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THE ENERV1

CRISIS

AN» ITS

REPERCUSSIONS

i

i

^m he situation created by the quadrupling of oil prices is one of the greatest
___ challenges that OECD Member countries have had to deal with in the last
25 years.

In the short term the new supply conditions for energy and the inability of
some of the largest producer countries to offset their additional oil revenues with
increased imports, added to a number ofotherfactors, are causing a contraction of
economic activity and marked disequilibria in the balance of payments of most

importing countries. The Economic Outlook published in December summarises

these effects and the measures envisaged to deal with them (page 27). One encou¬
raging sign is that so far OECD Member countries, in accordance with a pledge

taken at the Ministerial Meeting in May, have resisted the temptation to react
to deteriorating balance-of-paymenls positions with protectionist measures
restricting imports or artificially stimulating exports.

Parallel with this, suggestions to reinforce financial solidarity between

Member countries and to organise a more rational recycling of surplus funds are

under consideration. Finally, OECD Member countries have recognised that
the present situation does not justify a reduction of aid from the industrialised
countries to the developing countries. On the contrary, savings must be directed
towards the countries which have insufficient resources for investment and parti¬

cularly those most seriously affected by the energy crisis.

In the medium term, increased oil prices and the dependence of the indus¬

trialised countries on a small number ofproducer countries calls for a response in
the field of energy policy. In this connection a report on Energy Prospects to
1985 just published, the result of two years ofwork, constitutes a useful analytical
tool (page 4).

Member countries have already moved from the stage of analysis to the

stage of action. By deciding to set up an International Energy Agency within
the Organisation, 16 Member countries have demonstrated their determination
to intensify their co-operation and make it more operational (page 21).

In a longer term perspective it will also be necessary to study the sectoral
and structural repercussions of the energy crisis, to organise the necessary
investment flows, to co-ordinate research efforts and to reconcile energy needs
with environment policies. These are the tasks in which OECD will be engaged
during the coming year.



HOW WILL ENERGY NEEDS

BE SUPPLIED IN THE EARLY

1980 S IF OIL PRICES

REMAIN A T PRESENT LEVELS ?

OECD's report first answers this question by assuming that there

will be no change in government policies in energy and related

fields other than those necessary to ensure the effective working
of the market mechanism.

Rather than examining only the case in which prices remain at

present levels, the so-called 89 case(S 1972), the Long-Term

Energy Assessment also makes two other price assumptions
the 86 case and the "base case" which is based upon pro¬

jections made in 1 973 before the energy crisis ; both are shown in
Chart A.

A very important assumption underlying all the projections is

that economic growth forecasts made before the oil crisis will be

realised. If they are not and if the economic slowdown has

repercussions on long-term growth, these changes are likely to

have a strong additional impact on the projections of energy

consumption and imports.

At present prices there would be seven main changes which are
shown in Chart A :
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OECD has just completed an urgent assessment
of energy prospects between now and 1985. Several

of the Organisation's Committees have contributed their
expertise to this study so as to take into account the

broadest possible range of relevant factors. Some of the
highlights of this report (1 ) are presented below.

What the report calls "the most significant consequence" of
the highest oil price projected is a decline in OECD oil imports
particularly in the late Seventies as a result of reduced growth in
overal energy consumption and higher indigenous production
of oil and other forms of energy. A decline in natural gas
imports as compared with pre energy-crisis forecasts is also
foreseen.

The overall energy consumption would grow at an annual rate
of 3 J-4 per cent up to 1 985 compared to the 5 per cent expected
prior to the recent large increases in oil price.

The share of oil in total energy consumption would fall from

55 per cent to around or below 45 per cent by 1 985.

Coal would reverse its declining trend and keep its share
relatively constant.

Natural gas would increase its share slightly the net result
of an increase in Europe and a fall in the United States.

Nuclear power would provide over 10 per cent of primary
energy by 1985.

The OECD area would produce almost 80 per cent of its

energy requirements by 1985 as against 65 per cent in 1972.

(Before the energy crisis in 1973 the proportion was expected
to decline to 55 per cent.)

But policies can and will change. OECD's report looks into

the possibilities for both slowing demand growth through

conservation measures and increasing OECD's own energy
production.

ENERG Y CONSER VA TION

Energy conservation may be defined as the reduction in the

amount of energy consumed without significant reduction in

gross domestic product, general standard of living or level of

personal comfort. It can take the forms of wasting less energy,
increasing efficiency of energy conversion and end use, and

changing certain living patterns. The main potential fields of
application for energy conservation are likely to be:

space heating and air conditioning

water heating and cooling

process heat

transportation

conversion of electrical energy.

Potential savings by 1985 are estimated at about 15 per cent

for industry, 1 5-25 per cent for transport and 20-25 per cent for
the residential/commercial sector compared to the pre-October
1973 forecasts of the energy requirements of these sectors in

1985. Assuming a 3 per cent increase in average electricity
conversion efficiency (2), it is considered that a 15-20 per cent
reduction in the original forecasts for primary energy require¬
ments should be possible between now and 1985.

These figures include the reductions implicit in the projections
(7 per cent in the $6 case and 12 per cent in the $9 case in
1985).

In a continuing climate of high energy prices a conservation-

oriented energy policy should be capable of achieving the 15
per cent target even perhaps by 1980, thus producing an extra

1 7 per cent saving in oil imports on top of the market mechanism

response itself ; this would bring oil imports down to 900 Mtoe (3)
by 1980.

The impact of new technologies such as solar energy for space
heating or the production of energy from waste, not included

in the above assessment, could further reduce the consumption
of fossil fuels as well as alleviating pollution problems.

The report notes that achieving slower growth in total energy

demand has several advantages over increasing energy produc¬
tion :

it has positive effects on the environment, diminishing the
social costs associated with increased pollution;

it prolongs the life of depletable energy resources;

it enables energy imports to be cut more swiftly than by increas-

(1 ) 'Energy Prospects to 1985. An Assessment of Long-Term
Energy Developments and Related Policies." Published under

the responsibility of the Secretary General, the study was
conducted under the overall guidance of Dr Hans K. Schneider,

Germany, Director of the Institute for Energy Economics at the
University of Cologne. Members of the Central Unit which

prepared the final report were Leslie Boxer (Head), Wi/fried
Czerniejewicz, Richard Hamilton, Axel Mittelstadt, Ian Torrens
and P. van den Berg. The contributions of the Scientific and

Technological Policy Committee will be published separately
under the title. "Energy Research and Development Prob¬
lems and Perspectives"

(2) Through more efficient generating systems, or greater
use of waste heat.

(3 ) Assuming energy production levels are those associated
with the %9 case.



1. ENERGY CONSERV

Type of conservation
Potential savings in %

of sectoral consumption
(per year)

Costs/Benefits
Type of policy

action available

I. ELECTRICITY

CONVERSION

Improve efficiency of generation
and transmission

(a) Smoothing daily demand cycle
and reduction of peak load

(b) Waste heat utilisation (total
energy systems and district
heating)

II. INDUSTRY

Eliminate waste :

- Less non-productive idling of
plant

- Better regulation and control
- Heat recovery

Replacement of old equipment and
processes by more efficient ones

Improved thermal insulation

Increased maintenance of energy-
using equipment

More heat recovery systems

Recycling of selected materials

III. TRANSPORTATION

Driving at slower speeds

Switch to smaller cars

Automobile efficiency improve¬
ments :

- Redesign of body

- Change to radial tires

- Improved load to engine match¬
ing

- Installation of overdrive

Slight increase in generation effi¬
ciency

1 0 % increase in efficiency (1 985)

Total energy systems use 15 %
less primary energy than systems
with fuel heating and electrical
cooling

1 0 % of fuel

5 % electricity
(immediately)

15 % (1985)

Scrap processing requires 5 % for
aluminium and copper and 15 %
for steel of energy required to
process ore

25 % less fuel consumption at
80 km/hour than at 115 km/
hour

5 %

1 0 %
I Less

1h ;'° specific fuel
consumption

20 % dur- "

ing use

Switch to smaller cars and effi¬

ciency improvements estimated
to save 6 % (1980) and 22 %
(1985) of transportation sector
fuel

Lower capital requirements for
new plant: possibility of earlier
retirement for old plant

Less economies of scale for small

plants - less thermal pollution

Small cost compared to savings

Scrap collection system
Recycle-oriented design of pro¬
ducts

Less environmental pollution

Reduction in accidents involving

injury or death

Small cost

Small cost/longer tread life, great¬
er safety
S 100- S 200 ) Less

V engine
S 150 \ wear

Encourage R-D by utilities

Revised tariff structures (less
favourable rates for heavy users)

Removal of legal and institutional
obstacles. Encouragement of ini¬
tiatives by utility companies

Information and encouragement

Ensure that energy price to in¬
dustry reflects real long-run mar¬
ginal costs of production

Accelerate efficiency improve¬
ments by tax incentives and/or
credit facilities

Subsidy for R-D taxes or lower
depletion allowances on virgin
material

Speed limits

Graduated tax on fuel economy

ing production of indigenous energy because of the shorter
lead times required.

its benefits may be more certain than those of exploration
in frontier areas where risks of failure are large;

successful conservation will tend to exert downward pres¬

sure on energy prices and thus help to fight inflation and reduce
the external trade deficit of the OECD countries;

most of the measures concerned involve little cost.

Also, as the report points out, measures designed to save

energy are among the major areas in which international co¬
operation would be possible in the framework of OECD.

MEASURES TO INCREASE

INDIGENOUS ENERGY

PRODUCTION

1. OIL

Many potential sources of oil which were of little more than
academic interest until a year ago are now candidates for rapid

development because the threshold of profitability has been



ATION POSSIBILITIES

7"ype of conservation
Potential savings in %

of sectoral consumption
(per year)

Costs/Benefits Type of policy
action available

Increased commuter car pooling

Increased use of public transport¬
ation in cities :

1-2 % (1985)

Depends on present state of deve¬
lopment of public transport system

Reduces congestion

Reduces traffic congestion and
pollution

Encouragement Reduced road tolls
for cars containing 2 or more oc¬
cupants during commuting hours
High city centre parking fees and
fines

More priority bus lanes Low cost ; discourages private cars Subsidies to public transport

Fast commuter bus services "

Extension of rail and subway sys¬
tems

High investment

More cycle paths Low cost; increased safety. En¬
courages switch to bicycle for
short trips

Introduction of fast inter-city train
service

High investment; competes with
automobile and aeroplane for trips
of less than 500 km

Subsidy

Switch some inter-city freight to
rail

1-3 % (1985) Investment in terminal handling
facilities/competes with road haul

Subsidy

Increased load factors in airplane
flights

22 % jet fuel ) 2.5 % of
savings (1980) > transportation

age

Encouragement of co-operation
between airlines

Lower plane cruising speed
3 % \ sector

Longer Term Aspects:

New propulsion technology Support for R-D

Development of urban clusters

Advanced communications sys¬
tems to save trips

IV. RESIDENTIAL/
COMMERCIAL

Adjustment of thermostats by 1°-
2°C

6 % per degree of space heating/
cooling requirements (immediate¬
ly)

Encouragement

More energy-conscious construc¬
tion

Improved thermal insulation and
temperature control

30-40 %of space heating needs in
new buildings or
20-25 % of sectoral consumption
(1985)

2-3 % of cost of new building Revised insulation standards for

new buildings; financial incen¬
tives for insulation of existing
buildings

Increased use of heat pumps
Heat recovery from ventilation
stream

5-10% of space heating needs, de¬
pending on degree of insulation

More efficient appliances 1-2 % of sectoral consumption
(1980)

Higher initial cost/lower running
costs

Efficiency labelling requirement,
possibly tax on efficiency

Reduce excess lighting 4 % of total electricity consump¬
tion

Encouragement

District heating schemes (using
waste heat from electricity gener¬
ation or burning municipal waste)

Reduces thermal pollution Removal of institutional barriers,

grants for pilot schemes

Increase R-D on better design and
operation of buildings, and on ap¬
pliance technology

Increases the probability of achiev¬
ing maximum potential

Accelerates the impact of new
energy-saving technology

Support for R-D

crossed. Thus the industry and governments have been

assessing costs of producing crude oil and substitutes from coal,

shale and tar sands, from remote Arctic areas and from outer

continental shelves. Cost estimates for a number of these

previously marginal sources are presented in the Long-Term
Energy Assessment and in Table 2.

New techniques play an important role in the calculations.

Tertiary recovery methods could raise the efficiency of recovery

from 25 to 50 or 60 per cent of the oil in place in the well by the

end of the 1 980's. The development of offshore deep sea

production techniques is progressing, and a technological

breakthrough is generally recognised as a possibility. Already

two systems are on the market and being used on an experimental
basis in the Gulf of Mexico and the Meditterranean.

Spacecraft and aircraft remote-sensing technologies are pro¬
mising innovations for exploration and the Earth Resource

Technology Satellite (ERTS) of NASA has already revealed

unknown geological features which might lead to the discovery

of new mineral and oil fields. Estimates of potential production
appear in Chart B.

Setting forth potential production levels does not necessarily

mean that it is desirable to exploit these possibilities. Many



2. ESTIMATED CRUDE OIL COSTS (1)

IN THE MID-1980S

(in 1972 dollars per barrel)

Persian Gulf 0.15 - 0.20

North Sea (2) 1.50 - 2.00

United States (3)
low cost category

medium cost category

high cost category

0.30 - 2.60

3.30 - 6.70

greater than
7.00

High Grade Oil Shales (4) 4.11 - 7.30

Tar Sands (Canada) (5) 3.40 - 3.80

Syncrude from Coal (6) 6.50 - 7.50

1) Excluding royalties, taxes and profits.
2) Landed Costs (industry estimates), excludes tertiary recovery.
3) W. Nordhaus, "The Allocation ot Energy Resources", Brookings

paper of Economic Activities No. 3/1974.
4) W. Nordhaus, loc. cit.
5) Lower estimate : National Petroleum Council, O.S. Energy Out¬

look, December 1972; Higher estimate: Policy Study Group of
the MIT Energy Laboratory. New estimates put this figure
substantially higher.
It is estimated that 65 thousand million barrels of tar sands can

be mined by open pit mining methods. "An Energy Policy for
Canada" suggests that 15 thousand mi/lion barrels of this
oil will be recoverable at S5 per barrel, a further 35 thousand
million barrels at $6 per barrel, and the remaining 15 thousand
mi/lion barrels at prices In excess of $6 per barrel.

6) Lower estimate: A.B. Lovins, "World Energy Strategies : Facts,
Issues and Options", London 1973 ; Higher estimate: W. Nord¬
haus, loc. cit.

other policy considerations play a role environment, economics,

social policy, etc. A "potential" figure merely shows what level
output might reach if a massive effort were to be made.

Area by Area Projections

The United States

The US remains the world's largest single producer of crude oil

after the USSR but has been recognised as a relatively high cost

producer since low-cost oil became available from the Middle
East in abundant quantities in the 1950's.

Under the assumption that the government limits itself to

ensuring the effective working of the market mechanism (the

89 case) the increase in oil production in the US would be very

iarge, more than half the total projected increase in OECD oil

supplies over 1972. This is because the 89 case assumes
decontrol of domestic oil prices and, although the price of

"new" oil was decontrolled in 1973, oil prices are still below

the international level.

Since the freeing of the "new" oil price, exploratory drilling has

increased dramatically in the US and this activity is expected

to be reflected in a substantial production increase during the
1980's.

Oil from the Alaskan North Slope is expected to come on stream

in the late Seventies : the planned first stage of the trans-

Alaskan pipeline will be operational by 1 977, with production

in Prudhoe Bay starting in that year. Full first stage capacity of

the pipeline would be reached in 1979.

Production of oil from shale might be important if on-site techniques could
be further developed. Research on US Government lands in Colorado^ is

being carried out for this purpose.



B. OIL

Where The Indigenous Resources Are - And Where
They Will Be

Primary Energy Mtoe (10" Kcal)
(Annual Production)
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In the event of disappointing results from conventional crude oil

exploration, the large potential of shale oil in the western part of
the country could be tapped, especially if a technological break¬
through permitted large scale production of oil where the shale

is found. In such a case, production estimates run as high as
a million barrels a day.

Without such a breakthrough, the amount of shale that would

have to be mined by surface processing is as large as total coal
production, a fact which raises doubts about the availability of
mining personnel and equipment. Also it would require huge
volumes of water an estimated 3-5 million barrels a day
virtually all the water available in the entire region. Finally, and
perhaps most important, the disposal of spent oil shale (its
volume grows during mining) presents a tremendous environ¬
mental problem.

Nevertheless at present prices shale oil production appears to
be highly profitable and the interest of the industry is keen as was
shown by the high prices paid for the first leases on government-
owned shale-oil lands in Colorado and Utah even before the

international oil price rise.

One final potential source of increased US production 40 per
cent of remaining discoverable reserves is offshore on the

Outer Continental Shelf. Leasing by the federal government of

these lands has been very slow until recently (only a million acres
were offered in 1972). Since April 1973 there has been a

dramatic change of policy, and 10 million acres are expected
to be offered in 1975.

Canada

Large potential reserves have been indicated by geological
analyses both onshore and offshore. Exploration of these

reserves is linked very closely to incentives set to stimulate

exploration and development. The prospects of major reserve

finds in the Arctic and off the East Coast, particularly the
Labrador Shelf, are good, but oil would not flow much before

the mid 1980's. Until now morever the high cost and difficult
environmental conditions in the Arctic have restrained explo¬

ration activity and would require an R & D breakthrough on both
production and transport.

