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EAST-WEST

ECONOMIC RELATIONS

by Wilfred Lewis Jr., Head of OECD's Planning and Evaluation Unit

The growth of East-West trade and its somewhat un¬
balanced pattern have not surprisingly drawn in¬
creased attention to economic relations between the

developed market economies of the OECD area and
the centrally planned economies of Eastern
Europe (1).

East-West trade is not, of course, a new thing. It has grown
rather steadily over the entire post-war period and since
1960 has roughly kept pace with the growth of world trade

as a whole. What has changed during the Seventies is that the
export trend has diverged from that of imports. Eastern exports
have lagged behind imports by steadily in creasing amounts : the
two were in rough balance until about1970, but after that a trade
deficit began to emerge, expanding rapidly to a peak of over
$9 billion in 1975. Subsequently, the deficit has declined
slightly in 1976 and again in 1977. (See chart.) But, at a level of
some $6 billion, this trade deficit means that less than four-

fifths of Eastern Europe's current imports from OECD are fi¬
nanced by exports, and over one-fifth by borrowing.

This pattern has naturally resulted in a sizeable increase in
debt estimated at about $47 billion at the end of 1977. Thus,

there is understandablya healthy curiosity about the underlying
reasons for these developments and about likely future trends
as well as the implications of both for the OECD countries and,
indeed, for the world economy as a whole.

The Forces At Work

In retrospect, part but only a part of the expanding trade
deficit to 1975 was due to temporary factors : the bad harvests of
the early 1970's in the Soviet Union, leading to unusually large
grain imports; the recession in the industrialised countries
which both reduced demand in the West for certain Eastern

exports Polish coal, for example and caused Western en¬
terprises with unused capacity on their hands to pursue export
markets in Eastern Europe more vigorously. However, the
OECD Secretariat has recently estimated that no more than a
fourth to a third of the 1975 deficit can be attributed to these

transitory factors, leaving the larger part to be explained by
more basic and presumably more durable influences.

A first point to be made about the expansion of Western
exports to the East is that, to a considerable degree, it is the
result of deliberate policy decisions in both East and West. For
their part, the Eastern centrally planned countries made some
conscious decisions to try to raise their growth rates (or more
precisely to offset flagging growth in their economies) by in¬
creasing imports from the West, particularly of technology-in¬
tensive machinery and equipment. This import strategy helped

them to satisfy consumer pressures without having to accept a
corresponding reduction in investment. Moreover, decisions
were taken to continue this import strategy even after it became
necessary to finance imports by borrowing and, to a lesser
extent, by selling gold and scarce resources (e.g. energy) to the
West.

On the Western side, the ordinary commercial interest of
enterprises in expanding foreign sales was reinforced by public
policies on export credits and the relaxation of some of the
export restrictions maintained by Western countries for na¬
tional security reasons.

Finally, the financing of deficits of such magnitude has been
possible only in the context of changes in the character of
international financial institutions : massive expansion of inter¬
national capital markets, increased sophistication of Eastern
borrowers in learning howto assess these capital markets, and a
willingness of Western bankers to extend loans to Eastern bor¬
rowers. These forces have been given a boost by the high levels
of international liquidity of recent years which has spurred
Western bankers to pursue rather aggressive lending policies.

Looking Ahead

The future of East-West trade and debt depends on a number
of interdependent factors.

Growth plans and prospects in Eastern Europe
and the role assigned
to imports in their growth strategies

Five of the seven Eastern countries are projecting growth
during the period of the current five-year plan (1975-1980) at
about the same rate as in the preceding five years, while two of
them the USSR and Poland where growth has been slowing
down in recent years are projecting further slowdowns. Trade is
to expand at about the same rate as under the previous five-year
plan, but again for two countries the USSR and Poland this
represents a slower rate of growth in trade than actually occur¬
red. Whether or not these plans will be fulfilled depends, of
course, on other factors. But, in any event, it is clear that present
policies call for continued import growth and that present
growth strategies continue to assign an important role to the
import of technology-intensive Western machinery and equip¬
ment in further efforts to close the still very wide technology

gap- 	-

(1) In this context the "West" comprises OECD countries while the
"East" includes the European members of COMECON or CMEA, Coun¬
cil for Mutual Economic Assistance, as it is called officially: the Soviet
Union, East Germany, Poland, Czechoslovakia, Hungary, Rumania and
Bulgaria.
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THE PATTERN OF TRADE

Trade between these two groups of
countries is considerably more im¬
portant to Eastern Europe than it is to
most of the OECD countries. Whereas

the OECD area provides about 40 per¬
cent of all Eastern European imports
(including their trade with one
another) and takes about 30 per cent
of Eastern European exports, Eastern
Europe provides only about 3 per cent
of the OECD area's imports and takes
only about 41/2 per cent of its exports.
Modest though the figure still is,
OECD exports to Eastern Europe have

been growing faster than their exports
to other areas or to one another.

On the Eastern side, the USSR ac¬
counts for about half of East-West

trade, while on the Western side, the

European members of OECD produce
close to three-fourths of OECD ex¬

ports to the East and do nearly 90 per
cent of the importing.

In terms of what goods are traded,
roughly 80 per cent of OECD exports
to the East consist of manufactured

goods, with foodstuffs and raw mate

rials making up only 20 per cent or so.
For the West, the dominance is rever¬

sed; foodstuffs and raw materials ac¬

count for about 60 per cent of Eastern
exports to OECD and manufactures
less than 40 percent. Oil and gas make
up about half of the Soviet Union's
exports to the West and nearly a quar¬
ter of the exports of the whole Eastern
block. So far as Western exports are
concerned, machinery and equipment
make up about one third of shipments
to the USSR and the other Eastern

countries.

m The productivity of Eastern agriculture
and repercussions on imports of grain and other
foodstuffs

There is surely a latent potential for greatly improving the
productivity of Soviet agriculture through more efficient farm¬
ing techniques. But the Russian agricultural problem, as it af¬
fects imports, seems to be more a matter of soil, climate and
farming practices designed to increase overall production. The
land farmed includes considerable acreage that is extremely
marginal and vulnerable to climatic variations from year to year.
Average productivity could be raised and year-to-year variability
of harvests reduced by following certain practices common in
the West, such as leaving some of the land fallow each year, but
this would reduce total output and it is by no means clear that
such a strategy would be a betterone. Thus, it is virtually certain
that Soviet harvests will continue to fluctuate : the Soviet Union

will import grain on a large scale in some years and much less in
others, with all that implies for instability of world agricultural
markets.

Two other points are worth noting in passing. First, Soviet
cotton farming is very efficient by world standards and Russian
cotton exports to Western Europe have grown rapidly in recent
years. Second, the smaller countries of Eastern Europe which
traditionally had important export earnings from shipments of
meat, dairy products and other foodstuffs to Western Europe,
have seen their agricultural exports reduced by the Common
Market's agricultural policies.

The political response to rising consumer
expectations in the East

Rising consumer expectations can affect both the pattern of
imports (as between investment and consumption goods) and
the availability of goods for export. How various Eastern coun¬
tries respond to these pressures is not always easy for Western
observers to predict and will probably vary from country to
country.

The potential for further increases in Soviet oil
and gas exports, which have grown rapidly in
recent years and account for quite a large share of
total exports

There is growing recognition of the central importance of oil
and gas prospects for the further development of East-West
trade. In a nutshell, the rapid growth in Soviet oil exports during
recent years is not likely to continue, and some experts even

believe that by the early 1980s declining production and rising
domestic needs will force a reduction. Because the Russians

have needed the hard currency they obtain by exporting oil to
the West, the smaller Eastern European countries which have
traditionally met their oil needs from Russian sources will in¬
creasingly come onto the world oil market as purchasers ; they
have in fact already begun to do so.

OECD TRADE WITH EASTERN
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Over the longer run, the Russians do appear to have substan¬
tial untapped reserves. But these are in relatively remote areas
and will be both expensive and technically challenging to de¬
velop. Financial and technical cooperation with Western enter¬
prises may be the key needed to unlock these reserves. But it is
clear that there are many hurdles to overcome before such
cooperation could even begin on a large scale and after that
many more years before the resulting supplies come on to
world markets.

Natural gas is a somewhat different story. Here, too, the
reserves are very large, and the technical and financial obstacles
to bringing increased quantities to market, both in East and
West Europe, are less formidable than for oil, so that the expec¬
tation is for further growth of natural gas exports.

The ability and willingness of Western countries
to absorb growing imports from the Eastern
countries andlor the ability of the latter to adjust
their production

The potential for larger Eastern European exports of manu¬
factured goods is severely limited by a number of factors. There
is limited absorptive capacity in the West for the relatively unso¬
phisticated products the Eastern manufacturers have traditio¬
nally been most able and willing to export, such as textiles,
shoes, ready-to-wear clothing, furniture, etc. Also, such pro¬
ducts tend to be labour-intensive, which presents Western

BALANCE OF TRADE ($ millions)
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trade policy makers with serious dilemmas at a time when
unemployment is high and they are trying to abide by commit¬
ments to accept increased imports of similar commodities from
the Third World.

Expanded exports by the East of non-traditional more sophis¬
ticated manufactures are handicapped by the fact that Eastern
manufacturers are less than ideally equipped to keep up with
Western standards of style, quality, and marketing and servicing
practices.

Eastern marketing difficulties have given rise to some practi¬
ces which are already in evidence and seem likely to spread
further: the marketing burden is shifted onto Western expor¬
ters of capital goods through compensation and counter-pur¬
chase arrangements. Under compensation arrangements,
Western capital goods exporters accept as payment-in-kind
some of the output produced by the exported plant and machi¬
nery, while under various counter-purchase deals, they accept
payment in other unrelated goods for which Western markets
then have to be found.

The willingness of Eastern countries to incur
further indebtedness and of Western financial

institutions to extend new loans to finance Eastern

imports in excess of exports

Balancing off the various factors affecting trade prospects
such as those just mentioned would yield an assessment along
the following lines : Eastern European export prospects are such
that continuation of import trends along the path followed up to
1975 would more than double their hard currency debt over the
next five years. In fact, maintenance of even the present (i.e.
1976-1977) level of imports from OECD, to say nothing of further
growth, will be possible only to the extent that Western financial
institutions are able and willing to finance continued trade defi¬
cits resulting in substantial further increases in Eastern Euro¬
pean hard currency indebtedness.

Thus, attention focusses on the level of debt, the debt-servi¬

cing capacity of the Eastern countries, and the attitudes of
Western lenders to possible further increases in Eastern indeb¬
tedness.

