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The Growth Strategy in the
Present Economic Context

by Emile van Lennep
OECD Secretary General (1 )

Since last June, when OECD's Ministerial Council adopted a

medium-term strategy for the attainment of sustained

non-inflationary economic growth in the OECD area (2), it
has run into a number of difficulties. After an encouraging start,

the rate of economic recovery fell below the level needed to ensure

a progressive reduction of unemployment.

There is little prospect of reducing the rate of inflation in the
OECD area as a whole below the 8 per cent reached during the

second half of 1976 and the large differences in price performance

between countries have, if anything, widened. Progress towards a

more sustainable payments pattern within the OECD area slowed
down and in some cases reversed. The price of oil has been raised

again, and the period during which our economies, collectively,
are building up debts to the OPEC countries looks like being a

protracted one. Partly because of the pause in the recovery, the
external financial position of a number of non-oil developing
countries remains vulnerable. At the same time, prior to the pause,

the revival of demand was accompanied by a sharp recovery of

many commodity prices underlining the problems that still need
to be tackled in this field.

Finally, the difficulties our economies have been facing have

given rise to or have been the excuse for a noticeable increase

in protectionist pressures and an increase in the number of specific
sectors where severe structural imbalances exist or are claimed to

exist.

Faced with these difficulties, there may be a tendency to feel

that the strategy of a moderate but sustained expansion has failed
and to look for alternatives.

One view heard with some frequency is that inflation has come

down about as far as it is likely to, and that although it is still higher

than we would like, there is not much more that policy can do

about it. Therefore, this argument runs, we should get on with

demand reflation, and perhaps do what we can by way of indexa¬

tion to protect people on fixed incomes from the adverse effects of
inflation.

In OECD countries, I am afraid, this course is unlikely to

succeed. If we accept present rates of inflation, competition for
real income shares and fears of future inflation will lead to an¬

ticipatory price and wage increases which will tend to make the

inflationary expectations come true. Under these circumstances,

indexation would only shorten the reaction time and further aggra¬

vate the problem. In fact, the mere fear that something like this

might happen whether or not the fear is rational is, I believe,

one of the main depressing influences on financial markets and

business confidence at the present time.

A different prescription holds that inflation must be further
reduced before we can safely afford to engineer any renewed

expansion, and in the meantime we will simply have to accept

continuing high and rising rates of unemployment as an un¬
pleasant but necessary cost for re-establishing the pre-conditions
for non-inflationary growth. To make this prescription more viable

politically, it is sometimes accompanied by recommendations for
more liberal unemployment benefits, work sharing, and/or public
employment programmes.

The major difficulty with this approach is that it would provide
no incentive for investment in capacity expansion. Although

capacity is plentiful at present in most sectors and in most coun¬
tries, it is clear that, looking ahead, we will need capacity expan¬

sion if we are to avoid inflationary bottlenecks along the road back

to full employment. This is why a number of countries, remem¬
bering capacity bottleneck problems that were encountered as
recently as 1973, have been hoping for and attempting to provide
incentives for their recoveries to be investment-led recoveries.

But it is not realistic to expect business to undertake capacity-

expanding investment, when they already have spare capacity on
their hands, if they have doubts as to when and how vigorously
final demand is going to be allowed to re-expand. In fact, under
these circumstances, it is very likely that such investment as does

take place will be labour-saving rather than capacity-expanding,
thus making the task of getting back to full employment even more
difficult.

I believe, therefore, that

there is no alternative to a bal¬

anced approach which in¬

cludes simultaneously some

expansion of demand so as to

begin to reduce unemploy¬

ment, and policies to deal di¬

rectly with inflation and in¬

flationary expectations if, de¬

spite demand-management

prudence, they should rear

their ugly heads on the way

back to full employment.

What is needed is a set of policies designed to encourage
confidence that the course of our economies will be much steadier

(ljlna speech on the occasion ofa recent visit to Stockholm the Secretary
General discussed this subject in more detail.

(2) See The OECD Observer, N° 82, July-August 1976.
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than it has been in recent years, with much less stop-and-go and
fewer sudden reversals of fiscal and monetary management. And
this is exactly the aim of the medium-term strategy agreed in the
OECD last year.

In almost all OECD countries, productive investment is being
held back by uncertainty about inflation, doubts about the ability
of governments to secure a sustainable expansion of demand, and
doubts about the conditions in which foreign trade will be taking
place. So long as inflation remains high, and its future course so
uncertain, the risk premium will be so great that costly business
investment is almost bound to be discouraged. Who will embark
on important programmes of capital expenditure, other than the
rationalisation of existing capacity, when there are doubts whether

government policy will be able to permit the steady expansion of
markets and when, indeed, there are doubts whether consumers

will spend their incomes rather than put them aside as precaution¬
ary savings against their own uncertain future? The basic task of

governments must be to remove these various sources of uncer¬

tainty.

It is sometimes suggested that the OECD strategy is based on the
idea of maintaining high levels of unemployment more or less
indefinitely in order to keep inflation in check. I wish to state

emphatically that this is not the case. On the contrary, the strategy
is aimed at getting back to full employment, but with the know¬
ledge that a sustained reduction in unemployment can be accomp¬
lished only in the context of decelerating inflation. A rapid expan¬
sion of demand would rekindle inflationary expectations; gov¬
ernments would be forced to revert to restrictive policies and a
serious new recession would be almost inevitable. Under this

scenario, although unemployment would come down more

quickly to begin with, over a number of years it would on average
actually be higher than with a more moderate but sustained expan¬
sion. In other words, what is involved is accepting, reluctantly, a
fairly slow reduction of unemployment now while inflationary
expectations subside, in order to achieve lower rates of unem¬

ployment under non-inflationary conditions later on.

In some cases, new meas¬

ures may be required to deal

with inflation and inflationary
expectations should they be
encountered in the context of a

moderate expansion. Gov¬
ernments should have a hard

look at their tax, expenditure,

and regulatory activities for

their possible adverse effects

on costs or prices. In many
countries there is a role for un¬

derstandings between business, labour and the government on

price and wage behaviour. Business and labour should be given

realistic indications by the government of the likely course of
demand expansion, and they in turn must follow price and wage
policies that are consistent with a steady erosion of inflation and

inflationary expectations in the context of a moderate rate of

demand expansion.

Another potential source of inflationary disturbance that needs

to be dealt with, but which can only be dealt with internationally,
has to do with fluctuations in food and commodity prices. Prices of



Unemployment Rates in Selected OECD Countries
National Definitions3

Per cent of civilian labour force, seasonally adjusted

Average
1962-73

Peak

1955-73
1974 1975

1975 7976 1977

Q3 Q4 Ql Q2 Q3 Q4 Ql

Canada 5.3 7.9 June 58 5.4 7.1 7.1 7.0 6.9 7.2 7.3 7.5 7.8

United States 4.9 7.5 July 58 5.6 8.5 8.6 8.5 7.6 7.4 7.8 7.9 7.4

Japan 1.3 1 .9 October 55 1.4 1.9 1.9 2.1 2.0 2.1 2.1 1.9

France11 1.8 2.4 September 72 2.3 4.0 4.0 4.2 4.1 4.3 4.2 4.1 4.3

Germanybc 1.3 4.9 March 55 2.7 4.9 5.0 5.1 5.2 4.7 4.6 4.6 4.6

Italy" 3.6 5.5 April 59h 2.9 3.3 3.3 3.5 3.5 3.5 3.8 3.9

United Kingdomb e 2.4 3.9 April 72 2.5 3.9 4.2 4.8 5.2 5.3 5.5 5.5 5.5

Australiaf 1.6 2.6 August 72 2.3 4.4 4.6 4.6 4.3 4.3 4.9 4.2

Belgium13 2.1 4.0 February 59 2.6 4.5 4.8 5.3 5.3 5.8 6.0 6.0 6.1

Denmark" 2.5 6.0 5.3 6.6 7.0 5.3 5.4 6.9 8.1J

Finland 2.4 5.0 January 68 1.7 2.2 2.5 2.9 3.6 4.2 4.1 3.9 4.61

Netherlands8 1.4 2.8 November 72 3.3 4.7 5.0 5.1 5.1 5.1 5.4 5.0 4.9J

Norwayb 0.9 2.1 December 58 0.6 1.2 1.3 1.3 1.2 1.2 1.1 0.9 0.9J

Spain" 3.2 3.8 3.9 4.6 4.7 4.7 5.0 5.3

Sweden 2.1 2.9 November 73 2.0 1.6 1.6 1.7 1.6 1.6 1.5 1.6 1.7]

a These rates are not comparable between countries.
Registered unemployed .

c As per cent of dependent labour force . Additively seasonally adjusted by the
OECD.

Not seasonally adjusted.
e Great Britain, as per cent of total employees (unemployed + employed).

f Period for average and peak is 1964-74.
g Registered unemployed as per cent of dependent labour force.
h Peak in period 1959-73.
' Average of three months ending January 1977.
1 Average of three months ending February 1977.

foodstuffs and many industrial commodities tend to be set by the

relatively free play of market forces. But we want to avoid exces¬

sive price fluctuations which are in the interest neither of producers

nor consumers. This requires the development of commodity

policies, whether through buffer stock arrangements or other

methods. These arrangements should not be designed to try to raise

or lower the average level of prices over time, but rather to smooth

out excessive fluctuations. This is one of the important areas in the
so-called North-South dialogue between developed and develop¬

ing countries.

Ensuring adequate supplies of essential basic materials and

semi-processed goods, and avoiding the sort of excessive price

fluctuations we have experienced in the last few years, is one type

of sectoral problem with which we have to cope. Today, however,

we may be faced with other sectoral problems of a very different

nature, where the difficulty is over-supply rather than potential
shortage. And here a word of warning is in order against precipi

tate action which we may subsequently regret. In a recession,

some sectoral problems are unavoidable. But it is important not to

confuse the cyclical problems with long-term structural ones. It is

not surprising that some industries are much harder hit than others
during a period when world demand is sluggish. Some industries

such as steel are highly cyclical in nature, whereas others, such as

many branches of agriculture, are not. It is important not to

confuse these problems, or to undertake remedial measures of a

structural kind where an industry or sector is faced with temporary

cyclical problems rather than long-term structural ones. I believe

we should be very cautious before accepting the idea that there are

other sectors where special international arrangements like those

recently discussed for shipbuilding are appropriate. And I believe

that if, for cyclical reasons, any remedial measures are required in

a given industry, we should be very careful to ensure that they

complement, rather than contradict, policies designed for long-
term structural adjustment.

Export Prices of Primary Producers
Per cent changes, annual rates

1973 1974 1975 1976
Ql

7976

Q2 Q3 Q4

1977

Ql

All exports 47.8 33.3 11.4 9.4 15.4 43.0 14.3 16.6 81.8

Food 39.4 53.7 10.2 7.6 11.2 55.2 11.7 37.1 140.5

Agricultural raw
materials 75.8 2.9 16.2 17.9 38.3 28.2 18.8 13.9 14.5

Metals and minerals 34.8 36.0 8.8 5.0 4.2 33.0 15.5 17.0 43.9



International trade and payments policies must also be consi¬

dered as of vital importance in the balanced approach I am ad¬

vocating. In the aftermath of the energy crisis and recession of

1974-1975, the OECD countries agreed that they would not at¬

tempt to protect their own economies through trade restrictions at

the expense of their trading partners. The "Trade Pledge", which
has subsequently been renewed annually twice, has been far more

honoured in the observance than the breach. However, persistent

deficits in some of the OECD countries, and the somewhat disap¬

pointing pace of recovery to date, have intensified protectionist

pressures which pose a real threat to smooth expansion of the

world economy. Restrictions in one import market lead all too

easily to other restrictions elsewhere, particularly when the gen¬

eral level of unemployment is high. But protectionism aggravates

rather than alleviates the world unemployment problem ; and by

reducing the efficiency of the world economy it impairs the wel¬

fare of the people participating in it.

Although the "exceptions" to the Trade Pledge have, to date, not
been of a kind or magnitude to lead to this sort of chain reaction,

they have been growing, and the pressures on governments to take

further protective action have been growing faster still. No-one

really knows what the danger point might be, and no-one needs to

be reminded how disruptive it would be, at this rather sensitive
moment in the recovery, if trade restraints really began to spread.

