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The general public has greater reservations now
than ever before about science and technology
and has shown a desire to have a say in the use
made of them (p. 28). At the same time, new
research programmes are less spectacular than
they used to be: solving problems of a social
character and those posed by the limits on natural
resources (p. 25) requires a slow and painstaking
effort to share the knowledge and techniques of
diverse disciplines ranging from the natural to
the social sciences.

These and other matters notably trends in fi¬
nancing of R & D (p. 30) were the focus of dis¬
cussions among Science Ministers of OECD
countries in Paris on 24th and 25th June (p. 23).
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The last six to nine months have seen a marked easing of inflation but also the sharpest

decline in output and the highest unemployment since World War II. With the fall
in activity levelling off in the second quarter and many countries having shifted

the stance of demand management policy, the OECD area seems poisedfor
a moderate recovery of output over the next 12 months. This should enable

the rate of inflation to be contained but might leave unemployment one year hence
at best unchanged. Countries are unwilling to allow output and employment

to decline further and stand ready to take further measures of support if these
are required to secure the upswing. But policy-makers are conscious of the continuing
high rate of inflation and of the need to avoid repeating the mistakes of the last boom,

and these preoccupations are injecting an important note of caution into policy attitudes.

Recent Developments and the Forecasts
By the first quarter of this year, industrial production had fallen

from its last peak by some 20 per cent in Japan, 10-15 per cent in
the United States, Germany, France and Italy, and 5 per cent in
the United Kingdom. The cost of the recession in terms of fore¬

gone output is illustrated by the estimate that, in the 18 months

from the second half of 1973, GNP probably fell by about 7i per
cent in the United States and virtually stagnated in the rest of the

area taken together, compared with typical past rates of increase

over an 18-month period of around 6 per cent and 94 per cent
respectively (see Chart A and Table 1).

The decline in total output began last year with a sharp downturn
in final domestic demand, led by private consumption and housing;
demand from outside the area helped, for a time, to moderate the
overall decline. Final demand continued to decline into 1975,

but the amplitude of the recession became greatly magnified by

negative inventory movements which probably accounted for

four-fifths of the GNP drop in the first half of this year. Total
recorded unemployment in the area is now about 15 million,

double the level at the last business cycle peak and equivalent to
over 5i per cent of the civilian labour force. Moreover, the labour

market has weakened more than indicated by these figures alone;

participation rates have fallen in many countries, and average

hours worked have declined markedly (see Chart B).

The recession certainly contributed to a moderation of the rate

of inflation. In the six months ending in May, the rise in OECD

consumer prices dropped back to an annual rate of about 10 per
cent, from the 15 per cent rate experienced just before the New
Year. This improvement, although highly differentiated as be¬

tween countries, reflected two common features: declining raw

material and food prices, and the stabilisation of oil prices; and

a pronounced moderation in domestic pricing behaviour, no doubt
related to inventory liquidation and weak final demand. There

has also been a modest slow-down of underlying wage increases
on average they may now be rising some 2-3 per cent less than at

their recent peak and the growth of earnings has, of course, been
slowed down even more because of fewer hours worked; but there

are marked differences between countries (see Tables 2 and 3).

The effect of declining world trade on the balance of payments
has been striking, strengthening the positions of some big coun¬
tries, but creating growing difficulties for some other OECD

countries and for non-oil developing countries. In the first quarter
of 1975, falling imports pushed the combined current account

of the seven largest OECD countries into surplus to the tune of
some $ 10 billion, at an annual rate, after a S 20 billion deficit in

the second half of last year. The counterpart of this swing cannot

yet be identified precisely; perhaps half was with OPEC, largely



INDUSTRIAL PRODUCTION

in seven major countries

Table 1

Growth of real

GNP/GDP in seven
major countries

Percentage changes
Seasonally adjusted
at annual rates

Estimates and forecasts

a) 1973 weights and exchange
rates.

b) For details, see Table 5.

Canada (GNP)
United States (GNP)

Japan (GNP)
France (GDP)
Germany (GNP)
Italy (GDP)
United Kingdom (GDP)

Total of above countries

Other OECD countries6

Total OECD

Memorandum item:

Total OECD excluding
United States

Weights
in

total"

3.7

40.0

12.9

8.0

10.9

4.3

5.4

85.3

14.7

100.0

60.0

Average
1959-60

to

1971-72

5.0

4.1

11.0

5.8

4.9

5.5

3.1

5.5

5.3

5.4

6.3

From previous
year

1973 1974 1975

6.9

5.9

9.9

6.5

5.3

6.3

5.2

6.5

5.3

6.3

6.6

2.8

-2.1

-1.8

3.9

0.4

3.4

-0.2

-0.6

2.7

-0.1

1.2

From previous half-year

1974

I II

3.3

-3.4

-5.8

4.3

0.9

6.0

-3.0

-1.7

-0.9

0.8

-0.5

-3.7

3.1

2.5

-1.7

-7.0

5.4

-1.3

-1.0

0.8

1975

I II

-2*
-8

-1

0

0

-4f

-H

5

5

3

-1*
-2f

3i

3i

2i

1976

I

it

H
6

2

4

li

4

H

because of the cyclical weakness of oil imports. But about a quarter

may have been with smaller OECD countries, and most of the rest

with non-oil developing countries (see Table 4).

Faced with the substantial weakening of final demand, the

governments of several major countries have shifted the stance
of demand management policy appreciably. The United States'

tax package may add about 2 per cent to households' disposable
income this year and monetary policy has been eased. Japan's

policy shift has been of a more gradual nature, concentrating on
selective relief for hard-hit sectors such as construction and some

speeding up of public works. Germany's fiscal stimulus (equi¬
valent to some li per cent of GNP) had already been enacted
before the end of last year, but further steps have been taken to

ease monetary policy. In France, where the slowing-down of
activity came later than in most major countries, a number of
selective measures have recently been taken, notably to increase

public investment and encourage private investment.



Of the seven major countries, only the two with particularly

large payments deficits on current account and high rates of price
increase have held back from important measures to stimulate

domestic demand. Italian demand management policy, despite
some recent relaxation, remains restrictive. And in the United

Kingdom, recent budget measures represented a move towards

greater restraint of domestic expenditure. It is difficult to general¬
ise about policy attitudes in the smaller OECD countries. A few

of them, notably Finland and Spain, have had to introduce more

restrictive demand-management policies because of external and

internal imbalance. For the greater part, however, these coun¬

tries where domestic demand has so far fallen less sharply than

in the bigger countries have refrained from important restrictive

action, despite the continuation of large external deficits on current

account in many of them; and in some cases they have taken action
to limit the recession.

The latest available indicators suggest that the bottom of the

recession has now been passed in Japan, and in the United States

the various elements appear to be in place for some recovery to

start around mid-year. Even though, at the time of writing,

there is little sign of recovery in most European countries, the fore¬

casts presented here (based, as usual, on present policies) envi¬

sage increases in GNP in all the largest OECD economies except

the United Kingdom and Italy in the second half of 1975, conti¬

nuing into the first half of 1976 (see Table 1).

The speed of the upturn envisaged is not great by the standards

of previous recoveries, and would probably be consistent with some

further increase of unemployment to start with and little if any
reduction over the rest of the period to mid-1976. This is perhaps
inevitable under present circumstances, and it would probably be
a mistake to try to force OECD economies to turn around faster

than is envisaged in the present forecasts in the hope of accelerating
the return to high employment conditions. The prospects differ
greatly between the various categories of demand. The run¬
down of unwanted inventories may in most countries still have

some way to go; nevertheless, it should become less depressive.
Among final demand components, a strengthening of residential

construction is likely, given the relaxation of monetary policy and
other measures; but weakness on the demand side may make for

a slower recovery than in the past. The key to the upswing will
probably be the behaviour of private consumption. Real dispo¬
sable incomes are being considerably increased this year by discre¬
tionary fiscal stimuli; and, over the next 12 months, prices may
decelerate more sharply than wages. There could, therefore, be

a substantial increase in personal consumption. But precau¬
tionary saving could remain considerable, given the probable
employment situation. The very wide margin of unused capacity
and the general atmosphere of uncertainty suggest little increase
in private non-residential fixed investment before 1976.

The forecasts suggest that in the United States and Japan GNP
may grow by around 5 per cent between the first halves of 1975

and 1976, with an increase of 3 to 4 per cent for Germany. Output
in France and a number of smaller countries (see Table 5) would
also pick up later this year, though at rates unlikely to be

B.
DEVELOPMENT

OF UNEMPLOYMENT

IN OECD COUNTRIES

seasonally adjusted

Unemployment (aclual figures)
Unemployment (average 62-73)

	 Jobs vacant

OECD. - Total

-

- -

1 1 1

, , 1 , , 1 , , 1 , , , i 1 . ,

Thousands Thousands

600 200 -

France

Germany

ThousanCs 200 -

Italy m

United Kingdom

_____

1974

1. Excluding United Stales and Italy

2. Unemployed plus 50 per cent of under en'



Table 2

Consumer prices
Percentage changes from previous period, not seasonally adjusted

At annual rate At monthly rate

Average
1962-72

1973 1974
12 months

to May 1975
Dec. Jan. Feb. Mar. Apr. May

Canada 3.3 7.6 10.9 10.1 1.0 0.5 0.8 0.5 0.5 0.8

United States 3.3 6.2 11.0 9.5 0.7 0.5 0.7 0.4 0.5 0.4

Japan 5.7 11.7 24.5 14.1 0.4 0.5 0.3 1.0 2.2 0.7

Australia

New Zealand

France

3.4

5.1

4.4

9.5

8.3

7.3

15.1

11.0

13.7

17.2°

13. 2a

12.1

i n ,

1 rift

0.8 1.1 0.8 0.8 0.9 0.7

Germany 3.2 6.9 7.0 6.1 0.3 0.9 0.5 0.5 0.8 0.6

Italy 4.3 10.8 19.1 19.7 0.8 1.3 1.5 0.1 1.3 0.8

United Kingdom 4.9 9.2 16.0 25.0 1.5 2.6 1.7 2.0 3.9 4.2

Belgium 3.8 7.0 12.7 13.7 0.7 1.1 1.1 0.7 1.1 0.8

Luxembourg 3.4 6.1 9.5 10.1 0.8 0.7 1.5 0.7 1.2 0.6

Netherlands 5.4 8.0 9.6 10.4 0.4 0.9 0.3 1.5 1.2 0.6

Denmark 6.0 9.3 15.3 12.0 0.6 0.1 0.3 0.8 0.3 1.4

Ireland

Austria

5.8

3.9

11.4

7.6

17.0

9.5

24.5

8.6

2.7b

1.0

2 0C

0.6 1.1 0.4 0.5 0.2

Finland 5.7 10.7 16.9 18.1 0.2 2.8 1.5 1.6 2.1 1.0

Greece 2.7 15.5 26.9 13.2 1.3 1.4 0.5 3.6 1.0 0.7

Iceland

Norway

11.9

5.1

20.6

7.5

42.9

9.4

47.4

12.4

fc 2.9b

0.6

4 6C

1.1 2.5 1.1 0.7 0.5

Portugal 6.3 12.9 25.0 16.4 0.4 4.6 -1.6 5.1 -0.9 0.3

Spain 7.1 11.4 15.7 16.9 1.4 1.4 0.8 0.6 1.7 1.2

Sweden 4.7 6.7 9.9 10.8 0.4 -0.4 1.0 0.5 0.2 1.6

Switzerland 4.0 8.7 9.8 8.2 0.1 0.6 0.3 0.4 0.2 0.7

Turkey 8.6 14.0 23.8 23.2 2.2 0.9 4.5 2.1 0.4 0.7

Total OECD<* 3.9 7.9 13.4 12.0 0.8 0.8 0.8 0.7 1.1 0.8

OECD Europe** 4.5 8.6 13.2 13.9 0.9 1.4 1.0 0.9 1.5 1.2

EEC2 4.2 8.1 12.7 13.9 0.8 1.4 1.0 0.9 1.5 1.3

a) To latest available period.
b) 1st quarter.

c) 2nd quarter.
d) 1973 private consumption weights and exchange rates.

Table 3

Private consumption
deflators in seven major
countries

Percentage changes
Seasonally adjusted
at annual rates

Estimates and forecasts

a) Consumer price index, not seasonally
adjusted.

b) 1973 GNP weights and exchange
rates.

Canada

United States

Japan"
France"

Germany
Italy"
United Kingdom

Total of above countries6

Memorandum item:

GNP/GDP deflator:
Total of above countries6

Average
1959-60

to

1971-72

2.3

2.4

5.5

4.3

3.0

4.1

3.8

3.3

3.6

From previous
year

1973

6.5

5.6

11.8

7.1

7.1

10.8

8.5

7.4

7.1

1974

10.6

11.4

24.4

13.7

7.3

19.1

14.5

13.6

12.1

1975

10i

m

From previous half-year

1974

I II

10.4

12.5

32.1

15.0

7.6

19.5

16.9

15.6

12.6

13.4

11.8

17.6

14.5

6.5

25.7

15.9

13.3

14.0

1975

I II

Hi
25

10i

5|
13*
23f

1976

I

8i
5*
8*
9i
5f

12*

7|

81

sufficiently rapid to prevent the generation of some further slack
through to mid-1976. In Italy and the United Kingdom, GDP may
stagnate or fall further over the next 12 months. Final domestic
demand in the major countries taken together might be increas

ing at a rate of about 34 per cent in the first half of next year,
with stockbuilding assumed to be adding a further 1 per cent to
GNP.

Even though slack seems likely to increase somewhat, the pro-



Table 4

Current balances

Seasonally adjusted
$ billion

a) Transactions with all countries.
b) OECD estimates on a transactions

basis.

Note: Detail may not add, due to roun¬
ding.

Canada

United States

Japan
Australia-New Zealand

France"

Germany
Italy
United Kingdom
Belgium-Luxembourg6
Netherlands

Other EEC

Other OECD North

Other OECD South

Total OECD

Memorandum item:

EEC

1973

0.02

0.34

-0.14

0.73

-0.69

4.31

-2.67

-2.88

1.29

1.77

-0.71

0.23

0.39

1974

-1.68

-0.87

-4.69

-4.28

-5.90

9.34

-7.92

-9.00

0.66

1.61

-1.68

-3.80

-5.57

-34

-13

1975

14

1 3

33

3

4

-15

V-

1974

I II

-0.15

0.82

-3.88

-1.75

-3.16

5.38

-4.59

-4.49

0.20

1.07

-1.27

-1.41

-2.76

-16

-1.53

-1.70

-0.82

-2.53

-2.74

3.94

-3.32

-4.51

0.46

0.55

-0.41

-2.39

-2.81

1975

-3

4

-11

-31

II

-3

-1

-1

-11

-11
3|

-H
-1\

i

4

'1
4

-13

-\

1976

I

-21
-H
-11
-11

-H
3

-1

-2

1
H
-1

-21
-4

-131

Table 5

Growth of real GNP/GDP in other OECD countries
Percentage changes; estimates and forecasts

Weights
in

total"

Average From previous
1959-1960

to

1971-1972

year

1973 1974 1975

Australia (GDP) 2.0 4.8 6.5 1.5 2

New Zealand (GNP) 0.3 3.46 5.3 5.0 1

Other EECC 4.4 5.0 4.5 2.6 i

Belgium (GNP) 1.4 4.9 5.3 4.3 1
Î

Netherlands (GDP) 1.9 5.2 4.2 2.0 1

~2

Denmark (GDP) 0.9 4.8 3.8 1.8 0

Ireland (GDP) 0.2 4.0 5.3 1.0 -11

Other OECD North** 4.8 4.7 4.1 2.7 1
Austria (GNP) 0.8 5.1 5.8 4.4 3

Finland (GDP) 0.5 5.4 6.0 3.7 1

Norway (GDP) 0.6 5.0 4.2 3.7 41
Sweden (GDP) 1.6 4.2 3.1 4.1 1

Switzerland (GNP) 1.3 4.7 3.5 -0.8 -31

Other OECD South* 3.3 7.0 7.2 3.3 2

Spain (GNP) 1.9 7.3 7.9 5.0 H

Total of above coun

tries 14.7 5.3 5.3 2.7 1
Seven major coun-

tries-f 85.3 5.5 6.5 -0.6 -H
Total OECD 100.0 5.4 6.3 -0.1 -11

Memorandum items:

OECD Europe 41.0 5.1 5.6 2.0 -1
EEC 32.9 4.9 5.6 1.8 -1

a) 1973 weights and exchange rates.
b) Reserve Bank of New Zealand
estimates.

c) Including Luxembourg.

d) Including Iceland.
e) Including Greece, Portugal and
Turkey.
/) For details, see Table 1.

spects for a further substantial calming-down of inflationary pres¬
sures are not, at present, very promising. There may not be any

significant further easing of industrial material prices. Falling
basic food prices, if conveyed to the retail level, could help in
some countries. And pressure on unit labour costs should ease

as productivity rises. But in a number of countries such pressure

may remain heavy because of further sharp increases in nominal
wages. And even if the reconstitution of profit margins is only
modest, the present deceleration in price increases could come to a
halt later in 1975 in some countries and in 1976 in others, parti¬

cularly at the retail level. This would imply that, for the OECD
area as a whole, the inflation rate would level off at around 8 per

cent in 1975, before there had been any decline in historically

high unemployment rates. Within this average, the countries with
the least good performance might still have an inflation rate about

three times that of those at the other end of the scale (see Table 3).

The recent real decline of OECD imports, and the terms of trade

improvement, may have kept the area's combined current deficit
below S 5 billion (annual rate) in the first half of this year but, as

indicated above, with large contrasts between individual countries.

The deficit may now grow again, to about 8 25 billion, the recovery
of OECD demand coinciding with the need for non-oil developing

countries to bring their imports down more into line with their

export revenues. The pattern of payments within OECD is
likely to remain uneven. 1974's major deficit countries the
United Kingdom, Italy and France should improve their positions
significantly. But the German surplus may not decline much
from its high 1974 level, the Dutch surplus may increase and the
Belgian and Swiss surpluses are likely to remain. On the reverse
side of the medal, a number of smaller OECD countries are likely

to have large and perhaps growing deficits this year. The
deficit on current account (including aid transfers) of the non-oil

developing countries is likely to widen by some s 5 billion. On-
present assumptions, OPEC's current surplus may decline by
some 8 20 billion to 8 45-50 billion; it may have been running

below this level in the first half of 1975 (see Table 6). *



Table 6
1973 1974 1975c 1976 led

World current account"
Trade Balance

$ bilHon OECD
OPEC

Non-oil developing countries
Other6

Discrepancy

'a
19

-3A

-6

17

-261
82

-161
-12

27

-3

60

-22

-14

21

-11

59

-18

-11

19

Current Balance (excluding official transfers)

OECD

OPEC

Non-oil developing countries

a) OECD estimates and forecasts, based Uthet
as far as possible on data recorded by Discrepancy
OFCÎ") countries The figures given here

10

3

-11

-4

-2

-241
69

-251
-11

8

-4

49

-32

-13

0

-141
511

-30

-10

-3

are derived by a technique which is still _. ..... .
tentative as work is in progress on ways to Current Balance (including official transfers)
reduce the very large discrepancies. PiFfT.

b) Sino-Soviet area, South Africa, UHt^lJ
Israel, Cyprus, Malta and Yugoslavia. OPEC

c) Figures shown for non-OECD coun- Non-oil developing countries
try groups are based on rough estimates and Othpr&
represent centres of ranges. Winer

d) Seasonally adjusted at annual rates. Discrepancy

n

-5

-4

-3

-34

67

-171
-101

5

-15

47

-221
-121
-3

-27

49

-181
-91
-6

Problems and Policies

Past experience would suggest that the upswing expected for the

next 12 months would strengthen thereafter. But the near-term

recovery depicted here is so weak that there must be some doubt

whether on the basis of present policies it will prove self-

sustaining. There will be limitations on the incentive to invest,

given the levels of capacity utilisation likely to prevail over the

coming year. With the labour market, at best, stabilising, consu¬

mer attitudes may remain cautious. In the United States, the

present fiscal stimulus will taper off. And in a number of coun¬

tries monetary policy may not be so expansionary as in earlier

upswings. It should also be borne in mind that, over the last

18 months, most forecasts have been over-optimistic; it could be

that the present set of forecasts has failed to capture in full the mul¬

tiplier effects resulting from the international interaction of de¬

pressed trends, particularly among the closely-interlocking Euro¬

pean economies.

