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THE MANAGEMENT
OF INTERDEPENDENCE

Results

of

OECD's

Council

Meeting
at

Ministerial

Level

The main theme which emerged from OECD's Council meeting at Ministerial
level 21-22 June was interdependence: interdependence among OECD's eco¬
nomies as they emerge from the worst recession since the Thirties and seek to

prevent the recovery from turning into a new inflationary burst; interdependence
between the OECD area and the developing world in the context of intensified nego¬
tiations towards a new set of economic interrelationships.

The growing interdependence among OECD countries, which springs from increas¬
ingly large intra-area flows of trade, capital and migrants as well as from common
structural problems and common responsibilities vis à vis the outside world, has been
made particularly evident in recent years by the transmission of economic fluctua¬
tions the simultaneous occurrence of expansion and down-turn which, with the help
of the international multiplier, greatly amplified the effects of both. This experience
led Ministers to agree on the needfor a common economic strategy aiming at moder¬
ate but sustained expansion over the rest of the decade. This is a new departure in
relations among OECD countries and is described in further detail on page 4.

Over the shorter term, however, as OECD economies recover, imports are likely
to rise faster than exports (see Economic Outlook page 28) and 1976 is likely to see
larger current account deficits than 1975. At the same time employment is forecast
to pick up less rapidly than industrial production, a development that is the reverse of
what happened during the recession.

Moreover structural problems in some areas are likely to persist (1). Thus
pressures to put up trade barriers are not likely to diminish. During the past two
years governments have been helped to withstand these pressures by their joint pledge
to refrain from restrictions on trade and other current account transactions of the sort
that deepened the economic troubles of the Thirties. The need to renew this Pledge
for another year was recognised by Ministers (see page 8) .

This increased interdependence among OECD countries, it was agreed by Ministers,
is a "source of strength and efficiency" , but it has also brought on certain difficulties
which can be minimised or solved through the acceptance of rules or guidelines at the
international level. As an example, at the current meeting, Ministers affirmed the
importance for governments of maintaining liberal treatment of foreign firms and
also undertook for the first time to recommend certain guidelines for multinational
enterprises (see page 9) .

Demonstrations of increasing world interdependence have dominated the headlines
for months: the impact of fluctuating commodity markets on OECD price levels
andconversely of economic conditions in the OECD area on these markets; grain
shortages in the USSR compensated for by exports from the OECD area; intensifi¬
cation of the financial and development problems of the poorest countries as a result
of the oil crisis. Ministers were mainly concerned with the complex of development
issues that are now being discussed in the North-South Dialogue (see page 17 and
also page 20 for the latest information on development assistance trends).

An improvement in the economic situation of the OECD countries should in itself
help to achieve a better balance in the world economy. In addition Ministers re¬
affirmed the determination of their governments, expressed in the Declaration on
Relations with Developing Countries adopted by the Council in 1975, to pursue the
dialogue with developing countries in all appropriate fora in order to arrive quickly
at concrete results.

(1) For one example see page 23.



Strategy for Economic Recovery

M
inisters agreed on the need for a common strategy

and on its contents in the following terms:

Communiqué

Recognising that the continuation of present levels of un¬
employment and inflation would be unacceptable, Ministers
agreed on the main elements of a strategy for sustained economic
expansion, to be carried out through their respective policies.
The basic premise on which this strategy rests is that the steady
economic growth needed to restore full employment and satisfy
rising economic and social aspirations will not prove sustainable
unless all Member countries make further progress towards
eradicating inflation. Due weight must also be given to features
of the present situation which seem to point to the need for
caution in the pursuit of expansionary policies. First, because

Panayis Papaligouras, Minister of Co-ordination
and Planning, Greece, and Chairman of the
Ministerial Meeting

A
// of us are aware that

the shocks from which
our economies have

suffered in recent years have
severely damaged confidence
confidence in the future and
has severely damaged us in our

ability to maintain growth and
to re-establish full employment.

Our opinion however, is that
this mood of doubt is misplaced

and that our governments, by

following reasonable policies, can enable our economies
to recover in a satisfactory manner. We find no contra¬
diction between the fight against inflation and the return

to full employment. I would rather say that the opposite
proposition is true i.e. that one cannot see how full
employment could be restored unless inflation is progress¬
ively reduced; the reduction of inflation is in the medium
and long run a condition of ensuring full employment.

We have agreed on the outlines of a general economic
strategy that each OECD government will pursue accord¬
ing to its own individual circumstances. The essence of
the strategy is that each country will use the appropriate
policy and aim at a rate of expansion a little above the
normal capacity growth rate but which is not so fast as to
lead us back to bottle-necks that caused so much damage

in 1973, for instance. Such a strategy will lead to pro¬

gressive absorption of unemployment and reduction in
inflation. Simultaneously, this will enable OECD coun¬
tries as a whole to grow by, let us say, 5 per cent a year
or somewhat more over the rest of the decade."

of the fairly close synchronisation of the recovery in many
countries, there is a risk that the strength of the expansionary
forces at work may be underestimated. Second, because of the
virulence of recent inflationary experience, there is a danger that
inflationary expectations could revive quite strongly if the pace
of the recovery is too fast. Third, because of inadequate invest¬
ment in past years in some countries and in certain basic in¬
dustries, there is a risk of supply bottlenecks at a comparatively
early stage of the recovery.

Bearing these considerations in mind, Ministers agreed on
a strategy whereby governments will direct their policies to
attaining price stability and full employment through the achieve¬
ment of an economic expansion which is moderate but
sustained. This implies that the restoration of full employment
and normal levels of capacity utilisation in the OECD area will
be progressive and take a number of years. Ministers are con¬
vinced that by adopting a strategy along these lines OECD
countries will be making an essential contribution to the econo¬
mic stability and well-being of the world at large.

The growth rates implied by this strategy will differ between
countries. Because of the depth of the recent recession, a period
of somewhat above-average growth will be possible and neces¬
sary to restore full employment, although care will be needed
to avoid rekindling inflationary forces and to slow down demand
in line with longer-term growth potential as the present slack is
taken up. Allowing for this recovery element, Ministers consider
that if the right policies are followed and inflation rates are
further reduced, there is scope for the growth rate for the GNP
of the OECD as a whole to average 5 per cent or somewhat
more over the five years 1976-80, with world trade expanding
by 8 per cent or somewhat more.

National economic policies in support of this general strategy
of a moderate but sustained expansion should be guided by the

following principles:

Governments should make firm use of fiscal and monetary

policy to achieve the general stability in their economies that
non-inflationary growth requires. This means that action taken
to dampen short-term fluctuations in demand must be formulated
in the light of the need for greater steadiness and predictability
of policies over the medium run.

In many countries, continuing efforts to develop a better
social consensus as to the aims of the economic policy will be

needed, which may involve various forms of prices and incomes
policy. Such policies can complement, but cannot replace, sound
demand management policies which are essential in any event.

Action should be taken appropriate to the circumstances to
deal with unsatisfactory aspects of the employment situation
in accordance with the 1976 Recommendation of the Council

of the OECD on a General Employment and Manpower Policy

as elaborated by the Manpower and Social Affairs Committee
meeting at Ministerial level on 4th-5th March, 1976. This
action may include selective policies to cope with sectors and
areas which have particularly acute employment problems.

In most countries, policies should be directed more towards
promoting investment rather than consumption. In many cases,
this will require an appropriate recovery of profits from the
depressed levels of recent years. It may also require action to



stimulate investment, to encourage savings over the medium run
and to restrain the rise of public expenditure.

Ministers agree that national policies in pursuit of this strategy
should be based on a clear recognition of countries' international
responsibilities. They noted that some larger Member countries
and quite a number of smaller Member countries are running
unsustainably large current account deficits. So long as the

OECD area continues to run a large current deficit with the
OPEC countries, Member countries in a strong external position
should, while pursuing their anti-inflationary policies, not resist
market forces tending to push their current account into deficit.
The priority task in countries in a weak external position must
be effective policies to bring down the rate of inflation. Because
of the interaction between domestic policies, inflation rates and

A Growth Scenario for OECD Area

A
scenario for economic developments to 1980 one of
several possibilities has been prepared by OECD's
Secretariat and is published in the current Economic

Outlook (1) (see Table). The scenario is not intended as a

forecast, but rather as a path for the growth of output,
trade and employment consistent with a reduced rate of infla¬
tion and improved international payments equilibrium. The
Economic Outlook's comment on the scenario follows:

"The scenario devised by the Secretariat is not an ideal
one, as both unemployment and inflation would still not fully
have been absorbed at the end of the period; it could there¬
fore be regarded as a challenge to do better. On the other
hand, five years of uninterrupted growth which combined a
sustained increase in real incomes, reduced unemployment,
lower external deficits and a progressive return to lower infla¬
tion rates would represent a substantial achievement, especially
when compared with developments over the last few years,
and could contribute greatly to restoring confidence in the
working of the market system. And it must be borne in mind

that a very sharp rate of expansion early on in the recovery
exacerbates the task of transition back to the lower growth
rate which is sustainable after full employment has been re¬

gained. The soft landing is always difficult to achieve.

Achievement of the scenario itself, despite its apparent mod¬
esty, is already a challenge to policy in a number of ways.
Steady growth over an extended period, with a shift of re¬
sources towards business fixed investment and an improvement
of the foreign balance, will require skilful demand manage¬
ment. The shift in resource utilisation risks posing difficult
problems of conflicting claims which could lead to new infla¬

tion. A growing number of countries are coming to the con¬
clusion that something in addition to demand management is
needed if the rise in prices is to be brought down to a more
acceptable level. Despite the difficulties involved, many coun¬
tries believe that, to obtain the necessary degree of social
consensus as to the conditions for economic progress, some
form of an incomes policy will be necessary, with more regular
contacts between the authorities, labour and management to
develop clearer mutual understanding about the appropriate
use of resources and the general management of the economy.
There is also the problem of how to alleviate unemployment
in the period before full employment is restored; a variety
of labour market policies and income maintenance measures

will be required. The divergencies between the economic per¬
formance of individual countries must be reduced, with the

less successful re-aligning themselves on the standards set by

the stronger: a continuation of widely dispersed inflation rates,
probably involving persistent external imbalances and exchange
rate instability, could endanger the viability of the growth
scenario.

1963 1971 1974

to to to

1971" 1974» 1980

(Average annual percentage
changes)

Total output 4.8 3.9
Total imports* 8.8 9.0
Total exports6 8.8 9.5
Labour productivity" 3.8 2.7

5i
6

31

1963 1971 1974 1975 1979

to to to to to

1971" 1974" 1975 1976 1980

GDP/GNP deflator 4.1 8.1 10.9 7|

1963 1971 1974 1975 1980

Unemployment rate
recorded unemployment"* 2.8 3.3 3.3
"potential" unemploy¬

ment"

OECD current balance with

Rest of World ($ billion) J 6f -33

5.0

6i

-6

4

7-1

a) The terminal years 1963 and 1971 have been chosen since they display,
for the area as a whole, demand pressures roughly similar to those recorded
in 1974.

b) Goods and services, national accounts definitions.
c) Output per employed person.
d) As a percentage of the labour force.
e) Projected at full employment participation rates, and therefore not

directly comparable with recorded figures. Excludes ten countries among
which are Greece, Portugal, Spain and Turkey, the inclusion of which would
raise the estimate of "potential" unemployment in both years.

In view of these sizeable tasks, it would be imprudent to
consider more rapid expansion until it is clear how well
policies can achieve the aims of the present strategy. The
difficulty of assessing, at all precisely, the present margins of
slack, the possibility of encountering sectoral bottlenecks,
and the uncertainty as to how fast unemployment will respond
to rising demand, all point to the need for the expansion of
demand to be moderate, at least in the initial stage of the
recovery.

(7) Highlights from the Economic Outlook appear on page 28.



Chairman of the Meeting, Panayis Papaligouras, with Ambassador
Dimitri Athanassopoulos, Greece, Permanent Representative to
OECD.

P.R. Lynch, Treasurer, Australia and Henry A. Kissinger, Secretary
of State, United States.

Emile van Lennep, Secretary General of OECD (*)

T
'ogether, the Ministers

laid down a broad

medium -term stra¬

tegy which will guide their own
individual policies for the ma¬

nagement of their market eco¬
nomies over the next few years.

The essence of the strategy,

then, is to restrain growth, in

each of the next few years, to

only a little more than the nor¬
mal rate of expansion, absorb¬

ing unemployment more slowly but more surely than
usual and, of course, getting our growth rates back down
to the "normal" path that is set by productivity and
labour force increases when full employment conditions
are once again approached.

What I want, above all, to underline is the political

significance of this action by OECD Ministers. First it
shows a significant growth in the realisation that an
essential pre-condition for sustainable growth (as opposed
to boom and bust) is the re-establishment of price stability
and avoidance of new inflationary outbursts. Gone, I think,
are the days when statesmen could, seriously, maintain
that the best way of getting rid of inflation was to expand

demand at maximum speed and trust that rising product¬
ivity would solve all problems on the cost and price
front.

Second, it shows the realisation by the Ministers of
24 busy governments, each of which is occupied by
pressing day-to-day concerns, that economic policy cannot
appropriately be considered against the time-horizon of
the next few months or quarters, but that it has to be
looked at for its effects over the medium term say, four

or five years from now. I regard this as a break-through
in politico-economic thinking, and one which will render
far more fruitful than before the on-going tasks of inter¬
national consultation and cooperation.

Third, and this I would underline heavily, it constitutes

a meaningful expression, at the highest level, of the will
of OECD governments to conduct their economic affairs
rationally, far-sightedly, and internationally, rather than
on the self-defeating basis of parochial interests and in the
context of the election cycle. Here is an example of our
Member governments exerting combined leadership in a
field that is of vital concern not only for their own con¬
stituents, but for the world at large, the very poor as well
as the very rich. I believe it to be a most encouraging
augury for the future."

(*) These comments are taken from a speech given at the Uni¬
versity of Mainz in Germany, 1st July 1976.



Paul W. McCracken, Chairman, OECD Experts
Group on Non-Inflationary Growth (*)

A
few general conclu¬
sions seem to have

emerged from our

discussions. These are my own

impressions; the group has

not felt it wise to interrupt its

ongoing work to try to prepare

an interim report, and positions

which now seem to be emerging

may be modified as further dis¬
cussion occurs.

First, while the allocation of

new investment and other resources to such social objec¬

tives as the environment may somewhat reduce future

gains in measured output per man hour, we do not find

persuasive evidence that our governments should plan for

rates of economic growth in the future sharply below

those of the past. This means that governments must have

as the objective of policies a continuing rise in real incomes

and employment and output.

Second, we see little basis for expecting that the OECD

economies could have higher sustained rates of increase

in employment and output if they were willing to accept
high rates of inflation. The temporarily favourable effect

on employment and output of putting inflationary pressure

on the economy fades as higher rates of inflation come to

be expected. These higher rates of inflation then intro¬

duce distortions that tend to weaken the capability of our

economies for sustained growth. The objective of govern¬

ments should, therefore, be to work rates of inflation down

further to levels where concerns about the future pur-
ciwsing power of money cease to be a dominant factor in

decisions of businesses and consumers this, in the interest

of improving our prospects for continuing gains in real
incomes and output.

Third, the most important requirement is to manage
economic policies along a reasonably steady path. This
is urgently desirable for at least three sets of reasons.

Erratic and unpredictable economic policies themselves
have often caused major uncertainties and undermined the

longer term planning within the private sector which is so
essential for balanced and sustained expansion.