And by "trade restraints", I mean not only the obvious measures
like quotas, but the whole range of "artificial" measures, from

agreements for the control of exports to the more occult types of

official persuasion. So I attach great importance to maintaining the
disciplines of the Trade Pledge when the OECD Council meets
again at the level of Ministers.

Efforts to contain protectionist pressures require that we make
faster progress than has been made so far in achieving a viable
allocation, as between individual countries, of the OPEC-induced

current deficit imposed on the OECD area as a whole. Indeed, we

want to reduce the total size of that deficit as quickly as possible,

and this can only be done by reducing our reliance on imported oil .

Progress in this respect needs to be speeded up considerably, both
by more ambitious and effective policies for conserving energy

and by the faster development of alternative sources of energy
supply. For the OECD area as a whole, the twenty billion or so
dollars current deficit is manageable (3). However, within that

overall deficit, some OECD countries are actually in surplus,
while a lot of them have extremely high deficits. The countries in

these two categories are more or less the same year after year.
Some of the countries with persistent deficits are getting increas¬
ingly nervous about their ability to incur further indebtedness at

recent rates, and increasingly impatient with the slowness of the

balance-of-payments adjustment process.

To be fair, the first thing that these heavy-deficit countries

should be getting impatient with is themselves. It is generally
agreed, I think, that the stronger countries, with the more satis¬

factory balance-of-payments positions and manageable rates of

inflation, have to play a leading role in the expansion of world
demand, and that unless they do this, the balance-of-payments

adjustment process will be extremely difficult. But this will not

help much unless the weaker countries, with uncomfortably large

balance-of-payments deficits, concentrate heavily on getting in¬

flation rates back down to where their export prices are more

competitive, and look mainly to export-led, as opposed to domes¬
tic demand-led, growth.

Non-inflationary growth in
the industrialised world is im¬

portant not only for its own
sake, but also to underpin im¬

proved economic relations
between the OECD countries

and the developing countries.

Indeed, it is probably the most

important single contribution
we can make to their welfare.

In the long run, meeting the

aspirations of the developing

countries will require an expansion of their manufacturing indus¬

tries based on the comparative advantages they possess, with the

result that the OECD countries must expect over the years to allow
their economies to concentrate more and more on other activities,

for example technology and knowledge-intensive sectors, and to

open their borders increasingly to imports of manufactured pro¬
ducts from the developing countries. All OECD countries are

familiar with the problems of re-structuring domestic economies in

response to import liberalisation, and it is quite clear that the

required re-structuring will present very difficult political prob¬
lems to the OECD governments if they already have high domestic
unemployment.

If one of the essential factors in this equation is that our own

economies should grow, another is that we should keep our prices
more stable. Indeed, one of the striking things which came out of
the earlier stages of the North-South discussions was the extent to

which the developing countries feci that our inflation in recent

years has been extremely harmful to them, by sapping the real

value of development assistance and imposing a general atmos¬

phere of uncertainty in which they found it difficult to plan.

It would be wrong to claim

that the economic problems

facing the industralised coun¬

tries at the present time are

simple ones, or that the road

ahead is easy. Nevertheless, if

business, labour and govern¬

ments join hands in the pursuit

of policies designed to pro¬

duce both expanding demand

and steadily less inflation,
there is no intrinsic reason

why we cannot re-establish the conditions for steady growth and a

progressive return to full employment. My view is one of condi¬

tional optimism. The conditions are clear. Governments need
with the help of management and labour to stick to the

medium-term strategy they agreed on last year. And they need to

buttress this broad strategy by adequate policies to improve the

international pattern of payments imbalances, to achieve more

secure conditions in energy and other basic product markets, and

to avoid the revival of protectionism. If these conditions are not

fulfilled, my present optimism would begin to wane.

(3) Very roughly, OECD has a current account deficit with OPEC of
some $ 35 billion, and a surplus with non-oil developing countries of
% 15 billion.



MULTINATIONAL ENTERPRISES

The Guidelines in Practice
by Theodore Vogelaar, Special Consultant

to OECD's Secretary General on International Investment and Multinational Enterprises

As has been recorded in the world press, the Belgian Gov¬

ernment has consulted its OECD partners on the in¬

terpretation it has been giving to specific parts of the

Guidelines for Multinational Enterprises which form part of the

Ministerial Declaration of 2 1 st June last year. These consultations

took place on 3 1 st March at a meeting of the OECD Committee on
International Investment and Multinational Enterprises, which has

been given a mandate by the Organisation's Council to survey the

experience gathered in applying the Guidelines.

The issue put before the Committee by the Belgian Government

centred on the meaning of a paragraph in the Employment and

Industrial Relations section of the Guidelines saying that, in case

of shutdowns involving collective lay-offs, a company should

provide reasonable notice to its employees and cooperate with

employee representatives and the Government so as to mitigate to
the maximum extent practicable adverse effects for these em¬

ployees.

The main question is whether a parent company which, through

its ownership exercises a significant influence over the activities of
a subsidiary, should have a responsibility of its own for the

subsidiary's giving reasonable notice of an imminent shutdown

and whether it should share responsibility for mitigating the ad¬

verse effects of a shutdown on the employees dismissed. A number

of problems are involved, and these are discussed below.

A first and basic fact is that the Committee is not in any sense
a tribunal and has no mandate to reach conclusions on the conduct

of individual enterprises. Therefore, the discussions could not and
did not focus on the merits of the case; the Committee did not

examine or question the factual situation but accepted the facts as

put forward by the Belgian Government and used them as an

illustration which could help to clarify the meaning of a text the
Committee itself had negotiated some months ago.

The Belgian example related to a situation in which the parent

company had nearly full ownership of a subsidiary established in a

different country as well as full control over the latter's manage¬

ment and daily activities. In such a case, both companies form part

of a multinational enterprise. This may seem self-evident; how¬

ever the Guidelines do not give a precise legal definition of a

multinational enterprise, but only a very general description of the
main elements that should be taken into account in determining

what such an enterprise is. It is equally clear that links other than
full ownership and direct control between companies in different
countries may constitute a multinational enterprise, and gradually
the Committee will, it is hoped, elaborate a doctrine on this and
other matters in the light of cases submitted to it.

As a result of the ownership and the significant influence exer¬

cised by the parent over the foreign subsidiary, the Guidelines do
apply to, and should therefore be respected by, both the parent

company and the local entity in accordance with the responsibility

of each. As a consequence, the parent company should cooperate
with and provide assistance to the affiliate as necessary to facilitate
observance of the Guidelines. This requirement does not, of

course, imply that a parent company should be liable for all debts

of the subsidiary even if the latter has been declared bankrupt

since, as is well-known, shareholders of a limited liability corpo¬
ration are not liable for the debts of their firm. On the other hand,

the Guidelines say, in the Employment and Industrial Relations

section, that a multinational enterprise both the parent company

and the subsidiary, as we have seen has a special responsibility

for the livelihood of the employees of the subsidiary when a

decision is made to terminate the subsidiary's operations resulting
in collective dismissal of staff.

One may equally conclude that parent and subsidiary share the

responsibility for giving employees "reasonable notice" when op¬
erational changes which would have a major effect upon their

livelihood are being contemplated as well as for termination indem¬

nities to the employees of the subsidiary. As to the amount of
such indemnities or how early notice must be given, the Guidelines

give no guidance other than a general reference to local law,

regulations and prevailing labour relations and employment prac¬

tices. And for good reason, since there are considerable differ¬

ences between OECD countries in this respect.

Obviously, the most complex question is what the multination¬

als should do to mitigate "to the maximum extent practicable" the

adverse effects of lay-offs on their employees. The Guidelines
suggest that multinational enterprises should cooperate with em¬
ployee representatives and the appropriate governmental authorities
in order to find reasonable solutions.

Here again, local law and practice play a major role, but there

are other criteria that might be taken into account in determining
closure indemnities: one such criterion could be the situation of the

parent company vis-à-vis its own creditors, shareholders and em¬

ployees. Another might be what local firms usually do in similar
circumstances, since the Guidelines recommend that multinational

enterprises "observe standards of employment not less favourable
than those observed by comparable employers in the host country".
Other points to be considered may include the reasons for ter¬

minating activities (for example, government action, strikes, or

decisions taken in the framework of an official industrial or reg¬
ional rationalisation plan) and whether or not the employees are

reemployed in other units of the multinational enterprise or else¬
where. However, such factual elements relate to the size and

extent of termination claims which should be negotiated by the
parties concerned; it is not the task of the Committee to examine
them.

However the Guidelines are applied, two things should be made
clear: first, that nothing in the Guidelines should be construed to

the effect that multinational enterprises or any of their en-



tities should act against laws applicable to them. On the other

hand, the Guidelines may and sometimes do place obligations on
multinationals which go beyond what is strictly required by law.
Such obligations and this is the second point to be kept in
mind have a solely moral character: the Guidelines are voluntary
and not legally binding.

This does not mean that parts of the Guidelines, though volun¬

tary at the origin, may not in the course of time and when they
have been frequently applied pass into the general corpus of

customary international law even for those multinational enter¬
prises which have never accepted them.

The discussions within OECD permitted all interested par¬

ties governments, the unions and the companies involved to
cooperate and to pursue their discussions with a clearer under¬
standing of what each is expected to do according to recognised
international standards. And on the basis of these standards, the

parties have agreed on terms and conditions for the payment of
termination and closure indemnities.

Their Importance in OECD Industry
rformation on the importance of multinational enterprises in man¬

ufacturing within the OECD area has been evaluated in some detail
by OECD's Industry Committee and is set forth in a new report ( 1 ).

As can be seen from the table, the share (as measured by turnover) of

these firms in each country's manufacturing activity varies greatly

ranging from 3.8 per cent in Japan to 56.4 per cent in Canada.

If the importance of multinationals is measured by the number of
people employed rather than turnover, the results are often very different,
mainly because of the tendency of multinational enterprises to invest in
sectors which are not labour-intensive and in plants of a size which permit
considerable economies of scale.

In all countries for which there are comparative statistics, the percen¬

tage of total wages and salaries paid by the multinationals is higher than
their share of employment. This trend is most pronounced in the United
Kingdom and least so in Sweden and seems to be accounted for by the fact
that multinational enterprises are on the whole in high technology areas

which employ highly skilled labour.

In Australia, the United Kingdom and Turkey, multinationals contri

bute more to fixed capital formation than to production, once again no
doubt because the foreign investment is in industries which are not
labour-intensive. But the reverse is true in Austria, France, Norway and

Sweden (for enterprises having 50 per cent foreign ownership or more).

Where figures are available, they show that the role of these enterprises
is increasing in importance. Thus in Germany multinationals raised their
share of turnover from 2 1.2 per cent in 1969 to 25.1 per cent in 1972 and
in Australia from 25.8 per cent in 1962/63 to 36.2 per cent in 1972/73.
OECD's study also gives detailed data on foreign investment by sector
and source.

As work on multinational enterprises continues, the data will be
refined and made more internationally comparable in accordance with a
Recommendation by OECD's Council on what information Member
countries should make available in this domain.

(1) For the purpose of this analysis, multinational enterprises are those having
some foreign ownership of the equity, the minimum varying from country to
country. The report "Penetration ofMultinational Enterprises in Manufacturing
Industry in Member Countries" is available from OECD' s Industry Committee.

IMPORTANCE OF

Amount of
foreign

participation
Year

as % of total

MULTINATIONAL

ENTERPRISES WITH

FOREIGN

Number of
persons

employed
Turnover

Value

Added
Wages and

Salaries
Investments

PARTICIPATION IN Germany 1972 22.4 25.1

MANUFACTURING . .. ...