In considering whether present policies are sufficient to generate

a sustained expansion, it needs to be borne in mind that some

countries are in so weak a position as regards inflation and the ba¬

lance of payments that they cannot be among the leaders in the

upswing. The United Kingdom is the clearest example, and

Italy and a number of smaller countries also come into this cate¬

gory. The need for differential national demand management

policies in present circumstances is generally accepted, with the

stronger countries leading the expansion of domestic demand
while those at the other end of the spectrum restrain it until infla¬

tion subsides and net exports rise. But it is, of course, very

important that domestic demand in the stronger countries should
as aimed at by their Governments now recover. While the

weakest countries must "wait for exports", such an attitude would

be largely self-defeating if adopted also by the more strongly

placed at a time when the volume of total OECD imports has

been falling by over 10 per cent a year (see Table 7).

Given the time-lags before demand management changes be

come effective, it is of course appropriate that a country which has

taken expansionary measures should, for a time, adopt a prudent

attitude. A particular element of uncertainty in judging whether

action taken is of approximately the right strength lies in the pro¬

foundly changed circumstances in which OECD economies are now

operating and, particularly, the unknown effects of high inflation
rates and low activity levels on the responses of consumers and busi¬

ness to traditional policy instruments. There are dangers, in the

present conjuncture, both in taking unnecessary further expan¬

sionary steps and in waiting too long.

Although the formal forecasts presented here extend only to

mid- 1976, it may not be too early to consider, in a general way,

the prospects for later 1976 or 1977, when it can be assumed,
existing or additional policy measures have firmly established the

recovery. Two crucial questions in this connection concern the

subsequent course of inflation and the extent to which unemploy¬
ment will be reabsorbed.

While there may be some risk that the immediate recovery

could turn out slower than forecast, the balance of risks later in

the upswing could be on the upside. Both the 1972-73 boom and

the 1974-75 recession were highly synchronised between the major

countries, partly as a result of common external influences such
as the Smithsonian agreement in the first instance and the oil crisis

in the second. The mutually reinforcing effects (via international

multipliers) of similar action in a number of countries led to more

powerful cyclical movements in each direction than countries
desired or, individually, could handle. There are perhaps grounds

for a certain optimism that the 1972-73 experience will not be

repeated on this occasion. First, the different positions today
of the "strong" and "weak" countries mean that the former can

safely envisage re-expansion of domestic demand but many of the
latter cannot. Policy imperatives may thus result in countries

breaking step this time round. Second, even if some further sti¬

mulus proves necessary in the countries which have taken expan-
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sionary measures, they will probably wish to avoid the highly
permissive monetary expansion of the earlier cycle.

But there is clearly likely to be a later phase of the boom where

most or all countries are expanding. It is of course desirable that

they should do so, since all by now have large margins of unem¬

ployed labour and capital. But the danger is that at that stage
expansion would become over-rapid, with the attendant risk that

the hard-won progress in reducing inflation would be frittered away.

The OECD area may very shortly be picking up from recession

with an average annual rate of consumer price increases still

around 8 per cent half last year's peak but double the average of
the 1960s for virtually all countries, and much more than double

for some. The crucial question, looking beyond the immediate
term, is whether such an inflation rate would constitute a low

point, from which there might be a renewed acceleration, or whe¬

ther, over the next three to four years, it could be reduced further.

The 8 per cent average OECD inflation rate expected in the

early phase of the recovery might correspond to rates of 5 to 7 per

cent for the three largest countries the United States, Japan and

Germany (see Table 3) but with widely varying performances
in the others. As regards the three largest countries, recent

discussions in the OECD suggest that it may be reasonable to

assume that a gradual but sustained recovery, involving the
maintenance of some slack (corresponding to an unemployment
rate somewhat above the structural-frictional level), might permit

a stabilisation of the rate of inflation in the range of 5-7 per cent
over the next three to four years.

This assumption for the three largest countries and the pros¬
pects for the others will depend importantly on the behaviour

of commodity prices. The trend in food prices will depend partly
on the vagaries of nature, but also on how far there are incentives

to increase output and build up stocks. So far as industrial raw

materials are concerned, the large spare capacities and stocks accu¬
mulated in the current recession should maintain ample supplies
for two or three years. But certain dangers for supply can be visua¬
lised. Indeed, the current squeeze on the financial positions of raw
material producers, hit simultaneously by a slump in sales and
sharply rising costs, has already led to investment cutbacks. If

continued, this could result in insufficient capacities before the end
of this decade.

Progress towards a more satisfactory medium-term cost and

price performance may depend very heavily on the ability of the
countries with less successful recent records to reduce the current

sharp disparities in inflation rates. To some extent, the medium-

term performance of the three largest countries will set the broad

parameters of output, cost and price developments, towards which
others would adjust after some time. This is the case for Canada,

where past experience suggests that, in spite of floating exchange
rates, it is impossible to be out of line with the United States for

a protracted period; and it is probably the case for some countries

participating in the European snake, for whom Germany acts as
a pace-setter. For other countries, however, floating exchange

rates make it possible to have, for quite some time, a distinctly
worse-than-average cost and price performance. A substantial

improvement is called for here because of the danger of the cumu¬
lative effects of currency depreciation; but this improvement will
take time. In the light of the danger of perpetuation of rapid
inflation in a number of these countries, it may be felt that demand

Table 7

Foreign trade of the
OECD area»

1973

$

billion

From p
ye

1974

irevious

ar

1975

19

1

From pr
74

II

evious I

19

I

îalf year
75

II

1976

I

Per cent changes
Seasonally adjusted
at annual rates

Estimates and forecasts

Volume

Imports
Exports

i
2

7

-6

-4i
-11
11

,-3

-1

-13

-71

7

-1

71
6

Average values

IN TERMS OF LOCAL

CURRENCIES

Imports
Exports

44

261

8

11

681
34

231
211

2

8

51
'71

6

7

Values in terms

OF LOCAL CURRENCIES

Total trade6

Imports
Exports

390.5

398.0

441
35

11
6

66

481
191
201

-101
0

121
61

14

131

Intra-OECD

Exports 299.0 30 5 42 14 -11 91 13

Extra-OECD

Imports
Exports

91.5

99.0

94

54

-6

10

1731
681

31

40

-28

31

171
11

16

141

Memorandum items:

(in U.S. dollars)

a) Adjusted for discrepancy in recording
of intra-OECD trade. Imports are adjusted
to a f.o.b. basis.

b) Including trade with unspecified
origins/destinations.

c) Average of imports and exports.

Average unit values
non-oil commodities

manufactured goods

Total trade6 c

30

22

38|

-61
19

\0\

481
18

451

51
241

22

-11

211

5

-81
8

101

-21
71

131



management will, for some time, have to remain more restrictive
than would be warranted by the degree of slack alone. In some

of them, the instruments of prices and incomes policy may make it

easier to maintain high employment conditions over the medium-

term while keeping inflation under reasonable control. Given

the critical nature of the situation, it is urgent to reconsider all
policy instruments, to improve the flexibility with which they can
be used, and to seek to devise new ones, in the hope of gradually

developing a more comprehensive and prompt policy response to

changing situations. The differences in recent price performance

between the countries which have been particularly vigorous in

the use of demand restraint and/ or broader policies to restrain
prices and incomes, and the countries which have acted less vigo¬
rously in this respect have, indeed, been striking.

Unemployment is now at its highest post-war level in many

OECD countries. At the peak of the last boom, it was already

tending to be significantly higher than in earlier periods of compa¬

rable demand pressure; and in line with strategies for preventing

another explosion of inflation, countries are generally unlikely to

aim at re-establishing demand pressures 'of that degree. There

could therefore be serious difficulties in fully reabsorbing unem¬

ployment, unless governments take steps to adapt patterns of de¬
mand and the workings of the labour market. While recent

increases in unemployment can largely be attributed to cyclical

developments, " structural " unemployment may also be higher
than earlier. First, wages have adjusted to inflation to a greater
extent than interest rates, so that business has had an incentive to

switch to labour-saving techniques. Second, to the extent that

structural change has accelerated, there could be increasing mis¬

matches of supply and demand in labour markets. Thus, while

expansionary demand management is necessary to reduce unem¬

ployment, the latter might remain at unacceptably high levels
unless general policies were buttressed by more selective measures.

From this point of view, it would be useful if a large contribution
to increased demand came from labour-intensive sectors, such as

public works and construction. There may be a role for more
active manpower policies, including changed work practices and

retraining facilities.

In considering the outlook for growth, inflation and unemploy¬

ment, a primary concern to policy makers is what may be

happening to the productive potential of OECD economies. In

the past, it was growing at a rate of about 5 per cent a year for the
OECD area as a whole, and on this basis output would now be

10 per cent or more below potential. But a number of factors may

be making for a reduction in the level and/or growth rate of capa¬

city. Preliminary study in the OECD suggests that the direct
effects of the oil-induced shift in relative prices on the level and

medium-term growth of potential are small, but that the indirect

effects may not be negligible. The initial contractionary impact

on domestic demand of the terms of trade deterioration has already

reinforced the downward movement of the investment cycle in

many countries, thus impairing growth potential fora time. And

if the oil price rise leads, on a continuing basis, to increased infla¬

tionary expectations, and greater uncertainties for individual
countries on the balance of payments front, demand management

policies may be more restrictive than would otherwise have been
the case and this again may reduce the level of fixed investment

and, thus, future potential growth.

The unexpectedly sharp contraction of OECD's total deficit

on current external account reflects not only the recession in OECD

countries but an extremely large deficit for the non-oil developing

countries. On both counts, it can be expected that the OECD

deficit will soon widen again. As regards its distribution among

major OECD countries, reference has already been made to the

role, in reducing imbalances, of differential demand management.

Unless exchange rate changes prove more efficacious in the next

world trade pick-up than past experience would suggest, there may

continue to be need for differential demand policies for some time

to come. In addition, a number of smaller countries, which mana¬

ged to maintain their own levels of activity relatively well until

recently, now have large deficits. In general, the financing of these

deficits has been accomplished without undue difficulty so far,
but in some countries this would not continue to be the case if the

deficits persisted. Balance of payments constraints may thus

delay the upturn in these countries longer than expected earlier.

The coming transition period when, it is hoped, recession is

succeeded by moderate recovery without an immediate return into

double-digit inflation rates for the OECD area as a whole could

well give place to a new phase of turbulence unless there is some

clearer identification of common priorities in national economic

aims, and closer coordination of policies. It would be desirable

to achieve a higher degree of international consensus than at pre¬

sent as to the relative priorities to be accorded to domestic objec¬

tives. In the absence of this, there is need at least for a greater

degree of mutual understanding in respect of the remaining irre¬

concilable differences and acceptance of their implications. So

far as balances of payments are concerned, while the immediate
directions in which most countries should move are fairly clear,

there would be less risk of conflicting policy attitudes in the future

if countries could now begin to achieve a clearer understanding

and mutual acceptance of the objectives of each of them, once

the recent large disequilibria have been reduced. In more concrete

terms, there still seems need, for example, to achieve better under¬

standing between individual national authorities on the appro¬

priate relationships between their interest rates, in the effort to

take the fullest practicable account of the efl'ects of these on ex¬

change rates and international trade conditions and with the

realisation that so long as national inflation rates differ as sub¬

stantially as at present, the desirable distribution of interest-

sensitive capital flows will require substantial differences between
nominal interest rates.

These and related issues need to be the subject of continuing

consultation and co-operation at the international level. The will

to co-operate has been amply demonstrated by the recent estab¬

lishment of the OECD Financial Support Fund and by the decision

of Ministers, meeting at the end of May, to renew, for a further

period of one year, the Declaration (the "Trade Pledge") stating
their determination to avoid recourse to new restrictions on trade

and other current account transactions and the artificial stimulation

of visible and current invisible exports. Moreover, in discussing

relations with developing countries, Ministers agreed that, in the

present situation, the widest measure of internatonal co-operation

is required, and expressed their firm determination to make real

progress towards a more balance and equitable structure of inter¬
national economic relations.

1st July 1975.

*

Published with the regular OECD Economic Outlook are three "occasional studies", one of which is summarised
in the following pages. The others are an article entitled "Surpluses and Deficits in the Balance of Payments:
Definition and Significance of Alternative Concepts" by Erwin Veil and "Comparability of Consumer Price
Indices in OECD Countries" by Charlotte Vannereau.
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Unemployment Benefits and
Related Payments

in Seven Major Countries
Faced with the prospect of sharp rises

in unemployment to levels unprece¬

dented since the Great Depression,

some countries began taking action, in

late 1974 and early 1975, to improve income

maintenance. This was primarily achieved

by increasing coverage, easing eligibility

provisions, extending benefits beyond nor¬

mal benefit periods and raising benefit

rates, with increased payments for train¬

ing and job creation programmes in some
instances. Action has also been taken

in some countries to raise contributions to

unemployment insurance schemes. Gi¬

ven the likelihood of continuing high levels

of unemployment, further changes in

unemployment transfer schemes in the
course of 1975 cannot be ruled out.

The system of unemployment-related

transfers typically embraces a number of

different programmes short-time bene¬

fits, unemployment compensation and

often, if the latter is exhausted, supple¬

mentary welfare payments which may be
incomes- or means-tested.

The size of total benefits depends on

coverage by sector, average benefit, the

stringency of the eligibility requirements,

and average duration of insured unem¬

ployment. Effective coverage varies wi¬

dely among countries. In Canada, the

United States and Germany coverage of
economic sectors is now nearly complete.

In the United Kingdom, the exclusion of

the self-employed and married women

at their option from normal unem¬

ployment compensation reduces the cover¬

age to approximately 80 per cent. In

Japan, France and Italy the coverage by
sectors is much lower. And in France

and Italy, as in the United States, the

effective coverage ratio is lowered by the

severity of eligibility requirements and the
structure of the labour force. The most

important constraint on eligibility is nor¬

mally the length of work required as a
condition for unemployment transfers.

The duration of benefit varies consider¬

ably within and among countries. In the

United States, for example, most states

give benefits for a period of 20-36 weeks,

with the period of maximum benefits de¬

pending on the length of previous covered

Recent sharp increases
in unemployment have focussed

attention on the nature

and scale of benefits paid
to the unemployed. These
benefits, which are clearly

of interest in a social context,
also have a role to play

as stabilisers of aggregate
demand.

Axel Mittelstâdt of OECD's
Economics and Statistics

Directorate describes

the main features of such
systems in the seven largest

OECD countries in the current

issue ofthe Economic Outlook ;
some of the main

points follow.

employment. In addition, "trigger" me¬

chanisms come into play which lengthen
the duration of benefit when the national

or local unemployment rate reaches cer¬

tain thresholds. Recent government pro¬

posals include an extension of the maxi¬

mum benefit period to 65 weeks for the

period ending in June 1976.

In France, the duration of unemploy¬

ment insurance increases with age, and after

the age of 60 special benefits can be drawn

until age 65. The recently introduced

supplementary scheme for conjunctural

or structural unemployment gives addi¬

tional earnings-related benefits for up to

one year. In Italy, regular insurance

benefits can be received for 180 days

(360 for construction workers and 40 days

for returning migrant workers); supple¬

mentary payments, made only in industry,

can be extended for 60 days by the go¬

vernment. In Germany and the United

Kingdom, the maximum benefit period

is approximately 52 weeks, and in both

countries substantial welfare systems exist
for those who exhaust benefits. In the

United Kingdom, the higher earnings-
related benefits end after 26 weeks.

An indication of the size of the average

benefit in terms of gross earnings is given

in Table 1. Probably the best compen

sation is provided in Canada, Germany
and Japan, where benefits amount to be¬

tween 60 and 80 per cent of earnings lost
due to unemployment.

Short-time benefits are frequently higher
than those for unemployment. This is

particularly the case in Italy, where wor¬

kers in industry receive 80 per cent of

foregone earnings, and under the new

programme proposed in the United King¬

dom, where benefits will be 60-80 per cent
depending upon the salary and the num¬
ber of hours worked.

As a rule, special provisions apply in
a cyclical downswing when transfer pay¬
ments exhaust available funds. In Canada

and the United States, special provisions
allow additional financing, partly from

the general budget, for exceptional measu¬

res to lengthen the benefit period. More

important in terms of public financing are
the public assistance programmes which

are often available to the unemployed after
exhaustion of benefits. These exist in

Germany, the United Kingdom, France

and Italy, although in the two latter

countries the size of the payments, and

consequently the government contribu¬
tion, is small.

The material presented in the OECD

study suggests that, for an increase in

unemployment (according to the national

definition) of one percentage point, trans¬

fer payments increase, on average, by
about one-third of one per cent of GDP

equivalent to about one-half of one per

cent of household disposable income.
Although not negligible, this amount

clearly falls far short of offsetting the fall

in output and incomes which generated

the increased unemployment: in general,

a one percentage point increase in unem¬

ployment would be the result of a drop

in GDP of several percentage points.
Thus, although in terms of income main¬

tenance for the individual unemployed

person, benefits in some countries go a

long way towards replacing foregone

earnings, in terms of stabilisation of the

business cycle they are relatively small.

The stabilising potential of gross trans¬
fer payments is probably strongest in

Canada which combines high insurance
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Table 1

Unemployment Transfer Systems: Coverage, Eligibility and Benefits0

Country
Unemployment Public Short-time

insurance assistance benefits

Coverage in 1974/56

United States 95

Canada 99

Japan 45

France 61

Germany 93

Italy 51

United Kingdom 80c

Size of Benefits by mid-1975
(as per cent of gross ear
nings)

United States 51d

Canada 67 67

Japan 60-80'' 75-90*?

France 40/ Flat rate Flat rate

Germany 60» 51" 60»

Italy Partly flat rate 80° 80?

United Kingdom Partly flat rate Up to a ceiling? 60-80

Maximum Benefit Period

by mid-1975 (weeks)

United States 65

Canada 51

Japan h No limit

France 52< No limit 52

Germany 52 26'

Italy 26* 52

United Kingdom 52*

Eligibility by mid-1975
(weeks of employment in
period preceding unem
ployment)

United States ../

Canada 8/52
Japan 26/52
France 13/52 21/52 Hours not worked

Germany 26/156 10/52 under 40 hours a

Italy 52/104"" week5

United Kingdom 26/52'" Means tested

a) Excluding payments under private
schemes.

b) Covered employment as per cent of
total employment.

c) Estimate.
d) Estimate; benefit rates differ greatly

between states.

e) The size of benefits is inversely related
to earnings.
/) Excluding supplementary benefits for

lay-offs caused by economic factors.
g) Estimate; benefits are equal to 68 per

cent of net earnings.
h) Length of individual benefit period

varies with length of insured employment
and, in addition, with difficulties encoun¬
tered in finding new employment.

i) For persons under 50 years; maximum
benefit period rises with age.

/) For construction workers the maxi¬
mum benefit period is 52 weeks.

k) The maximum period for the earnings-
related supplement is 26 weeks.