The Problem of Debt

Until 1972, the trade deficit with OECD countries was covered

by credits of two kinds : ordinary commercial trade credits and
officially supported export credits permitting more liberal in¬
terest rates and repayment terms.

About a fourth of OECD exports to Eastern Europe are finan¬
ced by officially supported export credits. This compares with
15 per cent of exports to developing countries financed in this
fashion, and only 2 per cent of exports to other industrialised
market economies. Such officially insured or guaranteed export
credits probably account for more than a half of all outstanding
Eastern debt. After 1972, however, with the considerable in¬

crease in trade deficits, Eastern countries, while further increa¬

sing their export credit indebtedness, also began large-scale
borrowing directly on the international capital markets.

The ability of Eastern countries to obtain bank loans, usually
medium-term syndicated borrowings on the Eurocurrency
markets, has rested on several factors :

Up to about 1975, the debt of the Eastern countries was felt to
be low in relation to their economic size. The Eastern countries

themselves had previously been very reluctant to incur debt and
were felt to be fiscally and financially quite conservative, and
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Eastern loans were regarded as very low risks and were given
favourable credit ratings.
< Confidence about Eastern debt-servicing-capacity was given a
boost by the belief that centrally planned economies could, if
needed, adjust imports as a matter of policy perhaps more
quickly than the market economies.

A further factor has been the belief, on the part of some
lenders at least, in the so-called "umbrella" theory the notion
that the various Eastern countries have a collective interest in

seeing that none of them get into financial difficulties that might
jeopardize the credit ratings of the others. Stated differently,
the umbrella theory holds that the Soviet Union's economic
power ultimately stands behind the indebtedness of the smaller
Eastern European countries.

The rapid rise in CMEA borrowing in 1975-1976 gave rise to
some concern on the part of bankers and others about these
countries' financial position and led to a more selective and
cautious approach by lenders after mid-1976. However, the
decline in the trade deficit in 1976 and again in 1977, reflecting in
part some import restraint by Poland, the USSR and East Ger¬
many was welcomed by lenders as it tended to confirm the view
that Eastern borrowers could and would take remedial steps, if
needed, to protect their credit ratings.

All the CMEA countries except the Soviet Union raised syndi¬
cated medium-term credits during 1977, and, for the year as a
whole, resort to international capital markets was close to the
level of the previous year. With the exception of Poland, interest
rate margins on CMEA loans fell noticeably during the first half
of 1977, roughly in line with the general decline recorded for
credits to top-quality borrowers.

Is the present or prospective level of debt a possible pro¬
blem? Views on this differ, and several points need to be made :

First, the banks themselves have played a fairly active role in
seeking these loans. The lending has been profitable and has
enabled them to maintain good commercial ties with exporters.
Moreover, recent high levels of liquidity in the international
money markets have made the banks eager to extend these
loans.

Second, the ability to service debt is partly a question of matu¬
rity structures and repayment schedules. Information on re¬
payment schedules is not very good not nearly as good as
bankers and others would like. However, it is known that CMEA
borrowers have not been able to stretch out their debt as much

as others with comparable credit ratings syndicated loans to
CMEA borrowers have been mostly in the neighbourhood of six
years so there is some concern about a bunching of repay¬
ment obligations in the early 1980s.

Third, the reliance by Eastern countries on bank borrowing,
which has grown up more or less spontaneously, has permitted
a larger volume of OECD exports than would otherwise be
possible, but also introduced an element of uncertainty. The
current relative ease of borrowing is partly due to recession-in¬
duced liquidity in the Western banks, which is likely to change
when economic recovery steps up. Also bankers' attitudes have
been volatile in the past and could change again on relatively
short notice.

Fourth although the present level of debt is not large in rela¬
tion to the total size of the Eastern European economies, it is
distributed unevenly, and at least for some countries Poland,
East Germany, Hungary and Bulgaria is relatively high by in¬
ternational standards when compared to exports.

As to the umbrella theory, there are conflicting con side ration s
and some differences of opinion. In any event, it is quite clear
that neither the Soviet Union nor the smaller Eastern European
countries would particularly relish having to "open" the um¬
brella, if indeed there is one.

Some Tentative Conclusions

In summing up these various considerations, it is difficult to
make precise forecasts with great confidence, but a few tenta¬
tive conclusions seem warranted :

First it is most unlikely that Eastern exports and borrowing will
suffice to permit continued growth of OECD exports at past
rates. Some levelling off seems likely at the "high" end of the
range and, on plausible assumptions, some decline in the level
of OECD exports to Eastern Europe is quite possible.

Both the agricultural situation and the reliance on medium-
term bank loans means that East-West trade is likely to be more
volatile than, for example, trade among OECD countries.

Concerning the alleged ability of Eastern European countries
to adjust imports as the need arises, even centrally planned
economies are limited in their ability to turn off the flow of
consumer goods whenever it seems convenient. Thus, the vo¬
latility is likely to be greater for capital goods imports, and this
has implications for planned growth in the East as well as for
employment in the capital goods industries of the West.

Some analysts have warned of a possible debt-service crunch
in the early 1980s in one or another of the Eastern coun¬
tries i.e., a situation in which either Western lenders agree to
some debt re-scheduling, or the "umbrella" if there is one
has to be opened. There is no unanimity on this forecast, how¬
ever, and all the interests, both East and West, are lined up
strongly on the side of avoiding such a development if at all
possible.

Finally, there is a need for better economic and financial
information from the Eastern borrowers. Until now, they have
not had to furnish the bankers with as much data on total

indebtedness or repayment schedules as would, for example, a
developing country in a similar financial situation. This will
probably have to change if Eastern countries want to continue
borrowing, especially if, as seems likely, financial conditions in
the West become tighter than they are now and there is more
competition among borrowers.

The Broader Framework

For a number of reasons, the true significance of the evolving
East-West economic relationship can only be seen as part of the
world economy as a whole.

Eastern exports of light labour-intensive manufactures com¬
pete on Western markets with similar imports from developing
countries. Similarly, borrowing by Eastern European countries
in Western capital markets competes (or may compete when
loanable funds are not so plentiful as they are now) with develo¬
ping countries' finance needs. Finally, a number of issues that
arise in the "North-South" dialogue, including import liberali¬
sation, financial assistance, commodity price stabilisation
schemes and others, will be incomplete unless Eastern Europe is
brought into the picture.

So there is growing recognition of the need to take a world
view of some of these questions and a feeling on the part of
some observers that, over time, a more active role by Eastern
countries in some of the international economic institutions

should be encouraged. At present, only four Eastern countries
(Poland, Rumania, Czechoslovakia and Hungary) are members
of GATT, and only Rumania a member of the World Bank and
IMF.

In the meantime, statistics and analyses, at least, and policy
negotiations to the extent possible, should take a broad world
view, and there is room for much improvement in this connec¬
tion.



THE RISE IN PUBLIC EXPENDITURE

Governments are increasingly subject to two conflicting pressures to
increase expenditure on the one hand and to reduce taxes on the other.
To provide an analytic framework for the politically difficult trade-off
between the two, Working Party N° 2 ofOECD's Economic Policy Com¬
mittee has conducted a detailed study entitled "Public Expenditure
Trends", the main features of which are highlighted in the following
article (1).

Public expenditure in all OECD
countries has increased much

faster than output over the last
20 years : its share of GDP has increased
from an average of less than 30 per cent
in the mid-Fifties to more than 40 per
cent in the mid-Seventies (see Chart A),

and two OECD countries, the Nether¬

lands and Sweden, have gone over the
50 per cent mark considered by some
economists as a "magic figure" al¬
though it is twice as high as the 25 per

cent identified by Colin Clark some
twenty-five years ago as being a limit.
Even the countries with the lowest rela¬

tive levels of expenditure Spain and
Japan have exceeded the Colin Clark
figure, though by very little.

What are the forces at work? Is the

upward trend likely to go on? Have the
basic needs for"collective consumption"
been satisfied ? Is there likely to be a halt
on increasing public expenditure despite
continuing demand because of adverse

side effects on investment and hence on

employment, economic growth and
other economic parameters? Will the
rise be slowed or reversed by taxpayer
revolts direct or indirect in the form of

tax-push inflation ? These are some of the
questions OECD's report poses, fully
recognising that the choice of the bal¬
ance between public and private activity

(1) For the purpose of the report, public ex¬
penditure broadly corresponds to the total of
various types of expenditure or transfers made
by general government. As such it includes
both current and capital spending and transfer
payments of national, state or provincial and
local governments, and social security agen¬
cies. It excludes the expenditure of those
government-owned enterprises or public
corporations which primarily sell the goods
and services they produce on the market. As a
consequence, the figures for public expen¬
diture given in the report do not typically cor¬
respond to the expenditure covered by gov¬
ernment budgets.

A. TOTAL PUBLIC EXPENDITURE 1955-1976

per cent of GDP at current prices 3 year averages
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HOW MUCH FURTHER CAN IT GO?

is at heart a political as well as an
economic question and one about which
public attitudes may change dramatically
in a relatively short period of time.

The Diversity of Pattern

One of the most striking findings in
OECD's study is a negative one: there
seems to be no typical pattern of growth
in public expenditure.

If OECD countries are ranked accord¬

ing to the growth in their expenditure,
four groups can be identified :

Six small countries (Belgium, Den¬
mark, Ireland, the Netherlands, Norway
and Sweden) where the share of public
expenditure in GDP has increased the
most by two-thirds or more in the last
twenty years, mainly because of a well
above average growth in "welfare" out¬
lays.

Canada, where the ratio of public ex¬
penditure to GDP increased by more
than 50 per cent, partly because educa¬
tional expenditures grew so rapidly.

Austria, Germany, Greece, Japan,

Spain, the United Kingdom and the Un¬
ited States where the share of public ex¬
penditure in GDP has risen by a third or
somewhat more.

Finland, France and New Zealand with
the smallest rise. (The latter two started

off with the highest ratio of public
spending to GDP in the OECD area.)

As to elasticity of expenditure it is Swe¬
den and Denmark which have experi¬
enced the greatest increases in public
expenditure for a given rise in GDP, New
Zealand and France the least.

Taken together with the present levels
of expenditure, these figures show no
evidence that, for example, public ex¬
penditure is related to a country's stage
of industrialisation or its level of income.

Nor is any tendency evident for countries
with a low level of public welfare services
to "catch up" by increasing expenditure.
If there had been such a pattern, the size
of OECD countries' public sectors would
have converged; instead the evidence
points to growing dispersion.