The second major potential source of oil in Canada is the tar

sands of Athabasca and Cold Lake, a resource that is viewed

by OECD's Long Term Energy Assessment as "extremely import¬
ant in the context of higher oil prices." Proven reserves

amenable to surface mining are adequate for production of
3 million barrels a day of synthetic crude.

Moreover, a technology for producing synthetic crude from

surface mined tar sands at a cost which would be competitive
with international oil prices (even if they were to fall) has been
used and steadily improved for many years in a commercial plant
of the Great Canadian Oil Sands Company which now has an

ouput of 65,000 barrels per day.

A determined programme of government incentives to encourage

Notes to Chart B :

(1) Mtoe equals million tons of oil equivalent.

(2) Since these energy balances were drawn up, the Project Inde¬
pendence Blueprint has been completed and published. The
indigenous oil production figures therein lie in the range 650-825
Mtoe in 1985 for oil prices close to $ 9/bbl, which would exclude
the possibility of the United States becoming a net oil exporter
by 1985.

(3) Including 25 mtoe based on coal.



Oil is extracted from tar sands in Alberta, Canada.

rapid development of the tar sands, if it were eventually consi¬
dered appropriate, could result in synthetic crude production of
50 million tons per annum by the mid-1 980's. On present
policies, such a rapid development appears unlikely since the
Provincial and Federal Governments consider a somewhat more

gradual approach to be prudent for a wide variety of economic,
environmental and social reasons, notably the impact that such

a development would have on the orderly economic and social
development of the area concerned : 25 million tons seems a
more likely figure.

The North Sea

The largest new producing region in the OECD area, the North
Sea has seen a rise in drilling activity from 15 rigs, at the

beginning of 1973, to 40 in the autumn of 1974 with about
50 further units on order. Proven reserves are only about

18 billion barrels, but potential is estimated at 42 billion barrels,
62 per cent belonging to the United Kingdom and a third
to Norway. These estimates do not take account of the much
less well known but highly promising reserve potential north of

the 62nd parallel, or in the Norwegian sector of the Barents Sea
or the Celtic Sea. Even so, industry forecasts for the British

and Norwegian sectors suggest production levels of more than
300 million tons per annum in 1985. The North Sea is not a

high cost oil producing area by OECD standards as can be
seen in Table 2.

There is a clear divergence at present between the leasing

policies of the United Kingdom and Norwegian governments.
In the United Kingdom sector, leasing policy has been liberal,
and this is likely to remain the case, although bids may be made
conditional in future on the acceptance of direct state partici-

1972 Actual

OECD countries

Others

OPEC countries

OECD countries

^-^\ Non -OECD

C. SHARES IN THE OECD OIL MARKET

1980 Projected 1985 Projected

V 50 % J

1985 Potential

%9 case with additional

government measures to

stimulate oil production

and conserve energy
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More than 40 drilling rigs are at work in the North Sea. They include this one to the East of Aberdeen in Scot/and.

pation in development. In the case of Norway, the situation is

very different. Because of environmental, regional develop¬

ment and conservation considerations, the Norwegian govern¬

ment is, for the time being, pursuing a very cautious policy on

new leases aimed possibly at holding production ultimately to

a ceiling. At the same time, leasing of blocks near to the median

line will continue so as to prevent draining of oil and gas into
United Kingdom sector wells.

OECD's report points to the risks and the possible consequences

of accidents involving oil spills and suggests there is a need for

increased R&D efforts to improve clear-up and dispersant

methods for dealing with oil spills.

Elsewhere in the OECD area, prospects are generally thought to

be small onshore but of some considerable magnitude offshore

in the Sea of Japan, the Mediterranean and the Atlantic

Continental Shelf (off the French shore in Brittany appears to

be a "particularly interesting" area). No crude oil has yet been

found in commercial quantities in these places except for a

recent strike in the Aegean Sea (Thassos) and off Spain (Aposta

Marino). Being a closed sea the Mediterranean is especially

sensitive to environmental damage, and OECD's report suggests
that the advantages of a potential supply source should be

balanced against the great risks for an important natural asset
of international value.

The development of indigenous resources in conjunction with

substitution by other forms of energy and slower consumption

growth would enable OECD countries to reduce substantially

their dependence on imported oil (see Chart C).

NATURAL GAS

Natural gas covered a little over 20 per cent of OECD primary

energy requirements in 1972, the entire demand being met by
indigenous supplies.

In the new situation the proportional role of natural gas is not

expected to change very much. It will be necessary to import

from outside the OECD (some 12 per cent of consumption but

less than was expected before the crisis) exploration activity at
home will be intensified, and indigenous production is expected

to rise substantially. The resource base is large enough; natural

gas is a direct substitute for oil in most final consumption

sectors; it has specific advantages which stimulate demand;
it is efficient and non polluting; its transmission and distribution

equipment is unobtrusive, and it can be transported economi¬

cally over long distances. Piesent prices enable natural gas to

compete with oil and, in the absence of price controls, they
tend to move in close correspondence with the price of fuel oil.

Operations are gradually tending to move offshore, the main

prospective gas areas within the OECD being the Continental

Shelves of North America, Western Europe, Australia and

Alaska. Because of the difficult technical exploration, produc¬

tion conditions and long lead times involved, anticipated costs
will substantially increase.

The actual and possible future situation of OECD gas reserves

is, however, very difficult to assess since there are no generally

11



D. NATURAL GAS

Where The Indigenous Resources Are - And Where
They Will Be

Primary Energy Mtoe (1013 Kcal)
(Annual Production )
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A tanker discharges liquid natural gas into pre-frozen

accepted definitions of natural gas reserves. OECD's projec¬
tions of natural gas production are shown in Chart D.

Changes in government policies subsidies, investment credits,

accelerated leasing programmes, price guarantees and deregu¬

lation of present price policies would be necessary to accelerate

production beyond the amounts foreseen in the 8 9 case.

Government intervention should aim at stabilising long run price

expectations or there could be delays in investment decisions

jeopardising long-run production targets. On the other hand a

policy of accelerated development should take account of a

possibly overly rapid depletion of reserves with consequent

economic and political disadvantages.

OECD's report notes that in view of the advantages of natural

gas, intensive and immediate government and industry action to

overcome obstacles to development is required if the potential

is to be realised. Co-operation between governments and the

gas industry is suggested.

The United States is by far the largest producer within the
OECD area. Price controls in combination with inflation led to

a considerable fall in the real price of gas between 1 963 and 1 972.

This, along with rising costs, discouraged exploration activity.

Increases in natural gas production by 6 per cent anticipate a

change in pricing policies to permit a tripling of the average
wellhead price of gas by 1985.

Greater production increases would require a still larger price

rise as well as other policy measures such as those included in

"Project Independence" which envisages the decontrol of prices

12
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ea/-f/. for storage in Essex, U.K. A pilot plant for making synthetic gas from coal. It is financed jointly by the US Government and the
gas industry.

for new gas and the tripling of federal lease sales to stimulate new

exploration efforts.

The availability of both natural gas from Alaska and synthetic

gas based on technological innovations would play a key part

in bringing additional quantities of gas on stream.

Canadian natural gas resources are larger but as in the case of

oil, largely undefined. Production is highly concentrated in

Alberta in the Middle West (4/5 of the total). Reserves are

concentrated in very hostile environments such as the conti¬

nental shelves and slopes of the high Arctic, and offshore East

Canada (60 per cent of total reserves).

In OECD Europe natural gas production has been growing

rapidly amounting to 1 0 per cent of energy consumption in 1 972.

This figure is expected to rise to 22 per cent in 1985. More

than 75 per cent of 1973 production came from onshore fields,

the remainder being offshore production in the North Sea and

to a lesser extent in the Adriatic. Onshore, additional production

would come from greater depth; offshore exploration and deve¬

lopment require a substantially higher amount of capital per unit
of output.

Imports of natural gas from Algeria, Libya, the USSR and Iran

will be necessary to meet growing demand despite the expected

increase in indigenous natural gas production. Imports are

expected to rise from 3 to 25 per cent of the total in 1 985 if oil

prices continue at present levels.

Japan will have to import 80 per cent of its natural gas from

Indonesia, Abu Dhabi, Alaska and possibly Australia which has

offshore reserves on the continental shelf and could become

a significant exporter in the early 1980's.

3. COAL

In terms of sheer volume of reserves coal is the most important

single potential source of primary energy ("discoverable" reser¬

ves are estimated at several times those of oil), but because

mining is so difficult, the recoverable proportions are far lower

than in the case of oil. Moreover its inconvenience, higher costs

and environmental implications, seemed likely before the energy

crisis to make coal's share in energy consumption continue

to fall. But since late 1973 its price has become competitive

with that of oil particularly in Europe and Japan, and its role is

therefore being reconsidered.

The theoretical potential for coal production (see Chart E) is

high in the United States and Canada and Australia and, at

present prices for oil, production of coal is therefore expected

to increase in these countries while in the others the policy will
be to maintain coal production.

However, there are obstacles to increasing coal output on the

supply side and limits to its substitutability. Coal could be

substituted for oil or natural gas in electricity generation, but

this would require government measures to restrict the latter

13



E. COAL

Where The Indigenous Resources Are - And Where

They Will Be

Primary Energy Mtoe (10" Kcal)
(Annual Production)
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fuels and support for building new coal-based power plants.
There are, moreover, environmental constraints on the use of coal

for power stations, and this substitution assumes that they will

not cause excessive delays in commissioning power stations.

Residential and commercial use has been declining because of
consumer preference for more convenient and cleaner as well

as less expensive fuels. This trend will probably continue

until there is considerable progress in conversion technologies.

Present oil prices provide a sufficiently strong incentive for

speeding up developments in these technologies. Coal gasifi¬
cation is expected to become more important by 1985, parti¬

cularly in the United States where costs are estimated to range

from 87-9 per barrel of oil equivalent. In the period after 1985

coal gasification is likely to become even more important.

By contrast coal liquefaction is not expected to make more than

a small contribution over the next ten years or so because
technical problems remain to be solved.

INSTALLED NUCLEAR POWER (GWe) IN
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There are also constraints on the production side: in the short

and medium term the lack of transport facilities, the existence of

environmental legislation and manpower problems in an industry

which has a high proportion of labour costs (up to 62 per cent

for underground mining). Accelerated expansion of coal capa¬

city would lead to an increase in the demand for equipment which

could cause disproportionate cost-push effects.

To overcome these obstacles, these problems would have to be

overcome through :

Rationalisation, concentration and automation of production.

Average productivity differs greatly from region to region. In

underground mining it is estimated at 1 3 tons per man per day in

the United States (expected to reach 18 tons per day by 1985)
compared to 4.1 tons in Germany and 3.6 tons in the United

Kingdom with no significant changes expected by 1985, and

about half of US production is obtained by surface mining
where average production per man per day is expected to

exceed 40 tons by 1985. In Europe only a small portion of
coal is obtained from surface mining.

Improvement and establishment of integrated transportation
networks.

Changes in production and transportation conditions in

compliance with environmental standards.

These technical improvements would also affect working and
health conditions. A manpower policy which provides suffi¬

cient incentives in terms of wages, career prospects and labour

mobility is therefore a crucial factor. (Given the high propor¬
tion of labour costs in total costs, higher wages, however, could

cause cost increases, eroding present competitive advantages

created by the oil price rise. This is especially true for Europe).

The increase in coal production in the OECD area could reach

60 per cent by 1985 if present prices continue. Further in¬

creases would require extremely high supply prices and massive

government intervention. Even with these, the constraints

OECD COUNTRIES AND ESTIMATED WORLD RESOURCES OF URANIUM (at low price)
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mentioned above, applying both to development of production

and possible markets, make it unlikely that output would reach

the so-called "potential" by 1985.

Supplies of coal in the United States, Australia and Canada

would be sufficient to meet indigenous demand and the needs of

OECD Europe and Japan (see Chart E). This fact indicates a

great need for international co-operation in policy formation
and an increase of trade in coal.

If such co-operation were implemented without delay, the

emergence of coal as both a secure and relatively clean form of

energy would be assured.

4. ELECTRICITY GENERATION AND

NUCLEAR ENERGY

The relatively high growth rate of electricity is likely to be sus¬

tained, in spite of new obstacles which a re emerging, for example :

finding suitable sites and cooling capacities for new power
stations. Part of the answer to this problem may be to make

increased use of combined heat and power generating plants

(district heating and total energy systems) ;

F. NUCLEAR ENERGY

Where The Indigenous Resources Are - And Where

They Will Be

Primary Energy Mtoe (10" Kcal)

(Annual Production)
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1985 potential

Direct conversion of solar radiation offers numerous possibilities for use in th
heating in Israel.

public health considerations; harmful emissions from sta¬

tions burning fossil fuels will need to be reduced, and the effec¬

tiveness of safety precautions in new large nuclear power sta¬

tions must be confirmed by longer experience; finally, the

problem of disposing of highly radio-active waste in large

quantities will have to be given high priority;

competition for capital with other energy resources now

being developed.

Higher fossil fuel prices have made nuclear energy more com¬

petitive as a primary source of energy; but the time it takes to

obtain licenses and to build power stations rules out any possi¬

bility of an increase in the nuclear power contribution before

1980. Between 1980 and 1985 its relative importance could

increase if rapid progress is made in finalising safety and other

regulations (see Chart F). Growth thereafter will largely

depend on an early resumption of uranium prospecting in the

OECD area, on decisions regarding new fuel enrichment plants

or on the use of alternative fuel cycles, and on readier public

acceptance (see map).

cANA"- 1972

1985 projection at present prices

OTHER ENERGY SOURCES

a) Solar Energy

The collection of solar radiation by direct conversion tech¬

niques and by indirect collection (through natural photosyn¬

thesis) offers a wide range of options for energy supply including

water heating, domestic space heating, power generation and

the production of synthetic fuels. All, however, are subject
to one common constraint: the intermittent and diffuse nature

of sunlight. The nature and scope of the problems involved

depend on the scale of the application considered e.g. small

water-heating plants or full-scale power generation.
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e /.ome enc/ elsewhere. Above : solar Geothermal energy is the second most important of the "non-conventional" energy sources. Above, a geothermal field at
Wairakei, New Zealand.

b) Geothermal Energy

The second, in order of importance, of the "non-conventional"

sources occurring in nature and virtually inexhaustible, is geo¬

thermal energy. Electricity is already being generated in this

way in Italy, the United States, New Zealand and Japan. Gene¬

rating costs range from $.005 to $.008 per KWh (compared
with $.006 to $.014 per KWh for other power sources) depend¬

ing on whether dry steam is used (as in the case of Larderello,

Italy and the geysers in California) or hot brine. Electricity
generated from the latter costs twice as much as that generated

by dry steam. Exploiting the large geothermal reserves in hot

dry rocks and hot brine presents major technological and envi¬
ronmental problems such as the corrosion of equipment, the
risk of subsidence, and so on.

c) Fuels from Waste

In the United States potential energy from waste has been esti¬

mated to be equivalent to 6-10 per cent of present electricity

consumption. Through the technically advanced process

known as pyrolysis (destructive distillation at about 900 °C)

waste could make a very valuable contribution in the medium

term. One of the advantages of the process, apart from being

clean, is that it meets the requirements of fuel diversification

policies and is acceptable to our increasingly environment-

conscious society. Most of the technological difficulties of

converting waste to energy have been resolved.

Some cities already make use of the heat generated by incine¬

rating waste on a small scale, but the energy potential could be

increased by pyrolysis. One ton of average household waste

could produce a mixture of solid fuel (lightweight char contain¬

ing less than 0.2 per cent sulphur) and up to 18,000 cubic feet

of gas plus small amounts of tar and ammonium sulphate. The

heat required for the process amounts to 25 per cent of the heat

content of the gas produced.

Pilot plants have been tested by a number of companies for
several years now. It has been estimated that a 500 ton per
day plant producing pyrolytic oil from waste would be compe¬
titive with the present landfill system which currently costs
about $ 2.50 a ton. A municipal plant processing 2,000 tons

a day, according to the same estimate, would operate at a slight

profit.

d) Methanol

At present, the main objective in the case of methanol is to use
it as a substitute for motor spirit. It can be obtained from many

organic materials: natural gas, coal, wood, waste, etc. Its
calorific value is about two-thirds of that of gasoline. Methanol

can be added to gasoline in proportions as yet only imprecisely

defined (15 to 30 per cent) without any changes in existing

engines. Pure methanol or a mixture of methanol and water

could be used in slightly modified engines. R&D on this subject,

however, is still at an early stage. Research in this field should

include a study of the possibility of producing methanol from
solid wastes.

e) Hydrogen

In principle, hydrogen could have many applications. It could
be used as a household fuel or to power motor vehicles. It

has the environmental advantage of producing water when it

burns instead of carbon dioxide (although various nitrogen

oxides are produced). But there are drawbacks: hydrogen has

a relatively low calorific value, serious safety problems arise

if it comes into contact with the oxygen in the air, and the prob¬

lem of storing it is far from being resolved.

As an energy source hydrogen would thus seem less attractive

when used on its own than when used in conjunction with

others. Here the two most promising approaches are its

use in hydrogénation processes for converting coal into liquid

or gaseous hydrocarbons and in fuel cells for generating elec-
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Research in thermonuclear fusion through use of lasers has made great
strides (above : work at the University of Rochester, United States) .

tricity. Hydrogen is also of course an important feedstock for

the chemical industry as a whole.

f) Thermonuclear Fusion

Thermonuclear fusion by means of the deuterium/tritium reac¬

tion (the only feasible process at present) would be a way of

utilising an extremely abundant source of energy. It is not

however an unlimited source; while the supply of deuterium

obtained from seawater may be regarded as virtually inexhaus¬

tible, tritium is obtainable only from lithium, a relatively scarce
element.