IN 14 HOST Austraha 0) + 25%

+ 50%

1972/73 28.5

23.6

36.2

28.7

34.3 31.3 42.0

COUN IRILS*
Austria (1) + 50% 1973 20.7 22.6 22.5 21.9 20.4

Belgium 1968 18.3 33.0

Canada + 50%

+ 50%

1972

1973
52.4(1) 51.4(1)

56.4

Spain + 50% 1971 11.2

Denmark 1971 8.0

* . ._, j . Finland
* In some cases the data

pertains to plants,

+ 20%

+ 50%

1972 4.0

2.8

5.0

3.6

in others to enterprises. France + 20%

+ 50%

1973 19.4

14.9
27.1 (2)
21.0 (2)

24.1

18.8

(1) Establishment-based data.
(2) Sales. JaPan + 20% 1972 1.9 3.8

<3) IS1C 2+ 3- Norway (1)
(4) 10.0% value for fire ' (i)

+ 20%

+ 50%

1974 12.3

7.8

18.7

12.9

18.0

11.0 8.6

10.6

7.0

10.8 % value for fire United Kingdom (1) + 50% 1971 10.3 14.2 (6) 13.3 11.8 16.2

at 3 1 st December 1974. Turkey (1) + 10% 1968 4.2 7.6 8.5

car assembling. Sweden
(6) Gross output.

+ 20%

+ 50%

1974 8.1

4.8

10.1

6.2

8.9

5.2

8.3

5.0

8.2

3.2



PUBLIC HEALTH EXPENDITURES:

Towards a Better Utilisation

of Resources
Public expenditure in the OECD area has risen 25 per cent more rapidly than GNP since 1960.

Sixty per cent of the growth is accounted for by education, income maintenance and health, and more than
20 per cent by health alone. Increasingly, governments are questioning the desirability of further

increases in the weight of the public sector, particularly in light of taxpayer resistance and conflicting
claims on available resources. OECD's Economic Policy Committee, through its Working Party No. 2 has

been reviewing the main types of public expenditure in macro-economic terms, assessing likely future trends
and weighing the impact of this expenditure on overall economic, social and individual well-being.

The most recent study on health which will soon be published, is summarised below (1).
It is the first time that health expenditures have been documented on an internationally comparable basis

and the factors underlying the increases analysed.

Few governments have set out the goals of their social policies
with any precision, but two common concerns seem to lie

behind the sharp increase that has taken place in public
expenditures on health in Member countries:

to reduce inequality both social and geographic in access to
and use of medical treatment

to increase the health and well-being of the population as a
whole.

The statistics that have been gathered to date indicate that

governments have been at least moderately successful in reducing
socio-economic inequalities in access to health but less so in

removing regional disparities. Whether or not they could have
achieved the same effect on the distribution of welfare more effi¬

ciently (in terms of return on money spent) by implementing pro¬
grammes of, say, income maintenance is a much more difficult

question and one which the study does not attempt to answer. In
any case, it is clear that the governments which have concentrated
their health programmes on target groups have done so because of
their desire to reserve public benefits for those thought to be most in
need of assistance. In this sense, selective programmes may be
less costly and thus more efficient than programmes having wider
coverage, but they may also be more difficult to administer and

more likely to have gaps in coverage and variable standards of
quality.

The impact of public medical expenditures on the second objec¬

tive increasing the overall level of health of the country is diffi¬

cult to evaluate. First, public expenditure is only a part of total
expenditure on health. Second, it is difficult to measure "success"

in terms of resource inputs but there are, so far, few indicators of

health standards, and the few that have been developed are sub¬

ject to many caveats. Apart from infant mortality and incidence of

infectious diseases, these indicators are not really satisfactory for

evaluating the effectiveness of the vast public health program¬
mes launched since the war. Furthermore, many factors associa¬

ted with economic growth affect the health of the community for

better or for worse and in a period of increasing national income

and developing technology, health standards may well have im¬

proved even in the absence of public programmes.

Nevertheless international comparisons especially when they

are made in a historical perspective are useful in evaluating the

achievements and relative effectiveness of a wide range of health

policies. It is well to keep in mind that, since OECD's study covers

countries with very different health systems, the analytic techni

ques used do not always do justice to the diversity of national
institutions and other realities.

The Present Situation

Total current expenditure on health averages 53/4 per cent and
public expenditures 41fe per cent of GDP in the OECD area as a

whole (chart A and table). The share of overall expenditure on

health is much more closely correlated with growth of per capita
income than other services provided wholly or in part by the public

sector: the richer the country, the more it spends on health. How¬

ever, in some high-income countries notably the United Sta¬

tes the correlation between per capita income and public spend¬

ing on health is much weaker owing to lower levels of public
financing and the growing importance of private insurance plans.

In the report, spending on health has been divided into three

"sub-functions" (2): hospitals, medical services, and medical sup¬

plies, with a residual category for "other expenditures". Of these,

hospital care is the most important, accounting for more than half of

public health expenditure (chart B). However, this proportion varies

greatly from country to country, ranging from less than 30 per cent
in Belgium and Germany to more than 70 per cent in New Zealand.

Medical services come next with almost a quarter of total spending
and medical supplies and "other expenditures" each account for

roughly 12 per cent of the total. These averages conceal substan¬
tial variations from country to country but indicate the nature of the

problems to be faced.

Differences in the role of hospital expenditures in overall spend¬
ing are mainly accounted for by differences in the cost of providing
these services as described by cost ratios (see inset). In principle,

these could be due either to differences in relative price structures
(i.e. in the price of hospital care compared to overall prices) or in the

quantity of real inputs which however cannot be analysed precisely

(1) OECD Studies in Resource Allocation No. 4, "Public Expenditure on
Health " (July 1977). The difficult problems of definition and comparability
are fully treated in the text as are the statistical procedures on which the
conclusions discussed in this article are based.

(2) Techniques for analysing the three main components of public health
expenditure are similar to those used in earlier reports on public expen¬
diture. The proportion of national product devoted to health is explained
as a function of four main factors or ratios (see inset). This approach
permits a quantitative comparison of countries' actual level of public
expenditures, their change over time and their likely future course despite
differences in national situations and institutions.



with the data presently available. The use ratio, reflecting differen¬

ces in demand for health care, is the next most important factor.
Because of the breadth of present coverage and the size of the
public sector's financial contribution, differences in the eligible

population (coverage ratio) and the amount effectively paid by the
consumer (transfer ratio) are much less significant.

As to medical services, differences in the cost ratio appear to be

the single most important factor in explaining variations between
countries, followed by differences in the use ratio. Inter-country
differences in the transfer ratio are more important for medical
services than for hospital costs, reflecting the fact that hospital

treatment is highly subsidised everywhere while medical care is
less so. Relative differences in expenditure on medical supplies
(drugs and therapeutic devices) can, to a great extent, be explained

by differences in cost ratios and in per capita "consumption". The
proportion of unit costs borne by public bodies the transfer ra¬
tio also varies widely, reflecting differences in national policies
towards public sector financing of lesser risks and orthopaedic
devices.

Sources of health care financing seem to have converged over
the past decade and a half, with appreciable increases in the public
sector evident in practically all countries. But methods of financing

CHANGES IN PUBLIC EXPENDITURE ON HEALTH

IN THE OECD AREA 1962 TO 1974...*

Growth of

expenditure
as share

of GDP

per cent
(1)

Due to:

of which:

Health care

benefits

Coverage
changes

Utilisation

changes

Transfer

changes

Cosf

changes relative

prices

real

relative

inputs

Hospitals

Medical and

paramedical services

Medical supplies

Others

0.93

0.47

0.12

0.14

0.19

0.10

0.04

0.22

0.16

0.16

0.17

0.11

0.03

0.35

0.10

0.11

0.57

0.07

0.15

0.22

0.03

0.04

Total Public

expenditure on health 1.66 0.33 0.54 0.31 0.34 0.49 0.15

AND PROJECTIONS TO 1985 (2)
in percentage of GDP

Total Public

Expenditure
on Health

1974 or the

nearest year

Country

ASSUMING EXISTING

POLICIES AND TRENDS

AN ESTIMATE OF SOME

POSSIBLE SAVINGS

And present
relative

price trends

And lower

relative

price trends

Due to shorter

average stay
in hospital

Due to shorter

average stay
and lower

admission

rate

5.0 Australia 0.52 0.99 1.13 1.32

3.7 Austria 0.53 0.19 0.01 0.13

4.2 Belgium 0.65 0.62 0.17 0.06

5.1 Canada 1.02 0.77 0.23 0.55

6.5 Denmark (3) 1.35 0.62 0.75 0.20

5.3 France 1.18 1.36 0.02 0.15

5.2 Germany (3) 0.83 0.61 0.04 0.19

5.2 Italy 1.86 1.10 1.23 1.39

5.1 Netherlands (3) 1.15 0.53 0.13 0.16

6.7 Sweden 3.42 1.83 0.65 0.11

4.6 United Kingdom 1.19 0.64 0.13 0.16

3.0 United States (1.35) (0.61) (2.47) (2.06)

4.7 Average (4) 1.19 0.68 0.10 0.16

* Covers 8 countries.

(1) The first column which is the absolute difference between the initial and final yearpercentages equals the sum of the next four columns.
(2) These projections are not normative but are intended to show how expenditures will change over the next ten years under a given set of
hypotheses.
(3) Includes only expenditure on hospitals.
(4) Excludes countries for which calculations include only hospital services.
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public expenditure still vary widely. In some countries (Australia,
Canada, Iceland, New Zealand and the United Kingdom) virtually
all of the money comes from general revenue of central or local

government. In others (Belgium, France, Germany, Japan, the

Netherlands) employers' payroll tax or payments by the insured
provide a large part of the finance, though public funds often play an
important role.

Recent Trends

Public expenditure on health for the main OECD countries has

increased by some 1 .7 per cent of GDP since the early 1960s

from 3 to 4.7 per cent (see table). Of this increase, roughly half a
percentage point can be attributed to the use ratio and a third to

changes in the transfer and coverage ratios. Separate calculations

indicate that switches of spending from the private to the public
sector account for about half the increase in public health expendi¬

ture. As to the effects of the age structure on health expenditures,
the report indicates that differences between countries account to a

considerable extent for differences in the level of health expendi¬

tures but do not explain the change over time between countries or

within a given country.

Hospital services and other medical services have been the chief

growth areas. Expenditure on hospitals, the larger item, accounted
for almost one of the 1 .7 percentage point increase in public ex¬
penditure on health as a share of GDP. Expenditure on medical

Cost ratio: Costs per unit of health care divided by \
GDP per capita.

Use ratio: The average number of health units
consumed per person covered by public
health schemes.

for hospitalisation: the number of per¬
sons admitted times the average length
ofstay i.e. the average number of hospital
days per year

for medical services: the number of vi¬

sits and medical consultations per per¬
son per year.

Coverage The number of persons covered as a
ratio: proponion of the total population.
Transfer ratio: The proportion of costs per unit of health

care provided for by public bodies.

supplies, on the other hand, also increased its share of GDP

substantially in the OECD area but because of its small size,

accounted for comparatively little of the overall growth in expendi¬
ture.

For hospital services, relative price increases accounted for
about half of their increased role in total spending according to
available figures. This increase is probably due to the labour-inten¬
sive nature of these services, but the apparent increase may have
been overstated as statistical conventions underlying some of the
prices and indices assume no productivity gains. ^

A. TOTAL AND PUBLIC EXPENDITURE ON HEALTH

1974 or latest available year
Per cent of GDP at current prices

1') Figures on public expenditure not available.
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more than half ofpublic health expenditure in the OECD area
quarter and medical supplies for some f2 per cent.

What is the Outlook?

Continuation of Present Policies

Without new policy initiatives designed to achieve more cost-

effective expenditures and assuming a continuation of past trends
in demand and prices, some slowing down in the growth of public

health expenditure may be expected. It would continue to grow at

from 40 to 80 per cent of past rates depending on relative price

trends. In other words, with a continuation of present trends and

policies, the share of public health expenditures for the OECD area
as a whole would rise from 41fe per cent of GDP (in 1 974) to 51A or

5% per cent in 1 985. And this despite the fact that previous rates of

increase in public health expenditure can be expected to slow down
of their own accord: in a number of countries, the past increase in

public expenditures was due in part to the public sector's taking

over responsibility for medical expenditures from the private sector,
but this process may now be close to reaching its effective limits,

except in the United States, in certain Mediterranean countries and
in the Netherlands for certain kinds of expenditure.