Despite this fact, there is evidence that
the constraints are common to a number

of countries as is the concern with the

possibly negative influence of the public
sector on longer-run economic growth.
This concern focusses not only on the
size of the expenditures themselves or
the role of the government in the money

markets as one of the biggest "transac¬
tors", but also on disincentives which it

may create through taxation and regula¬
tion, and the difficulty of achieving effi¬
cient resource allocation as the area of

non-market activity is expanded.

The Pressure for Expansion

To an important degree the pressures
to increase public expenditure "repre¬
sent a natural response to the general in¬
crease in living standards". OECD's re¬
port notes that as incomes have risen,
demands for increases in expenditure on
such services as education and health, on

maintaining and improving the urban
environment and cultural facilities have

grown more than proportionately.
Greater absolute wealth may also make
relative inequalities less tolerable and
lead to strong pressure to redistribute
incomes and to improve the equality of
access to essential services such as health

care, education and housing. Says OECD
economist Rodney Dobell : "The public
expenditure trends we have observed
constitute a collective decision about the

use of the growth dividend. Part of the
rapid growth in expenditure of govern¬
ments is the result of supplying goods
and services which are not produced by
the market, part is a result of this pursuit
of equity directed at welfare expen¬
ditures."

Welfare

By the mid-Seventies, welfare edu¬
cation, income maintenance and

health (2) was the largest area of public
expenditure, accounting for 46 per cent
of the total, compared with just over
40 per cent in the early Sixties and 37 per
cent in the mid-Fifties (Table 1).

By far the greatest contribution to this
rising share is attributable to an increase
in programme coverage higher enrol¬
ment ratios in higher education, more
people eligible for health benefits, pen¬
sions, child allowances and unemploy¬
ment in kind or in cash. On average,
20 per cent of the population is now in
higher education at any one time, 10 per
cent draw a publicly-funded old-age
pension, and in most countries nearly
the whole population is eligible for pub¬
licly financed health benefits, although
there are a few major exceptions, notably
the United States where public health
programmes cover only 40 per cent of
the total population.

The second most important factor in
rising expenditure is the increase in costs
relative to other goods and services:
one-fifth of the rise in spending on
health and over two-fifths of the increase

in education were accounted for by this
increase in relative costs. Salary in¬
creases in hospitals have been particu¬
larly important in the United States,
Sweden and Italy and out-patient care in
Australia and Britain. On the other hand,

pharmaceutical prices have declined re¬
lative to other consumer prices in all
countries. In education, relative prices

appear to have increased everywhere but
most rapidly in the Netherlands, Japan,
Austria and Germany. This trend towards
higher relative prices is common to the
public services and is in part attributable
to the apparent lack of scope for im¬
proved productivity, at least as meas¬
ured.

Usually it is assumed that demographic
forces exert a major influence on the
demand for welfare expenditure since
the need for the different services are

very obviously determined by the size of
the client population. And indeed this is
the case for income-maintenance ex¬

penditures which have accounted for
more than one-third of the increase in

public expenditure as a whole. Pensions
of course are particularly responsive to
changes in the age structure. Yet changes
in the demographic structure of OECD
countries proved not to have had much
impact on educational or public health
spending since the early Sixties.

The extent to which expenditure on
welfare has already achieved the aims of
the society is of course an important de¬
terminant of future trends, but the OECD

study found it difficult to draw any but
the most general conclusions in this re¬
spect. Considerable progress has been
made toward the "social insurance"

aim full basic insurance coverage for
the sick, the unemployed and the old.
But the available evidence does not

suggest thatthe health status of people in
the OECD area has improved as a result
of the large increase in health outlays.
And welfare programmes have made less
progress than might have been hoped in

(2) OECD's report does not include housing
in its analysis of welfare expenditures. This
analysis is in fact based on three earlier pub¬
lished reports on specific welfare areas : "Pub¬
lic Expenditure on Education", "Public Expen¬
diture on Income Maintenance Programmes "
(July 1976), and "Public Expenditure on Heal¬
th" (1977).



1. CHANGES IN PUBLIC WELFARE EXPENDITURE (excluding housing)
IN 18 OECD MEMBER COUNTRIES - EARLY SIXTIES AND MID SEVENTIES

per cent of GDP in current prices

A : Early 1960's
B : Mid 1970's

Education

Income

Maintenance

Expenditure
Health

Total

"Welfare"

Elasticity
of Total

"Welfare"

with Respect
to GDPA B B A «

AUSTRALIA 2.4 3.8 4.7 2.5 5.0 9.6 12.8 1.33

AUSTRIA 2.6 4.0 14.1 2.9 3.7 19.6 23.0 1.17

BELGIUM 3.8 4.9 11.7 3.1 4.2 18.6 23.2 1.25

CANADA 3.5 6.5 5.4 2.5 5.1 11.4 18.9 1.66

DENMARK (4.0) (7.0) 6.5 3.7 6.5 14.2 23.4 1.65

FINLAND 4.8 5.6 6.7 2.5 5.5 14.0 21.0 1.50

FRANCE 2.1 3.2 11.8 12.4 3.1 5.3 17.0 20.9 1.13

GERMANY 2.1 3.0

(2.3)

11.9 12.4

7.1

2.5 5.2 16.5 20.6 1.25

GREECE (1.7) 6.0 1.8 2.3 9.5 11.7 1.23

IRELAND (3.0) (4.9) 5.3 6.4 2.8 5.4 11.1 16.7 1.50

ITALY 3.2 4.0 7.5 10.4 2.9 5.2 13.6 19.6 1.44

JAPAN 3.0 2.6 2.1 2.8 1.9 3.5 7.0 8.9 1.28

NETHERLANDS (2.8) 5.9 8.6 19.1 2.8 5.1 (14.2) 29.1 2.04

NEW ZEALAND 2.8 4.4 7.6 6.5 3.3 4.2 13.7 15.1 1.10

NORWAY 4.1 4.9 5.1 9.8 2.5 5.3 11.7 20.0 1.72

SWEDEN 4.0 5.9 6.0 9.3 3.6 6.7 13.6 21.9 1.61

UNITED KINGDOM 3.7 4.4 4.4 7.7 3.2 4.6 12.6 16.7 1.33

UNITED STATES 3.6 5.3 5.5 7.4 1.2 3.0 10.3 15.7 1.52

AVERAGE OECD 3.2 «, 7.3 9.5 2.7 4.9 13.2 1.42

(1) Education expenditurelGDP ratios refer to current outlays only ex¬
cept for Denmark and Ireland for which investment outlays are sepa¬
rately available.

(2) The education IGDP ratios are usually for 1960 and 1970; the income
maintenancelGDP ratios for 1962 and 1972; the healthlGDP ratios for
1962 and 1974. Because some "welfare" programmes have experienced
in a number of countries accelerations or decelerations in the 1970's,

the total "welfare "IGDP ratios are only an approximation of the situation
prevailing at present.

Sources: Derived from OECD, Public Expenditure on Education (ex¬
cept New Zealand); Public Expenditure on Income Maintenance Prog¬
rammes (except Greece); Public Expenditure on Health ; National Ac¬
counts of Greece and New Zealand.

reducing inequalities in the distribution
of income and opportunity. A significant
degree of relative poverty persists. Effec¬
tive access to medical care is not always
equal : some areas are poorly served, and
there is evidence that lower income

groups make less use of the health ser¬

vices, possibly because they are less
well-equipped to take advantage of these
services.

As to education, it has usually been
assumed that increased enrolments have

helped to provide a better-trained labour
force and hence have contributed to

economic growth, as well as to the
transmission of cultural values. Recently,
however, as well-educated young
people increasingly have had difficulty in
finding employment, this proposition
has been called into question. Moreover
educational achievement continues to

be affected by social inequality.
As a very broad generalisation, there¬

fore, it could be said that society, over
the last decade, has more or less suc¬

ceeded in fulfilling what might be called
its "democratic" objectives for wel

fare the extension of coverage to as
large a share of the relevant population
as possible. Only slow progress, how¬
ever, has been made towards fulfilling its
more "egalitarian" aims selective help
to the economically vulnerable and so¬
cially disadvantaged. Indeed insofar as
the effort to achieve generalised cover¬
age has restricted the increase of be¬

nefits, these two objectives may even
have been in conflict. This then raises a

question: should future improvements
in public welfare programmes not con¬
centrate more selectively on providing
assistance to target groups whose needs
are greatest?

Since in many countries the access of
all citizens to certain basic services and

minimum income levels has been

achieved, it could be argued that OECD
countries have reached a turning point.
Although it cannot be assumed that the
welfare services of governments can now
be put on a "care and maintenance"

basis, a strong case can be made for a
significant slowdown in future growth of
expenditure. There appears to be con

siderable scope for rationalising prog¬
rammes, gearing them better to their
objectives, and this itself might be ex¬
pected to release resources for further
selective and targeted expansion to meet
new needs and to make some further

improvements, especially in benefit
levels for the poorest recipients of assis¬
tance.

In order to show more specifically
what might be the implications of such a
policy, expenditures on education, in¬
come maintenance and health were

projected to 1985 on three different as¬
sumptions: (1) no policy change; (2) in¬
creased eligibility; (3) changes in be¬
nefits (see Table 2). The results range
from a small increase in these expendi¬
tures to an increase of 61/2 per cent of
GDP. This compares with an average in¬
crease of 5.6 per cent over the last fifteen
years. The wide range of these figures
vividly illustrates the importance of the
choices which have to be made about

public expenditure now and over the
coming decade.

The highest estimate would mean
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major advances in equality, both of in¬
come and of opportunity. It would also
permit the introduction of imaginative
programmes to help people, especially
young people, adapt better to changing
social and cultural conditions and also to

changing aspirations. At least potentially,
such programmes would also have the
very useful side-benefit of improving
labour market flexibility.

On the other hand, the opportunity is
there to slow down substantially the fu¬
ture increase in welfare expenditures.
Little or no increase in the GDP share of

public welfare expenditure would how¬
ever require very rigorous policies and
substantial improvements in programme
effectiveness to maintain both standards

of service and the real value of benefits

provided.

Thus it seems likely that such expen¬
ditures will continue to increase even if at

only a moderate rate. If that is so, keep¬
ing overall public expenditure to its pre¬
sent level will require a slowdown in the
growth of other public sectors (Table 3).

Other Expenditures

But here too there are some reasons

why restraint is likely to be more difficult
than in the past. First and foremost
defence expenditure has generally fallen
in the past 20 years, at least in relative
terms, but there are now indications that

many countries wish to stabilise the
share of defence spending in GDP and

some even envisage moderate increases.
Second, while the cost of servicing the
public debt rose by less than half a per¬
centage point for the OECD as a whole
between the mid-Fifties and the mid-

Seventies, it has recently accelerated as a
consequence of large budget deficits.
Thus if overall public expenditure is to be
restrained, much of the burden will have
to shift onto the other two main areas of

government expenditure housing and
urban infrastructure and assistance to

industry. But detailed studies of these
two functions are lacking, and observa¬
tions concerning future demand are
necessarily speculative.