What seems particularly important at this point in
history is to avoid another explosive burst of expansion.
Such surges even in an economy with reserve capacity
tend to generate inflationary pressures and initiate a more

rapidly rising price level. Once this process has begun,
the restoration of greater stability in the price level and
orderly growth becomes a difficult and painful process.

Finally, steadier management of economic policies in
the industrial economies can make a major contribution
to reducing those sharp swings in commodity markets of
such concern to the raw material producing countries.

The OECD economies are now in the second year of
an expansion after a painful interlude of disinflation. The

objective should be to place this expansion firmly on a
course that is orderly and enduring. This is the path that
will have made the painful disinflation of 1974 and 1975

an investment in persisting increases in job opportunities,

in money in whose purchasing power people can have

renewed confidence, and in rising material levels of living
widely shared."

(*) A group of distinguished and independent economists invited
by OECD's Secretary General to explore new avenues of approach
to the problems facing governments in promoting economic growth
without inflation. The other seven members are: Guido Carli,
Italy; Herbert Giersch, Germany; Attila Karaosmanoglu, Turkey
and the World Bank; Ryutaro Komiya, Japan; Assar Lindbeck,
Sweden; Robert Marjolin, France and Robert Matthews, United
Kingdom.

exchange rates, the continuation of much stronger inflation in
some countries than in others could have adverse effects on

growth and international monetary stability. Ministers recog¬
nised the importance of inter-governemental consultation and

cooperation to support national stabilization policies. Note was

taken of the progress made towards ratifying the Agreement
establishing the OECD Financial Support Fund, and there
was agreement on the need to complete the process rapidly.

Ministers discussed the employment problems of European
Member countries where emigration has been an important
factor in the past. They agreed that more emphasis should be
given to the creation of indigenous employment opportunities,
and that this could be facilitated by the creation of conditions
conducive to increased capital flows to, and imports from,
these countries. Major changes in migration flows between some
European Member countries call for intensified cooperation
between host countries and countries of origin, so that the
burden of adjustment can be equitably shared.

Ministers examined the current economic situation and con¬

cluded that the recovery now evident in almost all Member

countries is on a course consistent with achieving sustainable
expansion. They welcomed the fact that in many countries
unemployment has stopped rising or begun to decline and that
the outlook for labour costs offers hope of a further reduction
in inflation. But care will be needed to ensure that the recovery
is kept under control and to avoid the undue fiscal ease and
excessive rates of monetary expansion which characterised the
similar phase of the last upswing; to this end, close international
consultation and collaboration will be essential.

Ministers instructed the Organisation to examine regularly
the extent to which the policies being followed are consistent
with the agreed medium-term strategy. They stressed, in parti¬
cular, the importance of analysis and consultations within the
Organisation directed towards the early detection of changes in
the pace of expansion in the OECD area, the avoidance of

undue fiscal ease or excessive rates of monetary expansion and
the identification of potential bottlenecks. They also requested
the Secretary-General to ensure that careful attention is given
to the problem of the recent divergence in the economic per¬
formance of Member countries by the appropriate bodies of the
Organisation.



Renewal of Trade Pledge

Communiqué

O

Member Governments (1) decided to renew, for a further

year, their Declaration on Trade of 1974 aimed at avoiding
restrictions on trade and other current account transactions

which could lead to chain reactions and endanger the process

Edmund Dell, Secretary of State for Trade,
United Kingdom

ne of the heartening

features is that we

have got through this

period without undermining the
basic rules of the international

trading system or throwing into

question the objective of ex¬

panding world trade. We have
achieved this success because we

have resisted the pressures on

each of us to take protectionist
measures. The OECD Trade

Pledge has helped to strengthen this determination. The
Pledge has played an invaluable role, not only for the
countries represented here but for the developing countries

whose economic position is inevitably related in large
measure to our own."

Theodorus Hijzen, Netherlands, Director General
of External Relations,
Commission of the European Communities

O
ne can ask why the

Trade Pledge should

be renewed for a

second time: since recovery has

taken hold, it could be asked

whether the dangers are such as

to justify renewal of such a

Pledge. Without rejecting this

line of reasoning completely, I
nevertheless think that the agree¬

ments in favour of renewal are

the stronger. Fundamental diffi¬

culties and dangers continue, particularly for the balance of
payments. I fear that in the months to come, as in the
past, we will not be free of pressures for protection. If we
want the recovery to continue, we should individually and
collectively oppose these pressures. Moreover the consul¬
tation system has been tried as a preventive measure.
Finally, I think the renewal of the Pledge is important for
our relations with the Third World. It will increase our

credibility both in the North/South Dialogue and in the
Multilateral Trade Negotiations.

What is theTrade Pledge ?
The Trade Pledge aims at preventing unilateral action

which could have a detrimental impact on international
economic relations.

Initially the Trade Pledge was closely related to the new
situation created by the rise in oil prices which had important
effects on inflation and aggravated structural difficulties and
balance-of-payments problems. When the Pledge was renewed
in 1975 the emphasis was on the increased danger stemming
from the decline in economic activity and employment as
well as on the marked differences in the balance-of-payments
situation of the OECD Member countries. At that time the

discussion especially emphasised the need for flanking co¬
operative action in particular with regard to financial support
and export credits.

During the past year there have been greater pressures on
Member governments to take unilateral trade measures in
order to give relief to certain sectors of the economy and to
alleviate balance-of-payments difficulties. These pressures have

been generally resisted. Such limited action as has been taken
has been the object of consultations in line with the appro¬

priate procedures of the Organisation. There have also been
prior consultations which helped to avert restrictive action
on imports. The danger of self-defeating chain reactions

which would have had a depressing effect on the world
economy has so far been avoided and it can therefore be
legitimately asserted that the Declaration has served its pur¬
pose well.

The Declaration has from the outset been conceived as

an extraordinary action motivated by particular economic
circumstances. While there are clear indications of a strong

economic recovery for the OECD area as a whole, it is equally
clear that in the year to come the current account, of the
balance of payments of the OECD area will move into a sub¬
stantial deficit, that sectoral and structural difficulties will

persist and that unemployment will remain relatively high.
These few indications all point to the need for continued full
implementation of the Trade Pledge for the period immed¬
iately ahead. Unilateral action in the field of trade and other
current account transactions could, by triggering off chain

reactions, endanger prospects for non-inflationary growth in
the OECD area.

Tn renewing the Trade Pledge this year, Ministers agreed
on the need to complete rapidly the process of ratifying the

agreement establishing the OECD Financial Support Fund;
they also agreed to reinforce the Organisation's activities in
the field of export credits.

-J



of economic recovery. Bearing in mind that the Declaration was
designed as a temporary measure to meet the exceptional
economic problems of the time, and having in mind the pros¬
pect of continued improvement in the economic situation and
hence the expected return to normal conditions, Ministers in¬
structed the Organisation to review the situation and to examine
any appropriate proposals well in advance of the expiry of the
Declaration in 1977. Ministers furthermore agreed to reinforce

the Organisation's activities in the field of export credits.
Noting the important contribution international trade has

made to world economic growth, Ministers recognised the need
not only to resist protectionist pressures in all areas but to
continue efforts towards further liberalising trade and strenghthen-

ing the international trade system. In this regard they expressed
their strong support for a successful outcome of the Multilateral

Trade Negotiations.

(1) The Government of Portugal is not, at this stage, in a position
to renew the Declaration.

Hans Friderichs, German Federal Minister of
Economics

O
nly through common

efforts to arrive at

price stability can

restrictive practices in foreign

trade be avoided in the long run.

That such measures in the field

of trade have remained an ex¬

ception is primarily due to the

existence of the Trade Pledge."

Multinationals and Investment

Communiqué

Ministers are agreed that cooperation among Member coun¬

tries can improve the foreign investment climate, encourage the

positive contribution which multinational enterprises can make
to economic and social progress, and minimise and resolve

difficulties which may arise from their various operations. They

therefore agreed to intensify their cooperation and consultation
on international investment and multinational enterprises. On

behalf of their Governments (1), they adopted a Declaration

related to guidelines for multinational enterprises, national treat¬
ment, international investment incentives and disincentives and
consultations and review of these matters. The Council took

three Decisions establishing the necessary procedures for inter¬

governmental consultations in these areas. Continuing ende¬

avours within the OECD may lead to further international

arrangements and agreements in this field.

DECLARATION

on International Investment and Multinational Enterprises
The Governments of OECD Member Countries (1)
Considering

that international investment has assumed increased impor¬

tance in the world economy and has considerably contributed

to the development of their countries;

that multinational enterprises play an important role in

this investment process;

that co-operation by Member countries can improve the

foreign investment climate, encourage the positive contribu¬

tion which multinational enterprises can make to economic and

social progress, and minimise and resolve difficulties which may

arise from their various operations;

that, while continuing endeavours within the OECD may

lead to further international arrangements and agreements in

this field, it seems appropriate at this stage to intensify their
co-operation and consultation on issues relating to international

investment and multinational enterprises through inter-related

instruments each of which deals with a different aspect of the

matter and together constitute a framework within which the
OECD will consider these issues:

Declare :

Guidelines

for MNE's

that they jointly recommend to multi¬

national enterprises operating in their terri

tories the observance of the Guidelines as

set forth below having regard to the con¬

siderations and understandings which intro¬
duce the Guidelines and are an integral part
of them.

National that Member countries should, consistent

Treatment with their need to maintain public order,
to protect their essential security interest and

to fulfil commitments relating to internation¬

al peace and security, accord to enterprises
operating in their territories and owned or

controlled directly or indirectly by nationals

of another Member country (hereinafter

referred to as "Foreign-Controlled Enter¬

prises") treatment under their laws, regula¬

tions and administrative practices, consistent
with international law and no less favourable

than that accorded in like situations to

domestic enterprises (hereinafter referred to

as "National Treatment").

that Member countries will consider ap-

(1) The Turkish Government was not in a position to participate in
this Declaration.



plying "National Treatment" in respect of
countries other than Member countries.

that Member countries will endeavour to

ensure that their territorial subdivisions apply
"National Treatment".

that this Declaration does not deal with

the right of Member countries to regulate

the entry of foreign investment or the condi¬
tions of establishment of foreign enterprises.

International that they recognise the need to strengthen
Investment their co-operation in the field of interna-
Incentives tional direct investment.

and that they thus recognise the need to give

Disincentives due weight to the interests of Member

countries affected by specific laws, regulations

and administrative practices in this field

(hereinafter called "measures") providing
official incentives and disincentives to inter¬

national direct investment.

Consultation

Procedures

Review

GUIDELINES

that Member countries will endeavour to

make such measures as transparent as pos¬

sible, so that their importance and purpose
can be ascertained and that information on

them can be readily available.

that they are prepared to consult one

another on the above matters in conformity

with the Decisions of the Council relating
to Inter-Governmental Consultation Proce¬

dures on the Guidelines for Multinational

Enterprises, on National Treatment and on
International Investment Incentives and Dis¬

incentives.

that they will review the above matters

within three years with a view to improving
the effectiveness of international economic

co-operation among Member countries on

issues relating to international investment

and multinational enterprises.

Multinational enterprises now play an important part
in the economies of Member countries and in inter¬

national economic relations, which is of increasing

interest to governments. Through international direct invest¬

ment, such enterprises can bring substantial benefits to home and

host countries by contributing to the efficient utilisation of capital,

technology and human resources between countries and can thus

fulfil an important role in the promotion of economic and social

welfare. But the advances made by multinational enterprises

in organising their operations beyond the national framework

may lead to abuse of concentrations of economic power and to

conflicts with national policy objectives. In addition, the com¬

plexity of these multinational enterprises and the difficulty of
clearly perceiving their diverse structures, operations and policies
sometimes give rise to concern.

The common aim of the Member countries is to encourage the

positive contributions which multinational enterprises can make
to economic and social progress and to minimise and resolve the

difficulties to which their various operations may give rise. In

view of the transnational structure of such enterprises, this aim

will be furthered by cooperation among the OECD countries

where the headquarters of most of the multinational enterprises
are established and which are the location of a substantial part

of their operations. The guidelines set out hereafter are design¬
ed to assist in the achievement of this common aim and to contri¬

bute to improving the foreign investment climate.

Since the operations of multinational enterprises extend through¬
out the world, including countries that are not Members of the

Organisation, international cooperation in this field should

extend to all states. Member countries will give their full sup¬

port to efforts undertaken in cooperation with non-Member
countries, and in particular with developing countries, with a

view to improving the welfare and living standards of all people

both by encouraging the positive contributions which multi¬

national enterprises can make and by minimising and resolving

the problems which may arise in connection with their activities.

Within the Organisation, the programme of cooperation to

attain these ends will be a continuing, pragmatic and balanced

one. It comes within the general aims of the Convention on the

Organisation for Economic Cooperation and Development

(OECD) and makes full use of the various specialised bodies of

the Organisation, whose terms of reference already cover many

aspects of the role of multinational enterprises, notably in matters

of international trade and payments, competition, taxation, man¬

power, industrial development, science and technology. In these

bodies, work is being carried out on the identification of issues,

the improvement of relevant qualitative and statistical information

and the elaboration of proposals for action designed to strength¬

en inter-governmental co-operation. In some of these areas

procedures already exist through which issues related to the opera¬

tions of multinational enterprises can be taken up. This work

could result in the conclusion of further and complementary

agreements and arrangements between governments.

The initial phase of the cooperation programme is composed

of a Declaration and three Decisions promulgated simultaneously

as they are complementary and inter-connected, in respect of

guidelines for multinational enterprises, national treatment for

foreign-controlled enterprises and international investment incen¬
tives and disincentives.

The guidelines set out below are recommendations jointly

addressed by Member countries to multinational enterprises

operating in their territories. These guidelines, which take into

account the problems which can arise because of the international

structure of these enterprises, lay down standards for the activities

of these enterprises in the different Member countries. Obser¬

vance of the guidelines is voluntary and not legally enforceable.

However, they should help to ensure that the operations of these

enterprises are in harmony with national policies of the coun¬

tries where they operate and to strengthen the basis of mutual
confidence between enterprises and states.

Every State has the right to prescribe the conditions under which

multinational enterprises operate within its national jurisdiction,

subject to international law and to the international agreements to
which it has subscribed. The entities of a multinational enter¬

prise located in various countries are subject to the laws of these
countries.

10



A precise legal definition of multinational enterprises is not
required for the purposes of the guidelines. These usually
comprise companies or other entities whose ownership is private,
state or mixed, established in different countries and so linked
that one or more of them may be able to exercise a significant
influence over the activities of others and, in particular, to share

knowledge and resources with the others. The degree of auto¬
nomy of each entity in relation to the others varies widely from one

multinational enterprise to another, depending on the nature of
the links between such entities and the fields of activity concerned.

For these reasons, the guidelines are addressed to the various

entities within the multinational enterprise (parent companies

and/or local entities) according to the actual distribution of

responsibilities among them on the understanding that they
will cooperate and provide assistance to one another as neces¬

sary to facilitate observance of the guidelines. The word "enter-

Joseph A. Greenwald, Assistant Secretary, Bureau of Economic and Business Affairs, US
Department of State; Adolphe de Baerdemaeker, Head of the Permanent Delegation of
EEC to OECD; Willy De Clercq, Belgium, Minister of Finance.

Kiichi Miyazawa, Minister for Foreign
Affairs, Japan.

Denis Healey, Chancellor of the Exchequer,
the United Kingdom.

Ruud F.M. Lubbers, Minister for Economic Affairs, the Netherlands; Sir Christopher
Soames, Vice President of the EEC; Max van der Stoel, Minister for Foreign Affairs,
the Netherlands.
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prise" as used in these guidelines refers to these various entities

in accordance with their responsibilities.