Salary levels of health service personnel, especially non-medi¬
cal staff, may also rise more slowly from now on since there has
been a marked "catching up" over the last ten years or so. Stabili¬
zation of public health expenditure may itself tend to slow down the

price of health services just as, in the past, increasing public sup¬

port may have helped to increase them. An incomes policy could
also tend to moderate price increases.

How Could the Growth in Expenditure Be Slowed
Down?

The report examines possible ways in which governments could
stabilize public spending on health at present levels without affec¬
ting the quality of health care (3).

One of the projections indicates how much might be saved in
relation to the trends of the last decade by such an effort. The
assumption is that the rate of hospital utilisation could decrease as
a result of lowering the average length of stay and/ or the admission
rate and that governments will reduce somewhat their support of
non-hospital care. (It is true that the average length of stay in
hospital has already diminished appreciably but admission rates
have risen even more). Such changes would of course imply the
need for certain compensatory changes in the nature of medical
care. If the assumptions are correct, it would appear that most
countries will be able to stabilize the share of resources presently

allocated to public health. The United States could be the main
exception since the rate of hospital utilisation is already compara¬
tively low, and legislative proposals have been put forward to
provide wider coverage through a national insurance plan.

The difficulty which governments face in attempting to contain
health expenditures is that demand is potentially insatiable while
prices to consumers are kept to levels which are socially and
ethically acceptable. At the same time the effectiveness of much
expenditure is being questioned because there is no very clear
evidence of a causal link between growing expenditures and decli¬

ning morbidity. Some would argue that the best way to cope with
these problems would be to curtail demand by reinstating market
disciplines, stepping up charges to consumers and handling the
unequal access problem through direct income maintenance. This
approach also has drawbacks however.

In practice, public financing of health services has been found to
be reasonably successful in ensuring equality of access to health

(3) The hypotheses in the report are not based on projections or pro¬
grammes actually envisaged by governments; they are purely illustrative
of the implications of possible policy changes.
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B. DISTRIBUTION OF PUBLIC EXPENDITURES ON HEALTH
1974 or latest date available
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care which may be judged as important as actual redistribution of
income. Also in view of the strong two-way link between sickness

and poverty, one must be cautious about advocating policies aimed
at decreasing the transfer ratio. A number of countries have at¬

tempted to step up user charges for out-of-hospital medical servi¬
ces and have found that the administrative costs involved are so

high that it is hardly worth the effort. Nonetheless, the potential
scope for economies in this field deserves a closer look.

If the increasing demand for health services cannot be dampe¬

ned, the most obvious option remaining open is increasing the
efficiency of these services either by reducing the unnecessarily
high standards which are often maintained or by limiting supply.
Much of the increase in medical costs results from the important
role of highly skilled personnel in providing health services, and one

cost-reducing device would be to lower the qualifications required

of personnel dealing with everyday ailments. Much work currently
done by general practitioners could be carried out by medical

auxiliaries, and in some countries there may be scope for a re-allo¬

cation of functions between general practitioners and specialists.

Is it possible to re-direct research efforts in medicine towards

improving cost-effectiveness? At first sight it would appear that
devising cheaper forms of treatment is a less attractive use of
public funds than dramatic battles against potentially fatal diseases
for which there is no known cure. And research cuts, like other

savings, 'might therefore meet political resistance. Commercial
research into drug manufacture is probably more oriented to cost

reduction than publicly financed research but, owing to the market
structure, it is by no means certain that the benefits are always
passed on to the purchaser in this case the public sector.

Much has been claimed for preventive medicine, but studies so

far do not, suggest that it is necessarily much more economical
than the current emphasis on cure. There are some areas where

public action is crucial fluoridation of water for example but the
most promising fields for action are those in which people them¬
selves are responsible or partly so for damage to their health:
behaviour on the highways, cigarette smoking, dental hygiene,
alcohol consumption, nutritional balance, etc. These are areas of

governmental concern in many countries, but government action is
often opposed by special interest groups and by the public's refusal
to accept imposed constraints on individual freedom of action for
reasons of health.

While it is probably impossible to set any "natural" limit on the
amount of resources which should be devoted to public health
expenditure, governments will increasingly be forced, because of

the competing demands on the national product, to fix an "econo¬

mic" limit to the growth of these expenditures. This will involve

some hard political choices, but there seem to be a number of

opportunities for saving which could keep public health expendi¬
tures close to their present share of GDP in most countries. If the

public authorities were to opt for such restraint, health experts
would be better qualified than economists to clarify the options and
counsel on how resources should be allocated among the various
services. OECD's study is designed to provide a framework for

reflection which will encourage these experts to give more consi¬
deration to priorities and how these can best be reconciled with
macro-economic constraints and objectives.
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Member Countries
1977 Edition 13th year
The OECD OBSERVER presents in this issue a set of tables showing the diversity
of the economies of the twenty-four Member countries of the Organisation.
Unless otherwise stated, these tables set forth the final statistics for the year
1975. They are not intended to provide all the comparative data needed for
an understanding of each country's economic situation in relation to the OECD

group as a whole: they give some idea, however, of the economic pattern in
the individual countries.

For further information, readers are referred to other statistical

publications of the Organisation: Main Economic Indicators, Statistical Bulletins
of Foreign Trade, Labour Force Statistics, Statistics of National Accounts,
Financial Statistics, Sectoral Statistics, Agricultural Statistics and others.
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Because of frequent statistical
revisions, figures for population
and employment may be noti¬
ceably different from those
published in the preceding
" OECD Member Countries ".

(a) Area of rural holdings.
(b) Figures are not strictly
comparable between countries.

AREA

1,000 sq. km

AGRICULTURAL

AREA

1,000 sq. km

TILLAGE

1,000 sq. km

AUSTRALIA 7,686.8
(a)

4,996.2
1974

452.3

1974

AUSTRIA 83.8 37.9 16.1

BELGIUM 30.5 15.3 8.1

CANADA 9,976.1 635.6 392.6

DENMARK 43.1 29.4 26.6

FINLAND 337.0 28.0 26.4

FRANCE 549.1 324.2 189.2

GERMANY 248.6 133.0 80.6

GREECE 132.0 88.2

1974

38.9
1974

ICELAND 103.0 22.8
1974 1974

IRELAND 70.3 48.4
1973

12.4

1973

ITALY 301.2 175.0
1974

122.9

1974

JAPAN 372.3 58.6

1974

56.2

1974

LUXEMBOURG 2.6 1.3 0.6

NETHERLANDS 40.8 20.9 8.5

NEW ZEALAND 268.7 139.3 9.7

NORWAY 324.2 9.0 7.9

PORTUGAL 92.1 (42.0) (36.7)

SPAIN 504.8 280.6 208.3

SWEDEN 450.0 37.2 30.2

SWITZERLAND 41.3 20.1 3.8

TURKEY 780.6 540.2

1974

276.8

1974

UNITED KINGDOM 244.0 185.8 69.6

UNITED STATES 9,363.4 4,350.0
1974

1.910.0
1974

POPULATION

thousands

INHABI¬

TANTS

per sq. km

13,502 2

7,533 90

9,801 321

22,831 2

5,060 117

4,712 14

52,743 96

61,829 249

9,046 69

218 2

3,127 44

55,812 185

110,990 298

359 138

13,654 335

3,104 12

4,007 12

9,449 103

35,219 70

8,192 18

6,405 155

40,063 51

56,042 230

21 3,540 23



;RUDE BIRTH

RATES

per thousand

17.3

12.3

12.1

15.7

14.2

14.2

14.1

9.7

15.7

20.1

21.6

15.1

17.2

11.1

13.0

18.4

14.0

19.3
1974

18.8

12.7

12.3

32.3

12.5

14.7

UNEMPLOYMENT

RATE

as % of total labour

force (b)

TOTAL CIVILIAN

EMPLOYMENT

thousands

of which:

AGRICULTURE,
FORESTRY

AND FISHING

%

INDUSTRY

%

OTHER

%

4.4

1976: 4.4

5,726
1976: 5,808

6.7

1976: 6.4

33.8
1976: 33.2

59.5

1976: 60.4

1.7 2,943 12.5 40.9 46,6

4.2 3,748 3.6 39.9 56.5

6.9

1976: 7.1

9,363
1976: 9,572

6.1

1976: 5.9

29.3
1976: 29.7

64.6
1976: 64.4

4.9 2,332 9.8 31.5 58,7

2.2 2,211 14.9 36.1 49.0

4.1 20,764 11.3 38.6 50.1

4.1

1976: 4.1

24,828
1976: 24,571

7.3
1976: 7.2

46.0

1976: 45.8

46.7

1976: 47.0

3.0 (3.190) (35.4) (28.2) (36.4)

0.4 93

1974

15.6 37.1 47.3

8.0 1,030 24.5 29.8 45.7

3.3
1976: 3.7

18,818
1976: 18.948

15.8

1976: 15.5

44.1

1976: 43.4

40.1
1 976 : 41 .1

1.9 52,230 12.7 35.8 51.5

0.1 150 6.2 47.3 46.5

4.3 4,535 6.6 34.8 58.6

0.2 1,194 11.9 34.2 53.9

2.3

1976: 1.7

1,694
1976: 1,771

10.2

1976: 9.8

34.3
1976: 33.1

55.5

1976: 57.1

5.3
1974

3,081
1974

28.2 33.6 38.2

4.7 12,576 21.9 38.5 39.6

1.6

1976: 1.6

4,062
1976: 4.088

6.4

1976: 6.2

36.5

1976: 35.4

57.1

1976: 58.4

0.4 2,784 7.9 45.0 47.1

7.6 1 5,064 62.8 15.3 21.9

3.4
1976: 5.1

24,632
1 976 : 24,41 6

2.7

1976: 2.7

40.9

1976: 40.2

56.4

1 976 : 57.1

8.3
1976: 7.5

84,783
1976: 87,485

4.0
1976: 3.8

(29.0)
1976: (28.7)

(67.0)
1976: (67.5)



Notes :

a) Fiscal year starting 1st April.

b) Includes some or all expenditures
on the social sciences and /or
humanities

c) Excludes all capital expenditures.
*) New SNA (Standardised National

Accounts)

BLEU : Belgium-Luxembourg Economic
Union
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UNITED KINGDOM* UNITED STATES»

GROSSDOMESTIC PRODUCT atmarketprices
at current prices 1q7t.

and exchange

rates 197B
billion US $ 1s/&

84.24

(94.4)

37.57

(40.2)

62.25

(66.9)

159.68

(189.9)

35.45

(38.1)

26.59

(28.3)

335.71

(348.3)

424.92

(451.2)

20.98

(22.4)

1.25

(1.4)

7.76

(7.9)

172.10

(164.3)

490.63

(552.7)

2.20

(2.4)

81.20

(87.2)

12.78

(12.1)

28.30

(30.5)

14.62 101.04

(103.0)

69.36

(73.5)

54.16

(57.5)

35.45

(39.3)

227.79

(216.5)

1,513.83

(1,688.8)

average annual volume

growth 1970-1975

% per year ;
1975-1976%

3.5

(3)

3.9

(4)

3.5

(3)

4.6

(4.75)

2.1

(4.5)

4.0

(-0.5)

3.6

(5)

1.7

(5.5)

5.0

(5.25)

5.5

(-0.9)

2.7

(3.25)

2.2

(4.5)

5.4

(6)

1.8

(3)

3.1

(3.5)

2.9

(-4)

4.4

(5)

4.7 5.5

(2)

2.3

(1.5)

0.8

(0.5)

7.6

(7.8)

2.0

(D

2.1

(6.25)

per capita at 1975

prices and exchange
rates US $

6,240 4,990 6,350 6,990 7,010 5,650 6,360 6,870 2,320 5,720 2,480 3,080 4,420 6,140 5,950 4,120 7,060 1,550 2,870 8,460 8,460 880 4,070 7,090

GROSSFIXED CAPITAL FORMATION
total

% of GDP
at current prices

24.1 26.7 22.0 24.2 19.9 30.2 23.4 21.1 21.0 33.2 22.3 21.2 30.8 29.2 21.3

(a)