It must also be remembered that, unlike fast breeder reactors,

the feasibility of thermonuclear fusion, from the scientific point

of view and, even more, from the engineering point of view,

is still uncertain. Scientific research is currently exploring two

main avenues: magnetic containment and fusion by laser. An

optimistic forecast is that the scientific feasibility of fusion

using magnetic containment might be demonstrated towards

the middle of the next decade, and that of fusion by laser before

then, provided high-power lasers are developed reasonably

quickly. Without denying this possibility it is still necessary

to beware of excessive optimism since theoretical and experi¬

mental knowledge of the interaction between a laser beam

and an extremaly dense plasma are still far from complete.

Even on the most optimistic view, it is highly improbable that

thermonuclear fusion will be used for generating electricity

before the year 2000.

A ton of urban wastes can yield a barrel of synthetic oil. Above : a factory
in Ivry, near Paris, producing electricity through the incineration of wastes.

POTENTIALS AND CAPITAL

REQUIREMENTS

The realisation of full physical and technological potential

from reducing energy consumption and expanding indigenous

production, would make the OECD almost self sufficient in

energy by 1985 as shown in table 3. But it seems highly

improbable since, as production is pushed up, there is growing

risk of conflict between high indigenous production and other

objectives of government policy concerning income distribution,

industrial structure and policies aimed at combating inflation.

Even in the 89 case, cumulative capital requirements for indi¬

genous energy production including replacement and invest¬

ment in conversion, transportation and distribution amount to

about $1,100 billion (1972$) between 1974 and 1985 exclud¬

ing the necessary infrastructure e.g. harbours for coal export

and import. This is about 13.5 per cent of all gross fixed asset

formulation by 1985 as against 7.7 per cent in the early 1970's.

The sum is divided as follows :

$500 billion for oi! and gas
$ 40 billion for coal

$550 billion for electricity.

To increase self sufficiency beyond that point would entail an

investment of roughly 81,800 billion for both conservation and

realising full production potential. This would represent a large



3. OVERALL ENERGY SUPPLY

POTENTIAL IN OECD AREA

1972

7955

Mtoe (10'" Kca/J
$9 Pro¬

jection

Potential

Coal

Oil

Natural Gas

Nuclear

Hydro and Geothermal

670

693

746

35

96

1,052

1,381

1,100
756

161

1,100 (1)
1,700

1,350

756 (2)
161 (3)

Total Indigenous Supply 2,240 4,450 5,070

Total Primary Energy

Requirements 3,463 5,650 5,450-5,150

Import Dependence (%) 36 21 7 to 2

1 ) A further 300-400 Mtoe of coal production (mainly in the United
States) is considered technically feasible, but is not included here
because of difficulties in finding markets for such quantities
before 1985.

2) A rise in nuclear energy is not included since the dominant
constraints are exceptionally long lead times and safety and
environmental considerations, and since electricity from nuclear

power becomes competitive at oil prices between S3 and $6 f.o.b.
(in 1972 dollars).

3) There are indications of a higher potential for geothermal sources
in the United States than is included in the $9 casebut this

would require early solution of some difficult technological
problems.

4. ANNUAL ENERGY INVESTMENTS (1)

(as a Share in GrossFixed Asset Formation) %

Early 1970s 1977 1980 1985

7.7 (a) 8.5

(b) 8.9
(c) 9.4
(d) 10.2

8.2 (2)
9.1

10.2

12.9

9.2

10.9

13.5

18.5

a) base projection b) S6 case c) $9 case d) potential.
1 ) Including replacement of existing facilities.
2) Fall relative to 1977 is due to nuclear element.

shift of financial resources into the energy sector, particularly

for the energy rich countries. There would likely be difficulties in

making this shift in allocation of resources as well as in financing
the necessary investments in the energy sector.

Even if the potential for indigenous production is only partly

realised, it must be remembered that most OECD energy is relatively

high-cost compared to Middle East oil, with the possibility that

the price of the latter might fall in the future. Consequently

accelerated development of indigenous OECD resources would

require international co-operation, perhaps in the form of bilateral
or multilateral investment initiatives in the development of the

more abundant resources of the energy-rich countries.

POLICY OPTIONS

The objective of energy policy is not simply to provide enough

energy in the forms desired by consumers at reasonable prices;

its effects must also be measured against other policy objectives

such as environmental protection, rational resource allocation,

cost and price stability, balance of payments equilibrium and

equitable income distribution.

Given the different situations in the energy and economic sectors

prevailing in different countries, it cannot be guaranteed that
national authorities following an independent course of action

would take those decisions which would make the greatest pos¬

sible contribution to the solution of energy and related problems

in the OECD area as a whole.

Comprehensive international co-operation between OECD

countries on energy and related policies is therefore urgently

required. While some progress has been made on co-operation
within OECD in overcoming temporary oil supply interruptions

in the short-term, this needs to be extended to developing new

strategies for the longer term role of the industrialised countries

in a world economy which is undergoing fundamental structural

changes. The prevailing uncertainty will only be accentuated

by further delays in positive policy action, with potentially

serious consequences for the world economy as a whole.

The main areas for international co-operation within OECD in

energy-related fields are the following :

a concerted effort in conservation of energy;

accelerated development of OECD indigenous resources and

development of intra-OECD energy trade;

provision of adequate mechanisms for lowering the risk of
financial and monetary instabilities related to energy imports ;

co-ordination of energy research and development;

co-ordination of new efforts to overcome growing environ¬

mental problems.

The complementarity of interests between OECD and OPEC

Member countries (the former seeking to reduce their depen¬

dence on imported crude oil and the latter to diversify their

economies from dependence on the same commodity) indicates

that the world economy has more to gain by co-operation than

by competition between the two groups. Such co-operation
is likely to be more effective if the OECD countries can achieve

an effective cohesion in the field of energy.

The non oil-producing developing countries suffer the effects

of the oil price increase much more acutely than OECD countries.

A substantial increase in capital flows (both emergency and

longer term) to these countries and technical co-operation in

developing their economies is urgently required, bearing in mind

the longer term objective of developing their potential for indi¬

genous energy production, and the need for a restructuring of
their industrial economies.

*

The Long-Term Energy Assessment is a first attempt to analyse

the energy and related problems in OECD countries in the chang¬

ed energy situation. It would be highly desirable for such an
Assessment to be regularly updated and its underlying metho¬

dology reinforced as more information becomes available; on the

changing role of energy in the OECD economies; on the energy
supply prospects, both indigenous and imported; and on the
new policy measures adopted by Member countries in energy
and related fields. In this way the information can be evaluated

in a more dynamic and quantitative way, to provide a sound basis
for future initiatives in the field of international co-operation in

energy, within the OECD and in its relations with non-Member
countries.
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THE NEW INTERNATIONAL
ENERGY AGENCY OF OECD

OECD's International Energy Agency, set up on 15th November, will carry out a comprehensive programme
of co-operation both in the event of emergency and over the longer term among 16 oil consumer

countries (1 ) belonging to OECD. It will also work to promote co-operative relations with oil producing
nations and with other oil consuming countries.

The countries which participate have signed an agreement setting forth an International Energy
Programme, the main points of which are presented on the page opposite.

THE AIMS OF

THE INTERNATIONAL ENERGY AGENCY

by Ambassador Etienne Davignon,

Chairman of the Agency's Governing Board

The energy crisis has clearly shown the need for inter-

tional co-operation in this field. The Agreement on

an International Energy Program is the outcome of a

joint endeavour to further co-operation among OECD
countries. It is an effort to promote closer relations and

solidarity. Any notion of antagonism or confrontation is abso¬

lutely foreign to the spirit of the Agreement. The Program

follows the lines fixed by the preparatory work of the Energy
Co-ordinating Group set up after the Washington Conference
held last February.

To meet the aims which the participating countries have set

themselves, co-operation on energy matters must meet at

least two requirements:

it must make it possible to have a "horizontal" view of energy
questions in all their aspects, whether technological, scientific,

commercial, monetary, financial or political;

it must incorporate operational arrangements capable of

providing a framework for co-operation which can rapidly

be put into motion on the basis of efficient decision-making
machinery.

The Participating Countries wanted the Agency appointed to

carry out the Program within the OECD an organisation to

which they belong and in which they have been co-operating
for a number of years.

The present arrangements, in which the Agency is an autono¬

mous body within the framework of OECD, responds to a complex

need: to maintain the political impetus and ensure the effi¬

ciency of the work, yet be able to draw upon the knowledge
and experience of an existing organisation.

The Agency will not of course take over the functions of exist¬

ing international organisations. On the contrary, its work
will facilitate that of these other bodies.

The fact that an entirely new international organisation has

not been set up reflects the desire of the Participating Coun

tries not to build up a system that would lead to confrontation

with any country or group of countries but rather to contri¬

bute to a new system of international co-operation.

Co-operation with Oil Producers

From the outset, the Participants have shown special interest

in co-operation with oil-producing countries and with other

oil-consuming countries; their aims in this regard are confirmed

in the Agreement, and this co-operation is to be one of the

new Agency's main activities.

Having established this principle, the Agency must go further

and establish a dialogue.

The aim of the dialogue is to move from a unilateral system to

one in which consultation and discussion permit results which

work to the advantage of all interested parties.

But if there are to be results, there must not be only producers

and industrialised consumers around the table, but also consu¬

mers from developing countries.

Long-Term Co-operation

One of the fundamental problems is to lessen the dependence

of the Participating Countries on oil. This is not so much a

question of the industrialised countries becoming independent as

their having a better energy balance since a goal of total inde¬

pendence would mean that the countries participating in the

Agency assume nothing can be achieved in the dialogue with

the producing countries ; and this, very evidently, is not the case.

It must not be thought that the expression "long-term co-

(1 ) Austria, Belgium, Canada, Denmark, Germany, Ire/and,
Italy, Japan, Luxembourg, the Netherlands, Spain, Sweden,

Switzerland, Turkey, the United Kingdom and the United
States.
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operation" simply means putting off the problem. On the

contrary, the Participating Countries have already begun their

work. The Agency has a tight calendar, and the Agreement

fixes a deadline for the decisions which the Governing Board

of the Agency is to take on the proposals put forth. By summer

it is to have made suggestions concerning all the fields which

are in its competence.

The scope for group action on long-term co-operation is par¬

ticularly vast, since in addition to research and development

in ten priority areas, it includes rational use of energy, uranium

enrichment and the development of alternative sources of energy,

while not forgetting protection of the environment.

Sharing in an Emergency

In addition to these activities, the intention of the Participating

Countries was to take out a sort of insurance policy against

supply difficulties which might occur. That is why they have

established a programe of emergency measures, including a

system for sharing oil in an emergency. This system is pre¬

cise, strict and detailed, but it would be a mistake to infer that

it is of a more fundamental nature than other aspects of the

program or that it constitutes the essence of the program.

The sharing agreement is based on equal sacrifice for every¬

body, and every participant must make a comparable effort.

This is worked out in great detail and is very highly organised

from a technical point of view. The oil is pooled under the

control of governments and thus the system is based on the

political responsibility of governments.

Thus, in the event of an emergency, the scheme will attempt to

solve the difficulties of Participating Countries but it will not
fail to take into consideration the needs of other nations.

Co-operation with the Oil Companies

The provisions for co-operation with oil companies go beyond

what is required in an emergency, since they aim to establish

within the Agency, a permanent framework for consultation,

and an information system which will include a general section

on structures and activities of companies, and on costs and

prices.

A meeting of representatives of the Co-ordinating Group and

the major oil companies augured well for future initiatives in
this direction.

Collaboration with the companies responsible for supplying

and distributing oil in each country means in effect having a

dialogue with market forces. The oil companies must follow

a policy which is co-ordinated with that of governments.

*
The Agreement is a balanced one which responds to the varied

interests of the different parties. Some participants were

more interested in long-term co-operation so as to diminish

their dependence on imported oil; others were primarily inte¬

rested in working out discussions with the oil companies so that

the market would be more transparent. Thus it was important

to have an across-the-board agreement. This balance is

reflected in the voting rules since no country or group of coun¬

tries has a veto right. That is the important political factor

of the voting scheme.

Participation in the Agency is open to all OECD countries

which wish to join and are able and willing to meet the Agree¬

ment's requirements. It is also open to the European Commu¬

nities. The Agreement states that this does not in any way

interfere with implementation of the treaties establishing those
Communities.

Norway has not become a party to the Agreement although

it shares the views of the Participating Countries on the need

for co-operation and solidarity in energy matters. Norway

has suggested that it explore with the Agency the possibility

of entering into an agreement, and the Agency's Governing

Board is examining this proposal.

What we have done so far is not an end position. It is really

the beginning of energy co-operation amongst the 16 coun¬

tries and whatever others may care to join us. We are very

much at a starting point.

THE PROGRAM FOR INTERNATIONAL ACTION

To implement their decision to co-operate on energy

matters, the countries participating in the International

Energy Agency have agreed to an International Energy

Program. This program encompasses: (1) an alloca¬

tion scheme in times of emergency, including emergency

reserve and demand restraint obligations; (2) an extensive

information system on the International Oil Market; (3)

consultation with oil companies; (4) long-term co-operation

on energy; and (5) relations with producer countries and with
other consumer countries.

Emergency Self-Sufficiency,
Demand Restraint and Allocation

In the event of a cut actual or expected in oil supplies in

any one or more of the 16 countries which form the new Inter¬

national Energy Agency, the group as a whole will share the
burden of the affected nation or nations.

According to the Program, each Participating Country shall

maintain emergency oil reserves sufficient to sustain consump

tion for 60 days with no net oil imports (later to be increased

to 90 days). In addition, each Participating Country must at

all times have ready a program of contingent oil demand-

restraint measures which would be activated in an emergency

and which would be sufficient to reduce consumption by the

amounts specified in the Agreement.

The emergency allocation features of the Agreement can be

summarised in a simplified fashion :

Allocation of oil and mandatory demand restraint measures will

take effect when either (a) the group as a whole sustains, or

can be reasonably expected to sustain, a 7 % reduction (2)
in its oil supplies or (b) one (or several) countries sustains,
or can be reasonably expected to sustain, a 7 % reduction in its

oil supplies even though oil supplies to the group as a whole

have not declined by 7 per cent.
(Continued on page 22)

(2) Calculated using average final consumption of oil during
a base period which is defined as the most recent four quarters
with a delay of one-quarter necessary to collect information.
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Left to right : Dr. Ulf Lantzke, Executive Director of the Agency, Ambassador Etienne Dav/gnon, Chairman of the Governing Board and OECD's Secretary
General, Emile van Lennep, after the first meeting of the Agency's Governing Board

In the latter case, the country affected must first reduce its own

consumption by 7 per cent. The rest will be made up by the

other Members on the basis of their consumption (see example 1 )

and through means of their own choosing, including demand

restraint measures or use of emergency reserves.

In the former case, each country shall implement demand re¬

straint measures sufficient to reduce oil consumption by 7 %

(by 10 % if the shortfall of oil supplies to the group is 12 per
cent or more) (3) and available oil will be allocated among

the Participating Countries according to a predetermined for¬

mula based on each country's permissible level of consumption

(after activation of emergency demand-restraint measures),

emergency reserve drawdown obligations, actual net oil imports,

and normal domestic production.

Example 2 presents a hypothetical situation for a group of

6 countries and demonstrates how oil supplies would be allo¬
cated.

If the cut in supplies continues long enough or is severe enough

to use up half the emergency reserves of the 16 countries, new

measures (further demand restraint is mentioned in the Agree¬

ment as one possibility) will be proposed by the Governing

Board of the Agency.

Each country's plans and programs for emergency reserves,
demand restraint and allocation will be reviewed and assessed

by the Agency which may suggest means to enhance the effect¬
iveness of the national measures.

The whole emergency procedure will be carried out in co¬

operation with the oil companies, and the oil will, insofar as

possible, be distributed through normal channels and at mar¬

ket prices.

It is not an objective of the Program to seek to increase, in an

emergency, the share of world oil supply that the group had

under normal conditions, nor does any aspect of the allocation

program preclude any Participating Country from maintaining

exports of oil to non-participating countries.

Speed is the essence of these emergency measures and dead¬

lines are established in the Agreement for each stage of the

emergency response.

Information System on the International
Oil Market

An extensive information system will be developed and ope¬
rated on a permanent basis by the OECD Secretariat. It will

have two parts: one covers the situation in the international

oil market and activities of oil companies; the other is designed

to ensure the efficient operation of the emergency measures
mentioned above.

General information relating to oil companies to be collected
covers :

corporate structure

financial structure, including balance sheets, profit and loss

accounts and taxes paid

capital investments realised

(3) A country may substitute for demand-restraint measures
use of emergency reserves which are in excess of its emergency
reserve commitments.
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THE NEW INTERNATIONAL ENERGY AGENCY

Governing Board
Composed of Ministers or their Dele¬

gates from each of 16 countries.

Management
Committee

4 Standing Groups

Composed of senior representatives of
each participating country.

Each Group has one or more repre¬
sentatives of each participating country.