/) Provisions differ greatly between
states.

m) For the flat rate benefit.
n) Payments are equal to 58 per cent of

net earnings.
o) Special payments by "Cassa dTnte-

grazione Guadagni" for loss of earnings
caused by restructuring or crisis conditions
in industry and small construction enter¬
prises.

p) Ceiling set according to need.
q) Applicable also to workers who stop¬

ped working, but continue to be on the
payroll (work suspension).

r) Maximum period can be extended to
12 or 24 months.

s) Up to 470 hours in the case of France;
no ceiling in the case of Germany and Italy.

Table 2

Increase in unemployment transfers

associated with one percentage point
increase in unemployment"

As per cent of GDP

United States 0.32

Canada 0.37

Japan
France

0.31

0.15

Germany
Italy
United Kingdom

0.31

0.38

0.29

coverage, easy eligibility provisions and

relatively high benefits which are related

to earnings. Broadly, a rise in the rate

of unemployment by one percentage
point would cause an increase in gross

transfer payements of nearly 0.4 per cent

a) The estimates refer to the responsiveness of gross
transfers at hypothetical unemployment rates (on na
tional definitions ) on the basis of provisions in force
at mid-1975..

of GDP (Table 2), an effect entirely gene¬
rated by the automatic stabilisers created

by legislation adopted in 1971.

In France, the stabilising potential is

weaker, reflecting low coverage, a structure

of unemployment marked by the large

number of young unemployed persons,
and some benefits which are based on

flat rates. The effect of recent discre¬

tionary measures is limited, as the greatly

improved supplementary unemployment
benefits are subject to restrictive eligibility
provisions.

The stabilising influence of gross transfer

payments at mid-1975 benefit levels is

about the same (0.3 per cent of GDP for

a rise in the unemployment rate by one

percentage point) in the United States,

Japan, Germany and the United Kingdom.

In the United States, the responsiveness

of gross transfer systems has been consi¬

derably enhanced, at least for the duration

of the programmes in question, by recent

discretionary measures, including a tem¬

porary rise in both coverage and maxi¬

mum benefit periods. In Japan and

Germany, discretionary changes (inclu¬

ding higher benefit rates in both coun¬

tries, tax cuts in Germany and longer

benefit periods in Japan) raised the

"elasticity" of gross transfer payments

above 0.3 per cent of GDP for each one

percentage point rise in the nationally

defined unemployement rate, reinforcing
the effects of earnings-related benefits and

the relatively high proportion of insured

unemployment in total unemployment.

In the United Kingdom, increases in the

flat rate benefit and earnings-related

supplement have led to a rise in the re-

sponsivess of gross transfer payments; the

proposed changes in short-time working

benefits and redundancy payments would

further increase responsiveness.
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A TURNING POINT

FOR EUROPEAN MIGRATION

The European industrial countries

which have relied on the constantly

increasing supply of foreign labour

over the last decade have recently taken

a series of measures to limit considerably,

or even stop, the influx of migrant workers.

This development would not surprise

the superficial observer who would see it

solely in terms of the conjunctival situation

on the labour market and expect it to be

accompanied by a large return flow of

foreigners to their home countries.

But the phenomenon of migration is a

complex one involving social and political
as well as economic factors. It is true that

the restrictive measures were generally

adopted in a period of weak growth, but it

is also true that, to date at least, despite

these measures no large-scale flow of

returning migrants has manifested itself.

Nor is it a coincidence that these re¬

strictions respond to a growing concern on

the part of governments of the immigra¬

tion countries with the potential social

problems which they fear could result

from a continually increasing flow of

foreign workers. OECD's SOPEMI Re¬

port (1) of 1974 observes in this connection
that "even if it is relaxed at a later date,

the cessation of migration corresponds too

closely to the thinking of various govern¬

ments and to the social and political needs

of the importing countries for it to be

completely revoked".

If the reasons for restricting the entry

of new immigrants are not purely econo¬
mic, economic constraints nevertheless

limit governments' freedom of mannuvre

and specifically their ability to substan¬

tially reduce the number of foreign workers
already in the country. Use of foreign
manpower has taken on a structural cha¬

racter and affects both the deployment of

national manpower and the functioning

(1) The French initials for OECD's Conti¬
nuous Reporting System on Migration (see
OECD OBSERVER N° 68February
1974). Each year OECD's correspon¬
dents report to OECD on migration prob¬
lems and their findings are published. The
other report on which this article is based
will be published in the fall under the title
"OECD and International Migration" .

of the essential sectors, including the

public services. It follows that any action

designed to affect the number of foreign

workers must be very seriously weighed.

This explains why, simultaneously with

the measures to limit entry of foreign wor¬

kers, government policy in the immigra

tion countries has been directed towards

the integration of foreigners already work¬
ing in the country and their families.

It also explains why there is general accep¬
tance or at least tolerance of the idea

of foreign workers prolonging their stay

even when unemployed.

An appropriate policy must take account of all links in the migratory chain
including departure, the stay abroad, and return to the home country.
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Thus it seems probable that whatever

the future development of the European

economy, immigration policies will conti¬
nue to have a restrictive character, and

therefore some viable alternative to fur¬

ther migration must be found.

From the end of the war until the late

Sixties it was more or less taken for

granted that emigration offered many
advantages for the countries of origin since

it helped solve the problems of unem¬

ployment and underemployment, raised
the level of the migrants' training an

important consideration if and when the
workers returned and supplied foreign

exchange income which was very precious
for balance-of-payments equilibrium and

for productive investment.

How does this view stand up to the

factual evidence ? Certainly there have

been positive effects on the countries of
origin: unemployment and underemploy¬
ment have been absorbed, to some extent

at least, though this trend may have been

partly outweighed by the departure of
relatively young workers, among them
some who were, if not already skilled, at

least capable of acquiring skills if their
capacities had been properly utilised.
Moreover the worker as an individual

may well feel his experience as an emigrant

to have been positive. He may have been

able to put aside some savings, build
himself a house and acquire a higher
social status within his own environment

than he had before.

In addition to these benefits to the indi¬

vidual, emigration has had an undeniably

positive effect on the payment balances of
the countries of origin (see Chart). Statis

tics show a continual growth in remittances

corresponding to the expansion of migra¬
tory flows, and in some countries and some

years these remittances have more than

compensated for the deficit on goods and
services in the current balance. It must

be added that these flows may also encou¬

rage inflationary tendencies simply by

creating additional demand and that this

demand may have to be met through an

increase in imports.

But the hope that migrants would have

opportunities for training which on their
return would enable them to make a contri¬

bution to the development of their own
countries has not been realised. For in

the receiving countries immigrants have

generally been confined to subordinate

positions where they could assure the

local labour market of a flexibility which

Number of Migrant Workers 1974 Estimate

^"^^^ Immigrant

Emigrant^^^-f^"65
Countries ^~~~-_^__^

Germany
Switzer¬

land
France Belgium

Nether¬

lands

Luxem¬

bourg
Austria Sweden

United

Kingdom
TOTAL

Portugal 81,000 3,000 475,000 4,000 4,000 9,000* 1,000 10,000 588,000

Spain 160,000 75,000 265,000 34,000 19,000 2,000 2.000 17,000 574,000

Italy 405,000 306,000 230,000 70,000 10,000 11,000 2,000 3,000 1,037,000

Yugoslavia 495,000 23,000 50,000 3,000 9,000 1,000 166,000 23,000 770,000

Greece 223,000 5,000 5,000 6,000 2,000 8,000 249,000

Turkey 585,000 14,000 25,000 10,000 33,000 29,000 2,000 698,000

Finland 5,000 1,000 1,000 105,000* 1,000 113,000*

Morocco 14,800 130,000 30,000 23,000 197,800

Algeria 440,000 3,000 443,000

Tunisia 10,600 70,000 1,000 81,600

Others 415,600* 158,000 209,000* 70,000 57,500* 18,000 32,000 53,000 1,772,000 2,784,000

TOTAL 2,395,000 585,000* 1,900,000 230,000 158,500 41,000 229,000 197,000 1,800,000 7,535,500

* of which

10,000
Austrians

* settled and

annual;
excludes

152,000
seasonal

and 98,000
workers

* particu¬
larly Afri¬
cans and

citizens of

EEC coun¬

tries except
for Italy;

excludes

130,000
seasonal

workers

* Excludes

25,500
West

Indians and

Surinamese

* 15,000
according

to Portu¬

guese figures

* 100.000

according

to Swedish

figures ;
110,000
according

to Finnish

figures

see footnote * excludes

1.000 Finns
in Denmark

and 2.000
in Norway

The table does not claim to be definitive. It is based on original estimates prepared
by the SOPEMI rapporteur Professor B. Kayser and submitted for comments to
the SOPEMI correspondents. Where the latter have proposed differing corrections,
either that which appeared the more recent has been preferred or a compromise figure
has been given. In the case of the United Kingdom the pattern of immigration is
such as to make comparison difficult to achieve by such a procedure ; however the
British correspondent has also supplied data from the 1971 census which has been
reproduced alongside for indicative purposes.

UNITED KINGDOM 1971 Census Active Population Born outside the

Country :

Ireland 478,000 Spain 36,000

Australia Poland 78,000

Canada, New Zealand 73,000 United States 49.000

Others Commonwealth 558,000 USSR 33.000

Germany 69,000 Others 330,000

Italy 75,000

Others EEC 37,000 TOTAL 1,816,000
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The Impact of Emigrants' Remittances on the Balance of Payments of Portugal, Spain and Greece
$ Million
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it would otherwise have lost. The frag¬

mentation of the work generally assigned
to the foreign worker tends to make him

a performer of repetitive tasks, his only
"training" a familiarisation with indus¬

trial discipline. This may be valuable but

would hardly equip him to perform the
functions of a skilled worker on his return

home even if such a job were available.

Nor has the hope been realised that mi¬

grants' remittances would contribute to

productive investment in the country of

origin. What in fact happens to many of

the returning migrants is that they start

up small businesses mainly in the service

sector which have very little innovatory

effect on the development process.

Thus it appears that the movement of

manpower has been relatively effective in

promoting growth in the countries of

immigration but that the reverse flow of

skills and money has been less successful

in promoting development in the countries

of origin. In terms of a "migratory
chain", one part of the link has been
much more successful than the other.

The thrust of policy, OECD's Working

Party on Migration has concluded, must

now be directed towards redressing the
balance.

Suggestions
for Action

One approach is to remedy the defi¬

ciencies in the migratory chain so that

emigration, orientation, training and re¬

turn to the country of origin are linked in

a single process and each period contri¬

butes to making the experience a profitable

one. More specifically training oppor¬

tunities must be improved in the host

countries for those wishing to return

home and ways found to encourage the

use by foreign workers of their savings in

ways that will be conducive to productive

investment and the creation of employment

in the countries of origin.

But training and more generally conti¬

nuing efforts by the country of immigra¬

tion to promote employment of the return¬

ing migrant in his home country though

important, is not in itself enough. Be¬

cause of the structural problems of the

emigration countries and their insuffi¬

cient rates of capital formation, there can

be no valid alternative to further migra¬

tion other than an outright transfer of

productive capacity from the countries of

immigration to those which, at least until

now, have been their suppliers of migrant
labour.

But immigration countries must be pre¬

pared to pay the price of such a change,

for it implies structural changes in their

apparatus of production: as foreign

workers already in the host country be¬
come more and more assimilated and

assume the characteristics of the national

population, they will no longer supply

manpower to labour-intensive sectors.

Similarly, a policy of transferring pro¬

ductive capacity to emigration countries

will require adaptation in these countries
as well: the transfer needs to be harmo¬

niously integrated into a coherent frame¬

work of regional development; without

such a policy, injections of capital from
outside will tend to focus on the modern

sector of the economy rather than to

increase employment opportunities for the
mass of the largely rural population.

Programmes of action on these lines will

encounter many difficulties, in particular
the autonomy of private firms' investment

decisions. This need not prevent the ini¬
tiation of research and experiment in both

groups of countries on potentially trans¬
ferable activities, technologies and em¬

ployment, net effect on employment and
vocational training needs.

Guiding Principles
To draw the attention of governments to

the implications and consequences of the

policy options they decide to adopt,
OECD's Council has approved the follow¬
ing guiding principles submitted to it

by the Manpower and Social Affairs
Committee.

The countries concerned by specific

migratory flows, should as far as possible,
act in concert when required to take im¬

portant relevant decisions, taking due
account of the needs of both communities

(of origin and of reception), and in order

to avoid the need for unanticipated chan¬

ges in policies.

In so doing the countries involved should

make an effort to look beyond their imme¬

diate needs and base their policies on an

objective appreciation of the long-term

consequences of the choices made, accord¬

ing to whether they decide to promote

or to restrict the migratory flow. In

either case both kinds of country should
assess the social costs of the various

options so as to be better informed when
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Ideational training . whether in the country of origin or the country of immigration,
is an essential element of any migration policy.

allocating them between the parties con¬
cerned.

In this respect, the immigration coun¬
tries should evaluate the structural conse¬

quences of the options with which they
are confronted; whether to continue to

resort to major inputs of foreign man¬

power, which will require a corresponding

adaptation of their reception structures

(and some adjustment in behaviour and

mental attitudes), or to put a stop to (or

considerably restrain) new entries in order

to maintain the volume of foreign man¬

power more or less constant if not to
reduce it somewhat, which will demand an

adaptation of employment structures and

a remodelling of production structures

(with similar consequences for behaviour

and attitudes).

Decisions concerning the utilisation of

foreign workers have thus profound im¬

plications for manpower policy. It is

important that these two types of policy
should be better integrated than they

usually are. The same is true for social

policies, for which the various institu¬
tional mechanisms should be equipped in

such a way as to facilitate the adjustment

or integration of foreign workers and their

families in the host community.

Emigration countries can either faci¬
litate outflows or abstain from interven

tion, or, further, counter-balance the

propensity to emigrate by positive measu¬

res. They must define these options more

clearly, taking account of development

requirements and including in their deve¬

lopment plans assumptions as to the desi¬

rable or tolerable volume of emigration.

Whether it is a question of making emi¬

gration more useful as a development tool

(by vocational training, counselling, or use

of savings) or of offering valid alterna¬

tives to those emigrants who have return¬

ed to the country, or who are liable to

do so (through job creation and adjustment

measures), it is important that the coun-

tiies of emigration should elaborate, with

the aid of the immigration countries con¬

cerned, adequate institutional mechanisms
and means of intervention.

This type of co-operation should be

conceived in such a way as to open out

on to a new strategy of international ad¬

justment, at economic and social level,

based essentially on a community of

objectives rather than on traditional

models of development aid. Within this

strategy, the co-operation of the immigra¬
tion countries in the industrial and tech¬

nological development of the emigration
countries, considered as an alternative or

a complement to migration, assumes

increasing impoitance.

Wage Polici
In a sense the unfor

is a history of the co
This is one of the conclusions of an

OECD study on wage policies

which is summarised below (1).

The alternative to a statutory scheme is a

voluntary policy such as has been in effect

in Germany, the Netherlands, Sweden and

the United Kingdom, the four countries

examined in OECD's report. Such vo¬

luntary policies are more likely to be able

to overcome the constraints in the long

run, the study concludes.

Four Different

Approaches
Each of the countries studied has had a

different approach to voluntary wage

policy although there are some common
elements as well:

Germany

In Germany, regular meetings between

the government, the Central Bank, trade

unions and employers' confederations

constitute the "concerted action " approach
which dates back to 1967 but has under¬

gone some important changes since then.

In its present form it is based on the gene¬

rally shared view that wage claims and

settlements must be related to the general

economic development of the country

even if opinions differ as to what this

development may be. The main function

of concerted action is to reach the greatest

possible degree of understanding and agree¬

ment about the general economic frame¬

work within which collective bargaining

is to take place. Thus it is understood

that the government will provide a certain
amount of information about its policy

intentions for the period ahead. Eco¬

nomic forecasting is another major input

as are quantified models of the conse¬

quences of alternative policies. To the
extent that the likely or desirable deve-

( 1 ) The study is entitled "Socially Re¬
sponsible Wage Policies and Inflation A
Review of Four Countries' Experience",
ft was prepared in February 1975 for the
Working Party on Industrial Relations of
OECD's Manpower and Social Affairs
Committee and will be published in the fall.
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es , Inflation and Industrial Relations

tunate history of statutory wages and incomes policy

nstraints being more powerful than the policies... "

Wage policy in Sweden is the responsibility of labour and management, and collective bargaining
is highly centralised. Above: a bargaining session between the union and employer central bodies.

lopment of economic variables and in

particular wages is discussed in quanti¬

tative terms, there is an understanding

between the participants that these figures
will not, under any circumstances, serve as

"guidelines" but only as "data for orien¬
tation".

Sweden

The centralisation of the collective bar¬

gaining framework in Sweden and the

strong authority of the central trade

union and employers' federations have

characterised Sweden's collective bargain¬

ing system for many years. Wage policy

in Sweden is basically in the hands of

labour and management, and a statutory

incomes policy has always been regarded

as both undesirable and unnecessary.

Recently, however, the government has
reduced income taxes in order to alleviate

the inflationary impact of wage claims

stemming from "fiscal drag" (as wages

move up in money terms, they move into
a higher tax bracket even if real incomes
do not increase). The initiative for this

policy originated with the trade union
movement. In 1974 and 1975, a number

of other fiscal measures were introduced

to influence the collective bargaining

climate. Apart from a shift of the tax
incidence from wage earners to employers,
the main element was the sterilisation of

excess profits so as to prevent wage de¬
mands from rising in response to a steep

rise of profits in particular sectors of the

economy.

Netherlands

After the breakdown in the late Sixties

of a "guided wage policy" backed by

strong statutory government authority

over incomes which had prevailed since

the war, a variety of approaches designed

to provide an interaction between govern¬

ment economic and social policy and the

development of wage policy through free

collective bargaining has been pursued in

the Netherlands. Strong tendencies to¬

wards decentralised bargaining have been

offset by efforts to establish highly central

Used negotiations as a response to infla¬

tionary development. In 1973, the central

union and employers' federations agreed

on a far-reaching national package com¬
prising government economic and social

measures requested by labour and mana¬

gement in exchange for moderate wage

and price increases. Despite the success

of the 1973 agreement, it was not possible
to arrive at similar accords in subse¬

quent years. The 1973 agreement, how¬

ever, still serves as a model and starting
point for wage rounds in 1974 and 1975.

Both management and labour develop their

policies on wages and prices in response
to the economic outlook and the social

and economic measures announced by
the government. In recent years the

government has taken a number of tax

and social policy measures with the deli¬

berate intention of influencing wage bar¬

gaining. If central negotiations do not

lead to an agreement, wages are fixed at

industry level but are strongly influenced

by the prior central negotiations.

The United Kingdom

As in the Netherlands, there was

a shift from a statutory incomes policy

to a voluntary approach. The statutory

policy lasted from late 1972 to the middle

of 1974 and comprised three phases, each

with different degrees of restraint on wage

and price decisions. The policy became

increasingly difficult to manage because

of the build-up of industrial relations and

market pressures which called for an ever

growing number of exceptions to the pre¬
scribed norms. After the restoration of

free collective bargaining in mid-1974 the
"Social Contract" came into force which

was based on an understanding between

the government and the trade union move¬

ment: in exchange for requested changes

in government social and economic policies

(affecting housing, price subsidies and

controls, financial provisions for low paid
workers and retired persons and employ-
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ment security) the central trade union au¬

thority recommended to its affiliated mem¬

bers voluntary moderation of wage claims.

In part because of the very decentralised

structure of collective bargaining, however,
this moderation is difficult for the trade

union centre to enforce in practice: the

system places a considerable burden on

the persuasive powers of union leaders to

convince members that there is an accept¬

able trade-off between moderate wage
claims and the economic and social bene¬

fits arising from government policies.

The Common

Elements

These four approaches have several
common elements:

There is no direct government interven¬

tion in the process of collective negotia¬
tions or in the results.