One might surmise that expenditure
on public housing will decline because of
lower demographic pressures and the
high present stock of housing. But much
of this stock is old, and the population of
OECD countries is mobile thus creating
new demands. One index of this mobility
is that in the OECD area as a whole, more

than two thirds of the population is now
living in cities as against just a little over
50 per cent in 1950.

Much more important are likely to be
the demands for urban infrastructure,

including the provision of transport and
the various educational, cultural and
health facilities associated with urban

living. Here too there are many un¬
knowns, but it would seem that future

rural-urban migration could serve at least
to maintain the relative importance of
present demand. Over and above this,
there may be increasing pressures to re-

2. PROJECTIONS OF PUBLIC WELFARE
EXPENDITURE TO 1985 IN THE OECD AREA

Share in

GDP early

Hypothetical changes (per cent of GDP) of which:

Effect nf

Function Case 1 Case 2 Case 3 relative

1970s No policy
change

Eligibility
change

Change in
benefits

price
shifts (1)

Education 5.3 1.0 1.5 2.2 1.5

Income

maintenance 8.7 0.1 1.1 3.7

Health 4.4 0.7 0.8 0.2 0.5

Total "welfare"

(8 countries) 18.4 1.8 3.4 5.7

not applicable
Case 1 : For education "no policy change" means no change in coverage or real benefits for

education and income maintenance; demographic changes however are taken into
account. For health the "no policy change " case assumes a lower rate of cost increase
and also a lower rate of use than in the past; such a trend has been evident in recent
years.

Case 2: "Eligibility change" assumes increases in programme coverage and a reduction in the
retirement age so that "best practice" levels already achieved in some countries are
equalled elsewhere. For education, enrolment ratios are assumed to increase.

Case 3 : "Change in benefits "assumes an increase in real benefits per person for income mainte¬
nance, a reduction in average stay in hospital and also fewer admissions as well as
reduced expenditure for overall medical care and some convergence towards "best
practice" levels in the real resources per student for education.

(1) Identical for all three cases.

new ageing infrastructure, and there are
possibly some important backlogs to be
made good, especially in older cities
where the revenue base has been de¬

clining (for example London or New
York), and in some rapidly growing
newer settlements.

As for transport, although rising living
standards have led to a demand for

greater mobility and a consequent in¬
crease in the role of expenditure on
transport, this does not necessarily entail
the use of public funds. A relative fall in
the use of public transport and much
greater use of private cars have led to
major road-building programmes, but in
many countries the new network of trunk
roads is now nearing completion, and
with traffic forecasts suggesting slower
rates of increase in future, it seems likely

that road expenditure could increase
more slowly. On balance, therefore,
demand for public capital expenditure
on transport may be less strong than in
the past.

Turning to the possible evolution of
government assistance to industry, man¬
power and employment, it seems un¬
likely that there will be further significant
increases if progress towards economic
recovery is maintained. The stepped-up
unemployment compensation and man¬
power programmes associated with the
recession has already led to a significant
upward shift in the share of resources
absorbed by public expenditure at the
same time as the economic resource

base GDP has contracted. In the or¬

dinary course of events, it might be ex¬
pected that a recovery in output and
employment would help to stabilize or
even permit some decline in this kind of
public expenditure. But if structural un¬
employment remained high over a long
recovery period, there could be in¬
creasing demands on governments for
new programmes. This kind of expendi¬
ture is closely related to industry assis¬
tance, much of which is directed towards

maintaining employment.
In sum then, OECD's review suggests

that there are still plenty of new demands
to be met if expansion of public expen¬
diture rather than restriction seems

feasible. Furthermore, it is likely that
economic growth itself, and the changes
in taste associated with rising incomes,
will lead to the articulation of demands

for public expenditure which are not as
yet widely recognised. Needs such as
child-care facilities, which twenty years
ago were scarcely recognised, are now
assuming growing importance as women
join the work-force in increasing num¬
bers and search for more varied life¬

styles. If they involved no risk to other
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A Taxpayer's revolt in California led to a statewide vote on so-called "Proposition 13 " which
severely limits property taxes. It was sponsored by Howard Jarvis (right). Another less

stringent measure was supported by State Senator Peter Behr (left). "Proposition 13" was
passed but may go to the courts.

economic objectives, governments
would no doubt wish to accommodate

these demands. At any rate, moderate
increases in public expenditure are likely
to continue, even if no new initiatives are

taken, largely because of continuing re¬
lative cost increases in the services for

which the public sector is typically re¬
sponsible.

The Pressure for Restraint

But what about the ability of govern¬
ments to pay for these goods and ser¬
vices? "In the face of demands for in¬

creased collective consumption, the
main limiting factor has been and will
continue to be the impact of a growing
public sector on the growth capacity of
the economy itself", the report con¬
cludes. Of course public expenditure is
in part designed to encourage economic
growth by improving productive poten¬
tial and stimulating better utilisation of
an expanded resource base. But, at least
beyond a certain point, too rapid an in¬
crease in public expenditure can reduce
productive potential by increasing the
likelihood of inefficient allocation of re¬

sources and lowering incentives to work
and invest.

Moreover, beyond some threshold,
too rapid an expansion of the public
sector can provoke retaliatory action by
groups outside the public sector aiming
to restore their share of income and out¬

put. This competition for resources can
in turn be a source of inflationary pres

sure. To assess these constraints and

answer the question, "has government
spending reached its limit?" OECD's
study first analyses revenue trends.

What Has Happened to Re¬
venues?

As government expenditure has risen
in the OECD area, so of course has gov¬
ernment revenue: total taxation rose

from 25 per cent of GDP in the mid-Fif¬
ties to almost 35 per cent in the mid-
Seventies.

It might be supposed thatthe scope for
tax increases reflects, to some extent at

least, already prevailing levels of taxation
and especially the size of recent in¬
creases. In actual fact, however, the pic¬
ture is not a clear one. France, for exam¬

ple, which during the early Sixties had
the highest tax burden of any OECD
country, has since then experienced only
a small further increase. But, in contrast,

the Netherlands, Norway and Sweden,
which also had high levels of taxation in
the early Sixties, have experienced rapid
increases since then and have now pas¬
sed the 45 per cent mark. Even the low-
tax countries Australia, New Zealand
and the United States show no uniform

pattern : in Australia and New Zealand

there has been a significant increase in
the tax burden, largely as a result of tax-
financed social welfare programmes
while in the United States there has not.

Clearly, if there is a tax ceiling, it differs
from country to country.

3. FUNCTIONAL

A = Final consumption expenditure
B = Transfers and subsidies (inc.

capital transfers)
C = Gross fixed capital expenditure

AUSTRALIA (1)

BELGIUM (2)

CANADA (3) (4)

GERMANY (4)

ITALY

JAPAN (5)

UNITED KINGDOM

UNITED STATES (3)

(1) Fiscal years. (2) 1973-74.(3) Capital expenditures

unpublished submissions of statistical agencies to

Of the three broad categories
examined social security, direct and
indirect taxes it is the first two which

have been the most dynamic sources of
additional revenue over the last 20 years.
Social security taxes have more than
doubled, rising from 3.4 to 7.6 per cent
of GDP. The OECD report considers it
likely that the period of explosive growth
is at an end, at least for countries with
well established schemes. It has been ar¬

gued that social security taxes levied on
the worker are more acceptable than,
say, income tax because the benefits are
more individualised and visible, but

there is a limit to how far this argument
can be taken especially as, with the pas¬
sage of time, social security charges may
come to be seen more and more as just
another form of taxation.

As to direct taxes on corporations and
individuals, they have risen from 8.9 to
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BREAKDOWN OF PUBLIC EXPENDITURE OF EIGHT

Average 1973-1975 or near years per cent of GDP at current prices

OECD COUNTRIES

General

Public

Services

Defence Education Health
Social

Assistance

Housing and
Community
Amenities

Other

Community
Services

Agriculture

Trade

and

Industry

Transport
and

Communication

A

B

C

3.10

0.56

0.44

2.40 4.65

0.50

0.93

2.58

1.55

0.38

0.47

5.88

0.04

" 0.22

0.05

0.22

0.57

n.a.

0.16

0.56

n.a.

0.23

0.55

0.60

0.13

0.25

n.a.

1.82

A

B

C

1.63

0.57

0.13

2.32

0.07

4.56

1.40

0.79

0.13

3.79

0.08

0.87

17.05

0.03

0.02

n.a.

0.05

0.13

n.a.

0.01

0.14

0.32

0.01

0.18

0.95

0.07

0.57

2.05

1.13

A

B

C

3.83

0.12

1.72 4.68

1.23

4.79

0.12

1.16

8.10

1.25

0.14

0.81

0.12

0.63

1.15

0.57

1.40

3.01

4.40

A

B

C

3.36

0.61

0.22

2.84

0.08

0.02

3.45

0.34

0.89

0.71

4.49

0.29

0.77

14.16

0.12

0.33

0.31

0.48

0.36

0.07

0.15

0.05

0.62

0.02

0.18

0.34

0.29

0.51

1.20

1.39

A

B

C

3.72

0.49

0.11

2.15 4.44

0.39

0.55

0.74

6.34

0.11

0.93

15.11

0.10

0.38

0.09

0.33

0.10

0.24

0.07

0.22

0.37

0.26

0.13

0.88

0.53

0.48

1.48

0.87

A

B

C

2.58

0.08

0.29

0.84

0.02

3.44

0.03

0.73

0.64

2.06

0.25

0.62

3.51

0.14

0.25

0.05

1.13

0.18

0.06

0.14

0.59

1.06

1.22

0.07

0.11

0.01

0.06

0.09

1.90

A

B

C

2.79

0.59

0.48

5.06

0.03

0.09

4.33

1.18

0.62

4.22

0.03

0.38

1.11

9.08

0.10

0.52

1.46

1.67

0.40

0.04

0.11

0.17

0.84

0.08

0.27

1.31

0.25

0.63

1.11

0.91

A

B

C

2.74

2.35

5.91

0.42

4.80

0.19

0.45

1.07

1.21

7.36

0.56

0.14

0.56

n.a.

0.15

0.09

0.50

0.01

n.a.

0.53

are included in final consumption expenditure. (4) 1973. (5) 1972. Sources : National Accounts of OECD Countries, 1975 and consistent
OECD; Eurostat, National Accounts ESA; Member countries national publications.