26.2 35.4 13.6 23.2 20.7 24.0 16.9

1973

19.9 16.3

machinery and
equipment

% of GDP at
current prices

9.9

1974

10.6

1973

7.8 8.4 8.0 11.7 9.2 9.9 8.4 8.6 10.5

1974

8.8 14.2 8.6 9.3 13.8 7.7

1974

9.2

1974

8.4 7.8

1973

8.8

1974

6.9

PRIVATE CONSUMPTION EXPENDITURE
% of GDP

at current prices
59.6 56.3 61.4 57.7 57.8 51.1 62.3 55.5 71.6 63.4 67.0 66.4 56.5 59.9 58.2

(a)

61.0 54.2 84.6 69.3 52.2 61.6 72.2

1972

61.1 64.6

US S per capita
at current prices

and exchange rates
3,720 2,810 3,900 4,040 4,050 2,890 3,970 3,810 1,660 3,630 1,660 2,050 2,500 3,680 3,460

(a)

2,510 3,830 1,310 1,990 4,420 5,210 310

1972

2,480 4,580

CURRENT GOVERNMENT EXPENDITURE ANDREVENUE %ofGDP
current expenditure

26.6

1974-75

33.9 41.6 37.1 43.0 32.7 38.9 41.7 24.6

1974

24.9

1968

34.8

1973

39.8 20.8 42.1 50.5 41.9 22.6

1974

22.0

1974

46.8 29.2 18.3

1972

39.5

1974

33.9

current revenue
31.4

1974-75

39.1 40.7 37.4 45.0 39.5 40.6 40.9 26.7

1974

33.2

1968

35.0 34.7 23.5 50.6 53.6 50.2 23.0

1974

23.1

1974

52.2 31.9 27.5

1972

40.0

1974

30.7

NET OFFICIAL DEVELOPMENT

ASSISTANCE

to developing countries
and multilateral agencies

%of GNP

0.61 0.17 0.59 0.58 0.58 0.18 0.62 0.40
* 0.11 0.24 0.75 0.52 0.66 0.82 0.18 0.37 0.26

GROSS DOMESTIC EXPENDITURE

ON R & D

in natural sciences and

engineering ; % of GDP
1974-1975 unless otherwise indicated

(b)

1.2

1973-74

(b)

1.1 1.0

(b)

1.8

(b)

2.2 0.7

(b)

0.8 1.8 1.9

(b)

1.3 1.6

(b, c)

2.3

CONSUMER PRICES
increase 1976

0/

(Dec. 1975-°Dec. 1976) 14.4 7.2 7.6 5.8 13.1 12.3 9.9 3.9 11.7 31.4 20.6 22.0 10.4 8.5 8.3 15.6 8.0 26.8 19.8 9.8 1.3 17.0 15.1 4.8

average annual
increase 1971-1976

% per year

11.8 7.8 9.4 8.3 9.9 13.3 9.6 6.0 14.5 30.3 15.1 13.8 12.2 8.2 8.9 11.5 9.0 16.9 13.9 8.5 6.7 15.9 14.5 7.0

TOTAL OFFICIAL RESERVES

million US $
31-12-1976

3,169 4,410 5,206

BLEU

5,843 915 498 9,728 34,798 925 81 1,837 6,654 16,604 5,206

BLEU

7,387 491 2,229 1,302 5,284 2,491 12,992 1,123 4,230 18,319



a) International transport
excluded except for
Canada and Turkey.

BLEU: Belgium-
Luxembourg
Economic Union
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monetary unit
Australian

Dollar
Schilling

Belgian
Franc

Canadian

Dollar
Krone

Finnish

Mark

French

Franc

Deutsche

Mark
Drachma Krona

currency units per US $
(31st December 1976)

0.9205 16.77 35.98 1.009 5.79 3.767 4.97 2.36 37.03 189.7 G

per SDR
1 .0694 19.48 41.80

BLEU

1.172 6.72 4.377 5.78 2.74 43.03 220.4 0

IMPORTS (goodsonly)

total (CIF)
million US S

9,988

fob

9,393 30,707

BLEU

33,955

fob

10,329 7,618 54,241 74,208 5,317 487

from other OECD

countries

million US S

7,826

fob

7,442 25,560

BLEU

28,695

fob

8,497 5,277 37,404 54,578 3,773 412 «

from rest of world

million US $

(excl. unspecified)

2,090

fob

1,952 5,135

BLEU

5,260

fob

1,831 2,341 16,812 19,535 1,542 76

total imports
as percentage of GDP

at current prices

11.9 25.0 49.3

BLEU

21.3 29.1 28.6 16.2 17.5 25.3 39.0

change in volume of
total imports from

1970 to 1975

percentage per year

2.9 5.6 5.9

BLEU

9.0

1971-75

2.4

1971-75

4.6 5.8 5.6 6.7

EXPORTS (goodsonly)

total (FOB)
million US $

11,902 7,519 28,809

BLEU

32,301 8,710 5,503 52,211 90,021 2,293 308 >'

to other OECD

countries

million US $

7,677 4,976 24,287

BLEU

28,224 7,308 3,730 35,469 64,687 1,448 248

to rest of world

million US $
(excl. unspecified)

4,129 2,543 4,267

BLEU

4,077 1,380 1,774 1 6,740 25,053 842 60

total exports
as percentage of GDP

at current prices

14.1 20.0 46.3

BLEU

20.2 24.6 20.7 15.6 21.2 10.9 24.6

increase in volume

of total exports
from 1970 to 1975

percentage per year

3.9 6.1 5.9

BLEU

1.7

1971-75

6.5

1971-75

7.6 6.1 14.7

FOREIGN TOURISMa)
receipts

millions of US $
304 2,781 864

BLEU

1,525 746 330 3,470 2,848 644 12

percentage change
over 1974 + 16.0 + 21.5 + 21.1 + 1.6 + 16.3 + 6.1 + 31.4 + 22.5 + 43.7 -

expenditures
millions of US $

616 1,086 1,410
BLEU

2,065 642 301 3,064 8,502 92 14

percentage change
over 1 974

+ 18.5 + 22.1 + 20.2 + 28.4 + 23.7 + 35.5 + 28.7 + 20.7 + 21.5 -23.6
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Pound Lira Yen

Luxem-

bourger
Franc

Guilder

New

Zealand

Dollar

Krone Escudo Peseta Krona
Swiss

Franc

Turkish

Pound
Pound Dollar

.5874 875.0 292.8 35.98 2.457 1.053 5.185 31.55 68.29 4.13 2.45 16.665 0.5874 1.000

.6825 1,016.6 340.2 41.80

BLEU

2.854 1.224 6.024 36.66 79.35 4.80 2.85 19.365 0.6825 1.162

$,807 38,364 57,863 30,707

BLEU

35,145 3,178 9,675 3,830 16,261 1 8,049 13,303 4,641 53,252 96,941

fob

.,258 24,079 23,1 80 25,560

BLEU

26,657 8,345 2,703 9,978 14,770 11,614 3,405 36,937 55,669

fob

506 14,271 34,682 5,135

BLEU

8,488 1,330 1,054 6,282 3,279 1,689 1,236 16,232 41 ,260

fob

49.1 22.3 11.8 49.3

BLEU

43.3 24.9 34.2 26.2 16.1 26.0 24.6 13.1 23.4 6.4

2.7 0.8 4.1 5.9

BLEU

3.6 3.7 4.4 3.9 3.3 15.6 4.4 2.3

J.211 34,830 55,753 28,809

BLEU

34,440 2,186 7,196 1,940 7,683 17,406 12,957 1,401 43,756 107,652

'.,939 23,476 22,705 24,297

BLEU

28,621 5,989 1,544 5,179 13,713 9.266 985 28,846 63,217

232 10,854 33,045 4,267

BLEU

5,020 1,206 367 2,471 3,694 3,691 416 14,779 43,930

41.4 20.2 11.4 46.3

BLEU

42.4 17.1 25.4 13.3 7.6 25.1 23.9 4.0 19.2 7.1

6.2 9.8 5.9

BLEU

7.0 5.6 8.5 3.2 3.1 5.4 7.4

265 2,582 252 864
BLEU

1,106 176 367 242 3,404 342 1,608 201 2,442 4,876

-10.2 + 34.8 + 7.2 + 21.1 + 8.0 + 33.8 + 36.5 -45.0 + 6.8 + 21.7 + 13.6 + 3.7 + 24.3 + 20.9

153 1,051 1,367 1,410
BLEU

1,657 252 524 200 385 952 828 155 1,921 6,417

+ 7.8 + 0.7 + 20.2 + 22.5 + 0.9 + 53.8 + 18.3 + 21.7 + 24.5 + 1.9 + 19.6 + 7.4



INFANT MORTALITY

deaths in 1st year
per 1,000 live births

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

16.1
1974

20.5 14.6 15.5
1974

10.4 10.2
1974

13.6 19.7 24.0
1974

11.4

1974

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

18.4 20.7 10.0 14.2 10.6 16.0 10.5
1974

37.9
1974

12.1 8.3 10.7 16.0 16.1

ACCESS TO HIGHER AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

EDUCATION

percentage of relevant
age group

39.7 15.9
1974

34.4
1974

49.8
1972

36.3
1974

24.5 31.4
1974

24.2
1974

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

31.0 34.3
1974

21.1
1974

40.3
1974

(9.8)
1973

29.3
1973

(31.1)
1972

21.8
1974

43.2

DWELLINGS AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

COMPLETED

number per 1,000 inhabitants
1974

11.5 6.4 6.8
started

11.4 9.6 15.6
12.7

1973

permits

9.4 6.7

permits

10.2

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

8.0 3.6
1973

13.4
started

6.9
1973

10.8 13.1

permits

10.4 5.1
1973

10.1 10.5 11.4 2.2 5.0 6.4
started

ANIMAL PROTEIN
AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

grams per inhabitant and per day
1974

77 56 62
BLEU

65 66 63 68 58

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

66 50 34 62
BLEU

59 81 57 39 50 66 57 55 73

Per Capita AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

ci\icr.uT uuiyauivmiuiu

total primary energy requirements
in tons of oil equivalent

4.40 3.07 4.26 8.78 3.50 4.73 3.18 3.94 1.30 5.05

IRELAND ITALY 1 JAPAN LUXEM¬

BOURG (1)
NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN SWITZER- T,lpl.-v UNITED

LAND """ft" KINGDOM
UNITED

STATES

2.27 2.28 2.97 11.14 4.35 3.25 4.77 0.88 1.73 6.00 3.50 0.68 3.63 7.91

(1 ) 70 per cent of total energy requirements (more than double the OECD average) are consumed by the industry sector mainly for export.

TELEPHONES AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

number per
1,000 inhabitants

1974
377 262 272 550 428 358 236 302 207 404

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

127 246 356 397 344 481 339 117 200 633 594 23 366 677

TELEVISION SETS AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

number per

1,000 inhabitants

1973
227
1972

NETHER¬

LANDS

258

237 244 348 304 263 237 298 107 217

IRELAND ITALY ! JAPAN LUXEM¬

BOURG

NEW

ZEALAND

247

NORWAY

249

PORTUGAL SPAIN SWEDEN
SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

176 208 229 243 66 164 339 253 7 309 523
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INDUSTRIAL RELATIONS:

Some Insights From Japan
by Oliver Clarke,

OECD's Social Affairs, Manpower and Education Directorate (1)

Industrial relations systems in a number of countries, notably
in Western Europe, have been undergoing significant
changes in recent years (2) and there is reason to expect

further change. Undoubtedly, improved industrial relations
could make a considerable contribution towards the economic

and social goals of OECD Member countries. To deepen under¬
standing of what options for improvement are open, it seems
useful to look at a system of industrial relations which is differ¬
ent from the others; that of Japan.