Emergency Questions

The Oil Market

Long Term
Co-operation

Relations with

Producer and other

Consumer Countries

Example 1 A B C D E F All countries

1
100

1
100 1

150

1
1

200

M

i
150

1
1
1

300

1
The group consists of countries A to
F. (1 ) Assuming their daily consump¬
tion in the base period is

1

= 1000 \

V Short fall

/ = 20

2
Country A's oil supplies are cut back by 20 units
or 2 per cent of total supplies during the base

period of the group as a whole

Reduced supplies 80 900 = 980 /

3

Country A cuts back its own consumption by
7 per cent (in this case 7 units). It has then an
"allocation right" for the rest, i.e. 13 units

Countries B, C, D, E, F, have an obligation to supply these
13 units (shortfall : 20 7 made up by country A itself) in
amounts calculated on the basis of their own daily consump¬

tion (2)
13

"Consumption with demand
restraint " 93 1.4 2,2 2.9 2.2 4.3

(1 ) For simplicity's sake it is assumed that the group as a whole has only 6 members.
(2) It is assumed there is no change in consumption as compared with the base period.
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Example 2 All countries

The group consists of countries A to
F. Assuming their daily final con¬
sumption is (1 ) :

100 100

40

60

f^\

-	A

- -1

J150

50

C1_J,
220

150 200 150 i
300

Domestic

Production 640

+

Imports 360

Total 1000

80

2
Each country is required to maintain 2,400
emergency reserves equal to 60 days ! (11 %)
of imports during the base period

3,600

(17 %)
4,200

(19 %)

3,000

(14 %)

3,600

(17 %)

4,800

(22 %)

21,600

(100 %)

3 * Countries A, B, C have their oil imports (The other countries suffer no cut in
cut back by 30 units or 9 per cent of oil supplies)
total supplies of group

Actual supplies

Domestic

Production

+

Imports

60

10

70

40

30

70

80

40

120

150

50

200

90

60

150

220

80

300

Domestic 640

Production

+

Imports 270

910

5 Instead of each country relying on its own supplies, there is an emergency procedure for reducing consumption and
sharing supplies

6 Measure

A

DEMAND

RESTRAINT

Each country takes measures to reduce con¬

sumption (see 1 ) to the level of "Permis¬
sible consumption" (2)

93 93 139.5 186 139.5 279 930

7 Measure

B

OIL

ALLOCATION

For each country, a calculation is

made of their "Emergency reserve

drawdown obligation"

"Emergency reserve drawd own obli gation' = sh are of total emergency reserve x Group's "shortfall"

(see 2)

(Group's 'sh ortfall" 'tota permissible consumption' total actual supplies)

(see 6) (see 4)

2.2 3.4 3.8 2.8 3.4 4.4 20

Each country's "supply rights" are
then calculated

'Supply rights" ="Permissible consumption" -
(see 6)

'emergency reserve drawdown obligation"

(see 7a)

90.8 89.6 135.7 182.2 136.1 274.6

"ALLOCATIONS" are established

by comparing "supply rights" (see
7b) with actual supplies (see 4)

70

20.8

70

19.6

120

15.7

200

- 16.8

150

- 13.9

300

-25.4

A, B, C have a right to allocation be¬
cause supply rights are greater than
actual supplies

D, E, F have an obligation to allocate
supplies to others because supply
rights are less than actual supplies

(1 ) For simplicity it has been assumed that norma/ current consumption is the same as normal consumption durring the base period.
(2) Permissible consumption = current final consumption 7 % of final consumption during the base period.
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terms of arrangements for access to major sources of crude
oil

current rates of production and anticipated changes

allocations of available crude supplies to affiliates and other

customers (criteria and realisations)
stocks

cost of crude oil and oil products

prices, including transfer prices to affiliates

other subjects, as decided by the Governing Board.

The data connected with emergency measures to be collect¬
ed includes:

oil consumption and supply
demand-restraint measures

levels of emergency reserves

availability and utilisation of transportation facilities

current and projected levels of international supply and
demand

other subjects, as decided by the Governing Board.

This information will be held confidential and will be present¬

ed in such a way as not to harm competitive interests. Its

collection will require legal action in a number of countries.

Excluded from the system will be information about patents,

trademarks, scientific or manufacturing processes, individual

sales, tax returns, customer lists, geological and geophysical

information or maps.

Consultation with Oil Companies

The Agency will act as a framework for consultations with the

oil companies so that governments can have an overall pic¬

ture of the oil market and eventually undertake co-operative
action with them.

Long-Term Co-operation on Energy

In order to reduce the dependence of participating countries

on imported oil, the Members of the Agency will undertake

co-operative programmes, particularly in four main areas:

energy conservation

the development of alternative energy sources - domestic

oil, coal, natural gas, nuclear energy and hydro-electric power

energy research and development including as a matter of

priority co-operative programs on coal technology, solar energy,
radioactive waste management, controlled thermo-nuclearfusion,

production of hydrogen from water, nuclear safety, utilisation

of waste heat, conservation of energy, utilisation of municipal

and industrial wastes so as to conserve energy, and overall

energy systems-analysis.
uranium enrichment.

Relations with Producer

and Other Consumer Countries

The Participating Countries will endeavour to promote co¬

operative relations with oil producing countries and with other

oil consuming countries, including developing countries. They
will keep under review developments in the energy field with

a view to identifying opportunities for and promoting a purpose¬

ful dialogue, as well as other forms of co-operation, with pro¬
ducer countries and with other consumer countries.

To achieve these objectives the Participating Countries will

give full consideration to the needs and interests of other oil

A NOTE ON THE VOTING

OF THE GOVERNING BOARD

The Governing Board :

Will adopt decisions on management of the programme
by majority vote

Will adopt other decisions including those which

impose new obligations by unanimous vote

There are three types of weighting of the votes:

general voting weights in which every country has
the same weight

weights based on the countries' consumption of oil

combined voting weights. The sum of the preceding
two.

They are as follows :

General

voting
weights

Oil

consumption
voting

weights

Combined

voting
weights

Austria 	 3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

3

1

2

5

1

8

0

6

15

0

2

2

2

1

1

6

48

4

Belgium 	
Canada	

Denmark 	

Germany 	
Ireland 	

Italy 	

Japan 	

5

8

4

11

3

9

18

Luxembourg ....

The Netherlands

Spain 	

3

5

5

Sweden 	

Switzerland 	

Turkey 	

United Kingdom .
United States . . .

5

4

4

9

51

Total 48 100 148

A majority requires 60 per cent of the combined voting
weights and 50 per cent of the general voting weights
cast.

For specific types of decisions there are special majori¬
ties.

consuming countries, particularly those of the developing
countries.

The Participating Countries will seek the opportunities and
means of encouraging stable international trade in oil and of

promoting secure oil supplies on reasonable and equitable
terms. Other types of co-operation may include accelerated

industrialisation and socio-economic development in the prin¬
ciple producing areas and other energy questions of mutual

interest, such as conservation of energy, the development of

alternative sources, and research and development.

*
The Agreement entered into force on Monday, 18th November

1 974, on a provisional basis, pending ratification or the passage of
implementing legislation in the 16 Member countries wherever

such action is necessary.
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Can the use of cars in cities be

limited and if so what are the

consequences likely to be? How
can the restriction of car traffic

best be used to improve conditions for

pedestrians in central areas? Does re¬

striction of car traffic necessarily interfere

with the operation of emergency services?

What array of alternative transport

arrangements is needed to maintain and

improve accessibility in cities where the
use of cars is restricted ?

During the 1960s these questions were

asked in some academic circles, but were

not widely discussed within local or

national governments. Congestion could

be overcome, it was thought, by build¬

ing new roads, increasing the capacity

of existing ones and expanding off-street

parking.

In the 1 970's this thinking has undergone

radical modification. Mounting concern

about air pollution, noise and safety was

perhaps the starting point for this change.

It was intensified by growing opposition

to the construction of new urban high¬

ways and increasing doubts about the

feasibility of allowing unlimited use of

cars on city streets. More recently the

sudden rise in the price of oil and its

economic repercussions have focussed

governmental attention on the need to
conserve fuel and to reduce the cost of

improving urban transport systems.
The November 1 974 Recommendation of

OECD's Council and of its Ministers of

the Environment on "Traffic Limitation

and Low-Cost Improvement of the Urban

Environment" (1) mark the establish¬

ment of the new policy thinking at the

highest level of government. The Minis¬
ters recommended that Member coun¬

tries "strike a better balance between

private and public transportation by

encouraging local authorities and other

responsible bodies, particularly in con¬

gested, cities to expand and improve the

quality of transportation services, and to

encourage the use of means of transport

other than private automobiles whenever

these alternative means are or can be

made available."

A few weeks after the Ministers made

this recommendation a group represent¬

ing Canada, France, Finland, Germany,

Japan, Sweden, Turkey, the United King¬
dom and the United States met in Paris

to organise a Conference on traffic limi¬

tation. Representatives of the EEC, the

ECE, the ECMT and the World Bank were

also present.

Preliminary material prepared by the

Secretariat surveys recent experience
with measures to limit the use of the car

and to provide alternative means of

transportation, particularly for rush-hour

trips to city centres. For example, the

response to a short questionnaire circu¬
lated in March 1974 to 444 cities with

populations of at least 100,000 revealed

that regulating traffic through parking

regulations the prevailing focus of

CARS
IN CITIES

CAN
THEIR USE

BE LIMITED ?

(1) See OECD Observer
1974 (N° 72).

October- November

attention during the 1960s is now

being supplemented by efforts to improve

public transport.

What this means in actual practice is

clear from the actions of such cities as

Besançon, Munich, Nottingham, Bolog¬

na, Uppsala and Nagoya, which are
leaders in this field.

In Nagoya, for instance, an array of mea¬

sures has been deployed ranging from

the improvement of traffic flows on a ring

road and at signal-controlled crossings

to preventing short cuts through residen¬

tial areas, banning on-street parking over

wide areas, and improving bus service

through use of bus lanes and priority

treatment at signals. The results so far

have been to cut by half the percentage

of people who commute by car to one

specific part of the city centre, to increase

bus speeds by more than a third and to

reduce air pollution.

A comparable approach has been taken

at Besançon where the measures adopted

include building car parks near surburban

bus stops, allowing only vehicles with

permits to enter certain city centre

streets and replacing buses with shared

taxis on some routes after 8 :30 in the

evening.

At Nottingham yet another mix of mea¬

sures has been adopted. In the heart

of town, pedestrian malls and bus-only
streets limit traffic while free buses enable

shoppers to get about without having to

fumble for change. On the approaches
to the centre the use of cars is to be limited

by a technique called " planned conges¬

tion." In essence this involves finding

places on the roads where cars can be

held in queues while buses, taxis and

emergency vehicles swish by them.

Traffic signals are used to control the

queues. The aim is to achieve bus ser¬

vices of clockwork dependability that will

be faster to travel on than going by car.

Case studies of such comprehensive

approaches to traffic limitation will be an

important part of the OECD Conference
which is to be held in Paris on the

14th-16th April under the title"Better

Towns with Less Traffic". Special ses¬

sions will be devoted to studies of

specific measures such as express buses,

the sharing of cars and taxis, improving

safety for cyclists and trans-shipment of

goods and supplementary licences. A

series of reports will be presented on

energy conservation in transport, the

ability of improved land-use planning to

reduce the need to travel, and planning
travel time so as to minimise rush-hour

peaks.
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THE ECONOMIC OUTLOOK FOR 1975

1411 U&t1

OECD countries are currently suffering from the after-effects of the excessive demand that they allowed
to build up in 1973, and from the external shock of the sudden and sharp rise of oil prices. These two factors
combined are putting the economies of Members countries to a test which is probably unprecedented outside
time of war. And since governments are having to rely on peace-time, rather than war-time, responses
from their constituents, the effects are proving particularly hard to absorb.
The intensity with which the present issues of economic policy are being debated and the closeness with which
developments are being scanned testifies to a certain determination on the part of the industrial democracies
to seek some satisfactory and agreed path back towards better stability. And here there is, surely, a
significant difference between the public attitudes of today and those prevailing at the time of the great
recession. It seems clear that, in the face of the present stagflation, neither governments not public opinion
are resigning themselves to the wrong options and sauve-qui-peut attitudes of forty years back. There
can be no denying the disappointing news which abounds at present: the recent slowing-down of activity
in a number of important countries; the continued virulence of inflation; the apparent worsening of the
traditional trade-off between employment and prices; the likelihood, indeed, that many countries over the
period immediately ahead will record unsatisfactory experiences in respect of virtually all the macro-economic
yardsticks by which they normally set store. It is beyond argument that governments are today faced with
policy dilemmas which will severely tax their ability to obtain domestic and international consensus on
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the priorities to be observed. But the extent to which these issues

are giving rise to constructive debate between governments and

within their constituent parts, suggests that the OECD economies

are not ready to surrender to economic evils which they have

already combatted with success in the past.
The latest rounds of discussion between OECD policy-makers

show them fully aware that their economies are currently suffer¬

ing from a two-way stretch, and that it would be dangerous to
respond only to one of the sources of tension. Governments

continue to give first priority to the reduction of inflation. But

they are ready to take expansionary action if anything like a
cumulative downturn of demand threatens to set in. How should

they interpret these twin statements at a time when, on the basis

of present trends and policies, virtual stagnation of demand and

output seems likely to mark the period through end- 1975; when

a cumulative downturn could begin to set in because of the pro¬
gressive evaporation of confidence; but when the rate of price-

increase remains frightening? The probability is that, in the

immediate future, an increasing number of governments will find
need for some supportive action, but that most of them will decide

that the growth of domestic demand has to be kept moderate by
the standards of the last decade till it is clearer than at present
that the price rise is falling to more acceptable rates. At the time

of writing, some shift in the emphasis of demand-management

policy would seem both necessary and likely but with the degree

of shift kept cautious until fears of inflationary attitudes are allayed.

The scope for re-expansion, whatever the degree of slack and

under-employment in particular local markets, is particularly

restrained in present circumstances by a number of special prob¬
lems which are common to many industrialised countries:

Financial markets are under pressure; long-term borrowing

has become very difficult, and may remain so until inflationary
expectations can be subdued.

Important sectoral differences have arisen with capacity still

strained until recently in some industries (steel, coal, chemicals)
but with large slack developing in others (automobiles, textiles,

house-building, tourism). The unused capacity partly reflects

weakness of aggregate demand, but is probably also, in part,
the result of recent large changes in relative prices. It is not yet
clear, given the co-existence of bottlenecks and of slack which

may partly be structural, how far the rate and pattern of future
expansion both in the short and medium-term will need to be
modified.

The Domestic Challenge
Economic prospects, have worsened since the July issue of

Economic Outlook (1). At that time a modest upturn was

expected over the following twelve months, though the risk of

a weaker development was stressed. Figures which have since

become available show that the underlying trend of domestic

demand in the major countries from the beginning of 1974 has

been weaker than thought. Moreover, certain policy relaxations

which were assumed did not, in fact, take place. The present

forecast is built strictly on the basis of policies as at present known,

taking account of relaxations already announced (notably by

Germany and Canada), but assuming no change where no announ¬

cement has been made. On this basis, total demand and output

in the OECD area in the second half of 1975 are likely to be very
little higher than two years earlier, entailing a larger margin of

unused resources than has been seen in the post-war period, with
unemployment rising throughout the period and into 1976. On

(1) See OECD Observer N° 71 - August 1974
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the assumptions adopted, the weakness forecast for the area as a

whole next year would be heavily influenced by a small negative
figure for the United States and an out-turn for Japan well below
anything like its normal growth rate. Of the other major eco¬
nomies, the two countries which at present have particularly
large deficits on current external account Italy and the United

Kingdom would show little or no growth, while in France,

Germany and Canada some further slack would develop. In
general the smaller countries seem rather more buoyant than the
seven large countries, but it is not clear how far this will prove
sustainable.

The rate of inflation in the OECD area may now be slightly higher,
and decelerate more slowly, than expected earlier. Domestic

pressures are becoming stronger as wage claims react to the

erosion of real wages and to expected future price rises. The

outlook for food prices is less encouraging than it was a few

months ago; however, other non-oil commodity prices are fall¬
ing. On balance, some deceleration in the rate of increase of

consumer prices is forecast: through the year, the rate of increase

might decline from around 15 per cent in 1974 to some 11 per cent
in 1975. The limited extent of the slowdown suggested by these

forecasts must be counted disappointing. Of course, the picture
varies from country to country: there are very few notably

Germany in which inflation, though well above previous rates,

seems to be fairly well under control. There are many more

where it is running at 15 to 20 per cent, as well as a group in the

middle. Early in 1975, the rise in oil and other commodity

prices played the main part: but now it is the rise in wages which
is maintaining the inflation at much the same high rate.

It hardly needs stressing that the quantitative forecasts presented
give an exaggerated impression of precision; the margin of uncer¬

tainty is of course great. With regard to demand, two factors

should be mentioned. The development of final demand, notably
private consumption and investment, will depend heavily on confi¬

dence factors which are only to a limited extent reflected in avail¬

able economic indicators. The forecasts assume no major dete¬
rioration of confidence: this may be too optimistic. Moreover,

in many countries an inventory adjustment is likely, but its size

is very uncertain. For these reasons the demand picture could

well be weaker than forecast. As regards inflation, most fore¬

casters, including the OECD, have tended in the past to under¬

estimate the rise in prices. Given the momentum the wage-price

spiral has acquired, and the social unrest developing in some
countries, it may be that even the rather modest deceleration in

inflation foreseen for next year is too optimistic.

In the July Economic Outlook it was suggested that although the

forecasts then put forward pointed to a period of growth at less
than the normal potential rate for the OECD area, their achieve¬

ment might be regarded as acceptable in view of the urgency of

tackling the inflation problem. The present set of forecasts,

on the policy assumptions adopted, points to a pronounced and

prolonged slowdown. There is, moreover, a risk of a break in

confidence, and therefore of a considerably weaker picture. The

question now poses itself whether some action to increase demand

should not be considered in spite of the unsolved inflation pro¬
blem perhaps even in some countries as a contribution to its
solution.

The main argument in favour of some supporting action on global

demand in the fairly near future is perhaps the risk that the weak¬

ness of demand will become cumulative and involve governments,

if they delay, in much more drastic intervention later, so producing

another sharp and inflationary boom like 1972-73. Business¬

men may be unwilling to invest, in either expansion or restructur¬

ing of capacity, until there is some visible stimulation of demand;



in the absence of sustained fixed investment, inflationary pressures

would risk being encountered all the sooner in future booms.