Governments do not recommend or

prescribe by statute quantitative wage
guidelines.

Unions and employers voluntarily as¬

sume responsibility for taking into account

the economic and social impact of their

wage decisions on the country as a whole.

The government's main role is to set a

favourable economic and social policy-

context for wage bargaining which will be

conducive to moderation in the setting
of wage claims by unions and in the re¬

sponse of employers.

Collective negotiations take place in a
context which makes clear what economic

developments are expected over the course

of the following year and in some cases

over the longer term.

Except for Germany, the countries have

developed some kind of "trade-off" frame¬

work relating the formulation of wage

claims to some combination of tax changes

and/or social policy commitments on the

part of the government.

In OECD's study the concept of a

"socially responsible wage policy" is

meant to synthesise and to summarise

these common elements of the voluntary

collective bargaining approach in the four

countries. It is argued that this approach

has so far been more successful in respond¬
ing to the many constraints on anti-

inflationary wage policies imposed by the

industrial relations system and the chang¬

ing economic context than have more

directly interventionist government poli¬
cies.

The Constraints

The following constraints are examined

in the report:

The Structure of Collective
Bargaining

The more decentralised the bargaining

structure, the greater the diversity of in¬

fluences operating on both unions and

employers and hence the more difficult it

is to co-ordinate wage claims and wage
settlements.

The degree of centralisation varies

widely among the four countries studied.
The most centralised structure is that of

Sweden where bargaining is co-ordinated

as between central, industry, and enterprise

levels and where central negotiations

exert a strong influence on lower level nego¬

tiations. In Germany, industry-level bar¬

gaining is widespread and stable. In the

United Kingdom, there is an array of

structures ranging from industry to en¬

terprise to work-place bargaining and

where it is much more difficult to provide

a central source of wages policy on the

union or employer sides.

Leadership-Meinbership
Relations

With double digit inflation the concern

of union members with maintaining and

increasing private consumption has been
one of the main constraints on union

leadership in negotiating more modest

wage settlements. This represents a change
in some countries, the Netherlands for

instance, where the concern of union mem¬

bers with public consumption was marked

during the early '70s.

Growing pressures for démocratisation
of unions and anti-authoritarian attitudes

have probably made union leadership
more sensitive than before to members'

attitudes in this respect. Rank and file

pressures to keep up with settlements of

other industries or enterprises in what

is called "the orbits of coercive compari¬
son" often play a major role in the for¬

mulation of wage claims.

The development of white collar union¬
ism as a result of the erosion of white

collar, as compared to blue collar, earn¬

ings has also played a role in this context.

Wage Differentials

If any phenomenon comes close to

having the status of a "law" in the domain

of industrial relations, it is the tendency
for historic wage differentials to reassert

themselves through the collective bargain¬
ing process as various groups of workers
seek to maintain their traditional status.

The tendency to reassert traditional diffe¬

rentials is stronger in the United Kingdom

than in the other countries, partly because
of the decentralised structure of bargaining.

In Germany, the differentials issue has

never been a major one as bargaining is
on an industry-by-industry basis. In the

Netherlands, during the period of statu¬
tory controls, settlements tended to be

based on what the lower productivity in¬
dustries could afford, and the unions in the

stronger sectors exerted more and more

pressure for larger wage gains. Employers
also became interested in re-establishing
differentials in order to recruit labour.

Labour Market Pressures

Experience in the four countries suggests
that the expansive force of tight labour
markets on actual wage settlements is

much stronger than the moderating ef¬

fects of unemployment. Wage determina¬
tion seems to have been the most affected

by the impact of rising unemployment in

Germany, the least in the United Kingdom.
Labour market pressures played a major
role in the breakdown of the Netherlands'

statutory incomes policy in the years lead¬
ing up to 1963. In Sweden, labour market

pressures have always played a significant
role in pushing actual earnings beyond the

levels bargained at central and industry
levels. They are reflected in the conside¬

rable wage drift which occurs.

In the United Kingdom, wage determi¬

nation has become progressively more in¬

sulated from the impact of unemployment

while labour market pressures strengthen

the bargaining power of unions in making
"breakthroughs" beyond the norms sug¬
gested by a Social Contract on wage guide¬

lines. The large and economically stra¬

tegic public sector is largely insulated

from the impact of unemployment and

includes many wage-pattern setters.

The high degree of interdependency of
British industries means that workers in

strategic parts of the economy can break
the Social Contract norms even when there

is high unemployment and can affect wage
claims in functionally unrelated areas.

In some sectors autos and engineering

unemployment has had some moderating

influence on wage settlements, but in gene¬

ral unemployment, even sectoral unem¬

ployment, appears not to be a significant

element in generating wage claims or in¬

fluencing actual settlements.

Money Wage Claims, Real
Earnings and Taxation

The pressure to increase or maintain

standards of living in real terms has grown
as inflation has accelerated and taxes have

taken an increasing share of money wages.
As union members become more aware of
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their real post-tax incomes, they push

their leaders to adopt a hard wage-policy

line: increased money wages are conceived

of as the main source of economic pro¬

tection. Stagflation moreover complicates
the situation since workers have come to

expect increases in real disposable income.

[f unions try to maintain real incomes

by increasing money wages, the impact

will clearly be inflationary under current
circumstances. There are two alterna¬

tives: to accept a shift of private resources

into the public sector (lower wage increases

could be traded off for higher transfer

payments and more and better public ser¬
vices) or to constantly adjust the tax sys¬
tem to the rate of inflation. Both are

feasible but a combination of the two

seems to have more impact in moderating

wage claims.

Over the long run, OECD's study

concludes, it is more feasible to "take into

account, rationalise and integrate" these

various constraints with a voluntary than

a statutory incomes policy.

The Role

of Government
Certain comments are made in OECD's

report on the major features common to
the policies of all four countries.

Despite the fact that, with a volun-

taristic type of wages policy the parties
are completely free to establish their own

guidelines for claims and settlements, the

effectiveness of such a policy centrally
depends on what action governments take
to influence collective bargaining responses.
OECD's report points to four aspects of
the role of governments in the four coun¬
tries :

Government's main role is to mould the

economic and social context of collective

bargaining. The responses particularly
of unions depend on price stabilisation

policy, real economic and employment
growth, the tax structure, the character of

social benefits and the degree of public
understanding about the relationship of
wage increases to economic performance.

Governments facilitate the develop¬
ment of quantitative forecasts of the per¬
formance of the economy to help set the
context for collective bargaining. The
experience of Germany, Sweden and the
Netherlands suggests that a reliable inde¬

pendent economic institution or a govern¬
ment agency, such as the Central Planning
Bureau of the Netherlands, can make such

forecasts, preferably for at least a year
ahead.

There arc formal or informal communi¬

cations between those responsible within

government for economic and social poli¬

cies and the unions and employers' asso¬

ciations on the nature of taxation adjust¬

ments, social benefits and other "trade-

oil" items. The government's view of the
economic outlook and the economic

constraints is also communicated.

A voluntary wage policy is seriously
undermined if it is not followed in the

public sector. Governments have a spe¬

cial responsibility to ensure that the bar¬

gaining units in the public sector conform

to the wage patterns established in the

private sector. The capacity to imple¬

ment such a policy requires much under¬

standing on the part of the public, parlia¬

ment and the government itself when

serious disruptions of public services
are involved.

Institutional

Implications
Some structure foi dialogue between

unions, employers and governments is ne¬

cessary, whether provided by the parties
themselves, by independent institutes, or
by a specially created framework. In

Germany, the "concerted action" frame¬

work for tripartite discussion and in the

Netherlands the bipartite Institute of
Labour have proven useful. In Sweden,
the formal negotiations are conducted at

central level between union and manage¬
ment associations but the government
also initiates informal discussions with

both groups on the possible trade-offs.
In the United Kingdom, it is the Liaison

Committee of the Labour Party and the
Trade Union Congress which provides the
central forum for discussion.

Trade-off Framework

With the exception of Germany, a trade¬
off framework has developed in each
of the countries reviewed providing the
context in which wage policy has deve¬

loped. Income tax reductions, improved
social benefits and taxation of excess

profits in Sweden had a very marked

effect on the size of the wage claims put
forward by unions in 1974 and has led to

a two-year central agreement instead of

a one-year agreement in 1975. Wage
claims at central level in the Netherlands

have been directly related to a package of
government measures including income

tax adjustments and improved social bene¬

fits. The trade-off relationship is one of
the major elements of the Social Contract

in the United Kingdom. Wage modera¬
tion however has been traded off, not

for income tax adjustments but for a wide

range of social measures and general go¬

vernment policies.

The decentralised bargaining structure

in the United Kingdom, to which the

trade unions attach importance, places

a very considerable burden on the powers

of the union leaders to persuade members
that there is in fact a real trade-off be¬

tween public consumption and private

consumption. As a way of establishing
in the minds of its constituents the cha¬

racter of the relationship between money

wages and public consumption, the TUC

has developed the concept of a "social

wage".

Assessment
It is of course impossible to assess in

quantitative terms whether the socially
responsible wage policies pursued in the
four countries have materially altered
wage settlements. OECD's study never¬
theless comes to the conclusion that:

"Tax changes in Sweden have reduced
wage claims; the Social Contract frame¬

work has had at least some moderating
influence in the United Kingdom; tax
adjustments and social policy changes
have moderated wage development in the
Netherlands; and the role of the "concer¬

ted action" framework and the economic

policy developments as set out by govern¬
ment and associated institutions have had

a distinct impact in Germany. The wage
policies of unions have been more re¬

strained than otherwise because interven¬

tion on the part of the government has
helped to contain the pressures arising
from workers which arc transmitted to

union leaders under the impact of high
rates of inflation. Socially responsible
wage policy has provided a context

in which employers can bargain and
claim that resistance to excessively high
wage claims is a socially responsible action
on their part. The framework in which

wage bargaining has developed in these
countries has helped to moderate the

impact of pressures arising from wage
differentials, has helped to maintain a
more centralised and less diffuse struc¬

ture of bargaining and has perhaps served
to channel labour market pressures some¬
what differently. Union leaders have

been helped to adopt more 'responsible'
positions in the face of challenges from
union members and more militant lead¬

ers. While the accomplishments of a

socially responsible wage policy may be
much less impressive in the short run than

those of statutory income policies, they
may prove to be more impressive in the

long run, as witness the experience of
Germany and Sweden."
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Losses of Ships
Are flag-of-convenience ships more liable to be
involved in accidents than others? If so, can this

be attributed to particular characteristics such

as age, size or type ?

The OECD Maritime Transport Committee has

considered these questions in its annual report

for 1 974. One chapter of the report,

summarised below, sets out the results of a study

based on examination of ships reported by Lloyd's

Register as total losses between 1 964 and 1 973.

The study covers all ships regardless of flag of more than

1,000 grt (a figure which very largely excludes coasters

and fishing vessels) lost during the period 1964-73:
1,237 ships with a combined gross tonnage of 7.5 million,

amounting to 93 per cent of all tonnage over 100 grt lost during
the period, but only 38 per cent of the number of ships lost.

Seven features of each of the 1,237 ships were noted :

the flag,

the gross register tonnage,

the date of loss,

the year of build,

the vessel type (tanker, bulk carrier, general cargo, other),

the nature of loss (foundered, burnt, collision, wreck, other,

missing),

the geographical location of loss.

This information was then related wherever possible to the

characteristics of the fleets at risk, by examining Lloyd's Statis¬

tical Tables for the years under review. Seven countries offer¬

ing flag-of-convenience facilities (1) were considered separa¬

tely and as a group, and their results were compared to the

world as a whole and to three other regional groups: "OECD

Member countries", "Eastern Europe" and the "Rest of the
world".

The performance of the different flags and groups was compa¬

red by calculating "loss ratios". A loss ratio is the relationship

between the share of ships or tonnage having certain characte¬

ristics in total losses and the share of ships or tonnage having

these characteristics in the existing world fleet. For example,

if a particular flag, type of ship, size group of ship, etc., had lost

8 ships out of a total of 100 (8 per cent), but if there were

1,000 such ships in the world total of 20,000 (5 per cent), the
loss ratio would be 1.6. A loss ratio of 1.0 indicates that the

losses of a certain type correspond to the world average:

higher ratios indicate higher than average loss records. The

statistical significance of the loss ratios depends on the size of

the sample involved. Since the element of chance is fairly im¬

portant in determining whether a ship is a total loss, all figures

in the tables which were derived from samples of fewer than

1 0 ships are placed in brackets to emphasise their limitations.

Loss Ratios

Table 1 shows the loss ratios, by number of ships and tonnage,

for each year of the decade under consideration. Flags of

convenience recorded high loss ratios throughout this period :

The Torrey Canyon (61,263 grt, Liberian flag) which was wrecked

overall, they were three times as high as those of the OECD

countries in terms of tonnage, and four times in terms of number

of ships.

Over the period there appears to have been an improvement

in the performance of the flags of convenience, the average loss

ratios for the period 1968-73 being about 20 per cent below
those for 1964-67.

OECD losses in 1972, both by number of ships and by ton¬

nage, were the lowest since before 1964 not only in percentage

terms but also in absolute values, and the 1973 figures were

only slightly higher.

For all flags, the average age of ships lost was appreciably

higher than that of the fleet as a whole, while the average size

of ships lost was appreciably smaller. Smaller size is, of course,

closely correlated with greater age.

Table 2 shows very clearly that the risk of loss increases rapidly

with age, at least up to the 20-25 year age group. Within each
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Flying Flags of Convenience
«

and lost on the Seven Stones Reef off Lands' End in March 1967.

age group (except the 0-5 year group which accounts for only 5

« percent of the total losses) the OECD countries' performance
is much better than that of the flag-of-convenience countries.

Both overall and in the 20-25 years age group, which on its own

r accounted for 30 per cent of the total, the OECD ratios are less

than a quarter of those of the flag-of-convenience countries.

The "rest of the world" is about midway between the two
groups of countries.

It is therefore not possible to argue that the losses of ships

under flags of convenience are attributable to their greater age.
Nevertheless, taking into account the small size of the sample,

it seems that flag-of-convenience ships less than 10 years old

are no more prone to loss than OECD countries' ships. This

may reflect the fact that the older the ship, the more likely it is

to be operated by less reliable shipowners if it flies a flag of
convenience.

Overall, the probability of loss falls steadily with increasing

tonnage. This is partly due to the fact that in the upper size

Loss Ratios 1964-1973
(World as a whole = 7 .00)

a) Number of Ships

b) Tonnage (g.r.t.)

\ Flag Flags of
Conve¬

nience

OECD Eastern Rest of

Year >^
Countries Europe (1 ) World

1964 3.57 0.67 (0.23) 1.73
1965 3.16 0.71 (0.38) 1.58
1966 3.53 0.73 (0.15) 1.16
1967 3.77 0.58 (0.18) 1.81
1968 2.57 0.80 (0.25) 1.43
1969 2.84 0.66 (0.25) 1.94
1970 2.76 0.75 (0.07) 1.54

1971 2.87 0.75 (0.00) 1.42
1972 2.67 0.60 (0.16) 1.98
1973 2.53 0.63 (0.23) 1.62

1964-1973 2.83 0.69 0.19 1.62

1964 2.54 0.69 (0.25) 1.86

1965 2.00 0.81 (0.33) 1.50

1966 2.31 0.77 (0.08) 1.45

1967 2.89 0.54 (0.21) 1.93

1968 2.13 0.67 (0.39) 2.05

1969 1.52 0.87 (0.10) 1.82

1970 1.96 0.81 (0.09) 1.22

1971 1.89 0.81 (0.00) 1.37

1972 1.79 0.43 (0.53) 4.21

1973 2.32 0.45 (0.38) 2.03

1964-1973 2.11 0.68 0.24 1.94

(1 ) The low loss ratios for East Europe are almost certainly the result of
incomplete information at Llyod's on losses of ships under the USSR flag.

groups the average age of ships is decreasing steadily. Ships

between 1 ,000 and 8,000 grt, which make up 50 per cent of the

world fleet, accounted for 80 per cent of the ships lost, while

those over 8,000 grt accounted for only 20 per cent. Further¬

more, for the classes below 8,000 grt, the flag-of-convenience

loss ratios are uniformly six times higher than for the OECD coun¬

tries whereas for the higher tonnages the difference is much less

marked, once again reflecting the fact that the larger (and newer)
flag-of-convenience ships are more likely to be operated by

large shipowners with high standards of safety and manning.

The ships of the "rest of the world" are, in the lower size group,
half as liable to loss as flag-of-convenience ships.

Types of Losses
Table 3 shows the number of ships lost as a result of five main

causes, with their average age and size. Of the four most fre-

(1) Liberia, Panama, Cyprus, Somalia, Singapore, Lebanon
and Honduras.
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2. Loss Ratios by Age Group

^^\^ Flag
Age Group ^^^^

Flags of
Conve¬

nience

OECD

Coun¬

tries

Eastern

Europe

Rest of

World
Total

0-5 years

5-10 years

1 0-1 5 years

1 5-20 years

20-25 years
25-30 years

Over 30 years

(0.2)
(0.4)
1.3

2.6

5.5

6.8

8.0

0.3

0.3

0.5

1.1

1.2

1.4

1.8

(0.2)

(0.2)
(0.1)

(0.5)

(0.2)

(0.3)

(0.3)
0.7

0.8

2.4

3.5

2.5

2.7

0.2

0.3

0.6

1.5

2.4

2.3

2.5

All Ships 2.83 0.69 0.19 1.62 1.00

3. Analysis by Type of Loss

Flags of
Conve¬

nience

OECD
Eastern

Europe

Rest of

World

a) No. of Ships Lost

b) Average Size (g.r.t.)

c) Average Age (years)

Total

Foundered 101 111 10 37 259

Burnt 93 129 43 265

Collision 24 67 9 14 114

Wreck 221 223 7 91 542

Missing/

Other (1) 22 21 2 12 57

Total 461 551 28 197 1 237

Foundered 5,920 5,610 4,850 4,260 5,510

Burnt 6.660 7,860 8,250 7,500

Collision 7,850 6,460 (5,230) 8,970 6,960

Wreck 6,350 5,450 (3,110) 4,100 5,560

Missing/

Other (1) 3,980 6,240 (5,890) 4,680 5,030

Total 6,280 6,200 4,610 5,420 6,070

Foundered 21.9 19.5 5.6 22.0 20.3

Burnt 21,5 21.6 20.3 21.4

Collision 20.2 15,9 (15.0) 19.7 17.2

Wreck 24.2 22.9 (11.5) 23.9 23.4

Missing/

Other (1) 27.8 .15.8 (8.0) 18.8 20.8

Total 22.9 20.7 10.0 22.0 21.5

(1 ) This category combines ships lost from other causes, such as military
action and ice, with those which were lost without trace.

quent causes, foundering is most usually associated with short¬

comings in the physical characteristics of the ship, wreck with

shortcomings in the personnel running the ship, and fire with

a combination of the two. Collision is essentially the result of

shortcomings in personnel, but it is not necessarily the culpable

vessel that is lost; very often it is the smaller ship instead.

Collision is also more likely in congested waters, especially in

North-West Europe and Japan, where the share of ships flying

flags of OECD countries is larger than elsewhere.

Table 3 also shows that, taking account of their higher overall

liability to loss, flag-of-convenience ships are somewhat more

likely to founder or to be wrecked than OECD countries' ships,

somewhat less subject to the risk of fire and significantly less

likely to be lost as a result of collision. It is notable that flag-of-

convenience ships are less than proportionately represented in

the only major type, i.e. collision, of loss which includes ships

which are not responsible for the accidents. Ships of the "rest

of the world" are more likely to be wrecked than those of

OECD countries, which probably reflects the high participation

of such ships in coastwise traffic, particularly in South America.