The guidelines are not aimed at introducing differences of treat¬

ment between multinational and domestic enterprises; wherever

relevant they reflect good practice for all. Accordingly, multi¬

national and domestic enterprises are subject to the same expec¬

tations in respect of their conduct wherever the guidelines are
relevant to both.

The use of appropriate international dispute settlement mecha¬

nisms, including arbitration, should be encouraged as a means

of facilitating the resolution of problems arising between enter¬

prises and Member countries.

Member countries have agreed to establish appropriate review
and consultation procedures concerning issues arising in respect

of the guidelines. When multinational enterprises are made
subject to conflicting requirements by Member countries, the

governments concerned will cooperate in good faith with a view

to resolving such problems either within the Committee on Inter¬

national Investment and Multinational Enterprises established by

the OECD Council on 21st January, 1975 or through other mu¬
tually acceptable arrangements.

Having Regard to the foregoing considerations, the Member

countries set forth the following guidelines for multinational

enterprises with the understanding that Member countries will

fulfil their responsibilities to treat enterprises equitably and in
accordance with international law and international agreements,
as well as contractual obligations to which they have subscribed:

General Policies

Enterprises should :

take fully into account established general policy objectives
of the Member countries in which they operate;

OECD Ministers Agree on Guidelines fo
to Improve the In

After a year and a half of intensive negotiations to re¬

concile positions which were at the outset markedly
divergent, governments of OECD Member countries

have agreed to take measures designed to improve the invest¬
ment climate and have recommended that multinational enter¬

prises should abide by certain standards of behaviour set forth
in a series of guidelines. This agreement took the form of a
Declaration adopted by governments on the occasion of an
OECD Council meeting at ministerial level (1).

The problems of international investment in the Seventies are
complex and OECD's action does not attempt to deal with all of
them. First, investment has been growing in volume which

means that inhabitants in one country are more and more

affected as consumers, employers, investors and suppliers of
services such as banking and insurance by decisions made in
another. Second, the source of these flows has shifted: although

OECD countries as a group are still the world's largest exporter
of capital, there are increasing flows from the oil producers.
Third, the multinationals have come to the forefront of public

attention as they have increasingly come to be seen by govern¬
ments as able to circumvent certain national or local policies.

Finally the trend of liberalisation which characterised the Sixties
has shown signs of reversing as a number of countries have put
up barriers against the influx of private capital or taken measures
that discriminated against foreign companies.

The role of the OECD area in this network of problems is

a key one, not only because it is a source of capital and by far
the largest base for multinational corporations but also because
of its important role as importer of capital and host country for
multinationals.

But individual Member countries have very different positions.

A few such as Germany have a rough balance between incoming

and outgoing investment. Others are primarily "importers" of
investment. For small countries particularly this imported ca¬
pital can have an important impact on the functioning of the
national economy. The U.S. is home base for the greatest

number of multinationals, while certain other countries have

special problems i.e. Canada where U.S. investment accounts

for more than 50 per cent of total foreign investment.

In view of this diversity and the complexity of the problems
involved, OECD set itself a relatively limited task to get

political agreement in a short time on some basic principles
governing investment relations among OECD countries. The
emphasis was on voluntary action and a pragmatic rather than
an overly legalistic approach to the problems, with an emphasis
on procedures which would bring possible questions to the
OECD for consultation (2) and further clarification. Within

three years the Declaration (and the accompanying decisions)
will be looked at again with an eye to revision. Thus it is seen
as a first step in an evolutionary process. But it is also the first
step since agreement on many of these matters has not previously
been reached in any international forum.

The Declaration applies solely to OECD countries but may
serve as a basis for work undertaken elsewhere, in particular

the United Nations, to develop cooperation on international
investment over a wider area.

The main problem, says Helga Steeg of Germany, Chairman
of OECD's Committee on International Investment and Multi¬

national Enterprises which saw the Declaration through its nego¬
tiation stage, was to achieve a balance between the two main
elements:

what, in the legal terminology is called "national treatment"
i.e. the principle that governments shall not discriminate against
foreign firms in relation to national firms

the recommendation to multinationals that they observe cer¬

tain guidelines in their dealings with governments, groups or
individuals in the country where they operate.

A third point was also included in the package a provision

(1) The government of Turkey did not participate in the Declaration.
(2) Consultation procedures are embodied in three decisions adopted
by OECD's Council at the same time and in combination with the
Declaration.
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in particular, give due consideration to those countries' aims
and priorities with regard to economic and social progress, includ¬
ing industrial and regional development, the protection of the
environment, the creation of employment opportunities, the pro¬
motion of innovation and the transfer of technology;

while observing their legal obligations concerning information,
supply their entities with supplementary information the latter
may need in order to meet requests by the authorities of the
countries in which those entities are located for information

relevant to the activities of those entities, taking into account

legitimate requirements of business confidentiality;
favour close cooperation with the local community and busi¬

ness interests;

allow their component entities freedom to develop their activi¬
ties and to exploit their competitive advantage in domestic and
foreign markets, consistent with the need for specialisation and
sound commercial practice;

when filling responsible posts in each country of operation,

take due account of individual qualifications without discrimina¬
tion as to nationality, subject to particular national requirements

in this respect;

not render and they should not be solicited or expected to
render any bribe or other improper benefit, direct or indirect,
to any public servant or holder of public office;

unless legally permissible, not make contributions to candidates
for public office or to political parties or other political organisa¬
tions;

abstain from any improper involvement in local political
activities.

Disclosure of Information

Enterprises should, having due regard to their nature and
relative size in the economic context of their operations and to

requirements of business confidentiality and to cost, publish in

r Multinational Enterprises and Measures
vestment Climate

on incentives and disincentives offered by governments to inter¬
national direct investment.

Guidelines for Multinationals

The pragmatic approach of OECD to this subject is perhaps
most evident in what is not included in the guidelines: no attempt
is made to define what a multinational corporation is since

there is substantial divergence as to the precise definition (diffe¬
rences focus on such questions as how much autonomy the
affiliates may enjoy, and what the percentage of domestic
versus foreign holdings is). Agreement not to insist on definition
made it possible to reach an accord without protracted argu¬
ments between experts. The same holds true for much of the
content of the eight items included in the agreement: general
policies, disclosure of information, competition, financing, taxa¬
tion, employment, industrial relations and science and techno¬
logy. Technical questions could be raised on each point, and
many of them are being studied by OECD's technical committees
and other groups. But in view of the differences between coun¬
tries' taxation and industrial relations systems and the lack of

any international antitrust law or competition policy, more pre¬
cise formulation of the problems would be a long-range task.
This more precise definition is expected to come about in the
course of the consultation procedures which are allied to the
Declaration.

The guidelines are directly recommended to companies jointly
by all participating countries (though individual countries may
follow up the guidelines with legislation of their own). For the
guidelines to be acceptable to these companies it was essential
that they be kept informed and express their opinions on the
subjects raised. The same was true for the trade unions. This
liaison was carried out through OECD's Business and Industry
Advisory Committee (BIAC) and its Trade Union Advisory
Committee (TUAC) which had the opportunity to comment on

the draft guidelines at several stages and whose comments
influenced the final shape of the guidelines.

Both BIAC and TUAC will be invited in the follow-up con¬

sultations to express their views on matters that come up and
hence will also participate in the overall review and improve¬
ment of the guidelines. Individual companies may also be invited
to express their views in these consultations but in no case will
OECD reach conclusions on the conduct of these individual

enterprises.
In OECD's Ministerial meeting there was consensus that

agreement on the guidelines was an important political act.
Some speakers indicated that they would like this agreement to
be the first step towards more binding rules. Others preferred
the voluntary approach. The opinion was expressed that the
multinationals would in fact observe the guidelines, that it would
be useful to have in the OECD a forum in which these matters

could be kept under review and that, after the three year
experimental period, improvements could be made in the precise
content of international cooperation on this issue.

National Treatment

The present agreement on equal treatment of foreign firms
can be seen as an extension of OECD's concern with liberalising

investment: a code of Liberalisation of Capital Transactions

adopted in the early Sixties, encourages governments to allow
the free entry and exit of .foreign capital. The present agreement
attempts to extend this even-handed treatment to the operations
of foreign firms once they have entered the country.

Countries will not be forced to adopt national treatment, but
if exceptions exist higher taxes on foreign companies than
domestic ones, for example governments are required to notify
OECD. The same is true if a government should find it neces¬

sary to adopt new restrictions which seem to go against the spirit
of "national treatment". These exceptions will also be discussed
in consultations within OECD and it is hoped that the process

with the force of the international community behind it will

help to diminish the occurrence of such discrimination and to
reduce its impact.

13



Emile van Lennep, Secretary General of OECD

T
his is a pioneering approach in a highly complex

and widely debated subject. Complex, because
the issues involved cut across the economic

and social spectrum. The debate particularly on multi¬

national enterpriseshas lacked a general framework of

understanding or common approach."

a form suited to improve public understanding a sufficient body
of factual information on the structure, activities and policies
of the enterprise as a whole, as a supplement, in so far as is neces¬

sary for this purpose, to information to be disclosed under the

national law of the individual countries in which they operate.
To this end, they should publish within reasonable time limits,

on a regular basis, but at least annually, financial statements and

other pertinent information relating to the enterprise as a whole,

comprising in particular:
the structure of the enterprise, showing the name and location

of the parent company, its main affiliates, its percentage owner¬

ship, direct and indirect, in these affiliates, including sharehold¬
ings between them;

the geographical areas (1) where operations are carried out and

the principal activities carried on therein by the parent company
and the main affiliates;

the operating results and sales by geographical area and the
sales in the major lines of business for the enterprise as a whole;

significant new capital investment by geographical area and,

as far as practicable, by major lines of business for the enterprise
as a whole;

a statement of the sources and uses of funds by the enterprise
as a whole;

the average number of employees in each geographical area;

research and development expenditure for the enterprise as a

whole;

the policies followed in respect of intra-group pricing;

the accounting policies, including those on consolidation, obser¬

ved in compiling the published information.

Compétition

Enterprises should while conforming to official competition
rules and established policies of the countries in which they

operate :

refrain from actions which would adversely affect competition

in the relevant market by abusing a dominant position of market

power by means of, for example;
anti-competitive acquisitions,

predatory behaviour toward competitors,
unreasonable refusal to deal,

anti-competitive abuse of industrial property rights,

discriminatory (i.e. unreasonably differentiated) pricing and

using such pricing transactions between affiliated enterprises as
a means of affecting adversely competition outside these enter¬

prises;

allow purchasers, distributors and licensees freedom to resell,
export, purchase and develop their operations consistent with
law, trade conditions, the need for specialisation and sound com¬

mercial practice;

refrain from participating in or otherwise purposely strengthen

ing the restrictive effects of international or domestic cartels

or restrictive agreements which adversely affect or eliminate
competition and which are not generally or specifically accepted
under applicable national or international legislation;

be ready to consult and cooperate, including the provision of
information, with competent authorities of countries whose
interests are directly affected in regard to competition issues or
investigations. Provision of information should be in accor¬

dance with safeguards normally applicable in this field.

Financing

Enterprises should, in managing the financial and commercial

operations of their activities, and especially their liquid foreign
assets and liabilities, take into consideration the established

objectives of the countries in which they operate regarding balance
of payments and credit policies.

Taxation

Enterprises should :

upon request of the taxation authorities of the countries in

which they operate, provide, in accordance with the safeguards
and relevant procedures of the national laws of these countries,
the information necessary to determine correctly the taxes to

be assessed in connection with their operations, including relevant
information concerning their operations in other countries;

refrain from making use of the particular facilities available

to them, such as transfer pricing which does not conform to

an arm's length standard, for modifying in ways contrary to
national laws the tax base on which members of the group are
assessed.

Employment and Industrial Relations

Enterprises should within the framework of law, regulations
and prevailing labour relations and employment practices, in

each of the countries in which they operate :

respect the right of their employees to be represented by trade

unions and other bona fide organisations of employees, and
engage in constructive negotiations, either individually or through
employers' associations, with such employee organisations with

a view to reaching agreements on employment conditions, which

should include provisions for dealing with disputes arising over

the interpretation of such agreements, and for ensuring mutually
respected rights and responsibilities;

provide such facilities to representatives of the employees as
may be necessary to assist in the development of effective collective

agreements,

provide to representatives of employees information which

is needed for meaningful negotiations on conditions of employ¬
ment;

provide to representatives of employees where this accords

(1) For the purposes of the guideline on disclosure of information the
term "geographical area" means groups of countries or individual coun¬
tries as each enterprise determines it appropriate in its particular cir¬
cumstances. While no single method of grouping is appropriate for all
enterprises, or for all purposes, the factors to be considered by an enter¬
prise would include the significance of operations carried out in individual

countries or areas as well as the effects on its competitiveness, geographic
proximity, economic affinity, similarities in business environments and
the nature, scale and degree of interrelationship of the enterprises'' ope¬
rations in the various countries.
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with local law and practice, information which enables them to

obtain a true and fair view of the performance of the entity or,

where appropriate, the enterprise as a whole;

observe standards of employment and industrial relations not

less favourable than those observed by comparable employers
in the host country;

in their operations, to the greatest extent practicable, utilise,
train and prepare for upgrading members of the local labour force

in cooperation with representatives of their employees and, where
appropriate, the relevant governmental authorities;

in considering changes in their operations which would have

major effects upon the livelihood of their employees, in particu¬
lar in the case of the closure of an entity involving collective lay¬

offs or dismissals; provide reasonable notice of such changes to

Helga Steeg, Germany, Chairman of OECD's,
Committee for International Investment and

Multinational Enterprises

Theodore Vogelaar, OECD Consultant on Inter¬
national Investment and Multinational Enterprises

T
here are three major

issues on which accord

was the most difficult

and which therefore represent

an important achievement:

Consultative machinery.

Some thought it was too soon
to describe in detail what should

happen, and there was a diffe¬
rence as to whether the com¬

panies should participate.

Disclosure. Most companies

do not now publish their balance sheets on a consolidated
basis. One achievement is that now if a company has

operations in several countries, it has to publish inform¬
ation not only on the operation of one entity, subsidiary
or parent company, but on the enterprise as a whole

broken down by individual countries or groups of coun¬

tries, leaving it to the multinational enterprise to decide
what procedures suit it best.

Industrial relations. One important issue was whether

the guidelines should prescribe that, in collective bargain¬

ing, multinational enterprises should bargain with trade
unions on a multilateral basis or not. The guidelines have

left the question open. Practically speaking, multilateral
collective bargaining will probably meet with unsurmoun-

table difficulties in the foreseeable future in view of the

unharmonised labour organisation and labour relations

systems in Member countries. What the guidelines do
provide is the right to information for bargainers; they
also say that trade unions should be able to bargain with
tlte people who have the authority.

The OECD agreement could serve as a basis for dis¬
cussion with developing countries. Some of the developing
countries hold the view that investment issues are matters

of national not international policy. If this problem could

be resolved, I would be confident that the philosophy and
intention embodied in this Declaration would serve as a

good basis for progress in this field with the developing
countries. "

»> I
think it is extremely im¬

portant that Western
M countries have laid

% down amongst themselves a cer¬
tain philosophy for the pheno¬

menon of international invest¬

ment; that they have confirmed

their belief in a liberal invest¬

ment climate; that they speak

of the positive contributions

multinational enterprises may
" make to the economic and so

cial development of the OECD area and the world as a

whole and that they are willing to cooperate with efforts
elsewhere. "

representatives of their employees, and where appropriate to
the relevant governmental authorities, and cooperate with the

employee representative and appropriate governmental autho¬

rities so as to mitigate to the maximum extent practicable adverse
effects ;

implement their employment policies including hiring, discharge,
pay, promotion and training without discrimination unless selec¬

tivity in respect of employee characteristics is in furtherance of

established governmental policies which specifically promote
greater equality of employment opportunity;

in the context of bona fide negotiations (2) with representatives

of employees on conditions of employment or while employees

are exercising a right to organise, not threaten to utilise a capacity
to transfer the whole or part of an operating unit from the coun¬

try concerned in order to influence unfairly those negotiations or
to hinder the exercise of a right to organise;

enable authorised representatives of their employees to conduct

negotiations on collective bargaining or labour management

relations issues with representatives of management who are

authorised to take decisions on the matters under negotiation.