Moreover, while a moderate degree of slack is helpful in fighting

inflation, more slack than this, apart from being unacceptable on

social grounds, may not bring major further benefits; indeed in

some countries the squeeze on standards of living and slowing

of productivity growth may be adverse factors.

Expansionary action would need, however, to be cautious. Infla¬
tion is still proceeding at an intolerable rate. Substantial refla-
tionary measures would rekindle inflationary expectations and

jeopardise chances of bringing wage settlements down to more
reasonable magnitudes. And bottlenecks would soon be met

once again. There could be doubt how far, at existing rates of
inflation, a resumption of growth would be sustainable: much

would depend on the restoration of confidence.
Present widespread lack of business confidence can be attributed

to a complex of factors, of which the following are perhaps the

most important:

the uncertain outlook for economic activity;

lack of confidence in the ability of governments to control the

serious and manifold impact of the energy crisis;
doubt whether the market economy and financial institutions

can continue to function properly at continuing very high rates of
inflation;

behaviour of consumers, in turn related to uncertainties resulting

from both inflation and unemployment;

uncertainties regarding the structural adaptations implied by
the energy crisis.

In these circumstances, restoration of confidence will clearly be

no easy matter. Reduction of inflation is obviously of paramount

importance in this respect, but an improved outlook for demand
and employment also appears necessary.

It may be worth noting here some respects in which, despite many
tendencies in common, individual countries continue to be marked

by important differences. Thus:

The trade-offs differ considerably from one country to another.

In some, for example, wage movements vary with the pressure of
demand, while in others changes in unemployment within the

normally acceptable range seem now to have little if any effect on
wage increases.

The relative weights attached by public opinion to the achieve¬
ment of the various goals of economic policy also differ impor¬
tantly. Attitudes in this regard may be a deep-seated reflection
of a country's economic history, though they stand to be modified
in the light of measures which may now protect members of the
community against inflation on the one hand or unemployment
on the other. With regard to confidence, for example, consumers
and businessmen may be more concerned in one country by

inflation, in another by weak activity.

Countries have greatly differing room for manoeuvre on the
external side.

Crucial to the discussion are problems of the timing and nature
of any policy actions.

As regards timing, in view of current depressed trends and the
time-lags between policy actions and changes in the level of
activity, it may be difficult to bring about any substantial expansion
much before the second half of 1975 unless action were to be heavily

concentrated on private consumption. Any relaxation of policy
would probably have to be made fairly soon if it were desired to
ensure that something like normal growth gets underway before
the end of 1975 and to stabilise the level of unemployment early

in 1976. Although there is room for differences of view in respect
of timing, it would probably be generally agreed that it is desirable
to avoid a plunge into recession followed by violent reflation.

Indeed, the very speed of the last expansion was a major contri¬

butory factor to the acceleration of inflation. Interdependence

of OECD countries is now so close that a degree of concertation

of policy is desirable to allow for the international multiplier

effect both upwards and downwards.

As to the nature of any relaxations of policy, these obviously

depend on the positions of individual countries. Perhaps a few

generalisations are possible. First, monetary policy in some

countries may now be proving more effective in cutting down
demand than the authorities intended. In such cases, monetary

policy would seem the first candidate for some relaxation, though
it is not usually sufficient by itself. Second, to improve longer-
term growth prospects and guard against shortages of capacity
of the kind that have exacerbated inflation in recent years, encourage¬

ment to investment particularly investment in energy pro¬

duction and saving and in sectors where there have recently been
bottlenecks should feature in any package. When the time

comes to pay off debts to OPEC countries the transfer of real
resources will be less burdensome the more productive OECD

economies are. Third, there are certain sectors that are

suffering particularly from the present conjuncture. Where

prospective needs justify, special measures to assist housebuilding
may be helpful. There are also certain categories of the population
that may be suffering more than others: notably the unemployed
and the retired. In some countries the corporate sector needs a

boost to cash-flow. There seems little justification, however, for

stimulating, on a selective basis, demand for the products of indus¬
tries which may be structurally weak, such as automobiles and
tourism. Fourth, governments need to bear in mind the advan¬
tage that reversible measures have, when it is uncertain for how
long demand needs to be strengthened.

The evolution of policy in the United States is of particular signi¬
ficance because of the great influence its economy exerts on others.
On present estimates, it will be the most depressed economy in
the area, with an absolute decline in activity in both 1974 and 1975.

The authorities attach the highest priority to the reduction of

inflation, and rely for this on an extended cooling of demand.
There is a question whether the rest of the OECD could enjoy
a sustained expansion of activity alongside such a weak picture
for the United States. Past experience would suggest that it was

possible; and in a mechanical sense it would seem feasible for
other countries to expand relatively faster since the additional
balance of payments deficit which would result for them would be
small in relation to their total deficit. But the depressive effect

on confidence of a pause in the United States of the present
expected depth and duration would be likely to militate against
such an outcome.

If measures, selective or overall, affecting the trend of activity

were thought necessary during the forecast period, consideration
should go beyond action to buoy up the domestic demand of
OECD countries. Effective demand this year has been supported

not only by higher imports by oil-producers, which may be
expected to continue next year, but also by unexpectedly high
imports by non-oil developing countries which, in many cases,
may now have to begin restraining their purchases. Some of
them are currently being adversely affected, simultaneously, by
the drop in the volume and prices of their exports to developed
countries, and by the sharp rise in the prices of the goods they
import and the declining real value of development assistance.
These factors risk continuing into 1975 and their effects, while
obviously painful for the developing countries concerned, could
also boomerang on to the OECD economies. To increase
concessional aid now would, simultaneously, alleviate the

situations of some of the largest and poorest countries of the
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world and by helping to counteract the fall in real exports to
non-oil developing countries that is otherwise to be expected

support demand for OECD goods and services.

The preceding paragraphs concentrate on the question of whether

there is scope and need for measures to support effective demand;
in this connection the interactions between demand and inflation

have always to be kept in mind. The challenge to economic

policy is to find ways of slowing down inflation and resuming

economic growth at the same time. Reliance on restrictive demand

management alone would not be enough to check inflation suffi¬

ciently in many OECD countries; nor would it be politically

feasible to continue such policies indefinitely. But the extent to
which the OECD area as a whole can reduce its reliance on a not

wholly satisfactory trade-off between demand restraint and inflation

may depend heavily on the adoption, on a wider geographical

basis than at present, of some sort of price and incomes policies.

If there is any truth in the assumption that such policies would

produce better price stability at a lower cost in terms of foregone

growth and employment, the apparent wide differences in the

readiness or ability of countries to tread this path could be regarded

as a legitimate matter of international interest. A number of

smaller countries believe that they have, very usefully, supple¬

mented overall demand management by a variety of policies

ranging from partial measures like wage indexation or price
controls to comprehensive price and incomes policies, with cases

of close co-ordination of fiscal and incomes policies being of par¬

ticular interest. There is evidence that such a "mutli-policy
approach" has often helped in combining steady and relatively

fast growth with comparatively low price increases, and the

countries practising it havefelt able to react to the oil crisis in some¬

what similar manner, reducing the depressive impact on real

demand of the oil price increase while limiting the propagation

of its inflationary influence through the wage-price spiral. It is
also well known, however, that the experiments in the direction

of incomes policies by the United States and the United Kingdom
in recent years were abandoned relatively quickly.

An important factor underlying the apparent relative success of

some countries in this field has probably been the existence of a

strongly centralised system of wage negotiations. A factor

underlying failures elsewhere may have been the relatively unfa¬

vourable conditions in which, for part of the time, the policies

were tested with rapidly rising demand and an explosion of

commodity prices. There is no point in under-estimating the

political difficulties which the latter group of countries might

encounter in any attempt to repeat the experiment, but it could be

that the economic circumstances are now more propitious than

before, with governments in a stronger position to discuss fiscal

measures with the social partners in return for effective commit¬

ments concerning price and wage behaviour.

The International

Payments Challenge

Demand from the rest of the world was extremely strong in the
first half of 1974 and in real terms the trade balance of the OECD

area improved by an amount equivalent to 1 i per cent of GNP,

so moderating the decline of economic activity. But since import

prices rose far more than export prices, the actual trade balance
deteriorated and the current balance of the whole area turned from

a small surplus to a deficit at an annual rate of over $30 billion.

The volume of trade is expected to grow much more slowly from

now on. Demand from non-oil developing countries is likely
to decline and intra-OECD trade will probably be sluggish; only
exports to OPEC countries are expected to be buoyant. The

volume of OECD imports will probably grow only slowly. The

volume of oil imports declined in the first half of this year but is

now recovering and is expected to be about the same in 1975 as in

1973. On present necessarily arbitrary assumptions about the

price of oil, the current deficit of the OECD countries may be

close to 840 billion in both 1974 and 1975, though declining
somewhat on a half-yearly basis from now on.

Thus, no very early progress seems likely in reducing the deficit

in the OECD's combined current account created by the rise in
oil prices. In particular, no very determined efforts seem so far
to have been made to economise on the use of oil. An ambi¬

tious objective in this field has been announced by France, but at

the time of writing details are not available of the precise measures
envisaged to achieve it; the United States has also announced an

objective in this area. In all countries there has been much dis¬

cussion of oil saving but little concrete action since the oil crisis

first developed.

As was indicated in the July Economic Outlook, the distribution

of the current deficit among OECD countries in 1974 is very
uneven. Germany and the Netherlands have continued to run

very large surpluses while most other OECD countries have

recorded large deteriorations. Italy, the United Kingdom, Japan,
France and the smaller OECD countries bore the brunt of the

sudden turn in the overall balance of the OECD area. Although
the outlook for 1975 is for some improvement in the distribution

of the deficit, it seems likely to remain very uneven. Italy, the
United Kingdom and France may improve their positions but

current deficits of the order of 85 billion (annual rate) are still

foreseen for each of them in the second half of the year. The

German surplus may shrink somewhat but remain very large
throughout 1975. The Dutch surplus is forecast to be about the

same as in 1974. The current account positions of smaller

OECD countries as a group are likely on the basis of present
forecasts to deteriorate further. The United States may run a

relatively large deficit in 1975, put here at 87-8 billion. Japan

is rapidly reducing its deficit, and may cross over into surplus
in the course of 1975.

The financing of the deficits was mainly accomplished, in the

first place, through the machinery of the international capital

markets. It has, however, become apparent that with the passage
of time and the build-up of indebtedness the market system is

subject to various limitations of which the chief is perhaps the risk
factor. Normal commercial standards of credit-worthiness are

not entirely appropriate when most countries will be forced to stay
in deficit for a prolonged period and incur debts on a scale not

seen before. When, eventually, the oil producing countries begin

to move into deficit on current account and to liquidate their

claims on oil consuming countries, any OECD Member whose

economy is competitive and who can make a margin of capacity

available will presumably be able progressively to discharge its
debt. But this proposition may not satisfy commercial lenders.

The oil producers will naturally want to invest in the strongest

industrial countries, and recycling from the latter through the

market mechanism seems likely to run up against limits. It seems

desirable, therefore, to establish standby financial arrangements

between the oil consuming countries, whereby governments stand

ready to join together to pledge their credit as security for part

of the debts taken on by individual countries, provided these

countries are conducting their affairs prudently. Proposals to

this effect by the United States Administration and the Secretary-
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General of the OECD are currently under study under the aegis

of the Group of Ten.

It needs to be realised, however, that a satisfactory recycling
scheme, while necessary, will not be sufficient to ensure harmo¬

nious international monetary relations. Recycling can tide coun¬

tries over a difficult interim period but cannot be a substitute for

the adjustment of some of the more extreme imbalances on current

account, without which some countries will be accumulating foreign
debt at an unsustainable rate. The appropriate distribution of the

combined OECD current deficit; the desirable speed and means

of adjustment; the way policies in respect of adjustment and finan¬
cing should be combined during the period of adjustment; all

these are areas where international discussion and co-operation
are needed on a continuing basis.

DOMESTIC DEVELOPMEIVTS

Demand and Output

Total output of OECD economies has practically stagnated since
the second half of 1973, and on the basis of presently announced

policies no significant upturn is expected in 1975 (See Tables 1
and 2). Following the oil price increase in the early part of 1974,

recessionary trends have been gathering momentum in most major

countries: weak consumer sentiment, ebbing business confidence,

and present generally restrictive policies are expected to continue
to restrain demand in the year ahead. The picture is much affected

by a particularly weak development in the United States, where
output may fall significantly in both 1974 and 1975; but in all

major countries recent and expected rates of growth are well below

capacity rates.

In the crucial first half of 1974, demand in the OECD area was

subjected to an exceptional combination of deflationary shocks

(see Chart A): the oil price impact and the lagged effects of the
increasingly restrictive policies of 1973 were superimposed on a

demand situation whose underlying weakness was greater than

thought at the time. Recent indicators (including revisions to

earlier data) and a better picture of the roles of external and

domestic factors suggest that the trend of final domestic demand

has in fact been weak from the turn of the year.

The coincidental effect of the oil price impact and restrictive

policies on an already weak trend of internal demand has thus

been such as to rule out spontaneous recovery in the second half
of 1974.

Assessment of the precise margin of slack is more difficult than

usual. Changes in the composition of demand, and energy
conservation measures, make it difficult to determine the extent to

which capital and labour may be effectively utilised in the short

run. But whatever the problems involved in defining economic

slack, it seems probable that on the basis of the output projections

to end-1975 there will be more unused resources in each major

OECD country Canada apart than at any time in the last

twenty years. While the gap between actual and potential output

may be rather unclear, the effect on the labour markets may be

less ambiguous; continued stagnation of output over the year

ahead would create an exceptional degree of underemployment and

unemployment. Since the peak of the business cycle, average

hours have generally declined and recorded unemployment has

increased by about 2 million in the OECD area; over the next

twelve months an additional 4 million unemployed could be

registered.

An extended period of output growth significantly below the long-

term trend is unusual for the OECD countries; prior to the present

experience, marked slowdowns had occurred only twice in the past

two decades 1956-58 and 1969-71. The present contraction is

already more pronounced than either of its predecessors; moreover,

if something like the present forecasts for next year are realised,

the downswing that began in 1973 will be not only the deepest but
also the longest.

Average From From
Table 1 1959-60 previous year previous half-year

Growth of real GNP to

in seven major countries 1971-72 1973 1974 1975 1973

II

1974

I II

1975

I II

Percentage changes
Seasonally adjusted
at annual rates Canada 5.0 6.8 4* 3* 4.5 5.6 2\ 3i 5
Estimates and forecasts United States 4.1 5.9 -l| -2 1.9 -3.4 -2k -2$ 0

Japan 11.0 10.2 -3è 2 2.8 -9.3 3 H if
France" 5.8 6.0 4Î 3 5.4 4.5 4J 3 If
Germany 4.9 5.3 1 2* 0.5 2.0 0 3i 3Î
Italy 5.5 6.0 4Ï -i 9.4 4.9 0 4 4
United Kingdom" 3.1 5.3 4 l| 0.3 -3.4 5 i 4

Total of above countries6 5.5 6.5 | 2.6 -2.0 i ~k i
Other OECD6 5.3 5.0 3Î 2f
Total OECD6 5.4 6.3 Î è 3.0 -1.3 i i u

Memorandum item:

a) GDP.
b) 1973 weights and exchange rates.

Total OECD excluding United
States6 6.3 6.6 U 2i 3.7 0.1 2\ 2i 2i
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Table 2

Growth of real GNP in other OECD countries

Percentage changes; estimates and forecasts

Average
1959-60

to

1971-72

From

previous year

1973 1974 1975

Major 7 Countries" 5.5 6.5 -J i

Australia6 4.8

New Zealand6
5.6 2J
5.3 3|

2Î
3

Belgium 4.9
Netherlands6 5.2

Denmark6 4.8

Ireland 4.0

6.1 4£
4.2 2\
3.5 \\
6.8 2Ï

3

2*
1

Other OECD North" c 4.7 3.7 3 2*

Austria 5.1

Finland6 5.4

Norway6 5.0
Sweden6 4.2

Switzerland6 4.7

5.5 5

6.0 3i
3.7 4

1.5 3

3.5 \\

3

3

5è
2|
1

Other OECD South" 7.0 8.0 4f H

Of which :
Spain 7.3 7.9 5J 4i

Total OECD" 5.4 6.3 i i

Of which:
Europe" 5.1
EEC" d 4.9

5.4 2|
5.5 2\

2i
2

a) 1973 weights and exchange rates.
b) GDP.

c) Including Iceland and Luxembourg.
d) Enlarged Common Market.

The sharpness and the duration of the contraction depend, of

course, on the policies the OECD governments pursue, and the
Economic Outlook does not attempt to guess how much or how

soon demand management might be changed. Thus, fiscal policy
is assumed not to be markedly expansionary in any major country
apart from Germany. The stance of budget policy in the smaller
countries is considerably more varied, with a number of them

adopting a relatively expansionary posture. Differences in

monetary tightness among countries have tended to diminish since

the early months of 1974 and the stance of monetary policy is now

restrictive in virtually all of them. There have recently been slight
relaxations in a number of Member countries, notably the United
States, the United Kingdom and Germany, and special measures

have been taken to alleviate the uneven sectoral impact of tight
monetary conditions. But recent developments of interest rates

and monetary aggregates provide as yet little evidence of a general

re-direction of the thrust of monetary management.

