise become
inflationary nuclei with contagious cost-push effects in the
whole economy. Particularly interesting from this point
of view is the possibility, recently used or planned in some
countries, of using adult training as an alternative to
temporary job arrangements for unemployed, thus imme¬
diately keeping real unemployment down and at the same
time preparing for new expansion with increased supply
of otherwise scarce skills.

The focus of manpower policies on industries or regions
suffering from particularly difficult phases of structural
adaptation has to be planned and operated in conjunction
with the other toots of industrial and regional policy, such
as fiscal incentives and disincentives, direct controls over

the location of industry and programmes of public expend¬
iture.

Efficiency in the Public Sector

In an inflationary climate -- and with demands for

public services steadily rising it is a continuous struggle
for governments to maintain sufficient overall fiscal re¬
straint. Thus, anything that can be done to lessen the
need for higher taxes or permit tax reductions will make a
positive contribution to a global anti-inflationary pro¬
gramme against inflation.

With central and local government expenditure on
goods and services and public transfers amounting generally
to 30-40 per cent of GNP there is obviously considerable
scope for action. It must be recognised, however, that
the realisation of the aims of public policies can often not
be quantified meaningfully in monetary terms. Neverthe¬
less, there has been considerable work done in recent years
on better methods for evaluating and controlling public
expenditure (techniques of social cost benefit analysis,
PPBS) and this has yielded empirical results indicating the
magnitude of inefficiences that can develop in government
expenditure not subject to adequate constraints.

In a wider sphere, policies to redistribute incomes from
the rich to the poor and from the lucky to the unlucky
have grown up in a piecemeal fashion over the last
150 years. More information is now becoming available
in a number of countries on the overall impact of these
policies on different groups in the community according to
their social characteristics, family status, income level, etc.
These studies generally show that the amount of net
redistribution achieved is less than might be expected in
view of the multiplicity and magnitude of the efforts that
have been made, because of the lack of selectivity and the
amount of overlapping involved in existing programmes.
This has led to proposals for new approaches such as the
Family Assistance Plan submitted to Congress by the
United States Administration.

Problems of urban congestion and pollution are increas¬
ingly relevant to inflation. So long as charges are not
levied to provide disincentives against congestion and
pollution, the volume of private and public expenditure
required simply to maintain the quality of life or com¬
pensate for its deterioration will rapidly increase. The
imposition of controls and the levying of charges will
certainly raise prices, but since the demand for an improv¬
ed environment will have to be met, this only underlines
the need for vigilance in other areas.

(1) Recommendation of the Council on Manpower Policy as a Means
for the Promotion ot Economic Growth, OECD.
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DEMOGRAPHIC

ACCOUNTS :
A STEP TOWARDS

SOCIAL ACCOUNTING

One of the most difficult problems confronting policy makers in

every country today is how to evaluate domestic social conditions so
as to detect problems as they arise and to have a more rational basis

for deciding what priorities to set and what resources to allocate.

OECD has been one of the pioneers in developing a system of inter¬

nationally comparable national economic accounts. Now it is
participating with Member governments and other international

organisations in an effort to enlarge the pool of available information
on social conditions, to develop a co-ordinated body of statistics

that can serve as a practical tool for policy making. The following
article describes one step in this direction.

A search is going on in many
countries for statistical

measures that will enable policy ma¬
kers and social scientists to observe

the state of social conditions as they
now do economic conditions.

The difficulties involved in finding

meaningful gauges of social condi¬
tions are manifold conceptual prob¬

lems to begin with, complicated by
difficulties in obtaining and interpret¬

ing data. " Only a small fraction of
the existing statistics tells us anything
about social conditions ", notes a

recent report of the US Department of
Health, Education and Welfare (1)
" and those that do often point in
different directions. "

If quantitative data about social
conditions are to be of real diagnostic
value, some investigators feel, it will
be necessary to fit individual pieces
of information into an overall system

so as to have models of the society
and how it functions rather than iso¬

lated signposts. Much current think¬
ing about social reporting draws an
analogy with national economic ac¬
counts which over the last generation

have been developed so as to give
an overall picture, generally compa¬
rable from country to country, of the

working of national economies and the
inter-relations of the various sectors.