(The high "missing/other" figure for the "rest of the world"
is mainly an effect of war losses in Southern Asia and the

Middle East.)

Considering average size and age together with the main

types of loss, flag-of-convenience ships involved in collisions

appear to be significantly newer and larger than the average.

The high average tonnage of ships burnt is associated with the

loss of tankers over 50,000 grt.

Geographical Distribution of Losses

Flag-of-convenience ships are most likely to be lost in the

China Sea, the Malay Archipelago, the Caribbean and the Indian

Ocean. These four regions count for 42 per cent of all flag-of-

convenience ships lost but for only 33 per cent of total world

losses (and only 20 per cent of OECD country losses). On the

other hand the six OECD zone areas, North-Western Europe, the

Mediterranean, the North Atlantic, East and West North America,

and Japan, where 67 per cent of OECD countries' losses took

place, accounted for only 44 per cent of flag-of-convenience
losses.

It thus seems clear that, to the extent that ship losses cause

damage and expense to coastal states of the regions in which

they are lost, flags of convenience are a significantly greater

threat to developing countries than to OECD countries.

This study shows clearly that flag-of-convenience losses are

four times as high as those of OECD countries and at least twice

as high as those of the "rest of the world". These ships gene¬

rally are more likely than ships of OECD or the world as a whole

to loss by wreck and foundering, the types of loss most closely

associated with inadequacies of ship and personnel. Smaller and

older flag-of-convenience ships are particularly vulnerable.

The study gives no specific reasons or criteria which would

explain the higher loss ratios of the flag-of-convenience fleets,

which can thus only be attributed to their standards of operation
and maintenance.

The complete study shows clearly that the high loss ratios

of the various flag-of-convenience fleets are fairly similar if

account is taken of the different age and size structures of the

fleets. Thus, the ship most likely to be lost is a ship flying a

flag of convenience under 8,000 grt and over 10 years old, and

the risk of loss is less in OECD waters and greater in those of

developing countries. Compared with an OECD country's

ship the loss of a flag-of-convenience ship is more likely to be

due to wreck or sinking, and less likely to be the result of fire or
collision.

Tankers under flags of convenience are more likely to be lost

than tankers under OECD flags, but the difference is less than

for general cargo ships. Furthermore, for large new ships, the

record of flags of convenience is much closer to that of OECD

countries, and hence any attempt to alleviate the problems posed

by the high level of losses in fleets under flags of convenience

should be mainly directed towards the older and smaller ships.
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Science and Technology
in the Management

of Complex Problems

OECD's Committee for Scientific and Technological Policy met

at Ministerial level on 24th and25th June under the Chairmanship

of the Canadian Minister for Science and Technology, the

Hon. Charles Mills Drury, and issued the following commu¬
niqué :

The Ministers noted that the contribution of science and

technology to the solution of the problems of modern

society, and to the development of the economies of

their countries, as well as to the world economy, has been a key

element and will become of even greater importance. The

scientific and technological resources of the OECD countries,

which account for over two-thirds of the world's research

capacity, are a determining factor in their ability to achieve the

individual and collective aspirations of their peoples and to

help solve the problems facing the developing countries, inclu¬

ding developing Member countries. The vigorous research and

development programmes pursued by the OECD countries serve

to improve the understanding of the problems affecting the

standards of living and the quality of life in such fields as energy,

nutrition, environment and welfare, and to provide means for

dealing with them.

Ministers recognised that in order to succeed in these aims,

scientific and technical knowledge must be more effectively
applied to the definition, implementation and content of Govern¬

ment policies at all levels. This is all the more important in

view of the complexity of problems facing today's society.

The overall theme of the meeting was thus Science and

Technology in the Management of Complex Problems. In this

context, Ministers assessed the new challenges resulting from

the major economic, political and social changes since their

last meeting in 1971. They reviewed current problems facing
the research system of Member countries, in particular, their

social and management aspects, the mutual responsibilities of

both policy makers and scientists, and the increased perception
on the part of the public of the implications of scientific and

technical advance. They also considered the contributions

which science and technology could make to a better social

equilibrium in the world, including the issues discussed at the

recent Meeting of the OECD Council at Ministerial level:

commodities and relations with developing countries. They
emphasised that in all these areas the OECD's Committee for

Scientific and Technological Policy had an important role.

They also expressed appreciation of the current work of the

Committee, particularly in relation to the application to science

and technology to the solution of social problems.

The discussions centred on the following six topics, each of

which has important national and international implications :

The Role of Science and

Technology in Policy Making

Given the complexity of the problems facing contemporary
society and the need for medium and long-term prospective

planning to ensure the compatibility of options and to anticipate

future problems, Ministers stressed the importance of bringing
scientific insight to bear on general and sectoral policies of
governments. They recognised the need for the more effective

use of science and technology in the preparation and imple¬
mentation of government policies.

To this end, they saw the need to :

assess the experience of Member countries of the ways in
which science and technology are used in shaping government
policies ;

identify the elements of broad prospective analysis required

for medium and long-range planning, with a view to achieving
a better understanding of the relationship between social,

economic, and scientific and technological factors;

promote the integration of social sciences in the policy¬
making process.

The Management of
the Research System

The Ministers recognised that the research system cannot be

geared solely to the short-term problems of society and empha¬

sised the need to ensure that the overall capacity of the system
should be sufficiently flexible to accommodate research on both

short and long-term problems. The levelling off of resources
allocated to research and development, observed in several

Member countries, makes it difficult to ensure this flexibility,
which calls for examination of the problems involved, especially
as far as research structures and mobility of scientists are
concerned.

The Ministers agreed that efforts should be made, particularly

at national level, to provide a better basis for decision-making
by strengthening capabilities for the analysis and interpretation
of research and development data. They further recommended

that OECD should examine methods to increase the efficiency
of the research system, and the management problems which
arise from changes in levels of research and development
funding. _>
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Science, Technology
and Society

The Ministers recognised the need to ensure that the increasing

emphasis on research directed towards social objectives leads

to a better application of science and technology towards social

needs in areas such as environmental protection, mass transpor¬

tation, urban planning and the humanisation of working condi¬

tions. They also agreed that policies for the stimulation of

technology must take into account possible undesirable social
effects.

The Ministers emphasised the importance of promoting a

closer association of the natural and social sciences, particularly

in addressing problems requiring a broad inter-disciplinary

approach and perspective. They pointed to the need for better

understanding of the factors involved in the conduct of inter¬

disciplinary research aimed at solving social problems. In this
connection, since the social sciences have an essential role in

the understanding and management of the problems of society,

Ministers expressed the wish that OECD would intensify its

work on the development and utilisation of these sciences in

relation to policy-making.

The Need for Public Involvement

Ministers recognised the need to establish a broad and open

dialogue between the public and those responsible for scientific
and technological activities. Public understanding of new

technologies has become an essential factor in their acceptance
and therefore their utilisation. Ministers expressed the wish

that the OECD should review the experiences of Member

countries regarding public participation in science and techno¬

logy. It was hoped that this initiative would materially assist
Member Governments to devise effective means of informing

the public of the implications of new technological develop¬

ments, soliciting their reactions, and engaging them in the

decision-making process.

A New Vision

of Natural Resources

Ministers emphasised the urgent need for a better husbanding
of the world's natural resources, which has become a critical

issue. They recognised the complex nature of the problem
which should be the subject of detailed examination. Such an
examination should take into account all the interactions involved

and should lead to a better understanding of the choices

available and of their implications, including possible changes in

demand for raw materials based on the potential impact of

improved utilisation and new technological developments.

Ministers expressed the wish that OECD, acknowledging

that the nature of the issues at stake requires the involvement

of other international organisations, at both regional and world

level, would encourage studies in this direction. Furthermore,

they underlined the strong interdependence between industria¬

lised and developing countries and the consequent need to

establish mutual co-operative efforts in this field bearing in mind

the global perspective.

In connection with the critical problem of food resources,

The Hon. Charles Mills Drury, Chairman of OECD s Ministerial Meeting
(second from left), Canadian Minister of Public Works and Minister of State
for Science and Technology. From left to right: OECD Deputy Director for
Science, Technology and Industry Hylan Lyon ; OECD Secretary General,
Emile van Lennep ; Deputy Secretary General, Gérard Eldin and Prof. Keichi
Oshima, OECD Director for Science, Technology and Industry.

they noted with interest the proposal by the United States on

the need to promote food research and development. They

invited the Secretary-General to prepare specific proposals in
this area in consultation with the OECD Committees concerned,

and taking account of on-going work in other international

organisations notably FAO and in the light of the deliberations
of the forthcoming OECD meeting of Directors of Agricultural
Research.

International Co-operation

Acknowledging that OECD countries carried out the major

proportion of science and technology activities and taking into

account the growing complexity of the problems facing society,

Ministers stressed the need to adapt current arrangements to

ensure better international co-operation in science and techno¬

logy, notably on the basis of bilateral and multilateral arrange¬

ments. They considered that greater emphasis should be

placed on co-operation between Member countries in inter¬

disciplinary fields.

Conscious of the special responsibilities of their countries

toward the developing nations, Ministers agreed on the impor¬

tance of developing a broader perspective in the conduct of

their national research and development programmes. They

recognised that a new pattern of international relations was

developing, based on interdependency, in which exchanges

mutually beneficial to all countries could be achieved. Ministers

expected that the forthcoming 7th Special Session of the

General Assembly of the United Nations would offer a further

opportunity to discuss problems of science and technology in a

global context.

Ministers agreed on the necessity to actively reinforce co¬

operation between their countries and the developing world,
with a view to facilitating the transfer of, and access to, appro¬

priate technologies in order to satisfy the needs of developing
countries more effectively and to strengthen the scientific and

technological capabilities of these countries. They therefore
invited OECD to pay special attention to the various aspects of

this problem, including the training of qualified scientific

manpower.
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Science, Technology and
Natural Resources Policy

Recent events have amply demonstrated the need

for an overall policy on natural resources: science

and technology can contribute in two ways which

are described here by Gabriel Drilhon Head of the
Natural Resources Section of OECD's Science,

Technology and Industry Directorate.

The many and complex relationships between the different

types of natural resources; the importance of resource
life-cycles, the overlapping scientific, technological, eco¬

nomic, social and political aspects of the resources system, the
international dimension of this system and in particular the

interdependence of all countries : these factors gain in importance
as the number and volume of resources produced, traded and

consumed increases, i.e. as a function of economic and demo¬

graphic growth. The obvious conclusion is that an overall
natural resources policy has become a prerequisite for any

significant improvement in resource management.

At present, no country has yet formulated such an overall

policy. At most, a number of sectoral policies can be found,
often developed in response to some crisis or serious difficulty

that has arisen. Although all Member countries have long had

agricultural policies, no real food policy yet exists. It was the
growing public awareness of pollution problems which induced
governments to formulate environmental policies and the 1973
oil crisis which triggered current efforts to develop effective

energy policies. But there is little if any co-ordination between
these sectoral policies or between the institutions responsible

for them, and one fundamental task of governments in coming

years should be to integrate them into the wider framework of
an overall natural resources policy. Although no material

resources policy yet exists, it may be noted that several Member

governments are trying gradually to move in that direction.

One should note that the fundamental problem in any

resources policy will be to reconcile two apparently divergent

but equally essential requirements: to acquire an overall view
of the entire resources system while taking full account of the

specific nature of each type of resource.

The contribution science and technology can make to a

natural resources policy is twofold. First of all, they can help
in the formulation of such a policy by promoting a better

understanding of the system in all its complexity, clarifying the

nature of the problems and showing all the interactions involved.

Secondly, a more traditional role; science and technology can
serve as instruments for attaining specific objectives or exploring

and keeping open alternative options.

Formulation

of a Natural Resources Policy

The first problem in formulating an overall natural resources

policy is that knowledge of the overall resources system in all its
complexity is extremely limited, remarkably little research having
so far been devoted to it. To gain such knowledge should

therefore be a priority objective.

At the same time, it must be recognised that in developing

research aimed at a better understanding of the system, the

methodological as well as practical difficulties are considerable.
One problem is that research aimed at a better understanding of
the natural resources system requires a multidisciplinary approach.

This is true of virtually all areas of policy concerned and has

been for a number of years, but the problem is particularly
acute in the case of natural resources because of the number

and variety of disciplines involved. The difficulties of orga¬

nising a concerted attack by social scientists, natural scientists
and engineers are well known.

The second requirement of an interdisciplinary approach is

that the ultimate aim of the research in question is not to acquire

knowledge of the system for its own sake but to be able to use
this knowledge in formulating policy. In the field of resources,

as in other spheres of government activity, the relations between
scientists and decision-makers may be problematic: how can

the scientists present their results in a form decision-makers can
use, and how can the latter state their needs in terms that

research can follow up?

Prospective Analysis

No Member country was prepared to deal with the 1973 oil

crisis, and a review of the prospects offered by science and

technology in the energy field shows that while both hold great
promise, no marked effect on the energy situation can be

expected until after 1980, because the relevant R&D was not
undertaken earlier. Apart from the time lag between research

and its results there is the lag between these results and their

industrial development. For instance, it takes between 7 and

10 years to build a nuclear power station; in a country like
France, some 25 years will be needed to bring half the total
number of dwellings up to new standards of thermal insulation.

Moreover, the situation is subject to rapid change : in the first

place, research and its application are themselves conducive to

change ; the economic, political and social framework of resource
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management can also change, sometimes suddenly, as the 1 973
oil crisis has clearly shown.

The "time constant" of the natural resources system is such
that any resources policy must include a long-term prospective
analysis, consider a number of possible scenarios and identify
alternative options to be followed up, not only with science and
technology but also with political, economic and social measures.

Prospective analyses by governments have so far been inade¬

quate in most Member countries. Predictions have been largely
based on the mere extrapolation of earlier trends, and the

planning horizon has rarely exceeded five years. The most

active institutions in this field have been a few private, non-profit
organisations and above all certain large industrial (particularly
multinational) firms. Yet strategic planning by these firms,

however valuable, cannot replace governmental prospective
analysis: no company, even the largest, covers the whole field

of resources nor do they have responsibility for safeguarding
political, economic and social objectives in the general interest.

It is for governments to develop the prospective analysis which
is at present so conspicuously lacking. Such analysis should
not however be compartmentalised but should draw on the

strategic planning activities of private firms and on forecasting
exercises carried out by other economic and social bodies (for
example trade unions or trade associations). At a time when

there is an increasingly general desire for public participation in
the formulation of government policy, prospective analysis could
be an ideal forum for such participation.

R&D and the Implementation of a
Natural Resources Policy

The task of contributing to the formulation of a natural

resources policy is a new one for science and technology, made

necessary by the complexity of the problems involved and made

possible by the scientific progress already achieved. But the

importance of this new task in no way detracts from the
importance of the more traditional function of R & D, which is

to help attain the objectives of such a policy.

The Choice of R & D Directions

A look at the major orientation of R & D in Member countries

in the field of natural resources in recent years shows the
contrast between the volume of research devoted to certain lines

and the limited attention paid to certain others whose importance
has recently been demonstrated by the oil crisis.

Thus in the case of materials, most R&D work has been

concerned with the development of substances which could be

used under extreme conditions (materials possessing the mecha¬
nical strength and resistance to heat needed in aircraft engines
and for space applications), and the use of new properties
(electronic, magnetic and optical phenomena in the solid state,

for instance) with a view to establishing entirely new technolo¬
gies and industries. Much less has been done to reduce the

amount of waste in production methods, to lengthen the life of

materials and products or to recycle a higher proportion of solid
wastes.

This lack of balance is even more apparent in the case of

energy. Apart from hydrocarbons, the only energy source

steadily investigated during the' 60s was nuclear energy partly
for reasons of national defence or prestige quite unconnected

Right : Research to reduce
waste and increase the life

of materials and products
is becoming more urgent.

Above : an Australian

process permits complete
recycling of the rubber

in old tyres.

Below : a corrosion proof
storage tank.
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with energy problems. It is interesting that in most countries
nuclear research in the civil sector has levelled off or even

declined in real terms since 1967, precisely because of the very

low level of oil prices. In quite a number of cases, coal research
centres have been regarded as relics from another age; if they

were kept going it was by diversifying their activities. Research
activities on other energy sources (solar and geothermal energy

for example) had only minimal grants and were rarely taken
seriously, even occasionally being described as "exotic". More
noteworthy still was the virtually complete lack of R & D to
promote the more rational use of energy.

Similarly, as regards food resources, agricultural research
carried out for several decades has mainly aimed at improving

productivity through the increasingly intensive use of energy,
whether by mechanisation or use of chemical fertilisers and
pesticides. Even the "green revolution" consists simply in
introducing this type of agriculture into the developing countries.

To justify the choice of R & D orientation, the free play of
market forces has often been invoked as the predominant

influence. However, much energy and materials R&D derived

directly from the needs of defence and space exploration
programmes and was thus free of market constraints. Even
allowing for these "exceptions", there has never been as far as
natural resources are concerned a truly competitive market for

materials, as defined in economic theory. Prices and quantities

exchanged have reflected the balance of power among a small
number of economic agents acting in concert. In such an

oligopolistic market the existence of positive or negative "rents"
has nullified the free play of market forces.

By far the most important economic factor governing the
orientation of R & D, however, was the implicit assumption that

the type and rate of economic growth which had prevailed in
the past would continue into the future without major change
and without encountering any obstacles. The main objective
of R & D was, therefore, to increase production of the resources

required to meet increasing demand and further stimulate its
growth by reducing production costs or creating new possibi¬
lities which would ultimately become new requirements. In

this context there was no concern with conserving resources.

The crises and difficulties experienced over the past few years

have increasingly revealed the shortcomings of this approach.

Growing awareness of environmental problems has compelled

the authorities to take into account the interdependence of

resources, and the aim of developing less-polluting technologies

is being accepted willy nilly by industry alongside the more

traditional criterion of profitability. The energy crisis has made

clear that a new tack is needed and in particular highlighted the

need to tackle two previously neglected research orientations:

the exploration of alternative options and the conservation of

resources.

In other words, the choice of priorities made necessary by the

vastness of the subject and the great number of possible research

directions must henceforth be based on two main types of

criteria : the impact of research on the totality of the resources

system and the future evolution of this system. The basic

question for science and technology policy is therefore how to

identify the points of leverage of the system where R&D could

lead to the most effective and timely results, with respect to

both improving the management of the system and reacting to

unforeseen political, economic or social events.

The Need for "Centres of Scientific

and Technological Expertise"

Although in the field of natural resources, government and
industry play the main scientific and technological roles, the
influence of public opinion is steadily increasing. It is here, in
fact, that the effects of science and technology have been most

clearly brought under public scrutiny, with regard to environ¬
mental questions, the composition of foodstuffs, nuclear energy,
etc.

The application of resource technologies increasingly seems
to require public acceptance, and this calls for a systematic
effort to inform the public more fully than has so far been the
case. Yet it should also be noted that the data and information

provided by industry and even by governments are often chal¬
lenged, not on objective grounds but because of the very fact
that they come from sources which generally have a vested
interest in the technologies called into question.

This growing mistrust indicates the need for "centres of
scientific and technological expertise" possessing the appropriate
scientific and technical skills but free to express their views,

uninfluenced by any other groups. To a large extent, the
National Academy of Sciences in the United States has played
such a role, but it is a unique institution and there is no assurance
that it alone will be able to handle the increasing requirements

placed upon it. Perhaps this function could be assigned to the
universities, which would appear ideally to combine the requisite

skills and freedom, but the question is how far and under what

conditions universities could effectively perform this function, in

view of the additional load it would impose and the need for

interdisciplinarity in research. The answer is unlikely to be the
same in all countries, and in some cases new institutions will

have to be set up.