13 percent of GDP. Corporate taxes have
been constant in terms of GDPforthe last

ten years, and are not expected to be a
dynamic source of revenue in future un¬
less profits should reverse their trend
and increase as a share of national in¬

come over the next few years as a result
of economic recovery. But even if they
do, governments are likely to be reluc¬
tant to increase the tax burden on com¬

panies for fear of discouraging invest¬
ment. More widespread use of "inflation
accounting" (3) and other measures such
as tax credits or fast depreciation rules

(3) Inflation accounting aims at neutralising
the distorting impact of inflation on the valua¬
tion of assets and liabilities of firms. Although
there is no technique universally agreed
upon, proposals are all based on the im¬
plementation of a uniform system of capital
gains taxation with compensation for capital
losses and a maintenance adjustment.

could reduce the tax liability which has
recently reached very high levels.

Personal income taxes, whose share in

GDP has risen steadily over the last de¬
cade, are likely to remain the dominant
source of new revenue, OECD's report
concludes, particularly if economic re¬
covery is firmly established so that in¬
comes increase. However, growing pub¬
lic awareness of what they are paying in
taxes and what they are getting will dis¬
courage governments from continuing
to allow inflation to carry people into
higher tax brackets. A general slowdown
in inflation would also tend to keep in¬
come taxes down. In a few countries (e.g.
Italy and France) tax revenues may be
more buoyant if attempts to reduce avoi¬
dance and evasion are successful.

Among the indirect taxes, (which have
remained constant as a share of GDP)

excise taxes may decline relative to in¬
come, but value-added taxes, a com¬

paratively recent revenue source, still
provide an opportunity for increasing re¬
venues as more products are brought
within their orbit.

Behavioural Constraints on Tax

Increases

The ability of governments to raise ad¬
ditional taxes will depend not only on
national institutions and conditions but

also on the public perception of the link
between their tax and the benefits they
receive.

Taxpayers seeking to avoid the burden
of increased taxation can respond in a
number of different ways which can ef¬
fectively set limits to taxable capacity and
these must be taken into account in

weighing the pros and cons of a tax in¬
crease.
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Expenditure on welfare education, health and income maintenance have grown much faster
than output and coverage has been greatly extended, but progress has been slow in helping the
most vulnerable groups.

actions through parliamentary proces¬
ses to limit taxation

tax protests outside the parliamentary
process

tax evasion

tax shifting through the tax and wage
system

reduced work effort

OECD's report concentrates on the last
two.

Tax-push inflation is the struggle by
different sectors and groups within the
economy to maintain their real incomes
and their share of future increases in na¬

tional income. If a group feels that its
position is threatened by too rapid a
transfer through taxation, its response
will be to seek increases in nominal in¬

comes which will only fuel inflation.

Using an econometric model to test
the significance of tax-push inflation,
OECD's study finds that personal income
taxes have increasingly contributed to
such a psychology. The signs of tax-push
inflation are particularly strong in the
Scandinavian countries, Australia, Bel¬

gium and the United Kingdom, but less
clear-cut in the United States, Canada,

France, Germany, Italy, Japan and the
Netherlands. Thus the phenomenon is
by no means a universal one.

In countries where tax-push inflation
exists, this conclusion has policy impli¬
cations. First, it suggests that the willing¬
ness of taxpayers to absorb increases is

subject to a limit beyond which inflatio¬
nary pressures will simply be exacer¬
bated. Second, the study suggests that
tax levels may be pushing more tightly
against this limit now than a fewyears ago
and may continue to do so for some years
because of the adverse effect on income

growth of the oil price rise and the need
to shift resources to investment and ex¬

ports. Growth in national income over
and above what is necessary to meet
these requirements and ensure a reason¬
able increase in private incomes might,
however, permit a more relaxed attitude
to further increases in taxation.

A second potential constraint on the
ability of governments to increase taxes
is the possibility that to do so will reduce
output because of the disincentive effect
on labour of high marginal tax rates. An
earlier OECD study (4) found that taxa¬
tion had little detectable effect on the

supply of labour although the participa¬
tion rates of women seemed more re¬

sponsive to tax changes than those of
men. But it may be that in some Northern
European countries with the most prog¬
ressive systems, further increase in tax

rates run the risk of reducing work effort.

*

* *

Thus even though there will be con¬
tinuing pressure on governments to in

crease expenditures, constraints are
likely to be tighter in future than in the
Sixties and early Seventies. It would
seem that limits to taxation capacity are
being encountered in many countries
and, unless there is a major change in
collective preferences, future taxation
may rise but only in line with incomes.
This would effectively inhibit any sig¬
nificant increase in public expenditure as
a share of GDP unless governments
choose to have more recourse to the

other two major sources of revenue
user charges or increased borrowing.
Traditionally, governments have been
inhibited from having greater recourse to
user charges making those who be¬
nefit pay because of their supposed
regressive impact on the distribution of
personal incomes and because they can
be introduced easily only for services
where most of the benefits obviously
flow to particular individuals. However,
as the public sector provides more and
more services having the characteristics
of "private goods"and often provided by
private enterprise as well, the scope for
their use is clearly growing. While in¬
flationary expectations continue, it is
likely that governments will be cautious
about increasing user charges because of
the impact on prices, but in the longer
run governments may come to rely more

heavily on them.

Public borrowing may also increase in
importance but not in the next few years
since most governments wish to reduce
their budget deficits. In the longer term
the public sector's ability to maintain a
budget deficit without inflation will de¬
pend on the balance between private
savings and private investment. When,
for example, the public sector has taken
over responsibility for private activities
such as transportation, previously fi¬
nanced in part by borrowing, a continuing
structural budget deficit may be approp¬
riate. The same is true if private savings
have risen because of a switch to collec¬

tive consumption. In these examples the
deficit would not be inflationary as long
as it is pitched at the level needed to
absorb the excess of private savings over
planned private investment at the de¬
sired levels of output, employment and
prices.

For these reasons it is crucial that key
decisions be weighed in the light of fun¬
damental economic criteria and basic so¬

cial choices rather these being dictated
by unduly rigid concerns about the vir¬
tues of "budget balance" or "fiscal re¬
sponsibility".

(4) "Theoretical and Empirical Aspects of the
Effects of Taxation on the Supply of Labour",
Paris 1975.
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CONSOLIDATION

OF TURKEY'S

DEBT
by Alfred Kuehn,

Secretary of OECD' s Turkish Consortium

A newly created Working Party of OECD's Turkish Consortium,
open to all Member countries, agreed to consolidate and re¬

schedule an important part of Turkey's debts. This is one of a
series of actions undertaken by the international community to assist the

Government of Turkey to finance its balance-of-payments deficit and to

achieve better economic equilibrium while preserving the momentum of

economic growth.

A Structural Problem...

Although it has experienced one of the highest sustained rates of
economic growth in the OECD, on average some 7 per cent of GNP per
annum since the Organisation came into being in 1961, Turkey has

remained its least developed Member. Only about 12 per cent of the

working population is employed in industry, while more than 60 per cent
is in agriculture ; GNP per capita is around the $ 1 ,000 mark, compared to
$9,000 in Sweden at the other end of the scale. Although population

growth has declined somewhat, it remains, at 2.4 per cent per year, the

highest by far in the OECD area.

Despite a considerable improvement in infrastructure and industrial
plant, Turkey's economy has remained vulnerable. Apart from the years
1972 to 1974, there has been a persistent current account deficit which
has been met through foreign aid contributions by the Turkish Consor¬

tium and in recent years by Euro borrowing, most of it at short term.

Development strategy has been based on import substitution, with less
emphasis placed on the development of exports and tourism. Because of
climatic conditions, the growth of agricultural output has frequently been

rather erratic with swings of up to 20 per cent from one year to the next,
and world market conditions often have caused the accumulation of

surplus agricultural stocks. External and internal constraints of this kind

complicate the implementation of Turkey's development plans, particu¬

larly the generation of adequate savings and the transfer of resources to

finance the public investment programme.

...Aggravated by the Oil Crisis and Recession

Turkey's economy has been hard hit during the last few years. Imports

have risen by more than $2 billion as a result of price rises for oil and
industrial supplies, while exports have stagnated because of world-wide
recession. The balance-of-payments deficit reached $3 billion in 1977.
In that year the rate of inflation was as high as 50 per cent and un¬
employment up to 20 per cent of the non-agricultural work force. Many
industrial plants were operating at considerably less than capacity while
shortages of imported raw materials and industrial supplies increased. As
foreign exchange reserves dwindled, Turkey built up a short-term exter¬
nal debt amounting to $6 billion at the end of 1977.

Stabilisation and Structural Reform

Turkey is now taking strong measures to right the situation cutting
back on the budget deficit, on credit to the public sector and on the money

supply. In March the Turkish Lira was devalued by 30 per cent, and the

Turkey's tourist potential has not been tapped and represents an important
opportunity for economic growth. Above: one of the prime tourist attractions -
Saint Sophia in Istanbul.

hope is that these actions will reduce the 1978 deficit in the current
account of the balance-of-payments to $ 1 V2 billion.

In addition to rescheduling debt, OECD countries will join with the
World Bank to disburse some $500 to $700 million of credits for major

investment projects in modern industrial sectors and for infrastructure.
Furthermore, Turkey has received a standby credit from the International

Monetary Fund of $450 million over a two-year period.

The additional foreign exchange and the rescheduling should give

Turkey the respite needed to initiate measures favouring structural
change in the economy and particularly to strengthen the country's
capacity to earn foreign exchange from the export of goods and services.

Progress will by no means be easy. Although the industrial sector now
boasts many modern plants, there are gaps both in its sectoral and
regional distribution. Turkish entrepreneurs have traditionally concen¬
trated on the very buoyant domestic markets, to the relative neglect of
export markets and the necessary infrastructure to participate in the
tourist boom. But Turkey's great potential gives cause for optimism. By
the autumn, Turkey will have developed the strategy for its next Five
Year Plan and the structural needs will no doubt be reflected prominently.

Turkey will have to move rapidly to keep from standing still because
imports can hardly be further compressed and will no doubt rise again as
the economy picks up momentum. A further problem will be the increase
in the debt service once the grace periods provided by the rescheduling
exercise come to an end. With its present level of per capita income,
Turkey's access to foreign aid with a highly concessional content has
become more limited. But clearly the country needs financial support on

relatively favourable terms until measures to improve exports and in¬
crease tourism begin to bite.
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OECD COUNTRIES

AND THE SHIPBUILDING CRISIS

The latest statistics show that

there has been a further

aggravation of the
shipbuilding crisis. The

backlog of orders ("the order
book ") has fallen substantially,
and new orders are extremely

low. An OECD Working Party
on Shipbuilding (see box),

concerned with the problems

of the industry, meets four to
five times a year under the

chairmanship of Ambassador
Albert Grubel of Switzerland.