Science and Technology

Enterprises should :

endeavour to ensure that their activities fit satisfactorily into

the scientific and technological policies and plans of the countries

in which they operate, and contribute to the development of natio¬

nal scientific and technological capacities, including as far as
appropriate the establishment and improvement in host countries

of their capacity to innovate;

to the fullest extent practicable, adopt in the course of their

business activities practices which permit the rapid diffusion of

technologies with due regard to the protection of industrial and

intellectual property rights;

when granting licenses for the use of industrial property rights

or when otherwise transferring technology do so on reasonable
terms and conditions.

(2) Bona fide negotiations may include labour disputes as part of the
process of negotiation. Whether or not labour disputes are so included
will be determined by the law and prevailing employment practices of
particular countries.
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The Reactions of Industry and Trade Unions
OECD's Guidelines, have been worked out in consultation with representatives of industry and the trade unions so that they would be realistic

and insofar as possible meet the needs ofboth groups. On the occasion ofpublication of the guidelines, OECD's Business Advisory Committee

(BIAC) and its Trade Union Advisory Committee (TUAC) issued statements expressing their positions. These follow.

BIAC

T
he Business and Industry Advi¬

sory Committee to OECD wel¬

comes the positive efforts made
by Member governments to coordinate
their attitude towards international invest¬

ment and multinational enterprises: it

draws attention to the OECD's recogni¬

tion in the preamble of the positive contri¬
butions which international investment

makes to the economic and social pro¬

gress of Member countries and OECD's
constructive attitude towards multina¬

tional enterprises. It notes the significance

of the provisions for protection of invest¬
ment.

BIAC stresses the importance of the

OECD Governments having recognised

their responsibility to treat enterprises

equitably and in accordance with inter¬
national law and their contractual obli¬

gations.

BIAC is confident that the Guidelines

will be respected by individual enterprises.

It particularly welcomes the fact that the
Guidelines seek to eliminate discrimina¬

tion between national and multinational,

and between state-owned and private

enterprises. They embody standards
which, where relevant, reflect good prac¬

tice for all enterprises.

BIAC fully accepts the Guidelines on

general policy and is glad to note that its

own recommendation on strengthening

the clause dealing with bribery has at

least been partially accepted but recom¬

mends further work on this subject.

While welcoming the Guidelines dealing

with disclosure of information, which it

hopes will add to the public understanding
of multinational operations, it draws

attention to the difficulty and cost of

assembling all the figures, particularly

for widely spread enterprises and in coun¬
tries where the recommendations of the

Guidelines go beyond current practice.

Moreover, comparisons of information

from different enterprises in areas where

conditions are widely dissimilar can be

misleading and may confuse rather than

enlighten.

On competition, BIAC notes that dif¬

ficulties may arise when the application

of the Guidelines and national law impose

conflicting requirements but that proce¬

dures are laid down for resolving these.

BIAC fully accepts that multinational

enterprises should observe good employ¬

ment and industrial relations practices in

the countries where they operate and should
deal with them in the national context:

conflicts between national interest would

certainly arise if there were any move

towards collective bargaining on an inter¬
national basis. BIAC notes that the

Guidelines do not alter each state's rights

to provide the conditions under which

enterprises operate within its national

jurisdiction. Given the range and diver¬

gency of law and regulation in OECD

Member countries, BIAC supports this

effort to apply the Guidelines consistently

with the rights and duties of an entity

under the law of the country in which
it is located.

BIAC welcomes the opportunity to

express its views periodically to OECD
in the review of the Guidelines. This is

important when operating in a new field,

so as to allow practical experience to be

taken into account. It is also important

that in specific circumstances individual

enterprises may have an opportunity to

state their side of a case. Future expe¬
rience will enable the international com¬

munity to assess the true value of the
Guidelines."

TUAC

T
he trade union movement in the

OECD Member countries

grouped within the Trade Union

Advisory Committee to the OECD (1) acti¬

vely contributed to the work and negotia¬
tions at the OECD in an effort to establish

guidelines for multinational enterprises.
The trade unions consider the Declaration

and the Decisions which the OECD

adopted on the 21st June 1976 in the field
of international investment and multi¬

national enterprises, as a first result of
these endeavours.

In March 1975, TUAC submitted its

own concept and proposals for the regu¬
lation of the activities of multinational

enterprises. TUAC notes that the govern

ments of the OECD have followed a cer¬

tain number of the suggestions made by
its member national unions and the asso¬

ciated international trade union organil
sations, ICFTU, WCL and Internationa-

Trade Secretariats. TUAC particularly

points to the fact that the OECD Guide¬

lines recognise for the first time the right

of negotiations on collective bargaining
and labour relations to be conducted

with the authorized level of management,

including that of the international mana¬

gement of the enterprise as a whole;

recognise the necessity of appropriate
disclosure of information on the activities

of the enterprise as a whole; and the ne¬

cessity of forbidding bribery and other

types of [misconduct, including the re¬
striction of freedom of association and

negotiation; and condemn the use of the
threat to transfer abroad the activities

of a subsidiary during a labour dispute.

Certainly the present OECD Guidelines

constitute only a first step towards solving

the many problems related to the activi¬

ties of the multinational enterprises which

are leading to the abuse of economic power
and to growing conflicts with the govern¬

ments and working people. TUAC's
positive reaction on this first step is,

therefore, based on the recognition by

the OECD Ministers that "continuing

endeavours may lead to further inter¬

national arrangements and agreements",

i.e. binding rules, and that the Declaration

itself provides for the review of the pre¬
sent texts within three years. TUAC

believes that such binding regulations at

the international level will prove essen¬

tial and should deal in particular with

full disclosure of the worldwide opera¬

tions of multinational corporations on a

country by country basis, their pricing
and taxation practices, and the abuse of

(1) The Trade Union Advisory Committee
to the OECD (TUAC) groups the following
trade union national centres: Austria - OGB ;

Belgium - FGTB, CSC; Canada - CLC,
CSN; Denmark - LO, FTF; Finland - SAK,
TVK; France - CGT-FO, CFDT, CGC, FEN;
Germany - DGB; Great Britain - TUC ;
Greece - CGSEE; Italy - CISL, UIL; Iceland
- ASI; Ireland - ICTU; Japan - DOMEI;
Luxembourg - CGT, LCGB; Norway - LO ;
Netherlands - FNV, CNV; Sweden - LO,
TCO; Switzerland - USS, CNG, SVEA;
Turkey - TURK-IS; United States - AFL-
CIO, UMW.
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strong market positions jeopardising free
competition.

TUAC member organisations appeal

to national authorities to implement rapid¬

ly and effectively at the national level

the principles embodied in the OECD

Guidelines and to introduce whatever

new legislation and regulations or changes

in governmental administrative practices
are necessary. For their part the

workers' organisations will endeavour to

take all action necessary to this effect

and are determined to use the facility

provided to them through TUAC, as

specified in the OECD's consultation pro¬

cedures, to take part in the periodic
reviews undertaken by the OECD on the

implementation of the Guidelines."

The Problem of Energy

Communiqué

Ministers noted the progress which has already been achieved
in the Organisation in the field of energy cooperation. They
received a report from the Chairman of the Governing Board
of the International Energy Agency on the Agency's accomplish¬
ments over the past year.

Important policies have already been adopted to promote
rational use of energy resources. In addition, Ministers recog

nised, in view of the long lead times involved, that there was
a need for early effective action to meet the long-term require¬
ment of reducing dependence on depletable energy resources
and thus meet the long-term needs of all nations for energy

supplies; and that in the short-term, means will have to be
found to provide for rational use and adequate supply of avail¬
able energy sources, primarily oil. They therefore affirmed
their resolve to pursue policies designed to meet these objectives,
as well as to carry on a useful dialogue with oil-producing and
other developing countries, seeking to establish a cooperative
approach to these problems.

Henry Kissinger, US Secretary of State

W
e must reduce our

immediate de¬

pendence on im¬

ported oil side by side with
beginning a long-term transition
to alternative energy systems

through the most rapid possible
development of new alternative
sources of energy.

The United States proposes
that OECD Members take the

following cooperative steps:

First, that we establish on an urgent basis joint energy

production projects to pool technical know-how and finan¬
cing in areas such as coal extraction and utilisation,
uranium enrichment and synthetic fuels. Such actions
would accord with the commitments we undertook in the

IEA Long Term Program. They will contribute to the
early availability of commercially attractive additional

energy sources.

Second, that we establish collective and individual goals

for substantially reduced dependence on imported oil by
1985. This will require agreed targets for additional
energy production particularly in the coal and nuclear
sectors; these represent our best hope for substantially

reducing our energy dependence in the next decade.

m Third, that we agree to intensify our national efforts

to reduce the growth in demand for energy."

World Interdependence, Development
Co-operation and the Dialogue

Communiqué

OECD Member Governments believe that intensified economic

interchange will bring substantial gains in economic progress
and prosperity to all nations including the developing countries.
They recognise that growing interdependence means that coun¬
tries are increasingly affected by the actions and events in other
countries. They are therefore determined to contribute through
appropriate policies and institutions to greater world economic
security in such areas as balance-of-payments, commodities,
energy and food.

Ministers noted that the strong recovery now under way in

many industrialised countries will improve the economic and
balance-of-payments situation of developing countries. At the
same time Ministers stressed that progress towards more ba¬
lanced and equitable economic relations between developed and
developing countries is an essential element of an improved
world economy. They recognised that policy measures are called
for to ensure enhanced opportunities for developing countries
in trade, investment and technology, noting that such measures

are designed to support developing countries' own efforts.
Ministers also emphasized that increased concessional develop¬
ment assistance is required in particular for those most in need.
Member governments agreed to intensify their efforts, within
the OECD, to strengthen policies to these ends.

Ministers reaffirmed that cooperation among industrialised
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Henry Kissinger, US Secretary of State

T
he objectives of the industrial democracies and

those of the developing nations should be com¬

plementary. It is imperative that the North-

South Dialogue advance in a way which benefits both sides.
In the long run progress, stability and peace depend upon
it. The United States looks forward to visible and concrete

achievements in energy, raw materials, investment, trade,

and measures to address the problems of the poorest coun¬
tries. We will want:

to explore possibilities for further consultations on

energy, including ways to assist developing nations that
have no energy resources

to facilitate progress on commodity discussions, in¬

cluding ways to improve the functioning of individual
commodity markets

to begin work on the International Resources Bank

proposal, which we see as relating to the work of all the
CIEC commissions, particularly those dealing with energy
and raw materials."

I
n the last four years, trade between the COMECON
countries and the OECD countries has increased

nearly four-fold. Most East European countries

now depend on and prefer Western machinery, technology
and material imports for the dynamic element of their
economic growth. And in matters of finance, the sudden
increase in the external debt of the Soviet Union and

the countries of Eastern Europe has been striking. Their
net debt to private Western banks doubled in 1975 to

$15 billion, and their total hard currency debt has reached
nearly twice that amount. For us, the industrial demo¬

cracies in the OECD, the growing economic interaction

between East and West and the Eastern influence on the
global economy are realities that if arranged wisely can
be positive developments, stabilizing relationships and
broadening contacts. At the same time, managing relations
between free economies and state trading systems has
inevitable complications. Therefore, the United States pro¬
poses that the OECD nations adopt a systematic work

program for developing objectives and approaches for our
economic relations with the Communist countries."

Carl Lidbom, Minister of Commerce, Sweden, and Ambassador Leif
Belfrage who until last month was Permanent Representative of
Sweden to OECD.

Ministers reaffirmed the determination of their governments,
expressed in the Declaration on Relations with Developing
Countries adopted by the Council in 1975, to pursue the dia¬
logue with the developing countries in all appropriate fora in
order to arrive quickly at concrete results which would make
possible intensified cooperation with them and better meet their

Emile van Lennep, Secretary General of OECD (*)

countries within the OECD in pursuit of improved relations with
the developing countries is essential to achieve a coherent
approach to the evolving economic relations between the indust¬
rialised and developing countries and to lead to agreements on
practical measures. They noted that the recently concluded
meeting of the United Nations Conference on Trade and

Development, following the constructive outcome of the Seventh

Special Session of the United Nations General Assembly in
September 1975, had achieved progress on a number of issues
which are being pursued. Ministers also noted that at the Con¬
ference on International Economic Co-operation the dialogue has
now been well launched and the ground prepared for the

achievement of concrete results in the second half of the year.
They underlined the value they attach to the successful outcome
of the Conference.

T he economic interdependence of the world has

grown by leaps and bounds. We in the indus¬

trialised world are now very conscious of this

when we see the effects that, say, decisions about the price

of oil have had on our economies. The developing coun¬

tries are even more conscious of it than before. They see

the effects on their economies of the inflation that has

developed in the industrialised countries in recent years.
And all of them have felt, acutely, the effects of recent

sharp fluctuations in the business cycle of the industrialised
world.

This growing interdependence of the world economic-

system and the increased national vulnerability that goes
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G.F. Gair, Deputy Minister of Finance, Minister of Housing and
Regional Development, New Zealand and Ambassador J.G. McArthur,
Permanent Representative to OECD.

development needs. Ministers agreed that their governments are
prepared to respond positively to the challenges of the continu¬

ing dialogue and evolving relationship between the industrialised
and developing countries and stressed the necessity of close
collaboration and strengthened coordination among industrialised
nations in pursuing this objective.

François-Xavier Ortoli, France, President
of the Commission of the European Communities

T
here was no break

through at the Nai¬

robi Conference of

the sort desired by the develop¬

ing countries. But neither was

progress towards a new type

of internationall relations inter¬

rupted even though the major

decisions of Nairobi were mainly
procedural in character. Precise

deadlines have been fixed; mo¬
deration and the will to advance

won the day and a consensus emerged in spite of the con¬

siderable divergencies among initial positions."

Jean Sauvagnargues, Foreign Minister of France

W
e are engaged on
a venture which

is so important

from a historical point of view

that it is essential for us keep¬

ing well in mind what may be re¬

garded as our true interests to

make a decisive effort on every

possible area of the Dialogue to

establish new equilibria which

could serve as the basis for the

more just and equitable order

we should so much like to see come into being. Let us
move away from the arena of words and, where at all

possible or reasonable, translate these words into action."

with it cannot be turned back. But they have to be ma¬

naged if they are not to become a source of dislocation

or disruption to our respective national economies. New

policies and mechanisms for ensuring necessary structural

changes and orderly evolution of the world economy have
become necessary and every nation has come to recognise
this.