The OECD area as a whole is a remarkably closed economy the
extra-area foreign trade sector amounts to only some 4 per cent
of GNP and the multiplier associated with any given common
external shock will thus be a good deal higher than most countries
would expect to be relevant in their own case. It could be that

the forecasts presented in the Economic Outlook underestimate the

cumulative interaction of weak trends, particularly in a situation
of generalised lack of confidence.

The Labour Market

Nearly all OECD countries have experienced an increasing degree
of slack in their labour markets during 1974. Average hours
worked and vacancies have declined in most countries, short time

working is becoming more common and levels of employment,
particularly in manufacturing and construction, are starting to
decline. Unemployment has risen throughout the area with the
largest rises recorded in Germany and the United States (see

Table 3). The output forecasts suggest that unemployment will
continue to increase in all major countries throughout 1975.

The increase in unemployment, already a subject of some concern
(it amounts to about two million people measured from its cyclical
low to October 1974), might at first sight seem modest in relation
to the importance of the present economic slowdown. This is a

reflection of several characteristics of the present cycle:

three of the major countries Italy, France and Canada had

quite strong output growth in the first half of 1974 and so, given

the normal lags, it would anyway be too early to expect a signi¬
ficant increase in unemployment;

Japan recorded negative growth in the first half, but its unem¬

ployment rate as usual rose little;

in the United States and the United Kingdom, unemployment

appears to have reacted rather more slowly than in earlier cyclical
downturns.

Prices and Wages
Rapid inflation continues. Over recent months, its virulence has

partly reflected a transition from exogenous to basically endo¬
genous factors. Although some moderation of the inflation rate

may be achieved by the middle of 1975, retail price increases are
expected to continue at very high rates over the next six months

(see Table 4), as the lagged effects of oil and other commodity
prices work their way through the pricing system and strong
wage-cost pressures emerge in manufacturing.

The fall in total demand for base metals and other industrial raw

materials reflecting both the weakening of OECD final demand

since the autumn of 1973 and more recent inventory adjustments
has been widespread. Its effect on prices has been cushioned by

supply constraints in only a few instances. In the case of food

products, the supply response to high prices has been impaired
by bad crops (see Table 5).

An aspect of international inflation since the end of 1972 has been

its growing anticipatory dimension. Low confidence in the two

reserve currencies, spot prices of gold and commodities and short-

term interest rates were acting both as concurrent symptoms and

as interrelated factors. It is interesting to note that since the
summer months the easing in Euro-dollar rates, the weakening of

the reserve currencies and the upsurge in gold prices were again
closely followed by an upturn in commodity prices, for the moment

heavily concentrated on a few items. Although it is too early to

judge the implications of this change in atmosphere, it underscores
the extreme instability of commodity markets in both directions.

In several countries, there is a danger of a new wage-price round

getting underway. For the OECD area as a whole, typical wage

claims could now be approaching the order of 20 per cent.

The explosion in wage claims reflects two factors: (i) a tendency

for real wages to "catch up" following a period when wages lagged

significantly behind prices; (ii) strongly entrenched inflationary

expectations. Given the tendency for productivity gains to slow
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down in periods of sluggish growth in most countries, and the

likely development of hourly earnings, OECD unit labour costs

may now be rising at an annual rate of some 15 per cent implying

strong continuing pressures on final product prices. It should

be noted, however, that to the extent that the unexpected price

rises in 1973 resulted in a marked shift to profits, there is scope

for a reversal that could continue to mitigate the pressure of costs

on prices.

Income taxation systems embody a substantial degree of fiscal
drag. During periods of high inflation, real disposable incomes
are typically squeezed more severely than real incomes before tax.

The anticipated effect of the fiscal drag appears to add substantially
to nominal wage claims in the situation now prevailing in several
countries. Another factor which may be important in explaining
the recent escalation in nominal wage claims is the struggle by
specific groups to maintain traditional wage differentials.

Average Average Latest

Table 3
1962-72 1973 1973 1974

of latest

three

months

monthly

Unemployment rates Ql Q2 Q3 Q4 Ql Q2

in selected

OECD countries" Canada 5.1 5.6 5.9 5.3 5.6 5.6 5.5 5.2 5.5 5.4 Oct.

Per cent of civilian labour force, United States 4.7 4.9 5.0 4.9 4.7 4.7 5.2 5.1 5.7 6.0 Oct.

seasonally adjusted Japan 1.2 1.3 1.3 1.3 1.2 1.1 1.3 1.2 1.3 1.5 Aug.
Australia 1.5 1.5 1.6 1.6 1.3 1.4 1.4 1.4 2.6 3.2 Oct.

France 1.7 2.1 2.0 2.0 2.1 2,2 2.0 20 2.3 2.6 Oct.
a) For well-known reasons, these rates

are not comparable between countries. Germany6 1.0 1.3 1.0 1.2 1.3 1.6 1.8 2.5 3.4 3.8 Oct.

b) As per cent of dependent labour Italy 3.4 3.5 3.4 4.3 3.2 3.0 2.8 2.8 2.9 2.9 July
force. United Kingdom0 2.3 2.6 3.0 2.7 2.5 2.2 2.4 2.4 2.7 2.7 Nov.

c) Great Britain, as per cent of total Belgium*2 1.9 2.3 2.3 2.3 2.4 2.4 2.3 2.4 2.8 3.0 Oct.

d) Registered unemployed. Netherlands'* 1.1 2.3 2.1 2.5 2.5 2.3 2.6 2.6 3.0 3.1 Oct.
e) Insured unemployed as per cent of Denmarke 3.2 2.4 1.8 2.9 2.6 2.3 2.3 3.9 5.0 5.8 Aug.

insured labour force.

Sources: For sources and methods, see
Finland 2.2 2.3 2.5 2.4 2.2 2.2 1.8 1.7 1.7 1.8 Aug.

Technical Annex. Sweden 2.0 2.5 2.6 2.4 2.4 2.3 2.2 2.1 2.2 1.9 Aug.

Table 4
Average 1973 1973 1974 1974 1975 1973 1974
1959-60 1972 1973 1974 I II I II I 04 Q4

Consumer prices to to to to to to to to to to to

in seven _

1971-72 1973 1974 1975 1973 1974 1974 1975 1975 1974 1975

major countries»

Percentage changes

II I II I II Q4 Q4

Seasonally adjusted Canada 2.3 6.1 10 Hi 8.6 9.6 12 12 10* ni 11

at annual rates United States 2.4 5.5 Hé 11 8.8 12.5 12 11} % m 10

Estimates and forecasts Japan 5.5 11.7 25 16 18.6 29.3 22$ 15 12} 26?- ni
France6 4.3 7.1 13| 13 10.1 14.9 15} 13} 10.1 15A ni
Germany 3.0 7.0 n. 7 7.9 7.5 7 7 6f 7} 6f
Italy6 4.1 10.8 19} 20} 11.0 20.0 26 21f m 25} 14|
United Kingdom 3.8 8.6 14f 18 8.3 17.1 16} 19 17f 17Î 18

a) National accounts implicit
consumption deflator.

Total of above countries0 3.3 7.3 13f 12i 10.4 15.2 14} 12i 104 15* lOf

Memorandum item

b) Consumer price index.
c) 1973 GNP weights and

GNP deflator:

exchange rates. Total of above countries0 3.6 7.2 12è 12 9.8 13.3 13} 12 m

Table 5

World commodity
spot price index0
1970 = 100

1971 1972 1973

Low6

1973-74

High F

1974

Oct.

All items

Food

Industrial materials

Of which:
Fibres

Metals

90

95

85

98

78

109

120

96

134

77

164

173

153

235

113

133

144

120

202

80

213 Mar. 74

262 Oct. 74

201 Apr. 74

272 Jan. 74

192 Apr. 74

207

219

192

237

170

204

262

133

172

109

a) The dollar indices shown here have been adjusted for changes in the
effective exchange rate of the dollar.

b) January 1973.
c) Average of first six months.
Source: "World Commodity Prices", The Economist, United Kingdom.

This index has a limited coverage. Its weighting is based on imports into
industrial countries. Therefore, it differs substantially from the weights of
the same commodities in world production. Fuels and oil are excluded
throughout.
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Table 6

World stock markets

as at 30th September,
1974

Percentage changes,
adjusted for exchange
rate fluctuations

a) P/E = price to earnings ratio; yield
= gross yield (France and Belgium inclu¬
ding special tax credits).

b) Percentage changes are adjusted for
foreign exchange fluctuations relative to
the US$ except for the United States
(New York Stock Exchange index) and
Canada (Toronto Stock Exchange).

Source: Capital International Perspective
10, 74, Geneva, Switzerland, 30th Septem¬
ber, 1974.

Valuation" Performance6

P/E Yield 1

month

3

months

6

months

12

months

From

high since
1-1-70

Canada 6.9 5.7 -9.2 -18.7 -30.6 -31.5 -37.8

United States 7.2 5.9 -11.3 -25.5 -33.4 -42.8 -48.9

Japan 13.3 2.8 0.9 -19.4 -18.7 -31.3 -41.0

Australia 6.0 9.2 -29.7 -42.4 -55.9 -51.8 -62.6

France 5.7 7.9 -15.8 -24.0 -36.6 -51.4 -57.3

Germany 9.0 5.1 -4.8 -9.2 -12.0 -22.2 -32.6

Italy 2.5 -7.4 -20.0 -41.2 -38.6 -49.8

United Kingdom 3.7 10.1 -12.2 -30.3 -39.4 -57.2 -68.7

Belgium 9.5 10.9 -7.0 -15.1 -25.6 -37.2 -43.6

Netherlands 3.2 8.9 -10.7 -20.6 -25.2 -40.7 -44.6

Denmark 7.4 6.2 3.0 -12.0 -16.1 -39.2 -47.4

Austria 20.8 3.3 -1.8 -6.6 -7.1 -14.9 -25.9

Norway 12.2 2.8 -18.4 -27.8 -40.9 -40.1 -50.4

Spain 3.3 -13.0 -19.3 -15.1 -20.3 -22.5

Sweden 7.0 4.7 -2.7 -9.6 -16.7 -11.8 -22.9

Switzerland 5.9 4.1 -9.3 -18.0 -27.3 -35.8 -43.8

Hong Kong 8.4 7.7 -18.5 -47.2 -38.0 -60.1 -87.4

Singapore 11.8 3.9 -11.4 -33.4 -38.8 -55.0 -74.2

The critical question for the coming months is how far current
nominal wage claims can be met either by a shift away from profit
incomes, or by the growth of real productivity or by some improve¬
ment in terms of trade.

In most countries, the difficulty of breaking into inflationary

expectations is the major obstacle to reducing the present rate of
inflation. The recent acceleration of inflation had led to the

frustration of previously held price expectations. Whether or
not this resulted in a loss of real incomes, it is not surprising that

current nominal wage claims in most countries include an addi¬
tional inflation hedge influenced by the recent acceleration.

Because of the pronounced rigidity of real wage expectations and
final product prices, restrictive monetary policies have initially had
a much more depressive effect upon markets which have no
"effective" floor. There has been a squeeze on housing and
stock markets (for the two largest the drop in stock prices from

1970 peaks has exceeded that of any decline since the 1929 crash)
(see Table 6) as well as a shakeout of speculative positions
in some commodities. Some of the more esoteric inflation hedges

such as rare wines, paintings, etc., have also been hard hit.

periods of economic downturn. The diminishing liquid asset
ratios reflect financial tightness resulting from the slower accrual
of internal funds and has been aggravated by prolonged tight
conditions on financial markets. The scarcity and high cost of

equity funds and long-term financing have been forcing corpo¬
rations more and more into the commercial bank lending market.

Heavy corporate reliance on bank credit has begun to create prob¬
lems for the banking systems themselves and could increasingly
conflict with commercial banks' investment norms. There is

evidence in all three countries that smaller companies have been

particularly severely rationed or priced out of bank lending mar¬
kets.

Historically low corporate liquidity ratios, depressed levels and
reduced predictability of nominal and real cash flows, depressed
long-term financial markets, and continuing albeit moderated
credit restraints are likely still to be influencing corporate decision

making. It is not clear whether recent measures will prove suffi¬
cient to offset the apparent financial constraints on corporate
spending in the twelve to eighteen months ahead.

Corporate Financial Positions

The present weakness of business investment demand and the
possibility of important shakeouts of labour reflect mounting pres¬
sures on the financial position of the corporate sector in some
countries. The severity of the recent prolonged pressure on com¬

pany liquidity may have been unexpected. This is evidenced,
among other things, by rapidly growing numbers of company
failures.

In each of the three countries examined in the Economic Outlook

the United States the United Kingdom and Germany com¬

panies' net liquid asset ratios were quite low in the first half of 1974
compared with those experienced in most recent years and in earlier

INTERNATIONAL

DEVELOPMENTS

The first half of 1974 was perhaps the most unsettled period for
OECD trade since the war. The area experienced large terms of
trade losses because of the oil price increases; and although these
were offset to a surprising extent by a swing in the volume trade
balance which may have added up to 1 i percentage points (annual
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rate) of the area's GNP, the current balance deteriorated by
almost $35 billion (annual rate). This substantial deficit was

spread very unevenly among countries. The outlook to the end

of 1975 is for the trade picture to become extremely weak, reflecting
virtually stagnant demand, with some turn-around in the area's
terms of trade.

From the viewpoint of OECD countries, the immediate future

holds two balance-of-payments problems. First, how quickly
can the uneven distribution of the area's total current account

deficit be redistributed among countries ? The present forecasts
suggest that this process may stretch out well beyond 1975.
Second, how far will the market mechanism and official institu¬

tional arrangements be able to continue to absorb and recycle, in
an appropriately equilibrating fashion, the financial reflows from

OPEC countries? Experience to date has been encouraging, and
there may be no serious problems in the coming months. But,
there are well-known uncertainties about the ability of the Euro¬
markets to continue absorbing new funds at the rate experienced
earlier this year, and about the ability of some OECD countries
through and beyond 1975 to continue to find the external finance

they will need to avoid unduly depressive policies or disruptive
trade measures. And there is a major question as to how those
developing countries most severely affected by the terms of trade
can maintain reasonably decent rates of development.

Foreign Trade
and Current Balances

Trade in the first half of 1974 reflected the disruptive effects of the
oil crisis, the acceleration of cost pressures and the weakening of
overall demand in many OECD countries, combined with extre¬

mely buoyant demand from outside the OECD area (from non-oil

producers as well as OPEC countries). Prices (average values)

of both imports and exports rose at exceptional rates. Trade fore¬
casts are given in Table 7.

In 1975, it has been assumeda largely arbitrary hypothesisthat
the increases in taxes on equity oil, a further shift to participation
oil and a slight firming of demand would result in a price of some
$12 per barrel.

The overall OECD trade balance may improve by some $4 billion
in 1975 after a likely deterioration of $35-40 billion in 1974. The

deterioration in 1974 was made up of the huge terms of trade loss
associated with the oil price increases ($60-65 billion) partly offset
by an historically very large gain of almost $25 billion on the

volume balance. In 1975, a continued (although much smaller)
volume gain is foreseen ($3-4 billion), and a marginal improve¬
ment in the OECD terms of trade is expected.

Table 8

Export performance of selected OECD countries»

1960 1971 1972 1973 1974
to to to to to

1971 1972 1973 1974 1975
Annual

rate

Canada -1.8 -H 0 -8i \
United States -2.2 4 4 i £
Japan 8.7 -2* -8 4 34
France 2.2 5 -2 3 i
Germany 0.7 -1* 5* 5* -2

Italy 3.4 5 -2 -4 0

United Kingdom -3.3 -2J -4 -2 -i

a) The difference, in percentage points, between export growth and market
growth adjusted for special factors.

Table 7

Foreign trade
of the OECD area"

Per cent changes
Seasonally adjusted
at annual rates

Estimates and forecasts

a) Adjusted for discrepancy in recording
of intra-OECD trade, imports are adjus¬
ted to a f.o.b. basis.

b) Including trade with unspecified ori¬
gins/destinations.

c) Average of imports and exports.

Volume

Imports
Exports

Average values in terms

of local currencies

Imports
Exports

Values in terms of local

currencies

Total trade6

Imports
Exports

Intra-OECD

Exports

Extra-OECD

Imports
Exports

Memorandum item:

Total trade in US dollars6 '

1973

$

bill.

390.6

398.8

299.8

90.8

99.0

From

previous year
1973 1974 1975

13 424 11
10J 26 12

27 46J 15
264 374 16i

26 34 16

304 89 114
284 48 18

184 40 164

From previous half year
1973 1974 1975

I II I II I II

164 74 0 3 3 34
194 74 12 54 3 4

12 20 674 214 84 7
10 184 33 184 10 9

30 29 674 244 12 11
30 27 494 254 14 13

32 234 444 25 134 12

254 49 1664 224 8 84
26 42 64 264 154 16

46 42 47 264 15 12
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1973 1974 1975 1973 1974 1975
Table 9 I II I II I II

Current balances

Seasonally adjusted Canada -0.43 -1.50 -3.75 -0.07 -0.35 -0.49 -1.05 -1.45 -2.30

$ billion United States 0.51 -3.25 -7.50 -1.89 2.40 0.74 -4.00 -4.00 -3.50

Japan -0.14 -4.75 0 1.19 -1.33 -4.25 -0.50 -0.10 0.10

Australia-New Zealand 0.79 -3.20 -2.50 0.66 0.14 -1.55 -1.65 -1.50 -1.00

France0 -0.68 -7.50 -6.25 -0.03 -0.65 -3.60 -3.90 -3.55 -2.70

Germany 4.54 9.00 6.00 1.82 2.72 5.60 3.40 3.20 2.80

Italy -2.42 -8.30 -5.75 -1.24 -1.18 -4.53 -3.80 -3.30 -2.45

United Kingdom -3.11 -9.00 -6.50 -1.08 -2.01 -4.84 -4.15 -3.75 -2.75

Belgium-Luxembourg6 1.40 0.25 0 0.57 0.82 0.50 -0.25 -0.15 0.15

Netherlands 1.75 1.50 1.50 1.32 0.43 1.11 0.40 0.70 0.80

Other EEC -0.71 -1.80 -1.75 -0.43 -0.28 -1.20 -0.60 -0.95 -0.80

Other OECD North 0.27 -4.20 -6.05 0.35 -0.08 -1.70 -2.50 -2.95 -3.10

Other OECD South 0.53 -4.60 -5.75 0.58 -0.06 -2.00 -2.60 -2.85 -2.90

a) Transactions with all countries.
Total OECD 24 -374 -384 2 l

2
-16 -214 -204 -18

tions basis.