Yet, whatever the differences between national institutions,

their functions and the problems they are called upon to deal
with will on the whole be common to all countries. It would

seem advisable and even necessary for them to develop the

kind of close co-operation that would enable them to exchange
information and specialists to harmonise their respective posi¬
tions and even to formulate a common doctrine.
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Science and Society:

New Relationships

A reappraisal of the relationship between science

and society has been made necessary by a growing
desire on the part of the public to exert more

influence over the orientation and social consequences
of scientific research. These problems are
discussed by Georges Feme, Head of the Social
Sciences Section of OECD's Directorate of Science,

Technology and Industry.

Doctrinarians of Scientism in the last century regarded
science and technology as a decisive factor for human

progress. The combination of society's concerns and

the logic of scientific development was, through successive

stages, supposed to result in a better social order. Leading to

the mastery of social relations and of society's relations with

nature, increasingly sophisticated technology was supposed to

ensure continued progress.

Science and Progress

There is a trend at present to question this view of progress,
because of growing awareness of the natural and social limits to

be taken into account. The change brought about by scien¬

tific and technological development is not necessarily a factor
of "progress" when it is responsible for setting off a chain of

dislocations within societies already convulsed by the rising
pace of technological development. Science, which is the

source of both hopes and fears, can increasingly be seen as

reflecting or detecting the major problems of society.

Science has become open to social conflict and is now itself

one of the stakes involved. Already, everything we owe to it is

fading in the memories of men preoccupied by the perils

and difficulties of the present. The accumulation of social prob¬
lems means that much is expected from the combined

contribution of the natural, engineering and social sciences.

The results however are disappointing. Solutions found
through technological research carried out over the last few

decades are not always suitable for new situations. Should

not the structures of science and of the knowledge resulting
from it be re-assessed in a new social context? Is it not

necessary to measure more accurately the social consequences

of the science and technology effort before proposing any
remedies?

Science and its Extensions

The interdependenceof society's problems makes itincreasingly

difficult to determine social costs and benefits. Consequently,
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the exploitation of science and technology brings with it the

possibility of producing major damage. Yet most efforts to

deal with the impact with certain exceptions are of an

after-the-fact nature. It is the uncertainty which science and

technology have thus caused to be generated that has led to

growing public pressure for the examination of technologies
and their effects prior to, not after, their use.

The fear of undesirable consequences of technology, and
the need to anticipate their effects, has now been extended

to science itself. Large numbers of people thanks to edu¬

cation and the media have some appreciation of the scientific

underpinning of such products as jet aircraft, antibiotics and

tranquilizers, synthetic materials and computers. Because these

products are so important to modern society, the fundamental

research which made them possible is increasingly regarded

by public opinion as liable to hold in store other disturbing

" benefits ". The effect of this kind of thought has been to create

doubts as to the adequacy of ex-post-facto technology

assessment as a means for coping successfully with unin¬

tended consequences. This awareness has caused the transfer

of concern from existing technology to assessing that which

may be created. Anticipatory technology assessment then

insofar as technology comes from science becomes almost

equivalent to ex-post-facto science assessment.

The role of science as an agent of social change is still largely

viewed through its contributions to the technology sector.

The reason for this particular utilitarian emphasis is due to

the research-technology-product chain. Until recently, this

chain was the most visible example of the link between

science and its consequences for society. The natural
sciences bear abundant witness to this. Fundamental scien¬

tific research has produced knowledge in fact, actual formulae

which has led directly to products and technical processes,

and has altered attitudes and influenced major policy decisions.

Pavlov's research, for example, opened the way for techniques

for manipulating the masses. The development of new

synthetic materials threatens constantly to bring about pro¬

found economic upheavals. Organ transplants call into question

accepted principles as regards the removal of organs, increase
the cost of medical attention and call for a redefinition of death.

Therapeutic tests on man are proving more and more essential for

measuring the impact of certain products. Other products can

be used to influence directly and predictably the behaviour of

man. Lastly, increasingly accurate knowledge of the genetic

code has probably brought us very near to the time when tech¬

niques will be perfected for manipulating it.

All these examples emphasise the extent to which scientific

development has, in solving certain problems, been responsible

for creating others which society is not equipped to tackle. But



Science policy will have to invent a new form of dialogue between society
and technology which gives priority to human aspirations.

the gravity of these problems calls for a new approach : solutions

cannot in fact be expected to spring forth spontaneously when

technology wants them. Such solutions can only be found and

accepted if they are the fruit of rational discussion, which can¬

not be conducted under emergency conditions when it is too

late. Thus some alarm system must operate as early as the

research stage, when the nature of possible results begin to

appear.

The Scientists' Responsibility

towards Society

Scientists and engineers are the first who can draw the

community's attention to the implications of their work. Social

or scientific responsibility is very broadly contrasted here with

the traditional concept of scientific responsibility: to warn

society at the preliminary research stage is in fact to overreach

strict scientific objectivity and to Interpret the early results in the
light of assumptions that may be fragile. Is there not a risk
here of being pointlessly alarmist when these assumptions may
be erroneous? Silence, however, would be more culpable than

error; the scientist is only drawing society's attention to a

possibility. It is not for him to take a decision, which is always

fundamentally political in nature. Already, various scientific

organisations have examined these problems or have been set

up for that purpose. There can be no denying that a new code

of scientific ethics, which would appear to be in the making at

present, would greatly facilitate the public debate needed before

society can solve the problems set for it by science. It is

equally undeniable that steps taken by scientists could make

it unnecessary for the public authorities to enact measures of

direct control over research which could be dangerous for its

equilibrium.

A New Form of Dialogue

This suggests that it will be necessary to invent a new

form of dialogue between society and technology, which will

take into account man's aspirations in a complex society,

rather than the "autonomous" trends of science or technology.

The fundamental issue is, to what end is technology directed ?

Have we not lost sight of this end, because of the fact that both

scientists and the general public firmly believed that technology

was a good in itself, the result of an autonomous process?

At a time when the main scientific and technological effort

was concentrated on the big strategic military, nuclear and space

programmes, it enjoyed the advantages of being very stable and

highly specific: its goals and the means of attaining them

could be clearly defined in technological terms from the very

beginning, and were mainly confined to specific projects such as

the development of a military device, an aircraft or a moon lan¬

ding. In the main, the setting of such objectives was identified

with a given scientific and technical development; and it was

therefore possible to draw up a timetable for carrying out such

technological projects as soon as the objectives were defined.

Socio-economic objectives are not amenable to such an ap¬

proach. The improvement of the conditions of life in towns,

the reduction of crime, or provision of adequate social and me¬

dical care, are all "moving targets" which involve continuing

progress but are not in themselves problems which can be

resolved once and for all. As a result, research programmes

for this type of activity always remain by their very nature un¬

finished. They can evolve only by successive adjustments to the

new conditions created by the progress of knowledge, by the

trend of the problems, and by changes in the balance of the

prevailing political, social and economic forces.

The very nature of these problems thus calls for joint efforts

by administrative organisations and regional and local autho¬

rities, together with non-governmental economic and social

institutions. The latter have not hitherto been very much

involved in the preparation or implementation of science policies.

The traditional conceptions of management by objective are

encountering considerable difficulties in practice, connected

with the provisional nature of the objectives themselves and with
the obstacles to their achievement; while the definition of the

targets, and of the means, presents a further challenge, which

concerns the whole of society. In the present state of affairs,

however, the two tasks are so closely complementary that it

would appear difficult to make a distinction between them.

In fact, contrary to what traditional logic might suggest, the

fixing of the means seems here to dictate the fixing of the ends.

Any social policy is founded on a minimum of consensus among

those concerned. Knowledge cannot hope to abolish conflicts

and tensions, but it may define the limits within which rational

debate is possible.

29



R&D Trends in the OECD Area

since 1971

Have there been important changes in the level
or structure of R & D since the fast Ministerial

Meeting of Science Ministers in 1 971 ? This question
is examined in the following article.

Has There Been a Levelling-Off
in Gross National Expenditure

for R & D (GERD) ?

During the early 1960s there was rapid growth in the volume
of resources devoted to R & D in most OECD countries and this

was expected to continue : science policy makers in many coun¬

tries were setting goals for GERD of 2.5-3 per cent of GNP.

In the mid-Sixties there were signs that expenditures on R &

D were decelerating in several Member countries. At first this

was thought to be the result of major changes in the pattern of

government support for R & D of which the cutback in space

spending in the United States was but one example. But

recently there have been signs that both government and private

funds are being cut back.

There is, however, a more disturbing possibility, namely that

the real science potential of some OECD Member countries may

be declining. Growth in the national R&D potential is very

hard to measure, but it clearly cannot take place unless the annual

increase in GERD is sufficient to outweigh inflation, the growing

sophistication of equipment, the ageing of the labour force, etc.

GERD (1 ) data are available for years after 1 971 for 1 6 OECD

Member countries (2) which can be considered as a reasonable

sample of the whole group.

In Canada, France, the United Kingdom and the United States,

national R&D potential continues to decline : the share of GDP

devoted to R & D is falling (see Chart A), and the average annual

growth rates in GERD at 1961 prices have been very low or
negative.

In the Netherlands and Iceland, the real growth rate of GERD

is well below 5 per cent a year, and its share of GDP has fallen

which suggests that their science potential has gone into decline.

Norway joined this group in 1973 and the growth of German

GERD in 1961 prices slowed to "cruising speed" in 1973 and
decelerated further in 1974.

In the eight remaining countries, GERD continues to grow at
well over 5 per cent a year (over 20 per cent in Spain) and as a
percentage of GDP has generally increased as well. However,

with the exception of Italy, the growth rates for 1973/74 were

lower than those for the earlier years.

Thus, by the end of the period GERD was levelling off or

declining in half the countries for which data are available, and,

although science potential in the others was still growing, there

were signs of deceleration.

Has There Been A Major Change
in the Balance Between Public

and Private Funding ?

The most recent data available for these 16 countries modify
the impression gained during the 1960s (except for Belgium
and Germany) of increasing participation by industry. In half
the countries, the percentage of GERD financed by government
rose perceptibly after 1971 (see Chart B). They were Canada,

Finland, Iceland, Italy, Norway, Portugal and the United Kingdom
plus Germany (until 1 973). Contribution of business enterprise
to GERD grew in Austria, Belgium, France, the Netherlands,

Spain, Sweden and the United States. There was virtually no
change in Japan.

There does not seem to be any correlation between these

changes in the pattern of funding and the results ofthepreceeding
analysis of R & D volume. In half of the countries where GERD

is levelling off, the share financed by governments is rising, in
half it is falling and the same diversity holds for the countries

where science potential is still growing.

Thus recent data give little or no support to the view that

industry is taking over the burden of R & D funding from govern¬
ment in countries where expenditure is levelling off. In four of
the eight countries where the contribution of business enterprise
to GERD increased, the share of business enterprises' R & D in
GDP increased only slightly, as in Germany in 1 974. There was
no change in firms' R&D funds as a percentage of GDP in the
Netherlands or the United States, and a fall in France. In the

four countries where GERD was levelling off (Iceland, Norway,
Canada and the United Kingdom) R & D of enterprises as a per¬
centage of GDP has also fallen and there is a clear increase in

business enterprise R&D funds as a percentage of GDP after

1 971 in five of the eight countries where R&D potential is still

rising (Austria, Belgium, Japan, Spain and Sweden).

(1 ) Or corresponding national equivalent. The data for years
more recent than 1971 are usually preliminary national estimates
or projections and are not compiled from OECD surveys.
(2) The following figures are available :
Austria to 1975

Germany and the United States to 1974

Belgium, Fin/and, France, Ice/and, Italy, Norway and Sweden
to 1973

Canada, Japan, the Netherlands, Portugal, Spain and the United
Kingdom to 1972.
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A. GERD as Percentage of GDP

/1 963 /1 964/1 965 /1 966/1 967 /1 968/1 969 /1 970/1 971 /l 972/1 973/1 974/
* These data include social sciences andIor humanities.

National total approximating to GERD.

Has There Been A Decline in the Priority
Accorded to R & D by Governments ?
There is virtually no information about industrial R&D after

1973. However, more recent data on trends in public support

for R & D can be obtained from government science budgets.

Data after 1973 are available for 12 countries (3).

One measure of the priority accorded to publicly funded

R & D is its share in the total government budget. Since 1973

the percentage has declined in two-thirds of the countries; there

has been no change in three (Ireland, Norway and the United

States) and a slight rise in two (Austria and Finland).

Thus, there has probably been at best a modest increase in the

real amount of resources devoted to R & D by governments

since 1973, which means that R&D programmes having a

steady or declining share of total government R&D funds may

have declined in absolute terms. This is a very different

situation from the 1960s when virtually all types of R & D

programmes grew continuously.

Have There Been Marked Changes
in the Objectives of Government

R&D Funding ?
It was generally expected that the 1 970s would be the decade

of social objectives as far as government R&D was concerned

as contrasted with military and big science projects which seem¬

ed, in any case, to be levelling off. Some even went so far

as to predict that the social objectives would take over from

nuclear, industrial and defence programmes as the biggest

R&D spenders. A percentage breakdown by objective of

total government R&D funding between 1970 and 1974 or

1975 reveals that these predictions have not been completely
fulfilled.

Trends in the Balance Between Military and Non-
Military R&D

During the 1960s the share of all government R&D funding

going to defence programmes tended to decline, especially in

the countries where such programmes were very large at the

beginning of the period, i.e. the United States, the United

Kingdom, France and Sweden. This period of decline seems

to be over. The defence percentage showed a clear rise in

Sweden after 1970, a less marked increase in the United King¬
dom from 1971 and in the United States in 1974/75. In

France there has been no further decline in the defence per¬

centage since 1972. The trend towards increased spending

on non-military R&D thus seems to have ended.

Trends in Government Support for R & D with Social

Objectives

In the absence of a single standard definition of the "social

objectives", data have been grouped for government R&D

programmes with a direct social orientation, such as health,

social services, education, etc.

Government funding of R & D for social objectives grew

rapidly during the Sixties, as their very low initial level permitted

spectacular growth rates. The priority given these objectives

within total government R&D funding continued to increase

until 1971 in nearly all the countries for which information is
available. Between 1971 and 1973 the rise in the share of the

social objectives in total government support of R & D halted

in two-thirds of the countries studied and actually fell in some.

An increase may be noted, however, in Belgium, the United

States and to a lesser degree in Norway. In 1974, the impor-

(3) Denmark, France, Germany, Ireland, Italy, the United King¬
dom and the United States (to 1974or 1974/75) ; Austria,
Belgium, Finland, the Netherlands, Norway and France (partial
figures, to 1975 1975/76).
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B. GERD by Source of Funds (Per Cent)

r~l national sources H enterprises Q Government [~J From abroad
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* These data include social sciences and/or humanities.

National total approximating to GERD.

tance of R & D on socially-oriented objectives increased in

several countries (Denmark, Ireland, Italy and Sweden) where

it had declined during the previous three years. Conversely,

the share of social research in the total declined slightly in the
United States.

Nonetheless, during the last years for which data are avail¬

able, the share of socially-oriented programmes did not reach

a quarter of government R&D funding in any Member country,
and in half of them it amounted to less than a tenth of the total.

Energy

Historical international statistics on energy R&D deal

exclusively with nuclear programmes. Nuclear R&D was the

number one objective in the OECD countries taken together in

the 1960s though funding was levelling off at the end of the

period. Only in two Common Market countries, Belgium and

Italy, did nuclear R&D increase its share of all government

R&D funding between 1973 and 1974.

The first major impact of the energy crisis was felt after 1974

budgets had been prepared in most countries, and the data at

present available for 1974 have generally not been corrected for

subsequent budget cuts and re-arrangement. Only in the five

countries where a breakdown of 1975 budget data is available

could one expect to see any major changes.

In Finland, energy R&D programmes absorbed 3.7 per cent

of all government R&D funds in 1973, falling to 3.4 per cent

in 1975. In the United States the percentage of all govern¬

ment R&D funds going to energy rose from 2.6 per cent in

1972/73 to 5.1 per cent in 1973/74. To judge from provi¬

sional data on the budget, the percentage should remain

unchanged in 1975/76. The percentage of nuclear R & D in

total energy research declined from 83 per cent in 1 972/73 to

57 per cent in 1973/74. The share going to fossil, solar and

geothermal energy has grown steadily. From very small
beginnings the increase in the absolute amount devoted to

solar and geothermal energy has been very rapid since 1972/73.

In France, the percentage of all government-funded R&D

expenditures going to energy programmes grew between 1974

and 1 975 from 28 to 31 per cent with thermonuclear programmes
getting about 90 per cent of the funds. The share of electro-

nuclear programmes in the R&D budget rose from 25 to 27 per

cent and that of other energy programmes from 3 to 4 per cent.

In the United States, the increase in energy R&D since

1973/74 seems to have been very largely at the expense of
space, health and socially-oriented programmes. In France,

the share of "socio-economic" objectives did not fall signifi¬

cantly in 1974 or 1975, the main casualties being the national
computer and electronic-component programmes and to a

lesser extent space and basic research.
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DAC Members'

Development Assistance
in 1974

Official

Development
Assistance

DAC Members raised their net provi¬

sion of Official Development Assistance

by 21 per cent in 1974 to SI 1.3 billion

($ 9.4 billion in 1973). This corresponded

to 0.33 per cent of their combined GNP,

compared to 0.30 per cent in 1 973, and was
the first significant reversal in the down¬
ward trend observed so far in the 1970's.

However, preliminary estimates suggest

that the price of aid-financed goods and

services rose much faster than prices gene¬

rally (I), partly because of the sharp rise
in the unit costs of food aid and exports

of manufactured goods. As a result, the

increase of 21 per cent in ODA measured

in dollars was equivalent to only a small
increase in the volume of real resources

transferred.

The total outflow of ODA of $11.3 bil¬

lion is equal to about §5.60 per person of

the population of developing countries.
It compares with a figure of 83.70 per

person on average in 1964/1966, but here
too inflation has taken its toll. In real

terms, ODA per person has declined by

over 20 per cent over the past decade.

All 17 DAC Members increased their

outflow of ODA in dollars, and 13 also

raised it as a share of their GNP (2). A

particularly high rate ofgrowth was record¬
ed by Australia, Denmark, Netherlands,

Norway and Sweden. Sweden is the

first DAC country to meet the 0.7 per cent

of GNP target for ODA which has been

accepted by the majority of DAC Mem¬

bers (3).

Total Flows

Total flows, in addition to Official De¬

velopment Assistance and grants by pri-

Ministers and heads ofaid agencies

of the Member countries ofOECD's
Development Assistance Committee

(DAC), meeting in Paris on 30th
June and 1st July, devoted much of
their discussion to preparations for

the Seventh Special Session of the
United Nations General Assembly

in September. The meeting parti¬

cularly stressed the importance of
food security and agricultural deve¬
lopment, the complementary roles
of aid and trade and the need to
concentrate aid on the poorest coun¬

tries. The background to their dis¬
cussions were the statistical data

described on this and the following

pages.

vate voluntary agencies, include export

credits extended by the official and private

sectors, and direct and portfolio invest¬

ment. These other flows are mainly pro¬
vided at market terms. The total net

flow of resources for development from

DAC Members to developing countries

and multilateral agencies rose by 10 per
cent from $24.3 billion in 1973 to a dollar

record of 826.7 billion, but because of

inflation, this nominal rate of increase

was equivalent to a decline in real terms (4).

The net flow of 826.7 billion was equal

to 0.78 per cent of DAC Members' combi¬
ned GNP, the same percentage as in 1973.
It is about 85 billion short of the UN

target of a net resource outflow of 1 per
cent of GNP to be provided by each

donor. This target, which has been

accepted by all DAC Members, was reach¬

ed by five countries in 1974: Belgium,
France, Netherlands, Canada and Sweden,

the two latter for the first time. As a

percentage of GNP most other DAC

Members recorded a significant increase

in their total net flow compared to 1973.