After the most recent meeting,
the Chairman described the

progress made to date during
a press conference.

The world shipbuilding industry has
been in the throes of a serious

structural crisis for some years,

Ambassador Grùbel told reporters. Pres¬

sed by the need for action to relieve the
crisis, the countries belonging to the

Working Party agreed in 1 976 on "General
Guidelines for Government Policies in the

Shipbuilding Industry" which gave priority

to the aim of making appropriate reductions
in shipbuilding capacity. Governments are

also to observe the rules of fair competition,

in particular in the field of prices and not to
take any action which would interfere with
the necessary adaptation process or help
to create new shipbuilding capacity.

Japan declared at that time that it did not

intend "to increase significantly its share in

world production" and subsequently took
measures to increase the export prices of
its ships in order to prevent "excessive
concentration " of new orders in Japan. Ac¬

tion was also taken by Japan to reduce

productive capacity, in particular by cutting
working hours.

Because of a new mutual information

system, worked out and introduced by the
Working Party which makes it possible
to follow trends in order books, new orders

and ships completed (see tables) the
data now available show that the measures

A. NEW ORDERS - TOTAL

Thousands of tons and per cent

World (3) 11,759

9,255 (2>

9,5242

13 Eurppean
irf'fembers of Wojkino. 2,817 30 7% 3,988 42.2%
1 Party (11

m it .

1. NEW ORDERS BY QUARTER

FOR 1977

Provisional figures

grt

cgrt

13 European
countries

of Working
Party

Japan

13 European
countries

of Working
Party

Japan

1st quarter

%

625,583 22.8

2,118,382 77.2

2nd quarter 3rd quarter 4th quarter

879,164 34.6 750,001 591,127

1 ,664,486 65.4 1 ,432,479 65.6 1 ,223,1 50 1

778,201 31.1

1,722,198 68.9

1,072,983 1,210,294 50.3 974,347

1,222,150 53.2 1,193,874 49.7 1,398,174 58.9

(1) See Box

(2) Including corrections reported for entire year
(3) Source: Lloyds' Register of Shipping

grt = gross registered tonnes
cgrt = compensated gross registered tonnes
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taken by Japan have been effective, parti¬
cularly with respect to a more equitable
distribution of new orders. As regards order
books, Japan's situation is less good than
that of the European countries and, as for
ships completed, it is clear that Japan has
not "monopolised the world market", its
share having in fact gone down. Internatio¬
nal cooperation has therefore produced re¬
sults which is a source of satisfaction for

the Working Party.
As for the restructuring and modernisa

tion of the shipbuilding industries in Mem¬
ber countries, that is to say appropriate
reductions in capacity, Ambassador Gru-
bel noted that "we have made less pro¬

gress". Certain countries have taken mea¬
sures to help the shipbuilding industry but
few have decided upon or put into effect
programmes for restructuring and reducing
capacity. The Working Party will have to
seek to share equitably the burden of the
crisis; this requires continued and more

intensive international cooperation.

2. ORDER BOOK

Thousand tonnes and percentage

1976^^^ 1977

%

qrt

13 European
countries of

Working Party (1 )
Japan

21,177

16,080

56.9

43.1

12,885

9,241

58.2

41.8

TOTAL WP 37,257 100 22,126 100

World (2) 55,373 36,725

13 European
countries of

Working Party (1)
Japan

19,454

10,612

64.7

35.3

(3) (4)

cgrt 14,359

7,897

64.5

35.5

11,266 51
7,059

TOTAL WP 30,066 100 22,256 100 18,325 1 100

(1) See Box (2) Source: Lloyds' Register of Shipping
(3) According to the 1967 coefficients
(4) According to the 1977 coefficients

Working Party on
Shipbuilding

When the shipbuilding industry first
ran into serious difficulties, OECD

already had a framework for the ne¬
cessary discussions: the Working
Party on Shipbuilding, consisting of
15 Member countries and three ob¬

server countries (1), that is to say

practically all those concerned with
the problem.

After having negotiated an Unders¬
tanding on Export: Credits for Ships,
the Working Party in 1972 concluded a
"General Arrangement for the pro¬
gressive removal of obstacles to nor¬
mal competitive conditions in the
shipbuilding industry" and in 1976
adopted general guidelines for go¬
vernment policies in the shipbuilding

industry.

(1) Members: Belgium, Denmark, Finland,
France, Germany, Greece, Ireland, Italy,
Japan, Netherlands, Norway, Spain, Swe¬
den, the United Kingdom, EEC ; observers :
(Canada, Portugal, the United States.

grt

cgrt

3. WORLD BREAKDOWN OF SHIPS COMPLETED

Thousand of tonnes and percentage

Total OECD

Europe
Japan
Other OECD

countries

TOTAL OECD

Rest of

the world

WORLD

TOTAL

Total OECD

Europe
Japan
Other OECD

countries

TOTAL OECD

1974 1975 1976

12,300
16,290 I

1,120 3.3

29,710 [88.6

3,830 11.4

33,540 |1 00

7,110

7,910

1,080

16,100

13,020 38.1

15,810 46.2

710

29,540

4,660

34,200

1977

12,540 37.C 10,250
15,930 I 11,680

1,070 3.2 1,350

29,540

4,380

33,920

8,160

7,300

530

15,990

7,680

7,860

640

16,180

(1) According to the 1967 coefficients.
(2) According to the 1977 coefficients.

23,280 84.É

4,250

27,530

(1)

8,290

7,130

1,010

16,430

6,850

7,440

800

15,090
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NUCLEAR FUEL

CYCLE REQUIREMENTS

AND THE LONG-TERM

OUTLOOK FOR SUPPLY
If nuclear energy is to play a major role in meeting future energy needs, the decision to develop
nuclear power stations must be closely linked to the provision of a complex of industrial services

which form the nuclear fuel cycle: exploration and extraction of uranium ore, enrichment of
uranium, fabrication of nuclear fuel elements to feed the power stations.

After discharge from the reactor, the spent fuel elements must be stored and reprocessed to
separate the waste from the unused uranium and from the plutonium which has been formed.

Finally the wastes must be stored and disposed of. OECD's Nuclear Energy Agency has examined
the outlook for supply and demand of these services to the year 2025 under various

hypotheses (1).

A study of supply and demand for the various components of
the nuclear fuel cycle must of necessity begin with an esti¬
mate of the growth of nuclear power from now until the end

of the century.

To estimate the growth of installed nuclear capacity during this
period, two quite different assumptions have been made which
lead to two scenarios, one of present trend growth and the other of
high growth. In both scenarios light water reactors would predomi¬
nate until the turn of the century.

Present trend growth assumes that the current patterns of
energy consumption and supply will be maintained, as well as the
current timetables for building new reactors. It also reflects the
feeling in several countries that they can wait another decade or
two before making a major commitment to nuclear power. This is
the assumption which should be regarded as the most realistic at
the moment (Table 1). In making these estimates it has been
assumed that public concern over nuclear energy and the growing
sensitivity of governments towards the issue of nuclear weapons
proliferation will be accommodated without significant further im¬
pact on the trend. Should this prove not to be the case, the estima¬
tes would probably have to be revised downwards, particularly
beyond 1985.

The high growth assumption reflects the objectives of ambitious
nuclear power programmes launched in response to the oil em¬
bargo, rising costs and the possibility of a shortage of conventional
fuels. Although several of these programmes are running behind
schedule, the projections would still be applicable if the consump¬
tion of energy again began to increase more rapidly or if the supply
of conventional fuels were subjected to new restrictions.

1. THE GROWTH OF WORLD NUCLEAR POWER

Installed Capacity G We

1985 1990 1995 2000

Present trend growth 278 504
High growth 368 700

750 1 ,000

1 ,220 1 ,890

For the longer term, extrapolation of earlier growth patterns,
together with analyses of population trends and energy usage, lead
to estimates ranging from 2,150 to 6,650 GWe by the year 2025.
These extremes represent extensions into the longer term of the
two scenarios, present and high growth. The disparity between
them is characteristic of the extreme uncertainty involved in long-
range nuclear forecasting. Since, however, for this period the aim is
to identify overall relationships between reactor strategies and fuel
cycle needs rather than to make quantitative estimates, the uncer¬
tainties can be tolerated.

The Years 1977 to 2000

Given the nuclear power industry's considerable needs for ura¬
nium (see box) and fuel cycle services between now and the end of
the century, strenuous efforts are needed to expand current capa¬
city. Annual requirements for uranium could increase from some
23,000 tonnes in 1977 to the levels shown in Chart A. A compari¬

son of these requirements with a survey of world production capa¬
bilities for the period to 1 990 indicates that present trend require¬
ments could be met but that the high growth case is beyond
projected capabilities.

Although cumulative requirements (Table 2) are lower than
known world uranium resources, presently estimated to total about
4 million tonnes in the cost category of less than $ 1 30 per kilogram
of contained uranium, considerable exploration effort will be re¬
quired before such quantities of uranium can be classified as
reserves, the resource category normally considered for the pur¬
pose of production. Thus an atmosphere must be created, both
nationally and internationally, that is conducive to such an effort as
well as to the attainment of .the requisite production levels.

Requirements for fuel cycle services will also increase conside¬
rably over this period. There has been an adequate supply of
enrichment (Chart B) and fuel fabrication services in the past, and
there are plans for future expansion to keep pace with demand.

The situation with respect to reprocessing is considerably more

(1) The article sums up the main conclusions of the recent reports publi¬
shed by OECD's Nuclear Energy Agency (NEA) "Nuclear Fuel Cycle
Requirements and Supply Considerations through the Long-Term" and
"Uranium Resources, Production and Demand".



A. WORLD ANNUAL URANIUM REQUIREMENTS
thousand tonnes of uranium per year
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B. WORLD ANNUAL

ENRICHMENT REQUIREMENTS

1977-2000

thousand tonnes separative work per year

complex, since there are differences of opinion among some mem¬
ber countries as to the necessity for this service during the present
century. World spent fuel, which will amount to about 2,000 tonnes
of heavy metal this year, will increase substantially (Table 3).

The accumulation of this spent fuel will necessitate the construc¬
tion of storage facilities in those countries that choose to reject the
reprocessing option. Countries seeking to reprocess and recycle
the spent fuel of light water reactors and/or to stock-pile plutonium
for fast breeder programmes must proceed with the construction of
reprocessing and associated waste management facilities.