Note: Detail may not
rounding.

add, due to
Memorandum item:

Enlarged EEC 1 -16 -13 1 0 -7 -9 -8 -5

Except for Canada, all countries shared in the negative
$60-65 billion impact of the oil price increases in 1974.

Developments in relative competitive positions are now likely to
be more important determinants of export performance than they

were during the recent export boom (see Table 8) (during which

the export performance of many countries was dominated by
relative demand pressure). Abstracting from effective exchange

rate changes, the relative competitive positions of individual
countries may still vary considerably because of differential rates

of domestic inflation. The United Kingdom and Italy, which

are likely to be under the greatest cost pressures from the increases
in commodity prices given their relatively large imports of non-

manufactured goods, may increase their export prices much more

than their trading partners during the next year; their relative

competitive positions may deteriorate markedly. On the other
hand, Germany may significantly improve its relative competitive

position in 1975.

The OECD area's deficit on invisibles (services, private and official

transfers) is expected to widen by about $3 billion in 1974 and by
another $5 billion in 1975. The main factor behind this sharp

deterioration is a massive increase of investment income payments

to OPEC as the OECD's indebtedness grows.

In the first half of this year, tourist traffic declined and no sub¬

stantial recovery is foreseen in 1975. These tendencies in travel

expenditure, coupled with a slowdown in foreign workers' earnings
and migrants' remittances caused both by slack demand and
limitations on the arrival of foreign workers have adversely

affected the balance of payments of countries which traditionally

lean on such receipts, particularly the Mediterranean countries.

Combining these trends would imply deficits for both 1974 and
1975 of $35-40 billion (see Table 9).

The distribution of the current deficit among OECD Member

countries has been very uneven in 1974 and is expected to
remain rather uneven.

Because the oil price increases have so drastically changed the

picture, it is interesting to consider the evolution of current balances
excluding additions to (net) expenditure on imported oil since
1973.

The total OECD current balance, thus calculated, shows, marked

improvements both in 1974 and 1975 (see Table 10). But the

shares of individual countries in this overall improvement are very
uneven.

A striking feature of this uneven distribution of adjusted current

balances across countries in 1974 is the extent to which it appears

to have been correlated with differences in the growth of domestic

demand. In 1975, when the weakness of demand is likely to be

spread out more generally accross the OECD area, the movements

in the adjusted current balances are likely to be less marked. This

suggests that when activity in the area as a whole does begin to

pick up (and in particular when relatively strongly placed countries

begin to expand demand at rates not too far from potential growth),

differential demand management policies could substantially

redress the present unevenness of current balance positions.

Capital Movements and

the Financing of Defieits

Following the steep increase in oil prices, a new pattern of inter¬

national payments has developed. Over the first three quarters

of the year its salient features have been:

A large inflow of equilibrating capital into the OECD area

including foreign borrowing by state-controlled enterprises and
the central authorities themselves which offset over half the

current account deficit of the area and greatly reduced the run¬

down of official reserves as well as the need to let exchange rates

absorb some of the pressures.
A sizeable investment of official oil funds in the United States

and United Kingdom money markets which practically financed
the official settlements deficits of these two countries.

The financial-intermediary (or recycling) role played by United

States and Euro-banks, which so far have directly absorbed over

half of the financial reflow from oil-exporting countries and
financed a large proportion of the deficits of oil-importing coun¬
tries.

37



Table 10
1973 1974 1975

Total Total Increase Adjusted Total Increase Adjusted

Current balances current current (-) current current (-) current
balance balance in net oil balance6 balance in net oil balance6

excluding expenditure
from 1973

expenditure
from 1973

increases in net (1) (2) (D-(2) (1) (2) (D-(2)

expenditure
on oila Canada 1 -14 i -1Î -3f 4 -4T

Secretariat estimates

and forecasts,
$ billion

United States

Japan
Australia-New Zealand

France

i
2
1

_¥
3
T
3

-H

-3i
-74

-14f
-12

-1
-6i

114
7i

-24
-li

-74
0

-24
-6i

-19

-154
-1

-6i

114
154
-14

0

Germany 44 9 -6i 15è 6 -8i 14i
Italy -24 -8i -5 -3Î -5| -6 i
United Kingdom -3 -9 -5i -3Î -64 -7 1

Belgium-Luxembourg 14 1
I -li 14 0 -2 2

Netherlands J4 14 i 2 14 -14 3
Other OECD 0 -10J -6| -3| -13f -10i -34
Total OECD z4 -374 -59 214 -384 -76 374

a) This table is merely concerned with current balances excluding increases
in net expenditure on oil from their 1973 levels. It is intended to give some
idea on the general orders of magnitude involved and cannot be regarded as
excluding the oil crisis impact from individual current balances in a rigorous
way. In fact, any attempt to rigorously isolate "non oil " balances is likely
to iead to serious definitional problems. As well, there may be some doubts

about the extent to which the concept of "non oil " balances can play a useful
role in considerations of balance of payments aims and the adjustment process
(especially in the longer run).

b) Total current balance excluding the increase in net oil expenditure
from 1973.

An impressionistic view of the growth of the surplus of oil-export¬
ing countries and the pattern of their investment is provided by
Table 1 1 which pieces together various bits of information

actual figures, estimates and guesses. The bulk of this surplus
put at some $35 billion for the first three quarters of the year

Table 11

External surplus and investment
of oil-exporting countries
Actual figures and estimates

Figures in brackets are percentages of totals
$ billion, not seasonally adjusted

1974

Ql Q2 Q3
First

eight
months

First

nine

months

Investment" in:

United States 1 3 4 7 8

United Kingdom * U 2i
(25)

34
(23)

4

Euro-currency market 2f 6Î 6
(12)
13

(11)
154

Of which in London6 24 44 34
(46)
9i

(44)
104

Others (including interna
(33) (30)

tional organisations) 1 3 34 5

(18)
74

(21)

Total external surplus and
investment" c 54 14 16 28 35

Memorandum item:

Increase in published official
reserves of OPEC countries 44 11 84 21 24

Note: Detail may not add due to rounding.
a) Liquid and non-liquid.
b) OPEC countries and Bahrein, Brunei, Dubai, and Gabon.
c) This line is conceptually equivalent to OPEC countries' current surplus

on a settlements basis. Since, in principle, OECD statistics are on a transactions
basis, the totals in this table woud for this period be compatible with signifi¬
cantly larger OPEC current surpluses, the difference representing lags in the
payments of oil shipments.

was invested in rather liquid forms. Broadly speaking, countries
have not allowed exchange rates to take the brunt of oil disequili-
bria, arranging compensatory foreign borrowing and using official
external reserves and many countries may have managed largely
to insulate their currencies from oil-related flows the outstanding
exception being the United Kingdom.

If no other forms of recycling were implemented, the resulting
loss of official reserves could induce countries to let the exchange
rate absorb some of the pressure generated by the payments of
oil imports.

The size of interventions in support of currencies in the foreign
exchange market can no longer be approximated from net reserve
positions. It seems, however, that the pound sterling and espe-

Table 12

Official international liquidity
$ billion; not seasonally adjusted

Total countries'

recorded reserves

Amounts

outstanding
Changes

End End End

1973 June Sept.
1974 1974"

Annual

average

1970-73

1974

I

1974

Q3"

188.3 204.3 216 27.3 16.0 12

Composition

Currency assets
Gold

SDRs

Reserve position
in the IMF

127.1 142.8

43.1 43.1

10.6 10.6 10.5

7.4 7.8 9.0

23.5

1.0

2.7

0

15.7

0

0

0.4

-0.2

1.2

Distribution

OECD countries

OPEC countries

Other countries

136.5 134.3 138

18.5 34.8 44

33.3 35.3 35

19.0

3.3

5.0

-2.2

16.3

1.9

3

9

0

Note: Detail may not
a) Provisional figures.

add due to rounding.

38



daily the Italian lira received substantial support in the first half,
as did the yen in July-August. Support operations within the
framework of the "snake" arrangement, after a short-lived flare-up

before the floating of the French franc in January, remained mode¬
rate during the first half, but increased markedly during the sum¬
mer, when the DM dropped to the bottom of the "snake". During
the mid-November flare-up, interventions apparently were very

light.

Despite the rather large aggregate official deficit of nearly $8 billion
the combined decline of gross reserves of OECD countries was

kept at around S2 billion, largely reflecting the loss of reserves
of smaller countries. In the third quarter, the area continued

to run a large official settlements deficit but its gross reserves
increased as a result of special factors.

After a minor decline late in 1973, the growth of international

liquidity (see Table 12) resumed in the first quarter of 1974 and
greatly accelerated in the second and third quarters, even exceeding
the high pace of the 1970-73 period. This expansion of interna¬

tional liquidity essentially reflected the financing of oil deficits

through international credit creation and the fact that OPEC coun¬

tries have kept the bulk of their claims on the financial system of

the West in liquid forms. Thus, so far there has been practically
no transfer of reserve assets from oil importers to oil exporters

and the sharp expansion of OPEC countries' holdings of currency
reserve assets has resulted in a roughly equivalent increase in

world reserves. Official support operations between OECD coun¬

tries have also increased in importance as a source of international

liquidity; and credit extended through FECOM (EEC "snake"
intervention fund) has resulted, at times, in the creation of signi¬

ficant, albeit short-lived, amounts of liquidity.

IN BRIEF : THE OUTLOOK FOR
INDIVIDUAL COUNTRIES

United States

Assuming no change in the present rather
tight policy stance (2), real GNP can be
expected to decline until mid-1975 and
show, only a weak recovery late in the
year. On this basis, unemployment might
approach 8 per cent by the end of the
year. Though slack demand and some
stabilisation of important commodity
prices should result in a certain abatement
of inflation, the combination of high
wage increases and stagnating producti¬
vity may delay the achievement of an
acceptable degree of price stability. A
high degree of uncertainty attaches to
the forecasts. However, the balance of

the uncertainties probably weighs on the
side of a weaker rather than a stronger

pattern of real demand and output, espe¬
cially in the first half of 1975. Thedecumu-
lation of inventories might be consi¬
derably more severe than the present fore¬
cast suggests. The erosion of business
and household confidence might produce
larger declines in consumption and invest¬
ment than indicated. Should this weaker

pattern materialise, the assumption of
unchanged policy would almost certainly
not be borne out. Because of the likely

lags, however, the introduction of expan¬
sionary measures would probably not
greatly affect the picture of slack demand
and unemployment during 1975.

Japan
On the basis of present policies, real GNP,
after a significant decline in 1974, is
expected to be virtually stagnant in the
course of next year; in the second half it
may still be below the level of two years
earlier. Given the commitment of the

authorities to break the price-wage spiral
and quell inflationary expectations, the
overall stance of demand management

policy will probably remain restrictive
in the coming months. In view, however,
of mounting difficulties in a number of
industries or sectors of the economy parti¬

cularly hard hit by present deflationary
policies, financing facilities and other
types of relief measures are likely to be
taken in favour of small businesses, with

a view to avoiding a socially undesirable
massive rise in bankrupcies and unem¬
ployment. And if, as seems likely, the
trend of price and wage increases abates
somewhat throughout the first half of
1975, a more substantial relaxation of
present tight policies might take place in
the summer. If so, the trend of demand

and output could be somewhat stronger
in the second half of 1975 than forecast

by the Secretariat.

Germany

The 1975 outlook is for a marked slowing
down of export growth. However, a
shift towards expansionary fiscal policies
combined with a gradual relaxation of the
tight monetary policy stance is likely to
generate a consumption-led acceleration
of domestic demand and production.
This should lead to a substantial decline

of the current balance-of-payments surplus
from its all time high recorded in the
first half of 1974. Despite the foreseen
recovery of domestic demand, the rate
of inflation may continue to decline,
reflecting lower wage settlements as well
as higher productivity gains. The decline
in total employment will probably con¬
tinue throughout 1975, even though the
downward trend in dependent employment

may be arrested by the middle of the year.
Forward-looking indicators point to a
persistent rise of the seasonally adjusted
unemployment rate, at least until the
early summer. A reversal could take
place later in the year, depending on the
size of the net outflow of foreign labour
and the possible decline in participation
rates.

France

On the basis of present policies and the
outlook for economic activity in other
major countries, continued slackening
of overall demand seems likely in the
course of next year. Real GNP growth
is, therefore, expected to decelerate from
an annual rate of about 4 per cent in
the second half of 1974 to one of about

2 per cent in the second half of 1975. This
would imply a further substantial easing
of the labour market. According to
tentative estimates by the Secretariat,
unemployment could rise from 2.5 per
cent of the labour force in October 1974

to 3| per cent in the fourth quarter of
1975. But this projection is subject to
uncertainties concerning changes in work¬
ing hours and participation rates and
the net inflow of foreign workers. The
counter-inflationary policies and the
increasing slack in the economy are expect¬
ed to lead to a gradual deceleration of
the rise in consumer prices. Export
growth in real terms will also probably
decelerate, in line with the expected
weakening of foreign demand. Some further
gains in market shares can, however,
be expected, partly on account of an

(2) Since the publication of The Economic Outlook,
major policy changes have been announced.
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increase in agricultural exports. More¬
over, an improvement in the terms of trade
seems likely. Nevertheless, the trade

deficit forecast for 1975 though distinctly
lower than the deficit probable for this
year would still be substantial.

United Kingdom

Following the March budget, which had
a slight deflationary stance, the Govern¬
ment took measures in July and Novem¬
ber to stimulate demand, protect employ¬
ment, and encourage investment and
exports. Prospects are for some growth
in demand and activity up to mid- 1975
but with little change thereafter. Between
1974 and 1975, GDP is expected to rise by
around 1 J per cent, which is below the
growth rate of potential and implies the
generation of considerable slack in the

economy. The November measures, by
easing the tight financial position of the
company sector, should slow down the

rise in unemployment, although the rate
could be about 34 per cent by end- 1975.
Since the company sector seems likely
to remain in substantial deficit in 1975,
there could be a larger-scale shake-out of
labour. The current external deficit may
improve during the forecast period from
around an annual rate of $ 8 J billion
in the second half of 1974 to one of

$51 billion a year later.

Italy

In the face of the many constraints set
by the external deficit, the disequilibrium
in the public sector, and inflation, econo¬
mic policy has been considerably tightened
this year. The stagnation of activity

experienced in recent months may
well continue throughout 1975, with a
decline in real domestic demand being
approximately offset by some increase
in the external contribution. The fall

in domestic demand should lead to only
a very slight rise in imports compared
with 1974. The rise in exports may slow
down in line with the weaker trend in

foreign demand. Although falling, the
deficit on the current external account

might still exceed $ 5 billion in 1975.

Employment may be expected to decline;
the effect on the level of unemployment
could be more marked during the second
than the first half of 1975, as previous
experience suggests that a fall in partici¬
pation rates and working hours may
limit the rise in unemployed during the
first phase of the slowdown of activity.

Canada

Following a clear weakening of activity
since late Spring, Canadian economic
policy has been eased. The November
budget contains significant tax cuts and
assistance to housing and fixed investment
which will have an expansionary impact.
In 1975, real GNP is expected to grow at
3 i per cent, less than in 1974 and below
capacity growth, but with some accele¬

ration in the second half. Despite the
expected stabilisation of commodity prices,
rapidly rising labour costs may prevent
any marked reduction in the inflation

rate through the forecast period. As the
terms of trade are likely to worsen, reflect¬
ing inter alia the fall in prices of several
primary commodities, the current account

deficit may rise from around $ 1 1 billion
in 1974 to $3| billion in 1975.

Other OECD countries

Conjunctival features in the smaller

OECD countries differ, substantially,
from those prevailing in the major coun¬
tries; these could give rise to some impor¬
tant problems. The present forecast,
that growth will be higher in the smaller
than in the larger countries, rests on the
relatively easy policy stance in the former.
But there is room for doubt as to whether

the smaller countries can, in fact, grow
relatively fast for so prolonged a period
with little boost from foreign trade.
Inflation is expected to be, on average,
about as fast as in the larger countries
and with a similar dispersion of rates.
The current balances of some of the

smaller countries could prove difficult to
manage if they develop as at present envi¬
saged. These countries, which together
account for about 15 per cent of the
area's GNP, are forecast to have taken

about 30 per cent of the area's current
deficit in 1 974, with the figure rising to over
35 per cent in 1975. The figures become
even more striking (countries represen¬
ting 12 i per cent of OECD GNP taking
more than 40 per cent of the total 1975
current deficit) if the Benelux countries
which have relatively strong current
balance prospects are excluded.
Although many of these countries were
structural capital importers before the
oil crisis, the new size of their current

deficits could become a major concern
for them. If serious difficulties are

encountered, governments might have to
resort to more restrictive demand manage¬
ment policies, thus raising doubts about
the sustainability of the real output fore¬
casts.