A major exception was Japan, whose ratio

fell from 1.44 per cent of GNP in 1973 to

0.65 per cent in 1974, because of a sharply
reduced net outflow of other official lend¬

ing and private portfolio investment,
both associated with the disturbed eco¬

nomic conditions of 1974.

The figures just given exclude borrow¬

ing by developing countries in Euro¬

currency markets, which may be estimated
at 85 billion net in 1974. Most of these

markets are located in DAC Member

countries. Although it is not possible to

trace the provenance of the funds in any
individual loan, it is known that a sub¬

stantial portion of the funds channelled

through Euro-markets in 1974 originated
in OPEC countries.

Combining resource flows from DAC
Members, Euro-markets and non-DAC

donors (in particular, certain OPEC

countries and countries with centrally

planned economies), it is estimated that

(1) i.e. the ODA deflator for DAC coun¬
tries combined rose more rapidly than their
GNP price deflator (which was 12 per cent
higher in 1974 than in 1973).

(2) Australia, Austria, Canada, Denmark,
Finland, France, Germany, Netherlands,
New Zealand, Norway, Sweden, United
Kingdom, and the United Stales.

(3) Thirteen DAC Members have now
accepted the 0.7 per cent target: the Nether¬
lands, Belgium, Sweden and Norway without
reservation ; Australia, Denmark, and New

Zealand with a target date after mid-
decade ; Finland, France, Canada, Federal

Republic of Germany, Japan and the
United Kingdom without a target date.

(4) Incomplete data indicate that the de¬
flator for total flows rose faster than the
12 per cent by which the GNP deflator rose
between 1973 and 1974, but that it may

not have risen quite as fast as the ODA
deflator.
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Main Components of ODA
by Type

(ODA 1974 $ 11.3 billion)

teral giants 4?

the total net receipts from all sources of

developing countries in 1974 reached

837.9 billion, compared to 831.2 billion
in 1973.

Expressed per person, the total receipts

of developing countries in 1974 of re¬

sources from DAC Members were equal
to 813, double the average for 1964/1966

in dollars, and equivalent to an increase of

about one-quarter in real terms.

Main Components
of the Total Flows

ODA grants rose by 25 per cent from
S6.6 billion in 1973 to 88.3 billion in

1974. Their share in total ODA rose from

71 per cent to 73 per cent. Higher grants

from DAC Members to multilateral agen¬

cies active in development, which rose from
s2.2 billion to 83.0 billion, accounted for
almost half of the increase.

As regards the various categories 'of

bilateral grants, technical assistance rose

less rapidly than the total, by 13 per cent to

S2.6 billion, implying that it stagnated in

real terms. By contrast, food aid rose

sharply, by 40 per cent to 81.6 billion.

Although this was partly due to higher
prices, there was some increase in volume,

demonstrating DAC Members' awareness

of the difficulties met by many of the poor¬

er developing countries, already under

pressure from higher oil prices, in finan¬

cing their essential, but dearer, food im¬

ports. The increase was mainly channelled

through arrangements made on a multi¬

lateral basis. For example, the collective

The Total Flow of Financial Resources

from DAC Countries to Developing Countries
and Multilateral Agencies

% Million

-27

1 1 Official

Development
Assistance

9 Private

Investment

3 Private Export
Credits

Other Official Flows

- l Grants by
Voluntary Agencies

-o

1974

1964 1966
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food aid programme of EEC Members

was 80 per cent higher in nominal terms
than in 1973.

Net concessional loans declined as a

percentage of total ODA from 29 per cent
in 1973 to 27 per cent in 1974, although

Official Development Assistance Related to GNP - 1974

% of GNP
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rising in nominal terms from 82.7 billion
to 83.0 billion. Their lower share is

partly a statistical reflection of the in¬
crease in the share of grants, partly a

result of higher amortisation receipts on
earlier ODA lending, which reduced the

net flow of resource corresponding to

gross disbursements of new loans.

The data on private sector flows are

still too provisional for detailed comment.
However, it can be stated that direct

investment (present estimate: 87.1 billion)

may have been slightly higher than in
1973 in dollar terms, while portfolio and

other private investment dropped from

83.2 billion to 82.4] billion, almost enti¬
rely due to lower Japanese portfolio in¬
vestment. Private export credits, by con¬

trast, more than doubled from 81.2 billion
in 1973 to 82.5 billion in 1974. This

increase reflects the extent to which deve¬

loping countries had to rely on more

expensive forms of capital in 1974 in order
to finance their necessary imports of goods
and services.

Terms

Official Development Assistance

Overall, the terms of ODA hardened

slightly in 1974. Whereas grants rose as

Total Net Flows Related to GNP - 1974

of GNP

Private Flows

Grants by Private
Voluntary Agencies

Official Development
Assistance

Other Official Flows
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Total Grant Element of ODA
Commitments 1974
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a share of disbursements, the share of

grants in new commitments was slightly
below its 1973 level at 66.4 per cent,
compared to 66.8 per cent. At the same

time, loan terms hardened perceptibly:
their grant element fell from 64.8 per cent
to 60.2 per cent.

Under the 1972 Terms Target (5) each
DAC donor has committed itself to reach

a grant element of 84 per cent in its ODA

programme (6). The grant element of

86.8 per cent achieved by DAC Members
combined in 1974 was well above the

target level and compares with 87.8 per
cent for 1973. While the data are still

preliminary it is clear that the twelve

countries which complied with the Terms

Target in 1973 also complied with it in
1974.

Of these twelve countries, Belgium,

Canada, New Zealand, Norway, Sweden
and the United States raised their grant
element above the level reached in 1973.

The terms of ODA provided by Australia,

Denmark, France, Germany, Netherlands

and the United Kingdom remained at or

close to the very high levels of concession-

ality recorded in 1973.

Among the other five countries, Finland

and Switzerland complied on terms

grounds proper, but the volume of their
commitments was too low for them to be

considered as having met the target. There
was a major increase in the grant element
of the Austrian and Italian programmes,
but the overall concessionality of Japan's
ODA commitments declined from a grant
element of 69.9 percent in 1973 to 61.5 per
cent in 1974. Japan's average loan terms
softened, but the expansion of the loan

portion of the programme lowered the
grant share, and therefore the overall

grant element.

Tola! Flows

The effect of the slight hardening of
ODA terms in 1974 was minimal compared
to the upsurge in market rates for new

borrowing: overall, the terms of total

resource flows to developing countries

deteriorated markedly compared to 1973.
Since there was also a significant expan¬
sion in the volume of net (and therefore
of gross) flows, the outcome was a sub¬

stantial addition to the debt servicing
burden of developing countries in future

years, which may not be totally offset by
inflation.

(5) DAC Recommendation on Terms and
Conditions of Aid, October 17th, 1972.

(6) Except Italy, which did not subscribe
to the Recommendation.

The Mai

Following a detailed review of each
of the 24 OECD countries' agricul¬
tural policies as well as those of
Yugoslavia and the EEC, OECD's
Agriculture Committee has drawn
some general conclusions as to the
main problems confronting govern¬
ments. (1).

The context within which present agri¬

cultural policies operate has chang¬

ed. The problems of agriculture
today go far beyond the level of the farm;

they reach into processing and trade and

touch on a host of social and demographic
issues so that it has been increasingly
necessary to integrate agricultural policies

into general economic and social policies.
Finally agricultural problems are much
more a focus of international economic

co-operation than ever before. This is

true not only within the developed world

the EEC being the most far-reaching
example but also between developed
countries and the developing world. Agri¬
cultural policies of OECD Members are

increasingly being formulated with the
needs of these countries for trade and aid

well in mind.

Patterns

of Adaptation

Even within the OECD countries which

were the focus of OECD's study, the

image of agriculture has changed: adap¬
tation to the structural modifications that

have taken place technical innovation,

out-migration, higher productivity of both

land and labour, more capital-intensive
production, reliance on borrowed capital
has taken different forms in different coun¬

tries and regions, but in a general way
the OECD can be divided into four zones :

Western and Northern Europe

Agricultural structures still reflect stron¬

gly their long historical evolution. Though
farm numbers have decreased rather rapi¬
dly over the last decade, most farms are still

small (the value of output per man may
nevertheless have increased through inten-
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i Agricultural Policy Issues
sification). The main trend has been

towards larger mechanised farm busi¬
nesses and fewer lines of production on a

single farm: larger holdings have specia¬
lised on crop production while many
small holdings have emphasised dairying

and abandoned production of cereals;
there has been substantial concentration

of poultry and to some extent pig
production into large units. Since these
intensive units involve large risks, however,

the trend towards specialisation may slow

down in the years to come.

North America and Oceania

Agriculture is characterised by relativ¬

ely low man/land ratios, by high output per
man and by large scale mechanised farming.
Yet the farm labour force has continued to

decline especially in North America. These

regions are the world's principal exporters
of agricultural commodities. There is a

strong trend for dairy herds to become

larger and fewer in number, and beef pro¬
duction has expanded rapidly.

Mediterranean Countries

Agriculture is dominated by the region's

special climatic conditions, and irrigation

is of major importance. Agricultural

structures are generally more unfavourable

than in Western Europe but are improving

rapidly in areas where there has been a

large rural exodus.

Japan

A special case ; farms are extremely small,

and the land is used very intensively.

Part-time farming is very common. Al¬

though domestic rice production still plays

a major role, the production of fruit and

vegetables and also livestock has expanded

while imports of foodstuffs have risen

substantially.

Objectives

Intensive cultivation of rice in Japan.

Within the spectrum of agricultural

policy objectives promoting efficiency in

agriculture, providing consumers with an

adequate supply of food at reasonable

prices, assuring an acceptable income to
farmers, increasing the contribution of

agriculture to the trade balance and to

regional development, assuring environ¬

mental protection countries may have

very differing approaches.

One distinction is between exporters and

importers of farm products. Net export¬

ers are mainly interested in obtaining

better market access for their products at

the highest possible price leaving adjust¬

ment of production to market forces.

They base their agricultural policies gene¬

rally on the belief in the existence of

comparative advantage. Net importers

on the other hand are primarily concerned

with ensuring stable supplies of food and

farm products especially at a time when

world markets have proven to be an unre¬

liable source of such supplies and with

safeguarding the incomes of farmers.

They tend, therefore, to shield domestic

producers from outside competition and

often support producer prices at a level

that is above the world market price.

Countries which are on the whole self-

sufficient and which have no aims to be¬

come exporters tend to consider protection

and a certain stimulation of production as

necessary because domestic producers

are not always able to compete on an

equal footing with exporting countries.

The policy of the self-sufficient countries

is a balancing act between ensuring ade¬

quate supplies and avoiding chronic sur¬

pluses. Of course the situation varies

from product to product and from one

country to another depending on parti¬

cular circumstances. A country which

takes a liberal attitude with respect to

products in which it is competitive may be

very protectionist when it comes to
commodities in which it is not. >

(1) These country reviews have been pu¬
blished as individual reports under the title
"Agricultural Policy in Australia", etc.

37



Adjustment
of Production ...

A Difficult Task

The well known constraint on agricul¬
ture including the very nature of the bio¬

logical process and the high rate of fixed

long-term investment make production
both uncertain and rigid and this has

important implications for the success of

agricultural policies. Also relevant is

the atomistic nature of the farming indus¬

try with its large number of individual

enterprises.

Price policy is the main but not the

only tool for regulating agricultural pro¬

duction. If used strongly enough it can

be effective; too firmly applied it may
have adverse effects on incomes and social

conditions in agriculture. Moreover ex¬

ternal factors such as a change in exchange

rate can weaken the effectiveness of price
policy as a tool for regulating production.

These are some of the reasons why price
policy has proven most effective when not

applied in isolation but coupled with
other measures.

If price policy can be a costly way of
adjusting production, its costs must never¬

theless be compared with those of alter¬
native measures and with those of no

action at all. Price policy moreover must
be judged in the wider context of its

success in providing food at the lowest

possible cost to society.

Income Disparities
One of the matters which concerns go¬

vernments most with regard to agriculture

is the question of ensuring an acceptable
income to farmers. In almost all OECD

countries, average income in agriculture
is below that of other sectors, and this

situation has prevailed for years. A
further problem is that farm incomes lack

stability because of wide fluctuations in

harvests and prices. Not all farmers

however are equally badly off. In many
countries the disparity in incomes and

in standards of living within agriculture

is more of a problem than the average
income gap between agriculture and other
sectors. Often the problems are confined

to certain regions or groups of farms where,

due to natural disadvantages, inadequate
farm structures or lack of managerial
skill, farmers are prevented from increas¬

ing their efficiency.

Neither general price support nor input
subsidies provide satisfactory income relief

for these farmers as such policies generally

favour the most efficient and biggest pro¬
ducers. Some countries have adopted a

more selective approach including direct

payments to farmers those, for example,

who live in a particularly disadvantaged
area. Increasingly, however, governments

are coming to feel that agriculture alone

cannot provide a decent living in many
less favoured areas, and that the problems

A. Differing Agricultural Patterns
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will have to be solved by extending non-

agricultural activities in these regions.
Otherwise out-migration from agriculture

can completely destroy the social and eco¬
nomic life in such areas. Indeed in

contrast to the situation only a few years

ago policies regarding less favoured areas
are often aimed not so much at taking

labour out of agriculture as at maintaining

the overall production capacity and eco¬
nomic activity of the regions concerned.

One of the main causes of low incomes

and of income disparities is to be found
in deficient farm structures and this is an

ongoing problem: a size structure which

was appropriate a decade ago may be
inadequate today and could cause major

problems in another decade. The size
of a farm, however, is not the only decisive

factor: the structural problem may be one

of inadequate capital input or more

generally the lack of balance between

land, labour and capital.

Some countries rely mainly on market

forces to bring about the necessary struc¬

tural changes. Where governments do

intervene to improve structures, their

efforts range from measures intended

merely to guide and "humanize" the

process, to positive and comprehensive

structural adjustment programmes.

Instability
of Agricultural

Commodity Markets
It is often on the international scene that

national problems become most visible.

This is so because countries tend to give

priority to national interest when prob

lems arise, and, OECD's report states,
"the result can be a situation where nation¬

al problems are exported, causing dis¬

ruption of the international market".

Such disruption is, of course, particularly

damaging to countries which depend

heavily on world markets for exports or

imports (table 1). No wonder therefore
that it is in the realm of international trade

that the most sensitive political issues have
arisen.

Rapid expansion of international trade

has accentuated these problems. Chart B

shows that the volume of agricultural

commodities moving in international trade

has increased far more rapidly than pro¬

duction, although not as fast as foreign
trade in general. This expansion is the

result of growth in world demand and a

general trend towards more elaborate food

products and diversification of agricultural

1. Agricultural Trade in 1973*

Agricultural Agricultural Balance Agricultural Agricultural
imports exports imports exports

(million US $) (million US $) (million US $) as % of as % of
c.i.f. f.o.b. total imports total exports

UNITED STATES 9,842 16,746 ; 6.904 14.2 23.8

CANADA 2,153 3,637 + 1,484 9.2 14.4

JAPAN 7,409 906 6,503 2.5 19.4

AUSTRALIA 417 3,000 + 2,583 32.2 6.1

NEW ZEALAND (140) (1,725) (+ L585) (66.5) (6.5)

EEC-9 39,426 25,898 13,528 12.3 18.4

within EEC-9 17,542 17,479 15.8 15.9

outside EEC-9 21,884 8,419 8.5 21.1

BELGIUM-LUXEMBOURG 2,974 2,239 735 10.1 13.6

DENMARK 928 2,372 + 1,444 39.1 12.1

FRANCE 5,403 6,833 + 1,430 19.3 14.7

GERMANY 10,851 3,186 7,665 4.7 19.9

IRELAND 393 937 + 544 44.0 14.1

ITALY 6,421 1,987 4,434 8.9 23.1

NETHERLANDS 4,064 6,103 + 2,039 25.6 17.3

UNITED KINGDOM 8,391 2,241 6,150 7.3 21.6

AUSTRIA 695 234 461 4.7 10.3

FINLAND 429 153 276 4.0 9.9

GREECE 436 449 + 13 31.1 12.6

ICELAND 38 221 + 183 76.2 10.7

NORWAY 559 657 98 14.0 9.0

PORTUGAL 493 332 161 18.8 17.0

SPAIN 1,654 1,542 112 29.9 17.6

SWEDEN 1,142 334 808 2.8 10.8

SWITZERLAND 1,600 457 1,143 4.9 13.9

TURKEY 48 428 + 380 46.8 2.3

YUGOSLAVIA 560 486 74 17.0 12.4

( ) Estimated by the Secretarial.
* Classification S.LT.C. 0, I, 4, 22, 29.
Source: OECD, Statistics of Foreign Trade.
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B. Trends in Indices of World Production

and Exports - 1960 = 100
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Source: GATT, International Trade 1973/74, Geneva, 1974, Table 1.

production which has made agriculture in

many countries dependent on import of

inputs animal feedstuff's, for example.

The share of total output moving in foreign

trade varies from one product to another
(Table 2), and is generally highest for
commodities destined for industrial use

(e.g. fibres) and lowest for rice, feedgrains

and animal products. The fact that the

world market is a marginal market for

many farm products has important impli¬

cations, as small variations in supply and

demand may cause exceptionally large

fluctuations in world prices. This effect

was painfully demonstrated by the wildly
fluctuating world market prices which

characterised the recent food crisis (2).

Instability of markets has had severe

effects on international trade; increasing

uncertainty has made it difficult to plan

production and encouraged speculation.

The crux of the problem is how to limit

market fluctuations while allowing prices

to play their role in adjusting supply and

demand. Market instability has been

caused by a number of factors including

(2) See OECD Observer N° 68, Feb¬
ruary 1974 " What can be Learned from
Recent Difficulties in Agricultural Mar¬
kets?" by A. Simantov.
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crop failures in certain parts of the world
which have reduced food reserves and have

had to be compensated for by purchases
on international markets. An additional

factor is the elasticity of demand for food

with respect to both price and income

which limits the scope for adjustment of

demand to changed market conditions.

Policies to safeguard national interests
moreover can reinforce the effect on world

markets of unbalanced supply and de¬
mand. Thus, it is at the national level

that the solution to the problems of

world market instability primarily is to
be found.

One of the most important recent de¬

velopments in relation to international
trade has been the move towards closer

economic integration between countries.

The formation of the enlarged European

Economic Community is an example
which has led to closer economic relations

and increased trade among participating

countries. Development towards region¬

al groupings and closer economic co¬

operation among countries can make it

easier to accomplish trade adjustments,

there being fewer parties and less diffe¬

rent policies involved, especially if these

policies are outward-looking; an outward

looking attitude can also minimise the
effects on trade with outside countries.

One approach to easing the flow of

agricultural trade which has been advo¬

cated is the international organisation of
markets for individual commodities. Re¬

cent years have seen an increase in bila¬

teral arrangements for agricultural pro¬
ducts which have facilitated and stabilised

trade between countries in the commodi¬

ties concerned. But many countries con¬
sider that the interests of the international

community in extending trade and stabi¬

lising markets would better be served by

multilateral solutions. One problem is

that, in the past, such trade arrangements

have failed to cover a sufficiently large
share of world trade. This has had im¬

portant consequences for the uncomitted

portion of trade which often has become

exposed to accentuated fluctuations. Better

information about developments in food

supply and demand, help jn improving

the production potential of developing
countries, and international co-ordination

of national stock policies are cardinal
solutions to be considered in this connec¬

tion. Actions may be taken on a case-

by-case basis; however, the success of

international arrangements will, in the

words of the report, "depend on the

political will to implement the instruments

agreed upon and on the extent to which

the major trading countries are involved".

; i &y*

Kr f :
j* '.