Decisions not to proceed with reprocessing or delays in establish«
ing this industry, will not only force the adoption of measures for the
temporary and long-term storage of spent fuel but will preclude the
possibility of reprocessing and recycling substantial amounts of
light water reactor fuel before the 1 990s. If spent fuels were to be
reprocessed and recycled as they are produced, cumulative re-

URANIUM

RESOURCES,
PRODUCTION

AND DEMAND
Reserves

Uranium reserves (defined as reasonably assured re¬
sources exploitable at a cost of less than $ 80 a kilogram of
uranium or $ 30 a pound of uranium oxide) total 1.65 million
tonnes. This is 482,000 tonnes higher than the figure calcu¬
lated in 1975 when a figure of $15 a pound of uranium oxide
was used to define reserves. The increase is due in large part

to this change of definition. Present reserves correspond to
about twenty years of foreseen requirements that is until
1 998 but for economic, technical and political reasons it is

unlikely that all of these reserves will be exploited, and addi¬
tional reserves may be necessary to meet the needs of this
period.

Resources

Resources in the reasonably assured category, exploitable
at costs up to $ 1 30 a kilogram amount to 2.2 million tonnes of
uranium and estimated additional resources in the same cost

category amount to an additional 2.1 million tonnes of
uranium. Despite the adoption of a higher ($ 130 kilograms of
uranium) limiting cost level, these total resource figures rep¬
resent only a small increase over the total resources exploita¬
ble at up to $80 a kilogram estimated by the NEA IIAEA three

\vears ago.

quirements through the year 2000 for natural uranium and for
enriching services would be some 15-20 per cent lower.

The Long Term : 2000-2025

An analysis of alternative reactor strategies makes it clear that
continued reliance on light water reactors in this period will result in
rapid depletion of known uranium resources and relegate nuclear
power to a minor role in satisfying world energy needs. The use of
advanced reactors (for example the heavy water reactor or the high
temperature reactor) could do much to reduce the total requirement
for uranium, but these requirements will still result in eventual
depletion of known reserves. On the other hand, breeder reactors
would provide a virtually inexhaustible source of energy supply
owing to their much more efficient utilisation of known uranium
resources. Table 4 shows world annual and cumulative uranium

requirements by the year 2025 corresponding to the various
long-term strategies. __»_

3. WORLD QUANTITY OF SPENT FUEL

Present trend Ihigh growth
Thousand tonnes uranium

1977 1985 1990 1995 2000

Annual

Cumulative

2.2 5.9/6.5

33/34

11/14

76/88

18/26

151/191

27/48

269/384

* Cumulative figures are taken from 1977 onward. In addition, approxi¬
mately 4,000 tonnes of spent fuel were in storage prior to 1977.
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Above to left : uranium being mined in Mary Kathleen, Australia. To right :
uranium oxide being made into pellets in Germany. Below to right: the
irradiated fuel elements of the present generation reactors are stored in
swimming pools awaiting disposal or reprocessing. To left: the breeder
reactor which will use the plutonium extracted from reprocessed fuel

as fuel.
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4. WORLD URANIUM REQUIREMENTS UNTIL YEAR 2025

Annual Requirements in 2025
thousand tonnes of uranium

Reactor Strategies in the Long Term

Cumulative 1977-2025
million tonnes of uranium

Nuclear Power Growth Nuclear Power Growth

Present

trend
High

growth

Present

trend

High
growth

350 990

640

840

660

540

40

260

Light water reactors (LWR), once-through fuelling 	 9.0

5.8

7.6

7.3

6.4

5.8

5.8

20

210 Light water reactors spent fuel recycled	 13

290 Low-enrichment high temperature reactors (HTR) 	 17

240 Highly-enriched high temperature reactors (HTR)* 	 16

150 Heavy water reactor (HWR) on thorium cycle* 	 16

95 Fast breeder reactor (FBR), 12 year doubling time	 7.1

95 Fast breeder reactor (FBR), 30 year doubling time	 9.3

* Additional thorium resources required.

It will be seen that the introduction of the fast breeder, particularly
one with a short doubling time (2) can, by the year 2025, reduce
annual requirements for uranium far below the corresponding le¬
vels for the year 2000 (see Chart A). However, other reactor strate¬
gies continue to require increasingly greater quantities of uranium
throughout the period. Consequently, by the year 2025, the cumu¬
lative uranium requirements of the breeder have already reached a
plateau, while the cumulative requirements of other reactor strate¬
gies continue to rise (and in fact could reach levels three times as
high in the following 25 years).

At the present time about four million tonnes of uranium have
either been identified or are thought to occur in extensions of known
deposits. Thus all reactor strategies assume, to varying degrees,
some augmentation of what are presently considered as uranium
resources. Concentration of past exploration efforts on a few geo¬
graphic regions has led to the concentration of low-cost uranium
resources in a few countries, and very large areas of the world
remain to be explored. The prognosis for further discovery is
therefore excellent but, as for the shorter term, a favourable climate

is necessary to encourage the effort required.

Requirements forfuel cycle services (with the possible exception
of enrichment) will also be substantially greater than in the short
term and will probably entail new technologies as the result of the
introduction of advanced reactor concepts. As spent fuel reproces¬
sing and recycling of fissile material would be a requirement rather
than an option under such circumstances, these services assume
much greater significance in the long term.

Conclusions and Recommendations

Uranium supply and demand

Although presently-known resources of uranium appear ade¬
quate to sustain the anticipated growth of nuclear power into the
1 990s, two conditions must be fulfilled if uranium supplies are not to
limit the growth of nuclear power either in the long or the shorter
term.

There must be sufficient incentive to provide the basis for the
necessary increases in production capacity.

There must be a continuing increase in the tempo of exploration
activity to bring greater quantities of known resources and new
discoveries into the "reserve" category, from which production is
normally drawn.

The incentives necessary to assure an adequate uranium supply
are largely economic, but it is increasingly evident that political
factors can have a considerable impact on these economic as¬
pects. For example, political constraints that limit the freedom to
develop, produce and export uranium can contribute to market
instability and have long-term effects by casting uncertainty on the
future of nuclear power.

Future Reactor Strategies

Although there is a favourable prognosis for further uranium
discovery, the need for nuclear power to serve as a major, long-
term source of energy also implies a need for a reactor strategy that
is viable by virtue of its efficient utilisation of nuclear fuels. This
signifies the earliest possible phasing out of today's light-water
reactors in favour of advanced reactor systems. Advanced
converters (including those using thorium) can do much to
conserve uranium as compared to present light-water-reactors,
but they too lead to depletion of foreseeable resources. Only the
fast breeder can place an upper limit upon the amounts of uranium
that may eventually be required.

In the view of the NEA Working Party on Uranium Demand, these
facts argue strongly not only for the continued development and
commercial demonstration of the breeder, but also for the suppor¬
ting services required to ensure its success. Experience must be
gained now in the applicable fuel fabrication, reprocessing and
recycling techniques to ensure the rapid, self-sustaining growth of
nuclear power in the long term. The importance to this objective of a
short doubling time makes it essential that progress in these tech¬
niques keep pace with the development of the breeder reactor
itself.

It must be noted, however, that the rate of development would be
moderated by identification of new uranium resources and that
investigation of proliferation-resistant fuel cycles could lead to re¬
sults that would allow a more unified international effort on advan¬

ced converter and breeder reactors.

Fuel-cycle services

Future demands for fuel-cycle services will pose two major
challenges to the nuclear power industry: to provide adequate
capacity at levels several times those of today and to adapt to new
technologies required by advanced converter and breeder reactor
systems. It is essential that fuel-cycle services keep pace with
demand. But in doing so, the industry must cope with problems
similar to those faced by uranium suppliers uncertainties not
only about public acceptance of nuclear power but also about
regulatory criteria and the attitudes of governments. International
safeguards and non-proliferation also pose problems and have led
to the restriction of uranium exports which could affect enrichment,
fuel fabrication (where plutonium is involved) and reprocessing. As
in the case of uranium, it is undesirable for each country to attempt
to secure its own supply position since a regional approach would
be more efficient. It is in the interest of all countries sharing a
common concern about the problem of non-proliferation to ensure
alll fuel-cycle services through international cooperation and
controls.

(2) The time required to produce twice as much plutonium as the fast
reactor needs at the outset.
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TWO NEW R&D

AGREEMENTS SIGNED

IN TOKYO

Japan will head a new wave-power re¬
search and development project un¬

der an agreement recently signed in

Tokyo by four International Energy Agency
(IEA) Member countries. The project will

cost over $3 million. A second project on

biomass conversion is being launched by
five Member countries. In addition, Canada

and Japan have joined in existing IEA re¬
search and development agreements on
energy conservation, solar heating and

cooling, wind energy and fusion power.

Wave Power

For those countries having reasonably

constant, high waves near their coasts,
wave power offers a potentially valuable

source of energy, and one that is at a

maximum in winter months, when energy

demand is highest. Under the project
Canada, Japan, the United Kingdom and

the United States will collaborate to build,

test and compare devices that harness and

use wave power.

In this approach, the action of waves

passing under an anchored ship-type buoy

is converted, by means of chambers and

valves, into air pressure, which is then used

to drive turbines that generate electricity.
The "Kaimei", an 80-metre long buoy con¬

structed by the Japan Marine Science and

Technology Centre, will have the capacity

to test up to ten different air turbines, two
of which will be built by non-Japanese

participants in the project. The maximum

output from the " Kaimei ", which will be an-
chored in the Sea of Japan, is

2 megawatts. During the first phase, to
take place next winter, sea tests will be
made on three air turbine units. The sec¬

ond-phase sea tests (winter of 1 979-1 980)
will encompass all ten units. Participants
will then have more information as to which

is the most efficient, reliable and economi¬

cal type of air turbine, and which might
therefore warrant further development.

Biomass Conversion

This is the conversion of natural organic

material animal wastes and vegetation

(including trees) into gases and liquids
which can be used as fuels. Participants in

the agreement (Belgium, Canada, Ireland,
Sweden and the United States) undertake

to plan together their national activities di¬
rected towards the use of rapid-growing

trees and forestry residues to produce
clean fuels, petrochemical substitutes and
other energy-intensive products. This joint
planning should lead to cooperative pro¬
jects to demonstrate the necessary

technology.

Left: the "Kaimei" buoy which will have the capacity to test up to ten different air turbines. In the box: the principle of the system.
Right: a 15-litre still used to ferment biomass in the absence of air. Upper right: a device to measure the volume of gas produced.
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AGRICULTURAL POLICY

DEVELOPMENTS IN 1977

AND THE OUTLOOK FOR 1978

The challenge to policy makers in 1978 is to find ways to support farm
income without aggravating the structural surpluses of certain com¬
modities or interfering with the broader macro-economic concern for
sustainable growth, lower inflation and balance of payments. What is
needed is an agricultural policy set within the context of a national food
policy (1).