A major test of statesmanship lies in the ability of
governments both in the North and in the South to re¬

cognise this fact and shape their policies accordingly.
There is also a need for the industrialised countries to

evolve common views on a new, realistic imaginative con¬
cept of managing interdependence and the world economic
system. "

Hans-Dietrich Genscher,
Germany, Minister of Foreign Affairs

(*) Also from Mainz speech.

o
ur strategy should be

to act in such a way

that developing coun¬

tries' exports of manufactured

goods constantly increase. Such

an approach assumes that the
industrialised countries will con¬

tinue to open their markets to

these products which in turn

implies that they are prepared

to accept structural change."
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An Upward Trend in Assistance
to Developing Countries

by Maurice J. Williams
Chairman of OECD's Development Assistance Committee

The view that the development assis¬
tance of DAC Member countries

is on a downward trend proved

wrong in 1974, and again in 1975. There
has been a major change in the aid
responsiveness of most DAC countries.
The outlook for the next five years is a

more adequate flow of aid on a rising
trend more effectively addressing the

needs and priorities of developing coun¬
tries.

In 1974 and 1975 DAC Members

raised their net disbursements of official

development assistance (ODA) by over
40 per cent. At $9.4 billion in 1973,
ODA rose to $11.3 billion in 1974 and

to $13.6 billion in 1975. As a share of
Gross National Product (GNP), this re¬

presents an increase from 0.30 per cent
in 1973 to some 0.33 percent in 1974

and 0.36 per cent in 1975. Despite price
inflation, aid rose in real terms. Consi¬

dering that this occurred during a period
of major recession and budgetary deficits
for DAC countries, their determined

response to developing countries' needs
must be recognized.

Main Components of ODA
(ODA 1975:$ 13.6 billion)

r_.\ grants 4(.
,v\* _ >^___________________^

The Total Flow of Financial Resources from DAC Countries

to Developing Countries and Multilateral Agencies and
the Volume Target - 1965-1975 (Net disbursements)

Billion $

/ % of Gross National Product

Official

Development
Assistance

Private

Export ____
Credits

Other Official J
Flows

Grants by Private
Voluntary Agencies

1965 1967

1965-1967
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In 1975 two countries the Nether¬

lands for the first time and Sweden for

the second achieved the 0.7 per cent

target for official development assistance
(Sweden with 0.82 per cent, the Nether¬

lands with 0.75 percent). Particularly

rapid growth also was recorded by Aus¬
tralia, Belgium, Canada, Denmark, New

Zealand, and Norway. France has sus¬

tained a good performance as to the

level of aid. Improved volume perfor¬
mance by these nine countries reflects
conscious budgetary choices. They have
adopted medium-term plans to further
improve their contribution, which now
accounts for about 40 per cent of total
ODA from all DAC Member countries.

It appears likely that their combined
ODA will continue to increase in real

terms at an annual rate of about 10 per

cent over the period 1976-80. Conse¬
quently, they will make substantial pro¬
gress in increasing aid relative to the
0.7 per cent target of GNP, adopted by
the United Nations in 1970 for the Sec¬

ond Development Decade, while seeking
to focus aid more sharply on specific
needs.

Other DAC Members increased their

outflow of ODA in both 1974 and 1975,

including Germany, Japan, United King¬
dom, the United States, Switzerland, Aus¬

tria and Finland. Italy increased its aid
in 1974 but not in 1975. For these

countries the growth of GNP has only an
indirect influence on the volume of aid

and, hence, their future aid performance

is more uncertain. In particular, the aid

performance of the United States, Ger¬
many and Japan the strongest indus¬
trial countries has a dominant effect on

combined DAC Member performance.

All DAC Member countries agree as

to the importance of raising the level of
assistance for countries most in need of

longer-term structural development of
their economies. There also is broad

agreement that official aid should be
considered in relation to other factors,

including maximum expansion of the

developing countries' export earnings, and
their efforts to mobilize their domestic

resources and energies. These factors

must be seen as interrelated parts of a

renewed cooperative effort between deve¬
loped and developing countries.

DAC countries have taken a dual ap¬
proach on the question of future levels
of aid. Some, as noted above, plan their
efforts in relation to targets of aid as a
percentage of GNP, which provides a
general indication of the relative burden
for donor countries. Others are more

Official Development Assistance Related to GNP - 1975

Total

in per cent of GNP

Bilateral

likely to be influenced by specific needs

for capital on concessional terms with
which they can identify their assistance

programmes. Progress is being made to¬

wards focusing increased aid particularly
on programmes which address the basic

needs of the poorest peoples and regions,
for more adequate job opportunities,
food production and improved income
distribution.

Future projections, always difficult,
are especially uncertain in times of great

change: the past may not be the best
guide to the future. While there is a

strong bias in favor of projecting past
unsatisfactory trends for aid into the

future, this approach would overlook the
major changes that have occurred in

1974 and 1975 in the responsiveness
of DAC Members to developing country
needs, their attention to fresh policy ap¬
proaches, and their renewed awareness

that development is best achieved by a

complex of integrated actions affecting
trade, commodities, and the transfer of

technology, as well as by increased con¬
cessional aid.

Given these changes and the responses

by most DAC countries, it appears almost
certain that we will see a continuation

of the trend of increasing aid more
effectively linked to developing country

needs, priorities and efforts that will
raise the performance of DAC countries
from the 0.30 percent of their combined
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GNP in 1973 to a proportion closer to
0.40 percent of GNP around 1980.

Also noteworthy has been the perform¬
ance of DAC Members in total net

flows of capital to developing countries.
Total net flows in 1975 including
Official Development Assistance, grants
by private voluntary agencies, and capi¬
tal provided at market terms were

$38.8 billion. This total flow is equal
to 1.02 per cent of DAC Members' com¬

bined GNP, compared to 0.81 percent
in 1974. It is the first time that the total

flow target of 1 per cent of gross national
product has been reached collectively by
DAC Members. In its latest form, the

target applies to the transfer of financial

resources from developed countries indi¬
vidually. While figures are not yet com¬
pleted for individual countries, it appears
that practically all increased their total

outflow in dollar terms, sometimes very
sharply, and that for at least seven coun¬

tries Belgium, Canada, France, Ger¬
many, Netherlands, Sweden, and the

United States (for the first time) these
flows as a share of GNP were well above

1 per cent.

DAC Member countries initially under¬
took in the "Resolution on the Common

Aid Effort" adopted in March 1961, to
expand the flow of resources to develop¬
ing countries and improve the terms and
effectiveness of development assistance.
They charged the DAC with responsibi¬
lity to build understanding and support
for the common effort. Since its incep¬
tion, the Committee also has contributed

to clarification of key development issues.
Particular attention has been devoted to

the needs of developing countries, pro-

The Financial Terms of Official

Development Assistance Commitments - 1975
Per cent of Total Commitments

Overall <

Concessionality ~j
of ODA <

«I
(-
C/3

D

<

0.82 0.93 0.56 0.72 0.59 0.66 0.60 0.9 1 0. 1 30. 1 20.23 (0.42)0.2910.5 1 0.34ODA as "/ of GNP 0.53

(1) The share in 1975 is not comparable to earlier figures due to a change in the methodology
of commitments reporting.

(2) Includes Secretariat estimates for France, Japan and Switzerland.

Total Net Receipts
of Developing Countries

(9 billion)
5o.7

Total Flows (net
including ODA)

IMF oil

facility

Eurocurrency
borrowing (net)

Centrally-planned
42.8 economies

2.5

(9.0)

0 ,8
V

OPEC -

countries

16.9

ODA

(net)

Myrplanned 0.7
economies

(5.6)

38.8

DAC

countries

1974 1975

motion of their exports, levels and types
of assistance, problems of indebtedness

and private investment, as well as such
sectoral issues as employment, education,
agriculture, population, technology, and
the poorest countries and peoples.

In assessing the role of the DAC in
support of the common development
effort, it is necessary to bear in mind the
important fact that it can only operate
within the framework of the political and
economic policy decisions taken by its
members. The DAC has demonstrated

over the years that, within this frame¬
work, it is reasonably well fitted to pro¬
mote the collection and review of infor¬

mation on its members' programmes and
efforts, facilitate the exchange of experi¬
ence among them, coordinate their deve¬
lopment policies, and collectively seek,
through successive evaluations, to encour¬

age them to improve their performance
in the transfer of resources for develop¬
ment.
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THE OIL

CARRIER SURPLUS

Outlook for the Next Ten Years

At the end of 1975, the world tanker market found itself with surplus capacity of 1 15 million dwt,

equivalent to approximately 37 per cent of the total fleet available. The reason was that during
the two preceding years the demand for oil shipping had ceased to grow and had even declined, while supply

had increased even faster than in the past.

It is in this context and in the light of events which have occurred since October 1973 that OECD's

Maritime Transport Committee in its annual study for 1975, analyses likely developments in seaborne transportation
of oil in 1980 and 1985 (1 ). The following article is based on this study.

THE reasons for the slump in tanker demand were the

impact of the oil price-rise on the economies of OECD

Member countries and the recession which followed.

This coincided with a delivery pattern which, because of the

heavy backlog of orders in shipbuilding, had been established

before the effects of the changed economic situation could
be evaluated.

Oil Shipping Demand

Of all the factors which influence the overall demand for

oil transportation by sea, the most important is of course the

demand for oil. This depends principally on both the growth of
GDP in OECD Member countries and the rest of the world and

on the price of oil and other energy sources. There are, however,

other factors and uncertainties economic, political and com¬

mercial which have an influence on the relation of shipping
demand to total demand for oil.

The forecasts used to establish oil shipping demand have been

taken from the OECD preliminary re-examination of Member

countries' long-term energy requirements (2). Six different

series of estimates have been made based on four assumptions

concerning economic growth and two assumptions relating to

energy policy (3).

The repercussions of three of these projections (cases II, III
and IV) on seaborne trade in oil and the demand for ship¬

ping capacity are shown visually on the chart on page 24. These

projections assume that the fob price of light Arabian crude oil

will remain unchanged at $ 11.51 per barrel in terms of 1975

dollars. A fall in the price of oil would naturally have the effect

of increasing the demand projection in every case. Cases II,

Ml and IV only differ because of the different assumptions made

concerning economic growth. Case III assumes that the annual

GDP growth rate in the OECD area will be 4.3 per cent between

the end of 1974 and the end of 1980 and 4 per cent between

1980 and 1985; it is based on the assumption that governments
will introduce moderately expansionist policies in order to

reduce productive over-capacity without running the serious

risk of boosting inflation. Cases II (3.8 per cent from 1974 up

to 1980 and 3.5 per cent from 1980 to 1985) and IV (4.8 per

cent from 1974 to 1980 and 4.5 per cent from 1980 to 1985)

reflect the situation which might arise if the recovery following
the 1 974/1 975 crisis were more or less rapid and prolonged than

is indicated in case 111. The implementation of more vigorous
energy policy measures to increase energy savings and to
speed up the exploitation of new sources would of course

reduce the level of oil imports by sea.

The OECD countries will absorb 85 per cent of the total oil

imports forecast, the remainder being shared primarily between
South and South-East Asia, South Africa and certain parts of

Latin America. According to the assumptions adopted, 25 to

29 per cent of total OECD imports in 1985 will be absorbed by
the United States, 37 to 42 per cent by the European Member

countries of the OECD and some 31 per cent by the Pacific
Member countries of the Organisation. Eastern Europe and the

USSR should import approximately 20 million tons per year
by 1 985, or slightly more than 1 per cent of total world trade.

To relate these long-term import projections to future shipping
demand, some assumptions on the origin of oil imports have to
be made and transportation matrices constructed. While these

assumptions are necessarily somewhat arbitrary, they are none-

(1) The overcapacity in world shipyards is a major concern of the
OECD Council Working Party on Shipbuilding. "Guidelines for govern¬
mental policies in the shipbuilding industries" have been agreed to by the
Working Party aiming at an appropriate reduction of shipbuilding capacity,
and the Working Party is pursuing its work on their implementation.

(2) This examination will not be published before the end of 1976 and is
intended to update an earlier study published at the end of 1974 under the
title " Energy Prospects to 1985 ". The projections in the preliminary
version have been submitted by the International Energy Agency to the
Commission on Energy of the Conference on International Economic
Cooperation.

International Energy Agency, " Statistical Data and Projections World
Energy Consumption and Supply " (18 March 1976). For a comparison
of these forecasts with those submitted by the EEC, Saudi Arabia and the
United States, see " The Economist " (10 April 1976, page 107).

(3) The lowest of the four projections an improbable hypothesis which
shows the effects that a prolonged and severe slowdown in economic
growth would have is not shown.
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theless necessary to determine future demand for oil carrier
tonnage, as the latter depends not only on the total amount of
oil shipped but also on the average length of haul. In line with
projections on oil production and the demand for tanker tonnage
on the part of producing countries, the following was assumed :

South America, the Caribbean and most countries in

South-East Asia (whose reserve/production ratios are low) will
maintain present production levels in absolute terms and approxi¬
mately maintain their present trade patterns.

North and West Africa (where the reserve/production ratio
is higher) will continue to contribute their present share to the
world production total (about 15 per cent). These regions will
export to the same countries as in 1974.

Chinese and Malaysian exports will rise to a level where in

1985 they contribute about 5 per cent of world exports, half of
which will go to Japan and the remainder to South and South-
East Asia.

By 1985, Mexico will contribute some 2 to 3 per cent of
world exports, half for the United States and the remainder for
Latin America.

All additional imports will come from the Persian Gulf.

The second part of the chart shows the expected trend of total

demand for oil-carrying capacity according to various assump¬

tions about GDP growth.

It should be noted that these estimates do not take account of

the Suez Canal, but to ignore it seems quite unrealistic. The

Canal, which reopened after eight years on 5th June 1975 at

present has a draught of 38 feet (11.58 metres), which can
under normal circumstances be used by tankers up to 60,000

dwt fully laden and 1 50,000 dwt in ballast. The first stage of the

plans for extension now in hand consists in enlarging the Canal
to take ships of 150,000 dwt fully laden and 300,000 dwt in

ballast by 1979. In the second stage, which is at present being

critically examined from technical and economic points of view,

the plan is that 250,000 dwt fully-laden tankers will be able to

pass through the Canal by 1982. All tankers currently on order

would then be able to pass through in ballast.

Bearing in mind that this work will have been done virtually to
accommodate tankers alone, it may be assumed that the Canal

Authority will set the dues in such a way that these ships will

actually use it, with the SUMED pipeline between Suez and
Alexandria, which should come into operation within the next

18 months, being employed to enable even largertankers to lighten

Oil in Inter-Regional Seaborne Trade
1975, 1980 and 1985
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for transitting the Canal. In determining likely demand levels,
therefore, it must be assumed that the Canal will be used, and

if all movements between the Persian Gulf and Europe or
North America were carried out via the Canal, total world shipping
demand would be cut by some 20 per cent and by about 1 0 per
cent on a Cape-laden Suez-ballast (CLSB) basis. For averaging
purposes, CLSB was taken as the basis of calculation, the effect

of which is shown as a shaded zone below demand line lll(a)in
the chart to left.

The Available Fleet

At the end of 1975, the available oil-carrying fleet (4) stood
at 311 million dwt against an overall demand of approximately
200 million dwt or a surplus of over 100 million dwt at the end

of 1975, as compared with about 35 million dwt in 1974. Of

this over-supply, voluntarily provoked trading inefficiencies, pri¬
marily speed reductions, absorbed about 30 million dwt in 1974

and 70 million dwt in 1975, the remainder being laid-up vessels.

Apart from the near standstill in 1 974 and in 1 975, the overall

decline in demand for oil transportation of about 9 per cent
caused by various determinants, the other main factor contri¬

buting to the increase of inactive oil-carrying tonnage was the

continuous influx of new tonnage into the market, amounting to
about 40 million dwt during 1974 and approximately 44 million
in 1975. Scrapping and losses, on the other hand, between

January 1 974 and December 1 975 accounted for only 1 0.5 mil¬

lion dwt although 7.8 million of this were scrapped during 1 975,

a higher figure than any previously experienced. The tonnage
available to transport oil was approximately 81 million dwt more

at the beginning of 1 976 than at the beginning of 1 973, whereas
demand was appreciably lower.