The Japanese industrial relations system is usually seen as
based on three "pillars": "lifetime employment", "seniority
wages"and "enterprise unionism". Lifetime employment means
that enterprises particularly the modern large-scale enter¬
prises recruit almost the whole of their regular labour force
by annual intake from youngsters leaving school or university;
in the normal course, such recruits will expect to spend their
working lives in the enterprise they have joined. Starting at
relatively low levels of pay they will expect steady increments in
earnings year after year, even if they do not gain promotion in
rank. Within the enterprise they will be available for any work
they are capable of doing, and the enterprise itself will normally
provide such training as they may need. Apart from the primary
annual intake, vacancies are almost wholly filled from within the
enterprise.

Though the overall level of trade union organisation in Japan
is only around 35 per cent, most established workers in large
enterprises belong to a union; the great majority to a union
catering only for the regular workers of the particular enter¬
prise. Most of the members of Japan's 69,333 (in 1975) trade
unions are affiliated through industrial confederations to one of
four trade union national centres, of varying philosophies or
political beliefs.

Collective bargaining between management and union is the
preferred method of regulating wages and working conditions.
The scale of negotiated wage adjustments, however, is decided
in the "Spring Labour Offensive" in which, each spring, unions
decide their national objectives; the central employers' organi¬
sation coordinates the employers' response, and the outcome is
decided by 'key' bargains struck in one or two industries, after
which most others follow suit.

The legal framework of industrial relations in the private sec¬
tor which for historical reasons incorporates some American
concepts, such as "unfair labour practices" is generally unob¬
trusive. The State provides facilities for dealing with disputes
but the Government does not become involved in collective

bargaining. As to strikes, Japan is in the lower part of the 'league
table' of industrialised countries; strikes tend to be short (many
less than four hours and few more than 24) and commonly more
in the nature of demonstrations than out-and-out trials of

strength.

A Fourth Pillar?

It would not be unreasonable to add a fourth "pillar" of
Japanese industrial relations to the three mentioned above,
namely the social nature of the enterprise. Much more than in
other advanced industrial countries, the Japanese enterprise is
seen by those within it as being as much a community of people
as it is an economic unit. The prevailing spirit is more that of
people being members of the enterprise than workers em¬
ployed by it. Attitude surveys show a much stronger identifica¬
tion by workers with the enterprise and its goals than is normally
found in other countries. There is a strong sense of reciprocal
obligations between management and workers. Significantly,
absenteeism is afraction of what is encountered elsewhere. The

community spirit is fortified by the particular Japanese method
of management whereby decisions tend to be thrashed out by
all of the managers involved at lower levels and finally endorsed
higher up, as opposed to the downward flow of decisions more
common in the West. The Japanese method may be more
lengthy and time-consuming, but it results in all concerned
identifying themselves with the decision arrived at so that, once
approved, it can be given effect smoothly and quickly. Lastly,
enterprise consciousness is enhanced by enterprise unionism,
since the union sees its fortunes as dependent on economically
successful operation.

Is the System Efficient?

By Western standards, several elements of the system de¬
scribed appear, at first glance, inefficient. For instance, lifetime
employment can be criticised as obstructive to desirable labour
mobility, and the dissemination of knowledge and skills that
mobility brings. Since, even if they could find suitable jobs
elsewhere, middle-aged workers would have to sacrifice the
very tangible advantages of seniority to take them, it would
seem difficult for dissatisfied workers to leave. How can the

expansion and contraction of enterprises necessary in an effi

la This article is based on a report prepared for the OECD and pub¬
lished in April 1977 as "The Development of Industrial Relations Sys¬
tems: Some Implications of Japanese Experience". The Report, which
concentrates on the private sector of industry, was prepared in connec¬
tion with a study visit to Japan by European employer and trade union
experts, arranged under the Organisation's Labour-Management Prog¬
ramme, in cooperation with OECD's Business and Industry, and Trade
Union Advisory Committees, and generously supported by the
Japanese authorities. Views expressed in the present article are, of
course, the responsibility of the author.

(2) See N.F. Duffy, "Changes in Labour-Management Relations in the
Enterprise" OECD, Paris, 1975 and R.W. Revans, "The Changing At¬
titudes and Motivations of Workers", OECD, Paris, 1972.
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cient economy be achieved if labour does not move freely.
Does not the system lead to gross overmanning?

Seniority wages too can be criticised. For instance, is it not
more appropriate to reward skill and energy than age and ser¬
vice? Is it fair that the disparities between new and old estab¬
lished workers doing similar work should be as great as they
often seem in Japan?

Enterprise unionism might also seem to have its drawbacks.
Are not enterprise unions likely to identify so closely with the
firm that they cannot fulfill the oppositional role which is fun¬
damental for trade unions in free societies? Is not a basic

strength of unionism its ability to represent the common in¬
terests of all the workers in an industry or occupation ? Do they
not need a power base outside the enterprise?

In answering these questions and in assessing the Japanese
industrial relations system, two basic points need to be made at
the outset. Firstly, there is no evidence that it has been detri¬
mental to economic growth, nor that there is any strong or
widespread dissatisfaction with it among managers and work¬
ers. Indeed, not only has it been consistent with Japan's
economic success the most outstanding sustained growth in
any OECD Member country since the war but the balance of
probability is that it has appreciably contributed to it. Secondly,
a number of the differences between practices in Japan and in
other countries are not so great in reality as might be thought
from the oversimplified description just given. And in a few
respects Western and Japanese practices are moving closer
together.

Take the practice of lifetime employment. Although labour
turnover in Japan is low com pa red with that in most countries, it
is appreciable and in the critical first years of employment can
be quite high. If there has been inbreeding of skills, it does not
seem to have had any adverse effects. The expectation that one
will spend one's working life with a particular working group
leads not only to mutual accommodation but also to a strong

team spirit. The confidence born of job security together with
the worker's identification with his enterprise rather than his
occupation, facilitate very high internal mobility, ready accep¬
tance of technological and organisational change and absence
of demarcation problems. To a large extent the enterprise
labour force can be adjusted to suit market changes by varying
its annual labour intake, its sub-contracting and its working
hours, and through varying its temporary workforce (Japanese
enterprises commonly employ appreciable numbers of fringe
workers, including ex-regular employees who have reached
retirement age, who do not efijoy such favourable conditions as
regular workers). True, when an enterprise experiences pro¬
longed adverse market conditions it will probably suffer over¬
manning but, at least until recently, continued general growth
has meant that such cases have been relatively few, and tempor¬
ary overmanning is not a great price to pay for the advantages
the employer gains from the lifetime employment system.

It may be added that, apart from the fact that something
resembling lifetime employment is not unknown in some sec¬
tors in other countries, there has been a marked trend in a

number of countries, notably in Western Europe, towards
making it more difficult and expensive for employers to dis¬
charge workers on account of lack of work, thus bringing prac¬
tice a little closer to that of Japan.

With seniority wages too the disadvantages are not all they
seem. Not only are age and seniority clearly objective criteria,
but they reflect experience, which may be considered worth
rewarding, and minimise argument about job differentials. In
any case there has been a noticeable shift in Japan towards
relating wages more closely to work done and less to seniority.
And in recent years the wage gap between new starters and peak
earners has narrowed considerably. (Roughly, taking wages for
the 20-24 year old group as 100, the peak lifetime wage, reached
in the age span 40-49, was 232 in 1958 but only 171 in 1974).
Again, annual salary increments are not unknown elsewhere
and it can be shown, at least for male workers, that wage-age
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curves follow somewhat similar contours in certain other major
countries.

As to Japanese unions, they are certainly not "company un¬
ions" in the derogatory sense in which that term is used in the
West, and the gains they have secured for their members com¬
pare favourably with those achieved in other countries.

Tendencies for Change

Few human institutions are free from pressures to change,
and Japanese industrial relations are no exception. Surveys
conducted over the years suggest a steady shift in workers'
desires, towards wanting a more individualised, less work-
centred, life style than has been usual in Japan. Tight labour
markets at least until recently have raised starting wages and
reduced wage differences, both between and within enter¬
prises. Some managers feel it desirable on economic grounds
for recruitment and employment policies to become more
flexible and wages to be more closely related to workers' indi¬
vidual contributions.

There are other pressures making forchange. It has long been
recognised in Japan that general material prosperity has been
achieved at considerable cost to the environment and that

higher spending power for those at work has not been matched
in protection afforded by the social security system which,
though improving, is in some respects appreciably less favoura¬
ble than those of other leading countries. Necessary changes in
industrial structure will introduce an element of stress. The

lower growth rates to be expected in future will mean that fewer
resources are available with which to make improvements.

The Japanese industrial relations system itself presents cer¬
tain problems. For instance, the description given here relates
particularly to the big and efficient enterprises which are the
power house of the national economy but which only employa
minority of the total labour force. By far the largest number of
workers are employed in the myriad small and medium-sized

enterprises which make up the secondary sector of what has
been described as a dual economy. The small enterprises share
the traditional Japanese values found in the large enterprises,
but their added value in production is commonly so much lower
that they cannot offer comparable conditions to their workers,
though the gap has narrowed somewhat in recent years. Other
countries have, in effect, dual labour markets but the gap bet¬
ween the two sectors seems less marked than in Japan.

Retirement too presents something of a problem. State pen¬
sions come into operation at the age of 60 and even with the
lump sum payments which employers commonly give to work¬
ers on retirement (many still at 55, though the age is increasing)
the great majority of workers stay in the labour market to avoid
substantial reduction in their living standards.

It is not possible to offer a reliable prediction of the future
course of Japanese industrial relations in the private sector, but
it seems unlikely that any radical changes will come about in the
next few years. More likely there will be a process of gradual
adjustment, increasing the degree of flexibility within the sys¬
tem while seeking to retain, as far as practicable, the strengths
of the traditional system. Be the future as it may, the bases'of
present day Japanese industrial relations in the private sector
appear stable, generally satisfactory to the participants and
conducive to efficient operation.

Implication for Other Countries
It is an international commonplace that human institutions

can rarely be transplanted without considerable adaptation and
many do not flourish away from their native ground.

Yet many successful institutions have been built on ideas
obtained from other countries. Indeed, a basic tool of OECD

work is enabling its Members to learn from the ways in which
different countries respond to common difficulties. Industrial
relations have been something of a problem area in several
Members countries in recent years. What useful lessons can be
learnt from Japanese experience?

On the face of it the principal characteristics of Japanese
industrial relations are so different from those elsewhere that

they do not lend themselves to adaptation (though as has been
explained, some of the differences are more apparent than
real). For instance, given the way trade unions have developed,
a movement towards enterprise unionism is hardly likely in
other OECD countries. While some Member countries have

been strengthening employment security for workers, there is
unlikely to be any move towards Japanese-style lifetime em¬
ployment and, while there may be limited movement from
payment by results towards timework wage systems, there is no
evidence to suggest any widespread adoption of the seniority
wage system.

In sum, the three interlinked traditional features of Japanese

industrial relations are so dependent on national characteristics
that, valuable as their contribution has been in Japan, they are

unlikely to fit the circumstances of other countries. However,
there seems more to be learned from the associated social

characteristics of the Japanese enterprise. Any social organisa¬
tion is likely to be most effective externally, and most satisfying
internally, when its members work as a close and stable yet
flexible group, and when there is a high level of consistency
between the overall organisational goals and the individual
goals of its members. Obviously, attitudes and social patterns
are even less transportable than institutions, but at a time when
the nature of the enterprise is often questioned and workers'
participation in management widely debated, what was called
above the fourth pillar of Japanese industrial relations seems to
offer much food for thought in other OECD countries.
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New Priorities in Agricultural
Policies

Agricultural policies have responded to the economic disturbances of the
Seventies with a change in emphasis. The assumption behind policies of the
Sixties that agriculture in most OECD countries was using too much labour,

capital and other resources no longer seems generally relevant at a time when
many countries are feeling uncertainty about supplies and particularly imported
supplies; currently the focus is on security of food supplies and greater market

stability. Will these policies in turn become irrelevant or even wasteful? Will they
require new forms of international policy management? These questions are raised

in the following article based on a recent report of OECD's Committee for Agriculture (1).