Construction of the national ac¬

counts system in its present degree
of sophistication has been a long slow

process; achieving the same sort of
coherent, self-consistent data for so¬

cio-economic conditions faces many

additional obstacles, for example, the

lack of a common objective measure
such as the price mechanism pro¬

vides for economic accounts with

which to weight the various compo¬
nents of the system. " It would be

Utopian ", concludes the above-men¬

tioned report, " even to strive for a
Gross Social Product or National

Socio-Economic Welfare figure which
aggregated all relevant social and
economic variables. "

One step towards the development

of a system of social accounts is a

study undertaken by Professor
Richard Stone of Cambridge Univer¬

sity for OECD's Scientific Affairs
Directorate in connection with prob¬
lems of educational planning (2).
Professor Stone advocates a step-by-

step solution to the complex problem
of developing a system of social ac¬
counting. His approach is to use
human beings as the basic unit around

which to integrate various types of
social statistics and to set up a series

of input-output matrices for " stocks "
and " flows " of people from one

activity to another, much as national
economic accounts show stocks and

flows of goods and services and
financial assets. In this study he
limits the method to learning and,

to a certain extent, earning activities
and to the demographic characteris¬

tics of the population.

Far from all the information that

would be desirable for the type of

analysis recommended is available.
Data on flows in particular of

students into work life, for example

are rarely collected, but Professor

Stone argues that as a starting point
there is nothing wrong with having
empty boxes in a conceptually sound
system since these may help to
establish priorities in the collection
of new information. Moreover, as

the experience with national accounts
has shown, a simple consistent frame¬

work connecting the important varia¬
bles to be studied can later be

elaborated as information and expe¬

rience accumulate. In any case,

putting together information that has
conventionally been regarded as be¬
longing to separate statistical worlds,
brings to light the gaps and inconsis¬
tencies in the separate figures.

How the System
Works

Like any other type of accounts,
demographic accounts are based on
the equality of inflows and outflows
over a period of time. The first step
in the construction of a system of

demographic accounts is to divide the
population into age groups and,
within each age group into categories
reflecting any characteristic the re¬
searcher is interested in : activity,

socio-economic position, health and
so on.

The classification chosen must be

internally consistent and capable of
interacting with the elements of
other categories. Prof. Stone's cate¬
gories are partly institutional (the
school a person attends, the industry
to which an employee is attached),
partly familial (social class, income
group, size of family), partly personal

(1 ) " Towards a Social Report ", US
Department of Health, Education and
Welfare, Washington DC.

(2) " Demographic Accounting and
Model Bui/ding", OECD, October
1970.
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AN EXTRACT FROM DEMOGRAPHIC ACCOUNTS

The Learning and Earning Activities of Males in England and Wales
1965 - 1966 (thousands of individuals)

WHERE THEY WENT

Activity
in 1965

Activity
in 1966
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1 . Outside world 11 1 1 90 179 282

2. Pre-school 436 1 602 2 038

3. Nursery, primary and

special schools 4 418 2 092 2 506

4. Secondary schools 1 2 330 1 287 1 618

5. Further education 25 44 1 44 114

6. Teacher-training col¬

leges 4 1 14 1 5 25

7. University 1 24 2 76 12 115

8. Teachers 8 4 190 1 203

9. Other employment 18 275 57 1 23 1 14 414 14 789

10. Home and retirement 2 162 2 192 2 356

TOTAL 450 2 033 2 423 1 615 104 23 104 195

	

14 728 2 371
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77?e learning and earning activities or "active sequence " of the male population of England and Wales is shown here in
simplified form for the years 1965 and 1966. The matrix shows how people moved from one activity to another during the
period. Thus, for example, 104,000 males were in university in 1965; of these 76,000 were still in university in 1966, but
4,000 had become teachers, 23,000 had other jobs and 1,000 had moved into some other form of further education.
Looked at in another way, of the 1 15,000 males in university in 1966 only 76,000 had been there the year before, 1,000
had come from the "outside world" (through immigration) and 24,000 from secondary school while 12,000 had a job
(other than teaching) in 1965.
This type of sequence can be combined with a passive sequence which shows the socio-economic groupings through
which the same population "flows ". The active sequence itself can include a much more detailed breakdown and can be
made to extend to other types of activity than learning and earning.
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(age, sex, subject of study, educa¬
tional qualifications, occupations).