MONETARY STUDIES SERIES

A series of country studies prepared by the Monetary Division of the Economics and Statistics Department assembles the evidence
about the working of monetary policy in OECD countries it takes into account differences in the economic and financial

structure and the ways in which they have affected the choice of monetary instruments, and describes the transmission process
through which monetary policy has affected the financial and real sectors of the economy.
Already published in this series :

MONETARY POLICY IN JAPAN (February 1973)
(11 72 03 1) ISBN 92-64-11019-4 108 pages £ 1,14 $3.50 F 14,00

MONETARY POLICY IN ITALY (July 1973)
(1 1 73 01 1) ISBN 92-64-1 1071-2 92 pages £ 1.32 $ 3.75 F 15,00

MONETARY POLICY IN GERMANY (March 1974)
(II 73 02 1) ISBN 92-64-1 1 127-1 132 pages £2.10 $ 5.25 F 21,00

MONETARY POLICY IN THE UNITED STATES (November 1974)
(11 74 02 1) ISBN 92-64-1 1226-X 206 pages £3.80 $ 9-50 F 38,00

In preparation:

MONETARY POLICY IN FRANCE (January 1975)
(II 74 03 1) ISBN 92-64-11273-1 106 pages £2.10 S 5.25 F 21,00

In preparation THE ROLE OF MONETARY POLICY IN DEMAND MANAGEMENT
THE EXPERIENCE OF SIX MAJOR COUNTRIES

This last report synthesizes the separate studies on countries mentioned above and also covers the experience of the United Kingdom
in the use of monetary policy.
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New CECD
I ultlH <ifi< m

paper. Pulp and paper production
and trade. Shipments of market
pulp.

(ISBN 92-64-01267-2. November 1974)
64 pages, bilingual. £ 1.20 S 3.00 F 12.00
Subscription ... £ 3.60 $ 9.00 F 36.00

"AgriculturalProducts and Markets"
Series :

NITROGENOUS PRODUCTS OF

INDUSTRIAL ORIGIN FOR ANI¬

MAL FEEDING. " Document" Se¬

ries.

Outlines the importance of indus¬
trial production of urea, synthetic
amino acids, micro-organisms
grown on paraffin substrates in
solving the world protein problem.

(ISBN 92-64-11185-9. October 1974)
56 pages 	 £ 0.80 ï 2.00 F 8.00

ENERGY PROSPECTS TO 1985. An Assessment

of Long Term Energy Developments and Related
Policies (See page 4).

Analyses the effects of oil price increases on energy supply
and demand in the OECD area using alternative projections.
Evaluates the possibilities for saving energy and for increas¬
ing production of different forms of energy in OECD
countries.

Indicates the range of policy options in the energy field
and possibilities for co-operation among OECD countries,
with oil-exporting countries, and with non-oil producing
developing countries.

Two volumes not sold separately :

£ 4.50 8 7 7 .25 F 45,00

DEVELOPMENT CO-OPERATION, 1974 REVIEW.

Efforts and Policies of the members of the Deve¬

lopment Assistance Committee. Report by Mau¬
rice J. Williams, Chairman of the Development
Assistance Committee.

Reappraises development co-operation in the light of
changes in the world economy and sets out priorities.
Discusses the food crisis in developing countries, the
need for food aid and the tragedy of the Sahel. Assesses
the recent aid performance of DAC Members and other

countries. Contains the most up-to-date statistics on
development assistance, export credits, private investment
and debt.

(ISBN 92-64-11290-1 . December 1974) 326 pages
	 £ 4.80 % 12.00 F 48,00

OECD ECONOMIC OUTLOOK

N° 16. (See page 27.)

(ISBN 92-64-11299-5. December 1974)
1 18 pages 	 £ 2.00 $ 5.00 F 20.00

Subscription (2 issues. July and December)
£ 3.40 S 8.50 F 34.00

EXPORT CARTELS. Report of the

Committee of Experts on Restrictive
Business Practices, 1974.

Analyses the economic effects of
export cartels and the legal provi¬
sions adopted by Member countries
in connection with them. It also

attempts to assess whether the

exemption generally granted to ex¬
port cartels from antitrust laws can
still be justified.

(ISBN 92-64-1 1271-5, November 1974)
92 pages 	 £ 2.00 S 5.00 F 20.00

MONETARY POLICY IN THE

UNITED STATES.

Detailed analysis of the use of
monetary policy in the United States
during the past decade, taking into
account its economic and financial

structure, the choice of monetary
instruments and the effects of

monetary policy on the financial
and real sectors of the economy.

(ISBN 92-64-11226-X. November 1974)
206 pages 	 £ 3.80 $ 9.50 F 38,00

OECD FINANCIAL STATISTICS

N° 8 - Vol. I / STATISTIQUES FI¬
NANCIÈRES DE L'OCDE N° 8 -
Tome I.

(ISBN 92-64-01266-4. November 1974)
554 pages, bilingual (2 volumes) :

£ 8.00 S 20.00 F 80.00
Subscription .. £15.00 $37.50 F 150.00

STATISTICS OF ENERGY 1959-

1 973 / STATISTIQUES DE L'ÉNER¬
GIE, 1959-1973.

Presents for each OECD Member

country annual data for a detailed
breakdown of production and con¬
sumption for more than 20 primary
and secondary sources of energy.

(ISBN 92-64-01301-6, December 1974)
566 pages, bilingual . £7.40$ 18.50 F 74.00

THE PU LP AND PAPER INDUSTRY,
1973-1974 / L'INDUSTRIE DES

PATES ET PAPIERS, 1973-1974.

Comments on the pulp and paper
market in the OECD Member

countries in 1973 (supply difficul¬
ties or shortages, stocks, price
increases, etc.), and 1974 trends,
are accompanied by some fifty
tables giving figures on production,
trade and apparent consumption
for pulp, paper, paperboard and
fibre building board (by category of
product and by country).

(ISBN 92-64-01265-6. November 1974)
194 pages, bilingual. £3.00 $ 7.50 F 30.00

PULP AND PAPER. Quarterly Sta¬
tistics 1 974-2 / PATES ET PAPIERS.

Statistiques trimestrielles.

Stocks of paper pulp and waste

FRUIT AND VEGETABLES PRO¬

CESSING IN OECD MEMBER

COUNTRIES "Document" Series.

Examines recent trends and pros¬
pects of production and consump¬
tion, structural developments in the
industry and relationships between
producers and processors.

(ISBN 92-64-11240-5, November 1974)
42 pages 	 £ 0.70 S 1 .75 F 7.00

" Road Research " :

URBAN TRAFFIC MODELS :

POSSIBILITIES FOR SIMPLIFI¬

CATION.

Examines urban traffic transport
computer models with particular
reference to possibilities of simpli¬
fication. The components of stra¬
tegic traffic models and the impli¬
cations for simplified models are
reviewed. Puts forward new ap¬
proaches to urban transport deci¬
sion-making.

(ISBN 92-64-11249-9. November 1974)
128 pages 	 £ 2.00 S 5.00 F 20,00

FROST ACTION ON ROADS.

Contains summaries of the 54

papers, discussions and conclusions
presented at the Symposium on
Frost Action on Roads, and pre¬
sents a comprehensive assessment
of national practices and most recent
research in this field.

(ISBN 92-64-11251-0. November 1974)
230 pages 	 £ 2.60 $ 6.50 F 26.00

MAJOR AIR POLLUTION PROB¬

LEMS. THE JAPANESE EXPE¬

RIENCE.

Describes the Japanese experience
with regard to (1) reducing air
pollution due to sulphur oxides (2)
using monitoring, modelling and
surveillance techniques in applying
air pollution control ; and (3) photo¬
chemical oxidant pollution.

(ISBN 92-64-11255-3. November 1974)
176 pages 	 £2.00 $5.50 F 22.00

OPTIMUM STRUCTURE AND

SIZE OF ROAD HAULAGE FIRMS.

POSITIVE AND NEGATIVE

EFFECTS OF SPECIALIZATION.

23rd Round Table ECMT.

The structure of the road haulage
industry in different countries.
How to measure the size and the

output of the firms. The effects of
regulation. The influence of
demand. Conclusions.

(ISBN 92-821-1024-9. November 1974)
46 pages 	 £ 7.00 S 2.50 F 10.00
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" International Seminars " :

1972-2. PROSPECTS FOR

LABOUR / MANAGEMENT CO¬
OPERATION IN THE ENTERPRISE.

Regional Joint Seminar, Paris 24th-
27th October 1972. Final Report.
" Document " Series.

A summary of a management/
union seminar held in Paris in

October 1973 to study the present
state of labour/management co¬
operation; the means of improve¬
ment as well as obstacles to it;

future prospects for co-operative
machinery as a means of increasing
work satisfaction.

(ISBN 92-64-11205-7. October 1974)
280 pages 	 £ 3.40 $ 8.50 F 34.00

1973-1. ADVANCES IN WORK

ORGANISATION. International

Management Seminar, Paris 3rd-
6th April 1973. Final Report.

Reports on a seminar held to
review, in a practical way, a number
of innovations in which industrial

firms have reorganised work leading
to greater satisfaction on the part
of workers and to improved pro¬
ductivity.

(ISBN 92-64-11258-8. October 1974)
60 pages 	 £ 1 .00 S 2.50 F 10,00

WAGE DETERMINATION. Papers
presented at an International Con¬
ference, Paris 3rd-6th July 1973.

A collection of reports dealing with
various aspects of wage determina¬
tion and covering : specific groups
of workers (the low paid, white
collar and highly paid workers in
the public sector) ; norms and sys¬
tems for fixing wages; govern¬
ment policy and wages.

(ISBN 92-64-1 1216-2, October 1974)
368 pages 	 £ 3.60 $ 9.00 F 36.00

SOLIDAR1STIC WAGE POLICY IN

SWEDEN, by Derek Robinson.
" Document " Series.

A study of the Swedish attempt
through a solidaristic wage policy
to influence the development of
wages and prevent the growth of
ever-widening differentials without
depressing wage levels. The report
is based on a visit to the country
by a group of employer trade union
and government representatives
under the OECD Labour/Manage¬
ment Programme.

(ISBN 92-64-11250-2. November 1974)
50 pages 	 £ 0.90 $ 2.25 F 9,00

DEMOGRAPHIC TRENDS 1970-

1985 IN OECD MEMBER COUN¬

TRIES/ L'ÉVOLUTION DÉMOGRA¬
PHIQUE DE 1970 A 1985 DANS

LES PAYS MEMBRES DE L'OCDE.

(ISBN 92-64-01262-1, October 1974)
456 pages, bilingual. £ 6.80 $ 1 7.00 F 68.00

POLICIES FOR HIGHER EDUCA¬

TION. General Report.

To examine key policy issues, OECD
held a high-level Conference in
June 1973. This volume com¬

prises the general report of the
conference and a discussion of the

problems arising from the transition
to mass higher education.

(ISBN 92-64-11243-X. October 1974)
190 pages 	 £ 2.60 $ 6.50 F 26.00

THE TEACHER AND EDUCATION¬

AL CHANGE.

Emphasises the role of teachers in
promoting innovation. Vol. I, in¬
cludes a General Report and a series
of case-studies. Vol. II, presents
the recent trend in teacher recruit¬

ment during this period of change;
it offers an up-dating of the statistics
in this field.

Vol. A NEW ROLE.

(ISBN 92-64-11234-0. October 1974)
562 pages .... £ 5.40 $ 13.50 F 54.00

Vol. II - RECENT TRENDS IN

TEACHER RECRUITMENT.

(ISBN 92-64-11235-9. October 1974)
220 pages 	 £ 2.20 $ 5.50 F 22.00

STRUCTURE OF STUDIES AND

PLACE OF RESEARCH IN MASS

HIGHER EDUCATION.

Contains four reports: two are de¬
voted to the place of research and
two deal with the new structure of

the studies in relation to the new

role given to research in higher
education.

(ISBN 92-64-11202-2. October 1974)
146 pages 	 £ 2.00 $ 5.00 F 20.00

RECURRENT EDUCATION. Policy
and Development in OECD Member
Countries : UNITED KINGDOM.

" Document " Series.

(ISBN 92-64-11285-5. November 1974)
28 pages 	 £ 0.80 S 2.00 F 8.00

RECURRENT EDUCATION. Policy
and Development in OECD Member
Countries ; AUSTRALIA. " Docu¬

ment " Series.

(ISBN 92-64-11270-7. November 1974)
96 pages 	 £ 2.00 $ 5.00 F 20.00

CREATIVITY OF THE SCHOOL.

Examines the school as the centre

of the innovation process with spe¬
cial reference to the administrative

relationship between the school
and outside institutions, its internal

organisation, the role of profession¬
al support and interventions for

strengthening the school creativity.

(ISBN 92-64-11206-5. November 1974)
136 pages 	 £ 1 .40 $ 3.50 F 14.00

NEW PATTERNS OF TEACHER

EDUCATION AND TASKS. General

Analyses.

(ISBN 92-64-11287-1. November 1974)
120 pages 	 £ 1.80 S 4.50 F 18.00

NEW PATTERNS OF TEACHER

EDUCATION AND TASKS. Country
Experience : SWEDEN. " Docu¬
ment " Series.

(ISBN 92-64-11280-4. November 1974)
1 70 pages 	 £ 2.60 $ 6.50 F 26.00

NEW PATTERNS OF TEACHER

EDUCATION AND TASKS. Country
Experience : UNITED STATES.
" Document " Series.

(ISBN 92-64-11279-0. November 1974)
156 pages 	 £ 2.40 S 6.00 F 24,00

NEW PATTERNS OF TEACHER

EDUCATION AND TASKS. The

Development of Student-Teachers.
A comparative Study of Professional
Socialization. " Document" Series.

(ISBN 92-64-1 1278-2. November 1974)
90 pages 	 £ 2.00 $ 5.00 F 20.00

Group Visits
te CEGG

The OECD Information Service arranges briefing sessions

on the Organisation's structure and objectives for groups

of businessmen, trade-unionists, journalists, civil servants,
teachers and students.

Half-day or whole-day sessions usually begin with a film

and a discussion on general aspects of the OECD. These

are followed by lectures on subjects of particular interest

to the group (economics, trade, monetary, financial and

fiscal questions, environment, development assistance,

science, education, agriculture, industry, energy, manpower

and social affairs). Since each of these lectures includes

a discussion open to all participants, groups should be

limited to 30 persons where possible.

While briefings are occasionally given in other languages,

those normally employed are English and French, the two

official languages of the Organisation. The sessions

are free, but the OECD does not pay either travel or

accommodation expenses.

For further information, please write or telephone to:

OECD Information Service

Visits and Briefings Section

19, rue de Franqueville

75775 Paris Cedex 16

Tél. : 524-80-86 - 524-81-19
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P.O. Box 5641, Beirut. Tel. 354429-344425.

THE NETHERLANDS

W.P. Van Stockum,
Buitenhof 36, Den Haag. Tel. 070-65.68.08.

NEW ZEALAND

The Publications Officer

Government Printing Office,
Mulgrave Street (Private Bag),
Wellington. Tel. 46.807.

and Government Bookshops at
Auckland (P.O.B. 5344). Tel. 32.919.
Christchurch (P.O.B. 1721). Tel. 50.331.
Hamilton (P.O.B. 857). Tel. 80.103.
Dunedin (P.O.B. 1104). Tel. 78.294.

NORWAY

Johan Grundt Tanums Bokhandel,

Karl Johansgate 41/43, Oslo 1.
Tel. 02-332980.

PAKISTAN

Mirza Book Agency,

65 Shahrah Quaid-E-Azam, Lahore 3.
Tel. 66839.

PHILIPPINES

R.M. Garcia Publishing House,
903 Quezon Blvd. Ext., Quezon City,
P.O. Box 1860 Manila. Tel. 99.98.47.

PORTUGAL

Livraria Portugal,
RuadoCarmo70-74,LisBOA2. Tel. 360582/3.

SPAIN

Libreria Mundi Prensa, Castello 37, Madrid 1 .

Tel. 275.46.55/276.02.53.
Libreria Bastinos de José Bosch,
Pelayo 52, Barcelona 1 . Tel. 222.06.00.

SWEDEN

Fritzes, Kungl. Hovbokhandel,
Fredsgatan 2, 11152 Stockholm 16.

Tel. 08/23.89.00.

SWITZERLAND

Librairie Payot,
6 rue Grenus, 1211 Genève 11

Tel. 022-31.89.50.

TAIWAN

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

TURKEY

Librairie Hachette,

469 Istiklal Caddesi, Beyoglu, Istanbul,
Tel. 44.94.70.

and 14 E Ziya Gôkalp Caddesi, Ankara.
Tel. 12.10.80.

UNITED KINGDOM and

CROWN COLONIES

H.M. Stationery Office
P.O. Box 569, London SE1 9NH

Tel. 01.928.6977, Ext. 410.
or

49 High Holborn
London WC1V 6HB (personal callers)
Branches at : Edinburgh, Birmingham,

Bristol, Manchester, Cardiff, Belfast.

UNITED STATES

OECD Publications Center,

Suite 1207,

1750 Pennsylvania Ave, N.W.,
Washington, d.c. 20006. Tel. (202) 298.8755.

VENEZUELA

Libreria del Este,
Avda F. Miranda 52, Aptdo. 60337, Edificio
Galipan, Caracas 106.

Tel. 32.23.01/33.26.04/33.24.73.

YUGOSLAVIA

Jugoslovenska Knjiga, Terazije 27,
P.O.B. 36, Beograd. Tel. 621.992.

Orders and inquiries from countries where
Sales Agents have not yet been appointed
should be sent to OECD Publications Office,

2 rue André-Pascal, F 75775 Paris CEDEX 16.

Director: Maurice Jacomet Printed in France - Imprimerie Blanchard, 6, avenue Descartes - Paris - Le Plessis-Robinson.
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