The severe economic disturbances which began in the early
1970s gave farmers and farm policy makers a set of signals
which frequently conflicted. While the combination,

timing and severity of these economic shocks varied, all OECD
countries felt them. Among the events, some had their origins
outside of agriculture; others were primarily internal:

a fall in world food production in 1972, the first in more than
20 years, due to bad weather and crop failure in several regions

unexpected grain purchases by the USSR
severe climatic variability which suggested that food produc¬

tion capacity was declining
imposition of export controls on certain commodities
a broadly based, rapid upswing in real CNP in 1972-73 causing

severe demand pressures
a sharp acceleration in inflation rates caused, in part, by rapi¬

dly rising food prices
movement to a system of flexible exchange rates
the embargo on oil exports from OPEC countries and subse¬

quent oil price rises
the advent of the worst recession in the post-war period.

In summary, the period saw a confused supply and income
situation. Since this confusion was overlaid with elements of

even greater uncertainty in world trade and monetary condi¬
tions, it was far from clear what govenmental responses should
be.

Whereas policies and measures in the 1960s could confidently
be directed to maintaining farm income in the face of conti¬
nuing surpluses, the events of the early 1970s increased uncer¬
tainty about this as an overall long-term strategy. The diagnosis
of the 1960s that agriculture in most OECD countries was
using too many resources seemed no longeras relevant in the
mid-1970s.

To cope with the very uncertain market situation which has so

far characterised much of the present decade, two major policy
pre-occupations have emerged. While the attainment of stabi¬
lity and security are goals as old as agricultural policy itself,
priority for these goals appears to have been heightened. Some
countries have stressed policies to promote greater market sta¬
bility, others havefocussed on improved security of supplies. In
part this difference in response is a result of the differing cir¬
cumstances of the particular country whether it is an exporter
or an importer but both policies are essentially responses to
the same uncertain market situation.

In this re-ordering of policy priorities, little explicit recogni¬
tion appears to have been given to the trade-offs that can exist
between stability and security on the one hand, and price and
income support structural adjustment or efficiency of resource

use on the other. Yet no country has abandoned stated goals for
price and income support, structural reform or better resource
use. In certain cases, the efficiency has been sought within the
national context, without too much heed being paid to the
possibilities existing in other countries.

(1) The report, to be published shortly under the title "Review of Agri¬
cultural Policies in OECD Member Countries", results from discussions
in the Working Party on Agricultural Policies and work carried out within
the Agricultural Policies Division.

TRENDS IN AGRICULTURAL PRODUCTION*

Average Growth Rate
of Gross Agricultural Product per Year

in per cent

1960-64 7965-69 1970-74

(Figures are based on CAP and GDP
in constant 1970 prices)

United States 0.60a 2.76b 4.15c

Germany 2.59 3.34 4.29

France 5.60d 1.74

Denmark 1.25 0.51 5.06

Sweden 10.66e 0.44 3.48

Greece 7.10 0.26 4.12

(Figures are based on GAP and CDP
in current prices)

Canada 4.72 3.82 20.88

Japan 8.26 10.35 11.58

Australia 6.54 3.4 29.00c

United Kingdom 2.54 3.33 14.27

Notes: * Figures include hunting, forestry and fishing.
a At 1963 prices d 1966-68, at 1963 prices
b 7968-69 e 7963-64
c 1970-73

Sources: Calculations are based on OECD National Accounts.
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PRICES RECEIVED AND PAID BY FARMERS

Annual Rate of Changes in Price Indices (per cent)

A: prices received by farmers B: prices paid by farmers

7960-65 7965-70 1970-71 7977-72 1972-73 1973-74 1974-75

Canada
A 2.3 1.5 1.0 13.4 44.3 16.5

B 2.9a 3.2 3.5 4.2 17.7 16.9

United States
A 0.9 2.4 1.8 12.5 36.5 7.0 1.6

B 1.3 3.9 5.3 5.8 14.2 16.6 9.5

A 7.5b 5.6 1.7 5.6 23.2 21.1 M.8C

B 3.1c 3.0 3.4 4.6 26.1 25.7 5.9C

Australia
A 1.5 2.7 9.3 35.8 1 6.7 12.5 2.0

B 2.2 2.7 5.6 7.5 15.4 30.3 17.2

- i "7 _ i 	r

A 1.3 0.7 4.4 17.5 40.4

B

France
A 3.5 3.7 4.4 12.8 11.8 8.5 9.8

B 2.0 3.2 7.0 4.8 10.1 28.3

Germany'
A 1.5 -0.1 7.6 9.7 9.9

B 2.5 0.5 4.6 4.4 8.0

United Kingdom
A 6.3 4.2 15.8 26.2 12.6

B

Spain
A 7.3 2.0 6.2 9.6 13.4 8.8 16.8

B 4.2 2.1 4.6 1.4 11.1 30.2 8.0

Sweden
A 4.4 2.2d 2.7 7.4 10.2 8.8 12.5

B 3.4 2.6 1.5 14.0 13.2 5.2

d 7968-70

e Provisional

f Farm year ending in the reference year shown (e.g. 7959/60 - 1964/65, etc., for each column).

Sources : National Sources.

Notes : a 7962-65

h 7967-65

c 7963-65

Greater Stability

Overall it is clear that the events of the first half of the 1970s

have demanded that ways of attaining more stable equilibria be
found, if not in international markets themselves, at least in

domestic markets affected by the international instability. How¬
ever, opinions as to what would constitute a more stable situa¬
tion differ from one country to another. Moreover, there seems
to be little consensus on what should be stabilized or whattypes
of programmes would best achieve the degree of stability wan¬
ted.

In some countries, internal supply stability has been sought
through export restriction. In others, price stabilization pro¬
grammes have centred around annually revised administered
floor prices, based on a sense of "price justice" and supply
management. While such discretionary price arrangements may
have reduced uncertainty, they may also simply have shifted it
to the time when price negotiations are undertaken. Other
countries have established automatic counter-cyclical mecha¬

nisms for stabilizing the price of certain products, and in such
cases stability means continued fluctuation but less rapid than
those which result strictly from market forces and attenuated in
amplitude.

Security of Supplies

A significant number of countries have tried to reduce the
uncertainty surrounding prices and supplies in world markets
for commodities, fertilizers and other inputs and to offset the
effects of export restrictions by reducing dependence on food
imports. This greater emphasis on supply security has shown up
in programmes for more national self sufficiency through
higher domestic administered prices, bilateral trade contracts
(when the quantities to be imported appear attractive to major
exporters) and increased pressures for economic régionalisa¬
tion. Because of the tight market situation, less emphasis has
been placed on stock building and storage.

With interest in programmes to stimulate output focussed on
the output itself, there has tended to be somewhat less concern
over whether or not the resources used to produce it are com¬
bined in the most efficient manner. And being domestically
oriented, the programmes have been even less concerned
about differences in relative efficiency between countries. In
several countries there has been an apparent willingness, in¬
deed sometimes a necessity, to incur an economic loss in terms
of efficient resource use, and to compensate through gains in
other broad national goals security, self-sufficiency, regional
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/n f/ie Sixties, with continuing farm
surpluses, agricultural policies were
directed towards reducing the resources
devoted to farming and maintaining farm
incomes.

Unloading grain elevators in Arkansas
Capital-intensive farming in Australia
An area slated for farm consolidation

in France

balance and so on thus reflecting the fact that in agriculture,
as in other sectors, decision-making is based not on economic
considerations alone but on a variety of overall socio-economic
objectives.

It is not clear, however, that the countries involved have

always had a firm idea of what "price" they are paying to make
gains towards these broader goals. How much a loss in econo¬
mic efficiency is worth given the understandable interest in
achieving less dependence on third country suppliers, em¬
phasized by unprecedented events like the oil crisis depends,
among other things, on an assessment of the degree of risk that
would be involved in relying on trade in an uncertain world.
Recent policy initiatives indicate that many OECD countries feel
that a relatively high cost seems justified given possible supply
shortfalls and the hazards of international markets.

Issues for the Future

The major issue that will confront policy-makers now and in
the near future is the degree to which the focus of measures of
the past two to three years will continue to be appropriate as
world conditions evolve. The disturbances in the early 1970s

may prove to have been uncharacteristic of the longer-term
evolution, and the attention focussedon stability and security to
have been simplyashort-term pre-occupation. If this were to be
so, it would be important to decide when and under what
conditions there should be a return to a more normal concern

for stability and security relative to the other important aspects
of agricultural policy. Conversely, the disturbances may have
been warnings of a significant change in future evolution. It
would then be important to consider how the first reactions to
the signals could be modified so as to harmonize with other
long-standing policy objectives and arrangements and mini¬
mise their cost. New forms of international policy cooperation
may be required to achieve this.

Obviously, much will depend on the assessment of whether
the factors underlying recent agricultural developments are of a
structural or short-term nature. The recent Study of Trends in
World Supply and Demand (2), concludes that the OECD area
has the resources (land, labour, capital and management capa¬
city) to increase food production, if this becomes necessary or
desirable, given a rise in the real value of food. The increasing
financial strength of the oil exporters should enable them to
develop their agriculture and increase their food imports. As for

28



_--

&*. '
math.-

i-mnf^^im

fc^* ^^^-_î^.!^-^^è^*^i&é%^"Aâ_;

EMaBtog*

In the Seventies supplies have been
unsure and markets unstable with the

result that policy emphasis shifted to
promoting security and stability.

Changing climate - drought in
California

Fluctuating prices for beef, sugar and
coffee.

the developing countries, temporary food shortages will still
occur but these can be handled by food aid. However, food aid
should not be used for longer term support as the answer to the
food problems of many developing countries lies in the deve¬
lopment of their domestic agriculture. Of all the disturbances of
the recent past, weather variation may be the most serious
remaining source of abnormal supply uncertainty. But added
experience will be required to firmly establish whether or not
there has in fact occurred a serious climatic change, one that
would warrant more than governmental willingness to bear
some of the costs of uncertainty.

In summary then, should the situation into which OECD

countries are moving bear a greater resemblance to that of the
1960s than that of the early 1970s (if, that is, agriculture is using
too many resources) the dual policy stance of stabilization on
the one hand and measures for self-sufficiency on the other may
be institutionalising a cost for food and agricultural products
which is higher than need be. Even if stability is a desirable end,
the issue would then be whether this stability should be sought
through administered prices which differ from longer term
market realities (and hence tend to increase instability in the

longer run) or whether the measures taken should be counter

cyclical in nature so that they simply smooth out the effects of
market forces.

*

* *

There is at present a general inclination among Member
countries to view stability and security as ultimate goals. Yet the
measures necessary to implement strategies for achievingthese
ends are potentially costly in both domestic and international
terms. Thus, it would seem inadvisable to proceed with hasty
definitions of the problem or oversimplified concepts for their
solution. More international discussion on this seems required.
At present OECD's Committees for Agriculture and for Trade
are examining the causes and consequences of market instabi¬
lity and the likelihood of its persisting in the years ahead.

(2) OECD Study of Trends in World Supply and Demand for Major
Agricultural Commodities, Paris 1976. This study examines the principle
problems facing agriculture over the next ten to fifteen years, its likely
performance under prevailing policies, output potentials, market ins¬
tability and food needs of the developing countries, etc. This study is
summarised in The OECD Observer N° 81 , May/June 1976. Also inclu¬
ded in this issue is an article on food aid.
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CONSUMER CREDIT:

How Can Consumer Protection

Be Strengthened?
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The evolution of consumer credit from hire

purchase towards more sophisticated
forms personal bank loans untied to the
purchase of any particular product, a
multiplicity of credit cards, participation of
a finance company in the sale has made
existing regulations less efficient in
protecting the consumer.

Thus there is a need to act simultaneously
on two fronts: to enlarge the scope of
existing regulations so that they cover all
forms of consumer credit; and to

strengthen protection of the consumer with
new rights, clearer information on
prevailing credit conditions and easily
accessible channels of recourse.

In a recently completed study summarised
below (1) OECD's Committee on Consumer

Policy analyses in depth the present
functioning of consumer credit channels
and makes a number of proposals to
strengthen protection. These were
embodied in a formal Recommendation of

OECD's Council adopted in April, 1977.

Several factors increasing urbanisation, the growing im¬
portance of relatively stable incomes, the wide choice of

consumer durables, increasing concern with personal
comfort have created a climate in which consumers, espe¬
cially young people, are accepting credit and its constraints
more readily than they used to. Credit itself even when it is
not linked directly to the purchase of a particular product has
become a highly advertised consumer good which is marketed
like any other.