The interaction of the different

classifications forms a number of

composite categories or " states "
which permit the subdivision of the

population into clearly differentiated

groups, e.g. " being aged seventeen,
attending grammar school and pre¬
paring for advanced level examina¬

tions", "being aged 30 and working
in a brick factory as a clerk ".

Once the data have been organised,
they can be presented as entries in an

account showing on one side in

what formation each age group enters
the period and, on the other side, how

it redistributes itself among the various
categories before leaving the period.

To simplify the complexity caused
by cross classification, Stone invents

a series of life sequences : an active

sequence education and employ¬
ment for example in which people
learn, earn and finally retire and a
passive sequence that is a succession

of socio-economic groupings through
which people flow parallel to their
changes in active life.

If each sequence is represented
separately, it then becomes possible
to introduce a certain amount of

interaction between the different se¬

quences, the combination depend¬
ing on which aspect of the social
scene the observer is interested in.

The method can be applied not
only to cross section analyses the
changes taking place in a particular
year for all people who "flow into"
that year but also to a time series

tracing through a succession of years
the changes applying to people born
in one year, or as Prof. Stone calls it,

the " maturing of a single vintage ".

More useful than this type of
presentation, Stone finds, is a matrix
which connects the outflows of a

given period with the inflows into a

succeeding period. The possibilities
for elaborating this type of classifi¬
cation system are numerous : the

population could be divided not only
by sex but also by social class,
intelligence, medical history and other
family and personal characteristics;

the dichotomy used in connection
with OECD's education work between

those at school and those not at

school could be replaced by a detailed
classification of activities; the main

field of study in the higher learning
activities could be separated out;

educational qualifications could be
introduced; and, on leaving the edu

cational system, individuals could be

classified by industry and occupation.

Problems

of Information and

Classification

Some researchers in the field of

social and demographic accounting
feel that in the ultimate analysis the
only type of statistics which will be
useful are those based on individual¬

ised data systems, in which each
person is given a registration number
or some other means of identification

so that he can be traced as he passes
through the various institutions to

which he is attached during the
course of his life, the disparate records
being merged with the help of com¬
puters so as to reconstitute complete
individual histories. Stone finds that

such individualised data systems would
be of considerable use in limited areas

such as university attendance where

the number of states to be distinguish¬
ed is large, but, he notes, indivi¬

dualised data collecting on many
aspects of social and economic life

is likely to run into difficulties not so

much because of the purely mecha¬
nical problems involved in handling
enormous quantities of data as the

political dangers that accompany the
possibility of assembling complete
individual dossiers. "These dangers
are inherent in any co-ordinated
information system such as questions
relating to name, address and race on

a census form, but they would cer¬
tainly be increased by an indiscriminate

widening of the possibility to merge
records. This conflict between the

advantages and the dangers of indi¬
vidual records poses a serious prob¬
lem. "

Formally, the introduction of learn¬

ing and earning activities into a system
of demographic accounts is a simple
matter. The problems arise in defin¬

ing the educational or work boundary,
deciding on the distinction between

groups, and determining which in¬
dicators will be most useful for

diagnosing the problems at hand.
Much of the elaboration of any new
system of accounts will involve resolv¬

ing conceptual difficulties of this
kind.