This increase in oil-carrying tonnage can be expected to

continue, although at a significantly lower pace. At the end of

1 975, the order book showed 61 0 tankers on order, totalling some
88.5 million dwt. Of these, 50.3 million dwt were scheduled for

delivery in 1976, 26.4 million dwt in 1977, 9.1 million dwt in

1978 and the remainder of 2.4 and 0.3 million dwt in 1979 and

1980 respectively. To be added to these were 7.4 million dwt

of combination-carrier-tonnage for delivery up to 1979. If

such scheduled deliveries were maintained and assuming that

all oil-carrying tonnage over 20 years of age will be scrapped (5)
and that 50 per cent of the combination carrier fleet will be

employed in oil, the overall oil-carrying fleet would increase to

a peak of 380 million dwt by 1978 (22 per cent more than in

1975).

Then after that date, it would decline, through scrapping and

losses, by about 2 per cent annually to some 330 million dwt by
the end of 1985.

If this is compared to the linear demand projections, on the

chart, it appears that, unless the supply can be substantially

reduced, total over-supply will, even on the most optimistic

demand estimates, be at around 150 million dwt in the medium

term till 1978 but will decrease from then onwards. Assuming
high GDP growth rates, a balance could be reached in 1985, but

if the growth rates actually predicted prove to be true, such
balance cannot be achieved until well after the end of 1 985.

Furthermore, if it is assumed that oil carriers will operate
CLSB, a balance under the most favourable conditions would

not be reached before 1985 at the earliest, while under the

assumption of " predicted growth rates " total over-supply
would still stand at around 90 million dwt at the end of 1985

(see line III (a) in the chart).

Although the present slump in the tanker market is largely a
result of the economic recession and of its effects on OECD

countries, it is very important to note that even without the oil

crisis there would have been a period of relatively large tonnage
over-supply. At the end of 1973, the total world tanker fleet

stood at 21 3 million dwt, whereas the volume of the tanker ton¬

nage on order for delivery up to 1978 stood at 198 million dwt;

in other words, the tanker fleet alone was projected, allowing for
scrapping and losses, to increase by 13.5 per cent annually over
a period of five years with much higher rates at the beginning.
(Actual growth over 1974 and 1975 was 18.8 per cent and
14 per cent respectively, even with the high scrapping rate).
Allowing for the continued usage of combination carriers for oil
(80 per cent), total oil-carrying availability would have been
about 440 million dwt. It should also be noted in this context

that during the crisis period the longer average length of haul
limited tonnage over-supply. If the length of haul had remain¬
ed constant after 1973 but demand for oil had increased, at the

1970-1973 rate of 10 per cent per year, demand in 1978 would

then be only 355 million dwt and the surplus in 1976 would
amount to 75 million.

How Can the Situation Be Improved ?

During the period before the crisis, very little attention was

paid to various warnings of a probable over-supply situation
in the tanker market during the latter part of the '70s. Even after

the impact of the oil crisis, there was a considerable time-lag
before it was realised that there would probably be a long-term
depression on the tanker market, and only recently have ship¬
owners, oil companies, shipbuilders, bankers and, through
force of circumstance, governments also started to look ser¬

iously at solutions to the problem.

Since then, a number of plans to alleviate the present and
prospective depression on the tanker market have been made

public. Discussions have primarily centred on action that could

be taken by shipowners as the problem is basically a commer¬
cial one; governments should only become involved if it turns

out that the problem cannot be solved at this level, or if com¬

mercial solutions adopted by one branch of industry make the
situation in another branch more critical.

Shipowners' options

Shipowners' reactions to the crisis will, among other things,
largely be determined by the availability and flexibility of finance,
the terms of existing contracts with builders and charterers and

their own general outlook on business developments. According
to these criteria, shipowners will build up their own defence

strategy and will select one of the options available to them. It is

important to distinguish those options which are forced upon
shipowners by the crisis from those which, either on a medium-

term or permanent basis, may contribute towards alleviating it.

Those options which are swiftly reversible and which can be

adopted or discardied according to economic calculations of the

breakeven market level, are likely to act as « governors ». They

include lay-up, slow steaming and non-optimal routing, while

more permanent solutions are scrapping, cancellations, transfer

and conversion to other purposes, including the use of tankers as

floating storage installations or as slop reception facilities. 	»_

(4) Total tanker fleet plus combination carrier fleet operating in oil or
laid up (at that time 51 per cent of the fleet) .

(5) The average age of tankers scrapped in 1975 was 21 years.
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The world's largest tanker " Le Batillus ", 555,000 Tons, is launched at Le Havre, France, 25th June 1976.

The latter remedies, which make a positive contribution to

reducing the imbalance on other than a short-term basis, might
cause shipowners very serious problems, primarily because of
the lack of sufficient finance. However, it is of prime importance

to evaluate the extent to which purely commercial practices
could contribute to restore a market balance which is in their

interest.

Problems of a " laissez-faire " Policy

If no action were taken in the future, one of the obvious

effects would be an increasing number of bankruptcies among

shipowners, a result which is not necessarily entirely undesi¬
rable as operators who are now kept artificially afloat hold down

the rest and delay the taking of healthy measures. It might
therefore be advisable to accept losses rather than to delay them

by various subsidy measures. However, such a policy might
give rise to chain reactions in fields outside the shipping sector.

Allowing or favouring the effects of a "laissez-faire" policy
will put additional strain on the labour market at a time when
unemployment is already at its highest post-war level in a great

many OECD countries. Although the number of unemployed in
shipping will be marginal in relation to the total national unem¬
ployment figure, it could be particularly difficult to absorb them.

Leaving the market to take its own course would mean, for a
number of countries, a loss of national assets as there could well

be a certain amount of transfer of ownership to other countries at

low prices. Due to the fact that in nearly all OECD countries
vessels are financed by deferred tax payments and often by

direct and indirect subsidies to shipyards and operators, coun¬

tries could suffer a direct loss in the case of mass sales at low

prices as they are not in a position to recuperate such payments.

The political and also economic solution might therefore be

in some way to prevent mass sales to foreign operators hoping

to make up these losses later and benefit from possible future
increases in value. Extensive sales to foreign and speculative

operators may, furthermore, increase the possibility of more

registration under flags of convenience or the flags of oil-
producing states. The transfer of tankers from experienced
owners to speculators might also tend to increase the danger of

substandard ship operation, with its concomitant threat of

greater accident and pollution risks. The owner who buys his
ship for a song, is likely to operate it on a shoestring.

Another consequence of non-intervention directly touches

the national economy as a whole via the balance of payments.

In countries with large tanker fleets, the net contribution of the

tanker industry to the balance of payments can be regarded as

significant, this being especially important in times when most
OECD countries have huge deficits in their current balances. The

effect of intervention could at least be that the country would

most likely keep its share of the world market and its fleet
could make a certain contribution to the balance of payments,

whereas completely free play of the market would centre the

26



earnings in those countries which have the economically stron¬

gest operators.

It is very important, however, not to lose sight of the fact that

the present situation benefits the consumer. The decline in the
freight market and the quadrupling of crude prices have reduced

transportation to a fairly minor factor in the price of oil to the
consumer (6). Nevertheless, it is still a very considerable sum of

money and any increase, even of a marginal nature, will affect a

country's economy and reinforce the inflationary process. The

current glut in the tanker market keeps rates at rock bottom, and
any measure to restore balance must increase rate levels and
ultimately be paid for by the consumer, who is already enduring
the high crude prices. In addition, any system of financial incen¬
tives provided for shipowners by governments must finally be
paid for indirectly by the consumer in the form of increased tax
burdens.

Government Options

It is possible for governments to assist shipowners without
upsetting the general economic environment. There are three
main ways : financial assistance, direct participation in the
tanker trade and implementation of multinational agreements.

Financial Assistance

Granting financial assistance constitutes the major option
where by governments can facilitate any measures envisaged by
shipowners effectively to reduce the surplus tonnage, as the
amounts needed exceed the financial resources of most

shipowners. Assistance can be given in three forms :

non-repayable subsidies given directly by the State Treasury

or indirectly through special agencies;

loans at interest rates below the level of those practised by

the private banks. These can be granted by the State Treasury or
through special agencies or the privately-owned banking system.
In the latter case, the State will reimburse the banks the difference

between granted and effective market interest rates. In some
cases, reimbursed loans granted by governmental bodies can

also be used again through a special revolving fund ;

loans at market interest rates provided by private banks and

with a state guarantee.

Financial Participation

Governments might also participate directly in the tanker

industry, either in the form of part ownership of tanker companies
or by acquiring a number of vessels and establishing a reserve
fleet. Although government equity participation in shipping com¬

panies may provide a better balance between the financial
burden and the eventual distribution of possible future profits,

it is difficult to see how this could help to alleviate the situation.

Such purchases represent more of a transfer of the economic
burden from the private sector to the state in order to avoid

bankruptcies.

Acquisition of a number of vessels with the specific intention

of withdrawing them from service and setting up a reserve fleet
would, on the other hand, have an immediate strengthening effect

on the demand/supply relation. The disadvantage of this solu¬
tion is that, besides the considerable sums needed for acquisition

purposes, the State Treasury has to pay lay-up costs in full.
Furthermore, if only some governments decided on a unilateral

basis to purchase national tonnage and to establish a reserve

fleet, such a measure would also support, via an improved

demand/supply balance, shipowners in other countries without

any contribution from the latter to the financial burden.

Nevertheless, the establishment of a reserve fleet either by

direct acquisition or by contractual subsidy to certain ship¬

owners to short-load, slow-steam or remain in lay-up beyond

the economic threshold could enable governments to react

immediately to an unexpected rise in demand caused, for

example, by an eventual further closure of the Suez Canal. The

potential reduction of demand for tonnage because of the re¬

opening of the Canal could be up to about 20 per cent if all

appropriate cargo is routed through the Canal or the pipelines.

However, although such a reserve fleet would mitigate the pre¬

sent situation, its establishment would be more of a political

than an economic decision and its cost would be the price

governments are prepared to pay for the additional security.

Multinational Measures

Among the plans recently floated and requiring multinational

government action, three are particularly worth mentioning :

retroactive application to existing tankers of the regulations

of the IMCO (Intergovernmental Maritime Consultative Orga¬
nisation) requiring that all new tankers over 70,000 dwt con¬

tracted for after 31st December 1975 must be equipped with

sufficient separate ballast tanks to eliminate any need to put

water ballast in cargo tanks;

the Plimsoll Allowable Percentage (PAP) proposal for va¬
riable load-lines;

revision of the 1966 Load-Line Convention.

The fact that oil has become an expensive commodity because

of the quadrupling of crude oil prices, coupled with the general

depression in the world economies, has caused an unprecedented

situation in the seaborne oil transport industry. Even without the

crisis of 1973, there would have almost certainly been a serious

tonnage surplus by 1976, but the new context has changed the

situation from a cyclical depression to a catastrophe. It appears,

even using very optimistic assumptions for oil-demand growth,

that unless wholly non-traditional measures are taken by

commercial or governmental interests, the surplus will last well
into the '80s.

Furthermore, on more pessimistic assumptions, the market

mechanism will not be able to bring the market back into balance

within a reasonable period without causing drastic changes in

the distribution and structure of the independent tanker indus¬

try. It is possible to envisage arriving at a satisfactory balance

by 1980 by the combination of massive cancellations, advanced

scrapping and the retrospective introduction of separate ballast,

but at very considerable cost certainly in excess of S4 billion. It

seems unrealistic to envisage that shipowners can bear this

burden alone : it would need to be allocated in some way be¬

tween all the interested parties and would fall ultimately upon

consumers and taxpayers.

It is for governments to assess the implications of these changes

for their respective countries and to decide what action, if any,

needs to be taken; the study merely suggests a number of

directions in which action might be taken to improve the situa¬

tion. It is important, however, that there should be a clear

realisation of the dangers, both of doing nothing and of encourag¬

ing excessive non-reversible measures which, if the unexpected
happens, as it so often has in the past, may lead to the initiation

of a new freight rate-led boom/slump cycle.

(6) In current fuel oil prices in North-West Europe, the total shipping
element is about 6 to 8 per cent.
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The OECD economy is approaching the stage at which recovery frequently starts getting out of
hand. There are encouraging signs that, this time, the danger will be averted.

Recovery gathered pace in the first half of 1976 and became more generalised, with unemployment
starting to edge down in some countries from a post-war peak. But the expansion up to

mid-1977 depicted in the current Economic Outlook is moderate by past standards, with GNP
expanding by about 5 per cent in the year ahead. OECD governments

have made clear their belief that such moderation is essential to avoid a new burst of inflation on
top of a price rise that is already high, and to ensure that economic growth is sustained

over the medium term. The achievement of steady growth, combining progressive declines in both
unemployment and inflation rates, depends on the ability of governments to
maintain cautious demand management policies over the rest of the decade.

Recent developments, and the Secretariat's short-term fore¬
casts up to mid- 1977, suggest that expansion in the
OECD area is on a course broadly consistent with the

medium-term strategy. The recovery of GNP accelerated from
an annual rate of about 4i per cent in the second half of 1975
to about 6i per cent in the first half of 1976 (table 1) strongly
influenced by policy measures and other temporary factors,
notably a marked change in the stock cycle from decumulation
to accumulation. The rapid expansion in the United States since
mid- 1975 has provided a considerable boost to recovery in other
countries, especially Japan. OECD industrial production is now
close to the peak reached in late 1973. Unemployment, which
rose to around 54 per cent of the labour force towards the end
of 1975 (table 2), has now dropped to about 5 per cent,

reflecting essentially the improvement in the United States. In
Japan and Europe, short-time work has declined considerably,
but the number of unemployed has remained high.

With some of the temporary factors boosting demand in recent

months diminishing or disappearing, the expansion may slow
down to around 5 per cent over the twelve months to mid-1977.
Conditions for continued expansion are particularly favourable
in the United States. With confidence of both consumers and

investors greatly improved and signs of a recovery in business
fixed investment, real GNP could rise rather faster than the

OECD average. The recovery seems also well established in
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Japan, where exports have been increasing strongly and domestic
demand seems now to be picking up. In France and Germany,
growth is at present expected to slow down from the very high
rates experienced in the first half of this year to about 4 to 5

per cent during the year to mid- 1977; prospects for investment
are more uncertain than in the United States. A modest pick-up
in activity is forecast for the United Kingdom. In Italy, res¬
trictive demand management, which seems an essential ingredient
for the restoration of better balance, may cause output to
stagnate or decline for a time. Spare capacity and unemployment
should be reduced somewhat in most countries; for the area as

a whole, unemployment may fall to around 4i per cent by
mid-1977.

The price forecasts suggest that the process of winding down
inflation has still far to go, and give grounds for no complacency.
The rise in consumer prices in the seven major countries in the
first six months of 1976 was near 7 per cent at an annual rate,
about 1 percentage point better than in the preceding half-year
(table 3). But the improvement was partly due to temporary
factors (notably falls in food and energy prices in the United
States) and the dispersion around the OECD average remained
wide. Several countries have succeeded in bringing inflation
down very near to the rates prevailing before the rise in oil

(1) See "A Strategy for Economic Recovery" page 4.