A small farm in Norway.

2. World Exports of Selected Commodities
as a Share of World Production 1971-1973

World

production
(million

tons)

Exports
(million tons)

Total

exports

Commodity

Total

From

developed
countries

as % of
world

production

Wheat & flour

Rice (milled equivalent) (a)
Other cereals

360

200

651

68

9

58

58

3

47

19

5

9

Total cereals 1,318 140 110 11

Soybeans

Sugar (raw equivalent)
Meat

Butter & ghee
Cheese

Eggs
Wool (greasy equivalent)
Cotton

55

76

116

6.1

9.3

22

2.7

12.8

14

17

5.1

0.9

0.9

0.5(b)
1.1

4.2

12

3

3.6

0.8

0.8

0.3 (b)
1.0

1.1

26

22

4

15

10

2

41

33

a) The tonnage of rice is on a different basis than other cereals.
b) Exports in the shell.

Source : TAO, Production Yearbook and Trade Yearbook, 1973.
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As the rate of inflation in many
OECD Member countries has

moved into double figures, the

question of whether various economic
variables wages, financial assets, taxation
and social benefits should be automati¬

cally adjusted to inflation by some index¬
ation technique has been raised in most

countries. As regards taxation, it is clear

that inflation has far-reaching effects on

the overall tax yield and the yields of
individual taxes and, hence, on the distribu¬

tion of the tax burden. A question

which is being much discussed today is

whether the personal income tax should

contain a built-in protection against

inflation so that " real " tax payments, at

constant prices, would remain unaffected

by inflation. This is the aspect of the

inflation question which has been selected

for priority consideration.

In most Member countries, government
action to alleviate the extra tax burden on

households which results from rapid
inflation has taken the form of" ad hoc-

decisions to reduce rates, widen income

brackets in progressive tax schedules and
raise allowances. Canada, Denmark and

the Netherlands have gone further and

automatically adjust the tax allowances

against taxable income and tax brackets
to take account of inflation.

The Committee will look at the argu¬
ments that have been advanced for and

against automatic indexation and the tech¬

nical problems met within implementing

an indexing scheme. It is proposed to

touch upon some of the equity implications
of indexation schemes such as whether they

discriminate between different categories

of taxpayers and what are the implications

of indexing for other policy objectives. It

is hoped that a report will be completed
during 1975.

Tax Treatment of

Different Family Units
A question being considered in several

countries is whether the income of a family

should be aggregated for tax purposes,
whether husband and wife should be

taxed separately, or whether they should
have the choice between joint and indivi¬

dual taxation. A number of governments

have recently changed their system and not

always in the same direction. Evidently
the choice of tax unit cannot be considered

meaningfully in isolation: the differences
in tax rates and allowances must also be

taken into account. Other issues to be

touched upon are the extent to which
Member countries allow child-care ex¬

penses to be offset against income tax

liability and the tax treatment of special
cases (widows and widowers, one-parent

families, the divorced and separated).

Special attention will be paid to the tax

treatment of working wives, since policy¬

makers are interested in this question,

either because of the effect taxation may

have on the willingness of married women

to take up paid employment or because of

tax equity considerations as between house-

The Social

Aspects
of Taxation

The growing interest
ofpolicy-makers

in the social aspects
of taxation, with stress
upon the contribution

of taxation to reducing
inequalities, has led OECD

to set up a new Working Party
of its Fiscal Affairs Committee

devoted to The Social

and Statistical Aspects
of Taxation with

the following programme
of work (1):

impact of inflation on taxation
tax treatment of different

family units
the taxation of wealth

and capital gains
the taxation ofhousehold savings.

hold units with a single earned income

and those having more than one.

The Taxation of Wealth

and Capital Gains
Taxes on wealth and capital gains are

generally used because of the belief that

income taxes as they exist at present

do not achieve the redistributional object¬
ives of governments and do not cover a

sufficiently broad definition of income.

A number of countries among others,

Australia, France, Ireland and the United

Kingdom, are looking at wealth and

capital gains taxation and it is timely

to consider in OECD the advantages and

disadvantages of the various methods of

taxing wealth (net wealth taxes, capital

gains taxes, capital transfer taxes on gifts
or inheritances). A start will be made

by surveying Member countries' approach¬

es to the taxation of wealth, in particular

the aims that they are pursuing, the reason

why they prefer one type of tax to another,

and the difficulties they see in constructing

a wealth tax suitable to their purposes.

Taxation of

Household Savings
At the present time, it is clear that the

worsening of the terms of trade following

the rise in oil prices, and the consequent
need for OECD Member countries to

shift resources to exports and to import

substitution, means that the rate of growth

of private consumption is going to have

to be less rapid than Member countries

have been used to. This brings to mind

a number of questions which may be
considered.

What can usefully be said about the

links between the overall level of savings

in an economy and taxation policy ? Is

there any evidence that a threshold level
for the total of taxation to GNP exists

beyond which savings are reduced and/or

incentives to work are impaired? Are

there types of taxes which have less

undesirable effects in regard to savings
than others? How does the overall level

of household savings respond to specific

tax measures designed to encourage

savings ? Is the effect of such measures

mainly to change the savings pattern,

leaving the overall level much as before?

A work programme in this field will

shortly be finalised; a fourfold approach

is presently envisaged:

A policy discussion of the questions
raised above.

A study of the general approach of
certain volunteer countries to the whole

question of the taxation of savings.

All countries may be asked to submit

a general inventory of tax provisions which

favour or discriminate against savings.

A more detailed study could be under¬

taken for the taxation of particular types
of savings. In view of its interest to

governments, and important redistribu¬
tional effects, the tax treatment of house

ownership may be selected as the priority
area.

(I) In this connection the OECD has already
published reports on " The Negative Income Tax "
(see OECD OBSERVER N° 70, June 1974) and

on " The Tax-Bene/it Position of a Typical Pro¬
duction Worker " (see OECD OBSERVER N" 74,
March-April 1975) .
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Trends inTourism

in OECD Countries

During 1974 and the First Months of 1975

The slowdown in international tou¬

rism which started in 1973 became

considerably more marked in 1974,
and for the first time since the War inter¬

national tourist traffic in most of the

OECD countries showed a distinct fall

compared with the previous year. The
sluggish world economic situation follow¬
ing the oil crisis in the autum of 1973,
the fall in purchasing power due to infla¬
tion, the rise in transport and particularly

air transport costs, the depreciation of cur¬
rencies in certain tourist-generating coun¬

tries and the psychological reactions of
would-be tourists to the situation are the

main causes of this decline. Although

arrivals of foreign tourists in Member

countries and Yugoslavia had still increa¬

sed by 4 per cent in 1973, they were 7 per
cent down in 1974 to about 145 million.

The number of nights (see table 2) recorded

in 14 European Member countries and Yug¬
oslavia totalled 597 million, a fall of 4.4

per cent compared with an increase of 4
per cent in 1973. There was also a distinct
levelling off in international tourist
payments. Member countries' total earn¬
ings from international tourism increased
by only 6 per cent, and tourist expen¬
diture by 8 per cent, totalling 26 and

29 billion dollars respectively (see table 1).
The rate of increase in receipts is less

than half the average rate of inflation
recorded in Member countries so that

receipts have fallen in real terms. The
effect of this limited increase in inter¬

national tourist receipts and expenditure

in foreign currency was a reduction in the
share of tourist payments in the current

payments of OECD countries as a whole.

During 1974 tourist traffic from the
most important source countries fell in
almost all Member countries; the main

increases were in the number of German

tourists in some receiving countries. For
the first time there was a considerable

1. International Tourist Receipts and Expenditure
of OECD Member Countries

(rounded figures in millions of (JS$)

Receipts E.xpenditure
Country

1973 1974 y/o
change

1973 1974 /o

change

Austria 2,190 2,289 + 5 678 890 1- 31

BLEU 628 695 + 11 1,043 1,143 I- 10

Denmark 578 642 + 11 499 524 + 5

Finland 283 293 + 4 195 207 + 6

France 2,398 2,640 + 10 2,162 2,380 + 10

Germany 2,213 2,325 + 5 6,524 7,041 + 8

G reece 515 436 15 73 79 9

Iceland 13 16 -1- 27 13 18 + 38

Ireland 205 234 + 15 145 n.a. n.a.

Italy 2,373 1,915 19 1,459 1,228 12

Netherlands 960 1,033 + 8 1 . 1 73 1,346 + 15

Norway 253 298 + 18 295 387 + 32

Portugal 514 443 14 232 255 + 10

Spain 3,091 3,188 + 3 271 326 + 5

Sweden 219 275 + 26 718 769 + 7

Switzerland 1,378 1,415 + 3 584 664 -1- 14

Turkey 172 194 + 13 93 152 + 63

United Kingdom 1,677 1,957 + 17 1,683 1,601 3

Total European
Member Countries 19,657 20,287 + 3 17,693 (1) 19,009 (1) + 7

Australia 205 260 + 27 429 491 + 15

Canada 1,304 1,499 + 15 1,435 1,608 + 12

Japan 209 234 + 12 1,252 1,358 + 9

New Zealand 99 133 + 35 182 253 + 39

United States 3,276 3,886 + 19 5,407 5,843 + 8

Total OECD

Member Countries 24,750 26,299 + 6 26,398 ( 1 ) 28,562 ( 1 ) 1 8

Yugoslavia 630 699 - 11 n.a. n.a. n.a.

(I) Totals of expenditure exclude Ireland.
Figures, some of which are provisional, exclude receipts and expenditure on account of international fare

payments, except for Canada and Turkey.
Figures for Canada, Ireland, Switzerland, United Kingdom and United States are based on sample enqui¬

ries ; figures for the other countries are based on bank returns.
n.a. = not available.
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2. Foreign Tourist Nights

Recorded or Estimated in All Registered
Means of Tourist Accommodation

in European OECD Member Countries
(rounded figures in millions)

Country 1973 1974 /o

Change

Austria 78.3 74.9 4

Belsîium 7.4 7.5 + 1
Denmark 7.4 7.1 5

France ( 1 ) 97.6 97.9

Germany 19.9 18.8 6

Greece 15.7 10.2 35

Ireland (1) 21.2 21.5 + 1

Italy 73.3 70.2 4

Netherlands II. 1 11.4 + 2

Norway (1) 22.5 22.3 1

Portugal (I) 19.1 13.2 41

Spain (2) 69.7 64.8 7

Switzerland 33.8 31.8 6

United

Kingdom (1 ) 109.8 110.6 1

(1) Overall estimate of the total number of nights
spent in the country.
(2) Hotels and camping sites only.

reduction in the number of tourist depar¬

tures from the United States to Europe,

while the number of Japanese tourists
travelling abroad showed only a slight

increase. The largest reductions in inter¬
national tourist traffic were recorded in the

Member countries in southern Europe.

In terms of nights spent, tourist move¬

ments between the European Member

countries fell by 3.5 per cent compared
with 1973.

On the other hand, the development of
domestic tourism in the Member countries

was stimulated by the reduction of demand

for travel abroad. The number of nights

spent by nationals in the means of accom¬

modation which are registered in certain

European Member countries and Yugo¬

slavia increased by 4 per cent, and in each

of these countries the number of nights

spent by national tourists increased as a

percentage of total nights spent. In seve¬

ral Member countries the fall in foreign

tourist demand was offset by the increase
in domestic demand.

Reflecting the fall in tourist traffic in
both directions between the United States

and Europe, the total number of passen¬

gers carried on scheduled and charter air
services on the North Atlantic routes fell

for the first time by 9 per cent in 1974 to

below the 1972 level (see table 3). Charter

traffic showed a more substantial fall (17

per cent) than traffic on scheduled ser¬

vices (7 per cent), to a figure below

that reached in 1971. Intra-European

air traffic showed a substantially lower

increase, the number of passengers increa¬

sing by only 3 per cent as against 13 per
cent in 1973.

As concerns accommodation, two main

trends were apparent in 1974: on the one

hand the priority given in several coun¬

tries to improving and modernising diffe¬
rent forms of accommodation within the

framework of Government aid program¬
mes, and on the other hand, despite the

increase in hotel charges in most countries,

the aggravation of the problem of profi¬

tability as a result of the continuing in¬

crease in operating costs and the fall in

occupancy rates.

The development of international tou¬

rism during the early months of 1975 is

still influenced by the general economic

situation, although in certain countries

the demand for foreign travel is improving.
On the other hand, domestic tourism is

likely to continue to increase. Refla-

tionary measures taken by different Mem¬

ber countries during the first half of 1975

will hopefully lead to a recovery of activity
in the OECD area in the second half of

1975. The effect on tourism of any such

recovery would not however be fully felt

before the end of this year.

The most recent statistics cover arrivals

at frontiers or hotels and nights spent by
foreign tourists during the first three to

five months of 1975. In European Member

countries nights spent by foreign tourists

increased by 15 per cent in Austria (4
months) mainly as a result of the conti¬

nued influx of German tourists, by 3 per
cent in Germany (3 months) and by 1 per
cent in Yugoslavia (4 months) but fell by
3 per cent in Denmark and Switzerland

(4 months). The number of arrivals at

frontiers increased by 28 per cent in Austria

(3 months), by 21 per cent in France (3
months), by 14 per cent in Denmark (4

months), by 13 per cent in the United

Kingdom (4 months) and by 4 per cent in
Germany (4 months). On the other hand,

the number fell by 9 per cent in Spain
(5 months), by 3 per cent in Ireland

(5 months) and Switzerland (4 months,

arrivals in hotels) and by 2 per cent in

Yugoslavia (4 months, arrivals in all regis¬
tered accommodation). In North Ame¬
rican Member countries, arrivals at fron¬

tiers rose by 25 per cent in the United

Stales (3 months) and by 2 per cent in
Canada (3 month).

During the first four months of 1975 the

number of passengers carried by IATA

Member companies in both directions on
the North Atlantic route fell even more

rapidly than during the first four months

of 1974 as compared with the corres¬
ponding period of 1973. The fall on sche¬

duled air services was 9 per cent as com¬

pared with 1974 and 13 per cent compared
with 1973. Passenger traffic by charter

flights fell by 30 per cent compared with
1974 and by 49 per cent compared with
1973. In all, the number of passengers
was thus reduced by 1 1 per cent compa¬
red with 1974 and by 17 per cent compa¬
red with 1973. This situation is mainly
due to the continuous decline in the num¬

ber of departures of United States nation¬

als to Europe, which had already ceased
to increase in 1973, the reduction for the

first 6 months of 1975 being estimated at
1 1 per cent as compared with the first half

of 1974 and 27 per cent as compared with
the first half of 1973.

Suggestions
Concerning Government

Policy and Action
in the Tourism Field

The fall in international tourist traffic

and the changes that have occurred in the
pattern of tourism demand show the sen¬

sitivity of the tourism sector to the general
economic situation. Although tourism

An August holiday scene
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3. Trend of North Atlantic Air Traffic 1971 - 1974

Number ofpassengers carried in both directions

Number of passengers 1971 %* 1972 %* 1973 O /;j:

/o
1974 o/*

/o

1ATA scheduled flights
Non-IATA scheduled flights

7,531,929

268,000

; 5

+ 2

9,503,097

294,000

+ 26
+ 10

10,029,024

300,000

+ 6

+ 2

9,345,489

290,000**

7

3

TOTAL SCHEDULED FLIGHTS 7,799,929 + 5 9,797,097 f 26 10,329,024 + 5 9,635,489 7

IATA charter flights
Non-IATA charter flights

1,059,046

2,181,000

I 30

+ 30

1,329,208

1,887,000

+ 26
13

1,671,286

2,085,000

+ 26

+ 10

1,142,622

1,980,000**

32

5

TOTAL CHARTER FLIGHTS 3,240,046 I 30 3,216,208 1 3,756,286 + 17 3,122,622 17

GRAND TOTAL 11,039,975 + 11 13,013,305 18 14,085,310 + 8 12,758,111 9

Source: International Air Transport Association (IATA/
* Change on previous year.

** Estimate.

, Geneva.

has been relatively less affected than some
other sectors of economic activity, it is

important for Governments of Member
countries to follow closely the trend of

tourism in the light of cyclical fluctuations

in order better to adapt their tourism policy

to rapidly changing circumstances. In

the present situation efforts should be
continued to maintain foreign and do¬
mestic tourist demand at the level neces¬

sary to guarantee optimum utilisation of
existing facilities. Promotional measures

should be more selective and based on

more detailed market studies and should

cover not only foreign markets but also
the domestic market.

With regard to action on supply,

priority could be given to projects for
tourism development that are integrated
into the social, cultural and natural environ¬

ment of the regions and areas to be deve¬

loped. Moreover, measures to provide

tourism opportunities for wider segments

of the population are of special importance.

in Yugoslavia (left) and in New Zealand (right).

During recent years, there has been in
various countries an increase in short-

time tourist travel, particularly during

extended weekends or public holidays,
which reflect the need for relaxation near

at hand of the inhabitants of large urban

areas. This fast-growing form of tourism

demand entails adequate physical planning
in tourism areas in the vicinity of large

cities or the adaptation of master plans to

tourism purposes as well as the protection
of tourist sites in these areas. An invest¬

ment policy covering general infrastructure,
secondary residences and the equipment
for tourism and leisure activities is there¬

fore necessary. In most cases, however,
local authorities are not able to establish

plans and finance them out of their own
resources, and public assistance and finan¬
cial aid is therefore indispensable. Public

authorities should thus consider extending

the scope of tourism planning in order to
deal more effectively with the increasingly

important interrelationships with leisure
and recreation activities.

As regards tourism research, there is a
wide field of study on the economic, social

and environmental aspects of tourism.

However, the following questions may be

of special importance: analysis at national
level of the trend of prices for tourist

services with a view to the possible esta¬

blishment of an index of tourist prices;

the effects of tourism development on the

employment sector, particularly at regional
and local levels, and the improvement of

tourism performance indicators. More
Governments are recognising the need and

advantage of explaining the impacts of
tourism in their countries, not only eco¬
nomic but also social and environmental.

It would be useful if the economic impact
of tourism could be described in terms of
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national accounts. Vigorous efforts should

also be made in order to improve tourism
statistics both qualitatively and quantita¬
tively.

In the field of transport, recent events

have shown that increases in prices and

changes in air fare structures have direct

effects not only on the profitability of
airlines but at the same time on that of

the tourist facilities linked with air travel.

The role of all modes of tourist transport,
especially public transport, should not be

neglected in the context of tourism plan¬

ning so as to ensure the best possible use
of tourism infrastructure and facilities as

well as energy-efficient modes of transport.

OECD's Tourism Committee has noted

with satisfaction that despite the consider

able deterioration of the balance of pay¬
ments of most Member countries no OECD

Member country, with the exception of

Portugal, has imposed restrictions on

tourists' automatic foreign currency allow¬

ances provided for under the OECD
Code of Liberalisation of Current Invi¬

sible Operations. This attitude is in line

with the undertakings by Member coun¬

tries in the Declaration published on
30th May, 1974 by the OECD Council at

Ministerial level, whereby the Govern¬

ments of the Member countries affirmed,

inter alia, their determination to avoid,

for a period of one year, taking general or

specific measures affecting other current

operations. The Committee also noted
with considerable interest that this Decla¬

ration has been renewed for a further

year by the OECD Council at Ministerial

level at its meeting on 28th and 29th May,
1975. The Committee stresses that under

present circumstances it is of great
importance for Member countries to

avoid any measures which may discourage
international travel.

The Committee considers that the re¬

orientation of tourist demand and the redis¬

tribution of tourist traffic in the OECD

area should encourage the Governments
of Member countries better to direct their

efforts in order to ensure, through proper
appreciation of the costs and benefits

involved in tourism policy decisions, a

more harmonious development of tourism
from the economic, social and environ¬

mental points of view.
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