The Great Web

The various life sequences can be
developed independently and then

linked with others at selected points
to illuminate specific issues. More¬
over, the demographic accounts

and this is one of the advantages of
such a system can be linked to the

system of national accounts at given
points. Thus, for example, the demo¬
graphic matrix can be used to

estimate the number of pupils attend¬
ing various school categories. If,
then, the expenditure for each cate¬

gory (assuming the figures are avail¬
able) in the national accounts is
divided by this number, one can

calculate the average annual cost of
that type of education per pupil. By
putting such estimates together, one
could eventually calculate the educa¬
tional inputs absorbed in "transform¬

ing " a baby into a twelve year old
grammar school boy, and, with pro¬
jections, the likely future costs of
finishing his education.

Recently in work for the United

Nations, which has the main respon¬
sibility for co-ordinating the
development of a system of demogra¬
phic, manpower and social statistics.

Prof. Stone has extended the concept
of demographic accounts to include
other " life sequences " than learning
and earning migration, tourism,
health and delinquency.

An expert group on a System of
Demographic, Manpower and Social
Statistics reporting to the UN Sta¬
tistical Commission recently agreed
that the integration of information into
a framework based on human stocks

and flows will be of value to govern¬
ments in improving their data on
demographic, manpower and social
statistics. The group felt, however,
that this should not be the sole unit

of observation, but that it should be

supplemented by data on groups, such
as the family and the household, and

by information on institutions. They
also stressed the need for data on

time spent in various activities in terms,

for example, of man-years. Finally,
the group thought that although
matrices should be a part of any
system of social accounts, they would
not be sufficient in themselves.

During the next years, considerable
progress can be expected in system¬
atic analysis of social conditions,

and OECD will continue to participate
in the search. Specifically an effort
will be directed to the elaboration of

systematic social indicators designed
to illuminate and improve the ration¬

ality of broad economic and social
choices.
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NEW

REGIONAL DEVELOPMENT

MACHINERY IN ITALY

In tackling the problem ofits underdeveloped areas Italy bas adopted an original approach
involving the widespread mobilisation ofsocialforces and the active participation of the local
authorities. "Regions" have been set up andgiven powers which constitute a major decen¬
tralisation of authority. The new regional administration that is now coming into being
comprises local bodies that have no equivalent in other countries.
The Italian authorities have described their regional development policy to the OECD
Industry Committee's JVorMng Party on policies for regional development. In view of the
rapid progress achieved in the Mezzogiorno, the IVorfy'ng Party considers that the Italian
experience will be especially useful to those countries wishing to set up industrial centres in
areas where virtually none exist at present. The article that follows is based on the Italian
report and the views ofthe JVorlfjng Party.

Inadequate infrastructure and social capital, scarci¬
ty of water resources, rapid population growth,

thinking habits inherited from the days of feudalism :
all these factors told heavily against southern Italy
up until the end of the second world war. With each
year that passed it lagged further and further behind
the rest of the country. Although between 1951 and
1960 the average annual rate of growth was 5.2 per
cent, the Mezzogiorno remains largely underdevel¬
oped. It possesses 38 per cent of Italy's population,
hut produces only 23 per cent of the national income.
In Italian regional policy, the Mezzogiorno ranks as
problem number one.

Not that it is the only region with problems. The
more prosperous regions have them, too; pockets of
depression in central Italy and Venezia, demographic
and economic depletion in rural areas, excessive con¬
centration around Rome and the industrial conurba¬

tions of the north. These problems of imbalance
were to some extent aggravated by the economic
upsurge in the 195()'s.

General Policies

and Organisational Approach

To reactivate the problem areas, the Italian autho¬
rities have made regional planning a vital and integral
part of national planning. The aim is not to provide

short-term assistance but to promote the establish¬
ment of competitive enterprise.

The Constitution expressly specifies that local auto¬
nomy is a fundamental constitutional principle of
organisation, and gives effect to this principle by
enacting that the Republic shall be subdivided into
" regions ", " provinces " and " communes ". Vary¬
ing degrees of autonomy have been given to the
regions. Five of them have special status : they are
Friuli-Venezia Giulia, Sicily, Sardinia, Trentino-Alto
Adige and Valle d'Aosta. These live regions are
obliged to conform, like the others, to the national
economic programming objectives. This apart, they
have exclusive legislative powers in certain fields.
The legislation recently passed by Parliament also
provides for fifteen regions with " ordinary autono¬
my " and incorporating elected elements with a
stronger role than the existing bodies.