Table 1 Weights
Average
1959-60

From previous
vear

From previous half-year

Growth of real GNP in

total"
to 1975 1976 1977

in the OECD area 1972-73 1974 1975 1976 I II 1 II I

Percentage changes
seasonally adjusted Canada 4.0 5.1 3.2 0.6 5 -0.4 3.9 6 4* 4|
at annual rates United States 39.6 4.2 -1.8 -2.0 7 -5.8 8.0 7 6 6

Japan 12.6 10.9 -1.3 2.2 6i 0.8 3.5 7i; 5! 71
France6 7.6 5.9 3.9 -2.4 6i -5.9 2.4 9.1 U 4*
Germany 10.7 4.9 0.4 -3.4 5* -6.5 2.9 8 n 4

Italy6 4.2 5.6 3.4 -3.7 H -5.1 0.1 4] -2i 21
United Kingdom6 5.2 3.3 -0.1 -1.6 2* -5.0 -1.7 4| H 3 J

Total of above countries 83.9 5.5 -0.3 -1.5 6 -4.6 5.0 7! 4| 5i
Other OECD countries 16.1 5.5 3.3 -0.5 2f
Total OECD 100.0 5.5 0.3 -1.3 5* -4.1 4.4 6è 4* 5i

Memorandum items

Four major European coun
tries 27.7 5.0 1.7 -2.8 4* -5.8 1.5 7{ 2* H

Industrial production:
o) 1974 GNP/GDP weights and

exchange rates.
b) GDP.

Seven major countries" 6.2 -0.4 -8.3 9} -15.5 -3.5 12* 8 81
Total OECD" 6.2 0.2 -7.7 H -14.4 -2.7 11* 7 3

'4 81

Table 2
Average
1962-73

1973 1974
01

1975

Q2 03 04

1976

01

Adjusted unemployment rates
in selected OECD countries"

Canada 5.1 5.6 5.4 6.7 7.1 7.1 7.0 6.8

Per cent of total labour force, United States 4.6 4.7 5.4 8.0 8.5 8.4 8.3 7.5

seasonally adjusted Japan 1.2 1.3 1.4 (1.8) (1.9) (2.0) (2.3) (2.1)
France (2.2) (2.6) (2.7) (3.7) (4.0) (4.0) (4.1) (4.2)

Germany (0.6) (0.9) (1.5) (3.3) (3.6) (3.7) (3.8) (3.9)

Italy (3.5) (3.7) (3.1) (3.0) (3.9) (3.6) (3.8) (3.6)

United Kingdom (3.1) (2.8) (2.9) (3.5) (4.3) (5.2) (5.2) (5.5)
Australia 1.6 1.9 2.2 3.7 4.3 4.7 4.3

a) Figures in brackets have been adjusted
Finland 2.4 2.3 1.7 1.5 2.0 2.4 3.0 3.0

to international definitions by the OECD. Norway (2.0) 1.5 1.5 1.8 2.3 2.3 2.6 2.0

b) January. Spain (2.0) (2.2) (2.3) (3.4) (3.7) (4.2) (4.7) (4.9)6
c) Representing about 90 per cent of

total OECD
Sweden 2.1 2.5 2.0 1.6 1.7 1.6 1.7 1.6

d) Assuming no change for Australia Total c (2.8) (3.0) (3.3) (4.7) (5.2) (5.2) (5.3) 5.0a

Table 3
Average
1959-60 1973 1974 1975 1974 11 1975 1 1975 II 19761 1976 II

Consumer prices to to to to to to to to to

in seven major countries 1972-73 1974 1975 1976 1975 1 1975 II 19761 1976 II 19771

Percentage changes
seasonally adjusted Canada" 2.6 10.6 10.4 8 9.6 9.1 1\ 8 71

at annual rates United States" 2.6 10.5 7.8 51 6.8 6.2 4i sa->4 6*

Japan6 6.0 24.5 11.9 n 11.3 7.7 9 11 9

France6 4.5 13.7 11.7 10* 11.5 9.4 101 12 12

Germany" 3.3 7.3 6.1 A3
^1 6.0 6.0 4 4f 5

Italy6 4.6 19.1 17.0 20 17.0 9.6 21 29 19

a) National accounts implicit consump United Kingdom" 4.1 15.6 22.1 16 24.5 22.9 14 14 n
tion deflator.

b) Not seasonally adjusted.
c) 1974 GNP/GDP weights and

rates.

exchange
triesc 3.6 13.2 10.0 7*

'I 9.5 8.0 7 82 8
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prices at the end of 1973; but in many other countries inflation
remains above 10 per cent a year.

Over the next twelve months, a slight re-acceleration in OECD
consumer prices, back to an average of around 8 per cent, is

forecast (table 3). Pressures from wage costs should continue
to ease, at least during the remainder of 1976, partly because
of the cyclical pick-up in productivity. But there are a number
of negative factors in the outlook. The fall in food and fuel

prices in the United States in the first months of the year is

already being reversed. A striking feature of the present upswing
is the extent to which the prices of commodities in general

and of industrial materials in particular have increased at
such an early stage despite the existence of large producers'
stocks and surplus capacity (chart). In the first five months
of the year, spot prices of industrial materials rose by about a
quarter in dollar terms. To a considerable extent this develop¬

ment may be attributed to the large swing in inventory demand
in OECD countries, which may now be coming to an end in

most countries. Reflecting this, the price forecasts include a
considerable slowdown in commodity and industrial material

prices. It has been assumed that harvests would be normal for
temperate zone crops, and that there would be no sharp increase

in precautionary stockbuilding. In addition, no allowance has

been made in the forecasts for any unusually fast rise in profits.
Although it is expected that inflation will be reduced in some

of the countries with the highest rates at present, substantial

divergencies seem likely to remain at the middle of next year.

The difference in rates of inflation between countries has prob¬

ably been an important contributory factor to the turbulence
in international exchange markets since the beginning of the
year. The movement of some currencies seems to have been

considerably greater than required by relative monetary con¬

ditions and developments in current external accounts. Official

intervention in exchange markets was massive at times in total
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Source: The Economist.

1. Spot prices, excluding fuels, have been adjusted for variations in effective exchange
rates.

Table 4

Effective exchange rate changes
of selected OECD countries

1970 Ql 12th- 16th Jan

to uary, 1976 to
8th-llth June, 1976 8th-l 1th June, 1976

Switzerland 54J 8*
Germany 261 4*
Netherlands Hi i
Japan Hi 3i
Canada 5* 4*
Belgium-Luxembourg 4 2

Sweden 3 u
France 0 -2i
United States -He li
United Kingdom -361 -il

Italy -391 -181

possibly the largest since early 1973 when floating became
generalised but movements in trade-weighted effective exchange
rates have nevertheless been substantial for some countries

(table 4). Italy's effective rate fell by about 18 per cent between
mid-January and early June. In the United Kingdom, Spain and
Portugal the decline in the effective rates was between 8 and 13

per cent. But contrary to experience in earlier periods of major

disturbance, the effective rate for the United States has stayed
relatively stable. The counterpart to the depreciating currencies
has been found mainly in Switzerland, but also in Germany
and Japan.

As expected, the OECD area's current external deficit has

risen from the low figure recorded last year (table 5). The

recovery of activity has generated a sharp upturn in the volume
of trade (table 6). A striking feature has been the large swing
into current account deficit by the United States and the move¬
ment into surplus by Japan. Based on the technical assumption
that the exchange rate pattern ruling in the first week of June
remains unchanged, the balance-of-payments forecasts suggest
an increasing current account deficit for the United States and

France over the next twelve months. Germany may move into
a balanced position in the first half of next year. Among the
countries with the smaller economies, little overall improvement
in the combined deficit is foreseen this year.

The OECD's current external deficit in 1976 as a whole may
be around $20 billion and the forecasts suggest that it might
be running at much the same annual rate in the first half of 1977.

A recovery-induced increase in the volume of oil imports may
raise the OPEC current account surplus by perhaps $10 billion
to around $50 billion a level still considerably below that of
1974 (table 7). The higher OECD deficit should also be reflect¬
ed in a lower deficit for the non-oil developing countries; as a
result of higher export earnings, these countries as a group will
probably be able to reduce their net market borrowing without
reducing the volume of imports. There will probably be in¬
creased receipts of official development assistance and other

official flows and from the IMF Compensatory Financing Fac¬
ility to finance the net inflow of real resources from abroad.

Within the OECD area, serious international financing diffi¬
culties may be avoided over the coming twelve months. But if
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1974 1975 1976 1974 1975 1976 1977
Table 5 II I II I II I

Current balances

Seasonally adjusted, Canada -1.7 -5.0 -5 -1.5 -2.4 -2.5 -2* -2* -2*
$ billion United States -0.6 11.7 -3* -1.6 5.3 6.3 -1 -2* -3i

Japan ^1.7 -0.7 3| -0.8 1.1 -1.7 21 1 i

France -6.0 0.3 -2| -2.6 0.6 -0.3 -1 -1Ï -2

Germany 9.7 3.7 2 4.5 3.4 0.3 U Î 0

Italy -8.0 -0.6 -2 -3.3 0.7 -1.2 -If ~4 u

United Kingdom -8.7 -3.8 -2i -4.4 -1.8 -2.0 -1 -1* -n

Belgium-Luxembourg" 0.6 0.5 0.4 0.9 -0.4 4
0 x

4

Netherlands 2.0 1.6 2* 1.0 0.9 0.7 1 H n
Other EEC -1.6 -0.6 -2 -0.5 -0.1 -0.4 -1 -i 3

4

Other North Europe -3.8 -3.6 -2i -2.4 -2.7 -0.9 "H -i -H
Other OECD -10.2 -9.3 -8* -6.2 -5.6 -3.7 ^* -4 -3*

a) OECD estimates on a transactions
basis.

Note : Detail may not add, due to

Total OECD -33 -5* -20 -17| 0 -6 -10 -10* -ni

Memorandum item

rounding. EEC -12 11 -51 -5 4^ 4 -2Î -2i -li

there are to be no new large fluctuations of exchange rates,
strong and determined measures will be required to bring infla¬
tion rates down where they are still high.

At the present stage of the cycle, forecasters typically tend
to underestimate the strength of the expansion. There are some
reasons for expecting a more moderate recovery than in earlier
upswings.

Demand management is generally much more cautious than
during the 1972-1973 episode, reflecting the authorities' concern
over inflation and balance-of-payments problems. Fiscal policy
decisions entailing a shift in a restrictive direction in the course

of 1976 have already been taken in several major countries, and
monetary management has been prudent.

Because of difficult financial conditions in the business sector

in 1974 and 1975 and the fact that capacity utilisation is still
relatively low in most countries, enterprises may remain more
cautious with regard to fixed investment than in earlier cycles.

Nevertheless, although there are uncertainties on both sides

of the GNP forecasts, the balance of the risks may well be on

the side of a stronger expansion than forecast. Stockbuilding

has recently played a much greater role than during the last two

recoveries (table 8), and is a major source of uncertainty over

1974 1975 1976 1975 1976 1977

Table 6 I li I II I

Total output and foreign trade
of the OECD area Output

Percentage changes, Real GNP
i

4 -U 5i -4i 4i 6* 4* 51

seasonally adjusted at annual rates Real GNP (Import weighted)
Industrial production (Import

li -1* 4i -4* 3 6 4 4*

weighted) I -7 7* -Hi 2* 10 6 7

Volume of trade"

Total imports 11 -8 11 -18| 9 14 9 9

Total exports 7i -5 10 -Hi 5 13 8* 9

of which :
Intra-OECD trade 1 -9i n* -17 6* 15* 9 9*

Imports from non-OECD 1\ -6i h* -24i 16 10* 9 7*

Exports to non-OECD 24 H 5 8 r-li 6* 8 8

Memorandum items :

Oil imports Mr -8 9 -23* 12* 11 3* 5*

Exports to:
OPEC 42 45* 13* 52 15* 12 15 10

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

Non-oil developing countries
Other

17

17

i
3

1*
2*

i -10*
0

5*
3*

7

4

9

3*
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the coming year. Although a substantial reconstitution of stocks

has been incorporated into the forecasts, error may well lie on
the side of under-estimation. Expectations of continued rises
in commodity prices and the improving liquidity position of
corporations could prompt faster stock-piling than assumed.

Considerable uncertainty also surrounds the behaviour of savings.
With inflation now below its peak and consumer confidence
increasing, savings ratios have been falling in many countries.
Further declines have been built into the forecasts, but if con¬

fidence strengthened markedly, consumer spending might acce¬
lerate faster than expected. A resurgence of inflation, on the
other hand, could see a return to more cautious consumer atti¬

tudes. In the aggregate, the national authorities of Member

countries expect an expansion of activity in the OECD area very
similar to that forecast by the Secretariat.

Table 8

Contributions to changes in real GNP/GDP
As a per cent of GNP/GDP in the previous period

seasonally adjusted annual rates

Table 7

World current account"

$ billion

1974 1975 1976 1977

P

Trade balance

OECD -26* 6 -7 -8

OPEC 81 54 64 66

Non-oil developing countries0 -16 -24* -19 -21

Other1* -11* -16 -14 -13

Total 27 20 24 24*

Services and private transfers, net
OECD 4* 1 i

5 t
OPEC -14* -12 -10* -8*
Non-oil developing countries0 -9 -10* -11 -12

Other* 1* 1 1
2

i
2

Total -18 -21 -21 -21

Balance on goods, services and
private transfers
OECD -22 7 -6* -8

OPEC 66* 42 53 57

Non-oil developing countries0 -25 -35 -30 -33

Other"* -10 -15 -13* -13

Total 9 -1 3 3*

Official transfers, net
OECD -11 -12* -14 -15

OPEC -li -1* -2 -2*
Non-oil developing countries0 8 8* 9 9*
Other* i

2 i 1 1

Total -A -5 -6 -7*

Current balance

OECD -33 -5* -20 -23

OPEC 65 40 51 55

Non-oil developing countries0 -17 -26* -21 -23

Other* -10 -15 -13 -12

Total 5 -7 -3 -3

à) OECD estimates, based largely on data recorded by OECD countries.
The figures given in the table, particularly for non-OECD groupings, are
tentative; work is in progress to improve the technique used for derivation of
the estimates.

b) Seasonally adjusted, at annual rates.
c) All non-OECD countries except oil producing countries, the Socialist

countries of Eastern Europe, the Soviet Union, China, North Korea, North
Vietnam, South Africa, Israel, Yugoslavia, Cyprus and Malta. It should be
noted that this country grouping does not exactly correspond to the DAC or
IBRD definition of non-oil developing countries as it excludes a number of
both OECD and non-OECD Mediterranean countries.

d) Sino-Soviet area, South Africa, Israel, Yugoslavia, Cyprus and Malta.

1974 1975 1976 1975 1976 1977

I 11 I II I

Seven Major Countries11
Private consumption 0.3 1.1 3 1.0 2.4 H 2* 2f
Public expenditure11 c 0.3 0.7 1

0.5 08 1 ! 1

Private residential construction b e -0.8 -0.4 .1 -0.7 06 1 1 1

Private non-residential mvest- -0.5 -1.3 1 -1.6 -0.1 1 A 1
ment6

Stockbuilding -0.5 -1.9 1 3 -4.5 1.9 2Î a 1

Foreign balance 1 .0 0.4 0 0.7 -0.4 0 0 0

GNP/GDP -0.3 -1.5 6 -4.6 5.0 71-
'4 4J 5è

a) 1974 GNP/GDP weights and exchange rates.
_>) Government fixed asset formation for Italy is included in private invest¬

ment.

c) Public expenditure on housing in France is included under "Private
residential construction".

With regard to prices, the forecasts could turn out to be too

optimistic. The implication of the drought in Europe, although
too early to estimate, seems bound to have adverse effects on

harvests and food prices. And there could be a stronger rise in
commodity prices than assumed. More generally, there could
be some risk of an abnormally pronounced tendency for firms at
all stages of the production and distribution process to raise
profit margins as soon as demand conditions begin to permit.