Consumer credit is a potent selling device which, properly
used, can aid consumers in their purchase of goods and services
and hence raise their standards of living and contribute to pros¬
perity. There is another side to the coin, however a danger
that consumers will buy beyond their means.

From an economic point of view, these trends pose no parti¬
cular problem. In fact, the total amount of consumer credit
outstanding is still relatively small compared to the amount of
credit earmarked for industry or building. But the importance of

(7) Consumer Protection in the Field of Consumer Credit to be publi¬
shed in the summer of 1977.
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consumer credit in certain lines of business, and the influence it

exerts on demand, may serve to increase inflationary pressures
in key sectors. To guard against this danger, most Member
countries have devised counter-cyclical regulations to restrict
the availability of consumer credit in periods of excess demand
and inflation and to increase it when economic activity has to be

supported. If consumers' rights and interests are to be adequa¬
tely protected, however, new initiatives to regulate more strictly
the consumer credit "industry" are clearly necessary.

OECD's investigation of consumer credit shows that, in the
absence of appropriate regulations, it is unlikely that the inte¬
rests of consumers will be adequately taken into account for a
number of reasons.

Bias of the Credit Contract

Consumer credit like many other consumer transactions tends
to be one-sided : loan contracts are generally standardised do¬
cuments to which consumers adhere rather than freely nego¬
tiated agreements. In effect the consumer is invited to sign a
contract which has been meticulously designed by the creditor
to serve his own interests : the consumer has very little negotia¬
ting power. First of all, it is he who is asking the favour; second,
the other party is a specialist in matters of credit. This bias often
leads to the inclusion of clauses which are unfavourable to the

consumer, and OECD's Recommendation suggests to Member
countries that such clauses be forbidden or declared null and

void : clauses for example which give creditors virtually unlimi¬
ted rights to repossess goods in case of default by the consu¬
mer; clauses which provide for excessively high penalties if
payments are stopped, whatever the reason; "confessions of
judgement" by the consumer in any action brought against him
by the creditor (2) ; clauses providing for jurisdiction in a court
which is far from the consumer's home.

To avoid the lender's reinforcing the inherent bias of a loan
contract, the Recommendation also suggests that, above and
beyond those already mentioned, certain other clauses be
deemed abusive and be prohibited or rendered null and void :
clauses which compel the borrower to provide collateral of
obviously greater value than his obligations under the agree¬
ment; clauses which enable the creditor, in the event that the

consumer falls behind in his payments, to charge penalty rates
of interest which are higher than those prescribed by regula¬
tions on usury; clauses making the consumer who defaults
liable for excessive debt collection charges.

Some other legal aspects of consumer credit can also work to
the disadvantage of the consumer. For instance, the hire pur¬
chase or installment purchase contract, legally speaking com¬
prises, two separate contracts, one having to do with the sale,
the other with the loan, and only rarely are there links between
the two. This duality implies that a consumer may find himself
obliged to continue his payments under the loan contract even
if the merchandise sold is defective or is not what he has order¬

ed. The same is true when the consumer issues a bill of ex¬

change or promissory note to repay the loan : once he has done
so, he cannot object and must pay even if the sale is cancelled.

Lack of Transparency

The consumer credit market's lack of transparency can
mislead the consumer who is not always explicitly informed of
all the main elements of the transaction the real cost of the

credit for example or his rights and obligations vis à vis the
lender. Yet clear, precise and relevant information should be
considered a consumer right since it is essential for the protec¬
tion of his interests.

In this context, advertising raises certain problems which are
not always covered by existing regulations designed to prevent
false or misleading publicity and unfair commercial practices:
such regulations may in fact be difficult to apply in the consumer
credit field because of the complexity of the information which
can influence a consumer's choice. For example, the real cost of
credit includes several elements monthly or yearly interest
and the various expenses involved in the operation. Mentioning
only one of these elements in an advertisement, even if the facts
are in themselves correct, means that only a part of the cost is
revealed so that the ad makes no sense to the consumer or even

misleads him. Moreover the costs can be calculated in different

ways so that, even if the advertiser does present all the compo¬
nents of the operation, he may fail to show the real total cost of a
particular transaction. The lack of transparency is accentuated
by the segmentation of the credit market which can be explain¬
ed by historical circumstance the existence of special regu¬
lations for differing types of banking and credit activities and
the desire of credit institutions to differentiate their "product".

Consumer credit first took the form of hire purchase (the
installment plan) in which the seller himself, or his credit com¬
pany, accorded the loan. Installment buying is still used, but
creditors are increasingly becoming independent of the seller.
In the I960' s the banks' involvement in consumercredit through
personal loans altered the structure of the market : lending to
the consumer has been divorced from the commercial transac¬

tion since it is no longer tied to purchase of a specific product.
The arrangement has enjoyed great success with consumers
with stable incomes since it allows for longer repayment periods
than does the hire purchase. Finally, in recent years many other
forms of consumer credit have been successfully developed :
credit cards, bank overdraft facilities and arrangements which
link rental and credit towards an ultimate purchase.

Introduction of these newtechniques should have stimulated
competition on the consumer credit market and lowered inte¬
rest rates to the advantage of the consumer. But in most Mem¬
ber countries the competition that has developed between the
banks and specialised lending institutions has not centered on
interest rates. Or, if competition has led to rate reductions, the
fact may have been obscured by the inflationary trends of the
last several years which have substantially raised rates not only
for banks but for all credit institutions.

As to the differentiation of services, it works in the consu¬

mer's interest to the extent that it enables him to obtain a more

personal service tailored to his real requirements. But for the
consumer to make a sound choice between the various services

offered, he must be able to compare easily the detailed infor¬
mation provided on each one.

Thus OECD's Recommendation proposes that a certain num¬
ber of informative details be given, not only in advertisements
but also and even in more explicit form in the contract itself
and these are spelled out in the Recommendation.

Respect of Human Rights and Protection
of Privacv

The question of basic human rights arises in the context of
consumer credit when there is discrimination against certain
consumers on grounds of race, colour, creed, nationality, sex or
marital status. General provisions prohibiting such discrimina¬
tion have been written into the constitutions or basic laws of

(2) A confession of judgement is a clause in which the consumer
acknowledges that a claim is or is about to become due to a creditor and
agrees that legal judgement may be entered for the amount of the
unpaid debt which is due.
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most Member countries but, because of their generality, are
often difficult to enforce in a specific field like consumer credit.
Accordingly, the Recommendation suggests that if Member
countries find discrimination of this sort being practised, they
should take specific measures against it and provide for severe
penalties in case of infringement.

The development of credit reporting agencies poses the pro¬
blem of protecting the consumer's privacy and raises the ques¬
tion of what information such agencies should be entitled to
collect. Some observers think that governments should prohibit
the gathering of any information which is not essential to the
lender in evaluating the creditworthiness of the consumer or
the degree of confidence he can be accorded. The Recommen¬
dation of the Council suggests only that the activities of credit
reporting agencies be regulated to ensure the respect of the
basic rights and privacy of the consumer. The latter should have
the right to know what information has been gathered on him,
to challenge it and to have it corrected when it is wrong. Regula¬
tion could take the form either of prior authorisation, which
could be withdrawn in the event of abuse, or of administrative

control by an appropriate government agency.

Gaps in Consumer Protection

Consumer credit has become a potent selling device in seve¬
ral branches of commerce. When it goes hand in hand with
hard-sell techniques like door-to-door solicitation or heavy ad¬
vertising campaigns, the pressure to buy may become exces¬
sive, especially on lower income groups. There would therefore
be a legitimate case for a cooling-off period during which the
borrower could, without incurring penalties, back out of the
credit purchase.

Use of the bill of exchange or promissory note may, as has
been seen, be a source of abuse in that it creates an obligation to
pay which is independent of the purchase. Indeed, the consu¬
mer who uses this medium cannot stop payment in most Mem¬
ber countries even if the seller fails to deliver the merchandise

or if the merchandise delivered is not what was ordered. In the

United States, these instruments of payment have been made
less automatic so that consumers in many cases are able to raise
a legal objection to their obligation to pay the bona fide holder
of the negotiable instrument. If the consumer's objection is
held to be legitimate, he cannot be forced to make further
payment on the note and may even recover payments already
made. But in the other Member countries, use of the bill of

exchange and promissory note deprives consumers of protec¬
tion afforded them by existing legislation on sales and other
regulations governing consumer credit. In order to prevent this,
OECD's Council recommends that Member countries, finding
evidence of unfair practices in this field, should either prohibit
the use of such instruments in consumer credit transactions or

require that, in any action to collect on these instruments, the
bone fide holder of a bill or note be subject to the same legal
objections that could be raised vis-à-vis the seller.

The fact that the sales and loan contracts are legally indepen¬
dent of each other may also deprive the consumer of the
guarantees afforded by the law of sale. To remedy this situation
the Recommendation proposes that Member countries adopt
one of the two following solutions:

The first would be to set up a limited form of joint liability for
creditor and seller which would allow the consumer to raise the

same legal objections against the lenderthat he can raise against
the seller if agreements or understandings exist between the
two.

Where it is impossible to establish such a link a second solu¬
tion could be applied : all credit sales could be made subjectto a
twofold proviso whereby the sale is valid only if credit can be
obtained and if merchandise conforming to the contract is deli¬
vered within the specified time limit.

Control of Credit Institutions

To ensure that measures adopted to inform and protect
consumers are fully effective and at the same time to put a
stop to other abuses, misappropriation, for example, or decep¬
tion it is clearly necessary to tighten up supervision of credit
institutions and intermediaries. Two types of control are
conceivable administrative and legal. The first would involve
giving some official body the power to supervise the market and
to intervene on its own initiative. Before entering the field of
consumer credit, credit institutions and intermediaries would

have to obtain prior authorisation from this body, which would
be empowered to withdraw such authorisation in the event of
flagrant abuse or following complaint by consumers.

The legal approach is for consumers to bring lawsuits either
on an individual basis or as a class action. Enforcement of regu¬
lations on consumer credit should not depend solely on the
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authorities. By defending their own interests, consumers can
help to enforce regulations which are, after all, designed for
their protection. But it is necessary to provide inexpensive and
effective means of redress in consumer credit disputes and to
adopt severe sanctions should there be infringement of regula¬
tions on such legislative matters as free and equal access to
credit, cooling-off periods and mandatory specifications for
advertisements or contracts.

Injured consumers should be given the right to bring civil
suits for damages; if national rules or procedures permit,
consumer associations should be allowed to take court action in

their own names when the consumers' interests are harmed.

Excessive Consumer Indebtedness

The problem of excessive indebtedness seems to have be¬
come particularly acute for certain consumers with the deve¬
lopment of new forms of credit and the possibility of simulta¬
neously contracting a number of loans of varying duration and
amount under different credit schemes. Thus, debt incurred

through an installment purchase may be compounded by a
personal loan, a credit card purchase or a rental purchase arran¬
gement : the personal loan may for example finance the down-

payment for an installment purchase or be used to repay debts
that are due. The existence of so many loan facilities may give
rise to chain borrowing with unfortunate consequences for
imprudent consumers and their families, especially in times of
recession and unemployment. In point of fact, excessive in¬
debtedness poses a question of principle: should the consumer
be protected forcibly against himself by law or should this be
done through education and information?

One legal measure that could be taken would be to prohibit
credit institutions from granting futher loans to a consumer
until he has paid back his previous loan or a large part of it. To
ensure that the rule is enforced, the credit institutions would be

required to register with a credit reporting agency, to notify that
agency of all loans (or at least all loans over a certain sum) and to
consult it before granting a new loan.

The other view is that excessive indebtedness is not yet a
serious enough problem to justify adoption of such extreme
measures. The consumer credit market, in this view, is a self-

regulating one which tends to eliminate the imprudent credit
institution which systematically exploits the indebtedness of
consumers. By allowing market forces to operate freely and
improving on education of and information for the consumer,
the problem of excessive indebtedness should, in this view,
remain within manageable proportions in Member countries.
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