Decentralisation is held to be particularly neces¬
sary in Italy. The country is made up of widely
differing ethnic, economic and social elements. There
thus needed to be an articulated State structure that

would allow for the diversity of situations. More¬
over, there was felt to be a need to bring the Govern¬
ment and the people closer together by giving the
latter a more important part to play in the adminis¬
tration of increasingly large regional bodies.

To maintain the unity of approach, there are a
number of limitations designed to prevent regional
legislation from operating to the detriment of the
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Overall aim of the Fund for the Mezzogiorno is to enable this area to catch up with the rest of the country in the next twenty years.

country as a whole. The first limitation is the
Constitution itself. Others are Ihe precedence ac¬
corded to national legislation, the principle of non-
retroactivilv of legislation, and Ihe restricted terri¬
torial scope of regional legislation. Basic rules con¬
cerning economic and social reform have also been
laid down Lo ensure lhal Lhere is no fragmentation of
Ihe nation's economic and social progress.

The Mezzogiorno and Its Problems

In the period from 1951 to 1967 the Mezzogiorno's
gross industrial product trebled while its industrial
capital increased more than fourfold, 'these facts
established by the Italian national statistical institute
give some idea of the efforts made and the speed with
which they produced results. In the eight regions of
the Mezzogiorno Abruzzi, Molise, Apulia, Campa¬
nia, Basilicata, Calabria, Sardinia and Sicily -- suc¬
cessive Italian govern men l.s have managed to trans¬
form past liabilities info present assets.

With its large and growing population the area has
become a manpower reserve not only for local needs
but for those of other areas as well. It is also a major
market. The drawback of its location - its distance

from the main European development areas -- has
been overcome by the introduction ol modern trans¬
port facilities. II was Found thai the Mezzogiorno
was well-suited for industries such as oil refining and

petrochemicals. The OECD experts have noted the
continuity with which the development programme

has been pursued in the Mezzogiorno : I his. I hoy feel.
is a key factor in the success achieved.

The breadth and complexity of the Mezzogiorno's
problems have prompted the Italian Government to
create for the South an organic policy including the
drawing up of an economic and social development
plan extending over several years, 'flic principal
agency for this plan is the " Cassa per il .Mezzogiorno
(Fund for the Mezzogiorno), set up in 1950 as an auto¬
nomous body under public law. The fund is unique
as an instrument of regional policy.

It has a definite budget and clear objectives, its

primary task being the development of the Mezzo¬
giorno. Its Board of Directors works under the poli¬
tical direction of a special Committee of Ministers for
the Mezzogiorno, which in turn is answerable to
Parliament.

The feature of the Fund which most struck the

OECD experts is its autonomous character and its
entrepreneurial nature which enables if to apply with
vigour the policies with which it is charged. Its bud¬
get is not subject to discriminatory executive action.
This is a most important feature for industry's invest¬
ment planning and location decisions.

The strategy employed to develop the economy of
the Mezzogiorno has unfolded so far in two stages.
First, the provision of an adequate infrastructure,
especially roads, irrigation and water supply systems.
A land reform was carried out and steps were taken

to increase agricultural productivity.
This was followed at the end of the 1950's by a

second stage designed to secure an integrated ccono-
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Provision of an adequate infrastructure - roads, irrigation and water supply - is essential to reactivate problem areas.

mic and physical development. While much has
been achieved a great deal remains to be done,
nevertheless, and the life of the Fund, originally in¬
tended to come to an end in 1969, has been prolonged.
The overall aim is to make up the leeway between the
Mezzogiorno and the rest of the country in the next
twenty years.

Policy Implementation
in the Mezzogiorno

The Fund uses the same means as many other
countries to promote agricultural and industrial deve¬
lopment : a system of grants and incentives for invest¬
ment, interest subsidies and similar measures. But

the way it operates is quite different. The experts
were struck by the highly sophisticated and selective
application of the policy.