Thus, while short-run developments seem to be broadly in
line with the medium-term strategy discussed on page 4, policy
has to guard against the risks that they could become excessive.
Monetary expansion in most countries has been slower than in

the similar phase of the last upswing. But partly because of
large-scale sales of government debt, banking systems are highly
liquid and monetary developments will have to be closely
watched. It can be argued that in addition to firm control of the

money supply, an increase in short-term interest rates in line with

increasing demand for credit relatively weak for this stage of
the cycle would be appropriate. Cautious monetary manage¬
ment could reduce the risk of precautionary or speculative re¬
building of inventories. It could also help to contain the risk of
an excessive increase in profits. Some shift to profits is normally
to be expected, and is indeed appropriate, in the early stage of
the upswing, but it is clearly in the interest of non-inflationary
growth over the medium-term that this should not be so strong
as to set off a wage explosion. A further essential task for policy
is to reduce discretionary budget deficits as private demand
recovers.

One particularly difficult task for short-term policy may be
to ensure a recovery of business fixed investment. Such a re¬

covery is essential to ensure a sustainable upswing, create new
employment, and to prevent bottlenecks at a future date. While
moderate but steady growth of demand as a whole over the

extended period envisaged should gradually help to restore
business confidence, special measures to stimulate productive
investment within a generally prudent stance of demand ma¬
nagement could be helpful.

The problem of inflation can probably not be solved in all
countries by demand management alone. Appropriate fiscal
and monetary policies may have to be supplemented by other
measures more directly affecting the determination of prices and
incomes. The precise forms such measures would take will

necessarily vary between countries, but will probably be closely
linked to economic strategy in a broad sense.
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OCCASIONAL STUDIES

Although budget deficits in times of
economic recession are considered to be

normal, and in fact one of the main tools

for fighting the downswing, the size of
recent deficits has given rise to concern

on the part of numerous governments.

Meaningful international comparisons of

deficits, however, have been made difficult

by the variety of concepts used for govern¬
ment sector balances.

In the current Occasional Studies which

accompanies OECD's Economic Outlook,

Mark Wasserman, of the Economics and

Statistics Department, discusses the budget

balances most frequently employed in each
OECD country and attempts to adjust the

estimates of individual countries to conform

to the comparable standardised definition

used in the System of National Accounts

(SNA).

General government"
net lending, SNA,
1965-1975

In per cent of
GNP/GDP

a) Central and local
governments, social secu¬
rity system, excluding pu¬
blic corporations.

b) Fiscal years. The
estimates given in the
column 1975, for exam¬
ple, cover fiscal year
1975, i.e., 1st April 1975-
31st March 1976. Figures
shown are the Japanese
NIA net lending balance
which most closely ap¬
proximates the SNA ba¬
lance. See Japan country
note for details.

c) Secretariat estimate.
d) Figures for 1975 are

based on French national

accounts definitions. Al¬

though there are signi¬
ficant differences for

many components of the
government sector, the
net lending GDP ratio is
approximately the same
with either definition.

e) Fiscal years.

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975

United States 0.8 0.2

Japan6 0.6 0.2 1.2 1.8 2.6 2.6 1.1 0.9 2.7 0.2 4-\c

Germany 0.5 0.2 1.5

France 0.4 0.3 0.7 0.9 0.6 0.5 0.6 0.6

United Kingdom 2.6 1.4 4.9"

Italy -11.0

Canada 0.4 0.7 0.2 0.7 2.4 0.9 0.1 0 1.0 1.4

Australia0 1.4 0.6 0.8 1.5 2.7 2.2 2.3 0.8 1.9 0.1
. .

Austria 0.9 1.5 0.6 0.8 0.8
. .

Belgium . . . .

Denmark 1.8 2.3 0.4 1.1 1.4 2.1 3.0 3.9 6.3 5.1

Finland 1.5 2.9 2.9 2.5 2.9 4.3 4.4 4.0 5.9 4.1 2.8

Ireland 4.4
. .

Luxembourg 4.3 2.7 0.6 2.9 2.6 2.5 2.8 4.6

Netherlands 0 1.7 0.8

Norway 2.1 2.9 3.2 3.3 3.9 2.6 3.5 4.3 4.7 3.8 3.4

Portugal 0.3 0.5 0.1 0.6 1.6 2.6 2.0 0.6 1.3

Spain , . . . . .
0.6 0.3 1.1 0

Sweden 4.5 4.2 3.7 3.8 4.2 4.7 4.9 4.7 4.2 1.9 1.9

At OECD

Austrian Federal Chancellor

Bruno Kreisky visited
OECD's Secretary General

Emile van Lennep on June 29
during an official stay in France.

Left to right :
OECD Secretary General, the
Austrian Federal Chancellor,

Austrian Ambassador to OECD

Carl Bobleter and OECD

Deputy Secretary General
Charles G. Wootton.
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New CECI)
.Publications

OECD ECONOMIC OUTLOOK

N° 19 (July 1976)

Examines recent economic deve¬

lopments in the OECD area, and
assesses the prospects to mid-
1977 for real GNP, unemployment,
prices and international trade.

Contains a special supplement on a
growth scenario to 1980 (see
pages 5 and 28).

(12 76 19 1 ) ISSN 0474-5574
N°19 	 £5.70 $7.00 F_?S,00
Subscription . . £ 6.00 $ 13.75 F 55.00

Occasional Studies (one volume) :
PUBLIC SECTOR BUDGET BA¬

LANCES, by Mark Wasserman
INCOME DISTRIBUTION IN OECD

COUNTRIES, by Malcolm Sawyer

Sent tree to subscribers, but sold separately
to non subscribers:

£ 1.00 $2.50 F 10.00

"OECD Economic Surveys". 1976
Series:

YUGOSLAVIA

(April 1976, 56 pages)
ISBN 92-64-11511-0 (1076 41 1)

GREECE

(April 1976, 72 pages)
ISBN 92-64-11512-9 (1076 16 1)
SPAIN

(May 1976, 60 pages)
ISBN 92-64-11510-2 (1076 24 1)

GERMANY

(May 1 976, 66 pages) (10 76151)
ISBN 92-64-11496-3

Detailed annual surveys of trends
and prospects for each OECD
country.

Each booklet ... £ 1.10 t 2.50 F 10.00
Subscription to the series

£ 20.00 $ 45.00 F 180,00

MAIN ECONOMIC INDICATORS /
PRINCIPAUX INDICATEURS ECO¬

NOMIQUES (June 1976)
/ 60 pages, bilingual

£1.80 $4.00 F 16.00
ISSN 0474-5523 Subscription

£ 17.00 $ 40.00 F 160,00

ANNUAL REPORTS ON COMPETI¬

TION POLICY IN OECD MEM¬

BER COUNTRIES, N° 1 - 1 S76

(June 1976). "Document" Series

Deals with recent developments in
competition policy, new legis¬
lation and court decisions in the

field of restrictive business prac¬
tices in 10 OECD Member count¬

ries - Austria, Belgium, Denmark,
Finland, Ireland, Japan, Luxem¬
bourg, the Netherlands, Spain and
the United States.

(24 76 10 1 ) ISBN 92-64-11523-4
136 pages 	 £ 2.80 $ 6.25 F 25,00

INTEREST RATES 1960-1974/
TAUX D'INTÉRÊT 1960-1974

(June 1976).

A publication which is the only one
of its kind furnishing on a monthly
basis, the main interest rates re¬

corded on the financial markets of

Austria, Belgium, Canada, Den¬
mark, Finland, France, Germany,
Italy, Japan, the Netherlands, Spain,
Sweden, Switzerland, the United
Kingdom and the United States,

together with those recorded on the
international market.

(21 76 03 3) ISBN 92-64-01503-5
302 pages, bilingual £6.70$ 15.00 F 60.00

OECD MINIMUM RULES APPLI¬

CABLE TO ALL PUBLICLY OFFE¬

RED SECURITIES (July 1976).

Set of minimum disclosure and

procedure rules which issuers should
comply with before their securities

are offered for sale to the public.
designed to provide for the investor
the highest practicable degree of
protection.

(21 76 02 1 ) ISBN 92-64-11519-6
70 pages	 £ 1.80 $ 4.00 F 16.00

ECONOMIC MEASUREMENT OF

ENVIRONMENTAL DAMAGE (July
1976).

Analysis of concrete cases of im¬

plementation of pollution charges
in various fields of environmental

protection in a number of OECD
countries.

(97 7602 1 ) ISBN 92-64-11494-7
1 52 pages	 £ 3.00 $ 7.00 F 28.00

GEOGRAPHICAL DISTRIBUTION

OF FINANCIAL FLOWS TO DEVE¬

LOPING COUNTRIES: DATA ON

DISBURSEMENTS AND COM¬

MITMENTS IN 1974 / REPAR¬
TITION GEOGRAPHIQUE DES

RESSOURCES FINANCIÈRES MI¬
SES A LA DISPOSITION DES
PAYS EN DÉVELOPPEMENT :
DONNÉES RELATIVES AUX VER¬
SEMENTS ET ENGAGEMENTS

POUR 1974 (June 1976)

Statistics on the receipts of aid and
other resource flows by each deve¬
loping country, showing also the
sources and types of flow, with
comparable data for the countries
in a given income bracket. Indis¬
pensable reference data on each

country (GNP, population, etc.).
(43 76 01 3) ISBN 92-64-01502-7
112 pages, bilingual

£ 3.00 $ 7.00 F 28.00

"Technical Papers" Series:
FAMILY LIFE AND STRUCTURE

IN SOUTHERN CAMEROON, by
Winifred Weekes-Vagliani in colla¬
boration with Manga Bekombo and
with the assistance of Lynn Wal-
lisch (June 1976)

(41 76 02 1 ) ISBN 92-64-11477-7
88 pages 	 £ 1 .80 $ 4.00 F 16,00

PROVISIONAL OIL STATISTICS

BY QUARTERS. 4th quarter 1975
(June 1976)

(60 75 04 3) ISSN 0474-6015
22 pages, bilingual
Subscription ... £ 2.80 $ 6.25 F 25,00

STATISTICS OF AREA, PRO¬
DUCTION AND YIELD OF CROP

PRODUCTS IN OECD MEMBER

COUNTRIES, 1955-1974 / STA¬
TISTIQUES DES SUPERFICIES,
DES PRODUCTIONS ET DES REN¬

DEMENTS DES PRODUITS VÉ¬
GÉTAUX DANS LES PAYS MEM¬

BRES DE L'OCDE (June 1976).
"Documents" Series

(51 76 05 3) ISBN 92-64-01468-3
80 pages, bilingual

£ 2.40 $ 5.50 F 22,00

NUCLEAR LAW BULLETIN N° 17

(June 1976)

(67 76 17 1 ) ISSN 0304-341X
Subscription (2 issues and supplements)
52 pages 	 £ 2.80 $ 6.25 F 25.00

INDUSTRIAL ADAPTATION IN

THE PRIMARY ALUMINIUM

INDUSTRY (June 1976). "Docu¬
ment" Series

Analyses the implications for the
structure of the primary aluminium
industry of developments with
regard to energy, bauxite supply
conditions, scrap recovery and
recycling, and inflation and capital
accumulation. A general chapter
draws together the main effects of
these factors.

(71 76 31 1 ) ISBN 92-64-1 1520-X
88 pages 	 £ 2.20 $ 5.00 F 20,00

VALUE OF TIME. 30th Round

Table ECMT (May 1976)

Procedures used to determine

noney values for savings and losses
in travel time. Objections to wage-
related values. Generalised cost

or generalised time. Perception of
durations and costs. Equity and the
incidence of costs and benefits.

Recent themes in research on time
values.

(75 76 01 1 ) ISBN 92-821-1034-6
ISSN 0531-9528

72 pages 	 £ 1.30 $ 3.00 F 12,00

FREIGHT COLLECTION AND DE¬

LIVERY IN URBAN AREAS -

31st Round Table ECMT (June
1976)

Volume of freight traffic in towns,
costs of delivery in towns: storage
costs, transport costs, nuisances.

Possible ways of improving the
urban freight transport system:
action to affect the demand for

movement, the social costs, the

system of distribution, the urban

fabric, new techniques.

(75 76 02 1 ) ISBN 92-821-1035-4
ISSN 0531-9528

88 pages 	 £ 1.30 $ 3.00 F 12,00

Road Research Series:

POLARIZED LIGHT FOR VEHICLE

HEADLAMPS (June 1976)

Organisation of a large scale public
test and demonstration of pola¬
rized headlights for motor vehicles.
Cost alternatives, legal constraints,
administrative management, public
relations, traffic safety benefits,
technical design criteria and beha¬
vioural aspects.

(77 76 01 1 ) ISBN 92-64- 1 1476-9
100 pages 	 £2.70 $ 6.00 F 24,00

"The OECD Social Indicator Deve¬

lopment Programme" series:
N° 1 - TOWARDS THE MEASURE¬

MENT OF WORK SATISFACTION,
by Alan H. Portigal (June 1976).
"Document" Series

After a critical discussion of current

work attitude surveysand theirinter-
pretation, the author suggests that
indicators of work satisfaction will

require the development of a survey
using an agreed multi-item scale.

(81 7602 1) ISBN 92-64-11561-1
44 pages 	 £ 1.10 $ 2.50 F 10.00

Special Study N° 2 - APPROACHES
TO THE DEVELOPMENT OF

HEALTH INDICATORS, by N.T.
Jazairi (June 1976). "Document"
Series

A review of the approaches to
measurement of health and life

expectancy at various ages as a
social indicator of the length of
life.

(81 76 02 1) ISBN 92-64-11516-1
58 pages 	 £1.10 $2.50 F 10,00

BEYOND COMPULSORY SCHOO¬
LING - OPTIONS AND CHAN¬
GES IN UPPER SECONDARY

EDUCATION (May 1976)

Analyses the options for young
people after compulsory education,
examines the principal structural
changes in secondary education in
OECD countries and discusses both
the objectives and the problems
involved.

(91 76 04 1 ) ISBN 92-64-1 1498-X
78 pages 	 £ 2.00 $ 4.50 F 18.00

STUDENTS IN SHORT-CYCLE

HIGHER EDUCATION (June1976)
"Document" Series

The present volume presents the
results of three national surveys
(France, United Kingdom, Yugosla¬
via) on students attending the
institutions in the non university
sector. It analyses the composition
of the student body, reasons for
entry, attitudes and perception
vis-à-vis short cycle higher edu¬
cation and educational or occu¬
pational plans for the future.

(91 76 01 1) ISBN 92-64-11478-5
180 pages 	 £3,60 $ 8,00 F 32,00

ACTIVITIES OF OECD IN 1975.

Report by the Secretary-General
(June 1976)

(03 76 01 1) ISBN 92-64-11522-6
120 pages 	 £ 2.20 $ 5.00 F 20.00

OECD announces an IMPORTANT NEW PUBLICATION :

" INTERNATIONAL INVESTMENT AND

MULTINATIONAL ENTERPRISES"

Growth of international investment has increasingly focused atten¬
tion on the positive contribution which multinational enterprises can
make to economic and social progress as well as on the difficulties
which may arise from their various operations.

In response to this challenge, OECD countries :
have drafted voluntary guidelines for multinationals
advocate national treatment for foreign-controlled enterprises
will watch incentives and disincentives to international direct

investment

will consult each other on the application of these measures.
The Ministerial Council of OECD agreed in June 1 976 on a package

of Declarations and Decisions which are contained in this brochure.

(21 76 04 1 ) ISBN 92-64-11524-2
24 pages	 £ 0.80 $1.75 F 7.00
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