The selectivity is applied in two dimensions ; first,
in relation to agricultural development zones, indus¬
trialisation areas or development nuclei and touristic
development areas where resources are concentrated
to achieve the maximum impact.

Second, the question of assistance is directly linked
with the judgment by the Fund of the economic
relevance of a particular project for a particular area.
This is partly an objective piocess based on the size
and type of the company in relation to the area, and
partly a subjective appraisal, but again, the criteria
are applied rationally but with the necessary flexi¬
bility.

The experts were particularly interested in the
system of contract programming whereby a bargain
is struck with particular investors. What this system
does is to establish a partnership between the State
and industry, with an emphasis on the linkages be¬
tween the various industrial projects so as to take
maximum advantage of the existence of local
resources and external economies.

The Fund is the most important of the means
chosen for development of the Mezzogiorno. But
there are others, too : tax incentives, reduced rail

freight rates, transfer to the national budget of part
of the social security costs, the special credit institu¬
tions and the Istituto per l'Assistenza del Mezzo¬
giorno (IASM), the utilisation of the " State hold¬
ings " instrument, legal obligation on Ministries to
allocate at least 40 per cent of their investment
expenditure to southern Italy and so on.

The north and the centre of Italy also have their
depressed areas. At the end of 1966 these areas

covered 24 per cent of the land area and 14 per cent of
the population of northern and central Italy. They
are designated according to three criteria applied to
fairly extensive areas : depletion of the labour supply,
below-average per capita income and a low level of
productivity. The legislation provides for the co¬
ordination over a period of years of special schemes
for these areas with ordinary measures taken by the
local authorities. As in the case of the Mezzogiorno,
considerable central government funds are being made
available to promote economic and social develop¬
ment.
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Main Features of Italian Policy

The regional element is a vital constituent of
Italian national planning. The need to widen the
base of the economy and reduce excessive disparities
has been recognised. Accordingly, the regional ap¬
proach precedes the national approach to programm¬
ing. Far from being a disaggregation of tbe national
plan at regional level, Italy's regional plans are an
accurate reflection of regional aspirations. This was
the first conclusion reached by the OECD experts
when summing up the study they made. Among the
other points they stressed are the following :

Until now regional planning has centred on depress¬
ed ares, but it is recognised that problems of urban
development and excessive concentration call for a
global economic and physical planning strategy.
The new national development programme (1971-
1975) will not have a regional content, even though
it should make use of information from regional
bodies.

All the measures taken to give effect to regional
policy in Italy are of a positive nature. There is no
negative control.

The policy pursued for the development of southern
Italy is characterised by interdependence and inte¬
gration : interdependence of economic and physical
planning; integration of agriculture, industry and
tourism into a programmed process of development.
There is a recognition by all concerned of the need to
give considerable prominence to environmental ques¬
tions and cultural factors, so as to prevent the rate of
technical progress from outstripping the community's
capacity to adjust to it. Italy's experience with the
Mezzogiorno is particularly useful to countries which
are in a similar position, in that they have to indus¬
trialise, starting from a very limited industrial base.
It is less relevant to those which have to restructure

areas whose economy is based on declining industries
and obsolescent capital equipment.

The reactivation of the Mezzogiorno is going ahead
very rapidly. The efforts to attract peak industries
to the under-developed areas and absorb local labour
are producing positive results. This shows that
the efforts of State and industry in regard to the
training and retraining of workers are having an effect.
One likely outcome is that the emigration rate will
fall, though manpower reserves are expected to
remain very considerable for the next ten years or so.
A distinction has to be made between the poorer
areas and the development nuclei. It is in the latter
that the special measures are concentrated, the ulti¬
mate aim being that all areas should benefit in the
long term. The economic development taking place
can only have an invigorating effect on the psycho¬
logy of the people living in the poorer areas and must
result in time in the improvement in the quality of
life which is the ultimate objective of all these policies.
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