The shift to abundance of temperate
agricultural products in 1977 in
sharp contrast to the scarcity

which characterised much of the period
between 1972 and 1975 was reminis¬

cent of the overall market situation of the

1960's : excess production and low return
on resources. But, unlike the 1960's, the

situation which faced farmers and policy
makers in 1977 was heavily overlaid by an
unfavourable general economic situa¬
tion which not only cut back on the de¬
mand for some agricultural products but,
more importantly, significantly altered
the policy environment in which ag¬
ricultural policies were formulated."

These two factors plus political con- 30
siderations and the impact of the elec¬
toral cycle caused some re-alignment of 97
policy in 1977. While most of these policy
changes occurred in marginal ways, they
pointed to the fact that agriculture is be- 24
coming more and more dependent upon
outside factors beyond the traditional 21
realm of agricultural policies.

Agricultural Policy
Responses in 1977 15

In the European Community the rate of
increase in common agricultural prices 12
set for 1977/78 was significantly less than
might have been expected by action in
previous years. In part, this moderation
reflected opportunities for achieving in¬
creases in effective producer prices via 6
transitional steps and changes in "green"
rates (2). These modifications were 3
necessary because of the much in¬
creased disparities that developed bet¬
ween the market rates of EEC currency

and their green currency rates in 1976.

In addition to this policy of moderation
in common agricultural prices, direct
measures were also taken to reduce the

structural surplus in the dairy sector by
giving incentives to move out of dairy
and into other products and to increase
dairy product consumption. Moreover, a
producer "co-responsibility" levy was
introduced to help provide the financial
means to dispose of dairy products.

These policy developments were con¬
firmed by the cautious price policy
adopted by the Community for 1978/

1979. Expressed in units of account, the
average increase in common agricultural
prices of 2.25 per cent for 1978/1979 was

(1) This article is based on a recent OECD

report which will be published shortly under
the title "Annual Review of Agricultural
Policies 1977. " It results from discussions in

the Working Party on Agricultural Policies and
from work carried out within OECD's Ag¬
ricultural Policies Division.

(2) In the Community, farm product prices
are based on the fixing of a common price
with its reference value in units of account.
These units of account are converted to na¬

tional currencies using a set of fixed exchange
rates, commonly referred to as "green" rates.
When the market rate differs from the "green "
rate, the difference in the farmer's return is
made up by a system of monetary compensa¬
tion. The compensation is equal to the
amount by which the exchange rate of na¬
tional currency has deviated from its green
rate.

ANNUAL CHANGES IN CONSUMER PRICES AND FOOD PRICES
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Reporters waiting for results of this year's farm price negotiations at the EEC in Brussels.

substantially lower than in previous
years. (In 1977/1978 it was 3.9 per cent

compared to 7.7 per cent and 9.6 per
cent in 1976/1977 and 1975/1976 respec¬
tively.) While this restraint in setting
common agricultural prices in 1978/1979
was accompanied by changes in monet¬
ary compensatory amounts which did in¬
crease effective producer prices in some

Member States beyond the 2.25 per cent
average price rise, the overall policy
stance suggests that the Common Mar¬
ket is now putting more emphasis on
market mechanisms for determining
prices, incomes and structural change.

Both policy actions and official state¬
ments seem to indicate thatthe Common

Agricultural Policy (CAP) is moving away

from the encouragement of production
which cannot find a market within the

Community. At the same time, however,
it is quite clear that the Community has
not abandoned the priority given to price
stability, supply security, regional bal¬
ance or structural reform: the concern

for better internal market balance was

primarily evident for those commodities
whose production has exceeded internal
requirements.

This trend towards greater emphasis
on internal market mechanisms appears
to have been prompted by the need to
limit the increase in Community budget
costs in the face of expected supply in¬
creases for a broad range of commodities
and the weak prevailing demand condi¬
tions. At the same time, strong pressures
developed to limit the impact of the
Common Agricultural Policy on the food
component of inflation. While these
pressures existed in all EEC Members,
they were particularly evident in the Un¬
ited Kingdom.

Agricultural policy responses in North
America during 1977 were striking in the
degree to which they differed from those
adopted by the EEC. In both Canada and
the United States, minimum price

guarantees were increased across a wide
range of commodities though for dif¬
ferent reasons. In Canada the increase in

price guarantees was automatic since
they are set according to a formula con¬
tained in the Agricultural Stabilisation
Act of 1975. This legislation provides

Overall consumer price changes
Consumer food price changes
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price support to keep farmers in business
when farm receipts for a particular com¬
modity are low or when costs are not
covered by market prices. In the United
States, on the other hand, the price in¬
crease was the result of a policy shift.
Falling farm incomes arising from the
sharp expansion of grain production to¬
gether with a slowing down in the rate of
export demand plus substantial in¬
creases in production costs resulted in
strong pressures in 1977 for compensa¬
tion in theform of higher minimum price
guarantees. The Food and Agriculture
Act of 1977 responded to these demands
by raising minimum support levels much
closer to estimated costs of production
than under previous legislation. This Act
also initiated a grain reserve which re¬
flected the government's strong desire to
reduce the vulnerability of the United
States to shocks from abroad without

having to fall back on such policy instru¬
ments as export controls. The United
States however has made clear in its 1978

set-aside programme that grain reserves
will not be used to hide longer-term pro¬
duction surpluses. To further reduce
output and to increase farmers' incomes,
the United States in early 1978 made the
following policy changes :

provided more attractive conditions to
producers for long-term cereal storage

provided payments to farmers who set
aside wheat, coarse grain and cotton land

raised price guarantees for soybeans.
At the international level the United

States has adopted a more favourable at¬
titude towards some commodity ar¬
rangements.

While Japan continued in 1977 to fol¬
low the policy strategy set down during
1974-75 to strengthen the security of
food supplies the continued excess of
rice led the government to tighten pro¬
duction control through a programme of
diverting production. On the other
hand, an increase in the government's
sales price substantially greater than the
rise in its purchase price reflected )apan's
intention gradually to reduce public ex¬
penditure on food support programmes
which presently takes 30 per cent of the
total national agricultural budget and to
encourage structural adjustment
through increased aid to investment and
the development of farm infrastructure.
Under increasing pressure to import
more because of overall trade balance

problems, the government announced
in December 1977 a set of measures de¬

signed to increase Japanese imports of
meat, fruit and dairy products. In part
this was done through advancing tariff
reductions intended to be a part of its
concessions at the GATT Tokyo Round

Imposition of the 200-mile coastal economic zone by major countries is causing difficulties
for the Japanese fishing industry, but fish is thought likely to remain the protein

staple of the Japanese diet.

now being negotiated in Geneva. Japan
also announced expansionary measures,
in September 1977, designed to stimu¬
late overall economic growth and
domestic consumption. Implementation
of the 200- mi le coastal economic zone by
major countries is expected to impose
new constraints on the Japanese fishing
industry which provides one-half of ani¬
mal protein intake. Butthe possibility of a
decrease in total catch with its likely re¬
percussions on the demand for livestock
products has not really been assessed.
Because of the traditional Japanese food
consumption pattern, however, it ap¬
pears likely that the government will
promote more efficient use of the pres¬
ent catch and further development of its
own coastal fishing grounds rather than
encourage a shift towards meat con¬
sumption.

As in most other smaller OECD coun¬

tries, the recovery of economic activity in
Australia and New Zealand was con¬

strained by the relatively tight policies
maintained in 1977 in order to combat

inflation and balance of payments dis¬
equilibrium. In Australia price support
did not increase much in 1977. While this

was primarily due to fiscal constraints, it
was also related to unpromising pros¬
pects for some agricultural exports.
Where additional expenditure was pro¬
vided, it tended to be for adjustment as¬
sistance and for tariff compensation : in
Australia, compensation to farm expor

ters for higher costs arising from tariff
protection for industries competing with
imports has now been accepted as one of
the grounds for giving assistance to the
farm sector.

The extremely difficult balance-of-
payments situation which has faced New
Zealand since the latter part of 1975 has
given rise to a number of selective meas¬
ures designed to encourage the transfer
of resources into export or import-sub¬
stitution industries. Because agriculture
is the dominant earner of export income
in New Zealand, assistance was also gi¬
ven to agriculture to increase output in
1977 primarily through expanding a
Livestock Incentive Scheme introduced

the previous year.
Wider macro-economic considera¬

tions also had a strong influence on the
direction of agricultural policies in the
other OECD countries. In the Mediterra¬

nean, the primary focus was on the dif¬
ficult balance-of-payments situation
shared by all Member countries in that
region: when measured in relation to
GDP, the current account deficits of

Portugal, Spain, Greece and Turkey were
the highest in the OECD area. Despite
differences in emphasis, higher priority
in all these countries was given to in¬
creasing production of traditionally im¬
ported farm products. This policy which
was also designed to help alleviate rural
unemployment, was linked to land re¬
form measures.
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Farmers have been encouraged to store wheat on the farm, and this has contributed
to the recent strengthening of cereal prices. Above : Dairy farm on the Bay of

Quinte in Canada.

In the Nordic countries, agricultural
policies continued to be closely linked to
overall price and incomes policies aimed
at reducing inflation through package
arrangements covering all sectors of the
economy. While consumer food sub¬
sidies continued to play an important
role in these arrangements, the need for
relatively tight fiscal constraints tended
to limit the size of these subsidies. The

possible exception is Norway where the
economy continued to expand strongly,
partly due to North Sea Oil.

Outlook for the Rest of 1 978

As 1978 unfolds, the agricultural policy
outlook will continue to be influenced

both by developments on agricultural
markets and by general economic condi¬
tions. It seems clear that the overall

economic setting will be one of only
moderate growth, and overall un¬
employment level for the OECD area
will rise. Moreover, the international

payments pattern will remain difficult to

equilibrate. At the sectoral level, agri¬
culture is again likely to be confronted
with a problem of surpluses, not only for
dairy products and sugar, but also to a
lesser extent for grains and beef.

Even though there is growing aware¬
ness of the dangers of relying too heavily
on prices to solve agricultural problems,

it is inevitable that this policy instrument
will remain the principal element in the
agricultural policies of OECD countries.
Countries are not likely to have the op¬
tion of relying solely on substantial re¬
ductions in administered prices to dis¬
courage excess production. Even so,
governments will continue to be under
pressure in their policies because of the
close link between price policy and in¬
come levels, concern about unwarranted

production, inflation and public expen¬
diture. What is likely is greater readiness
by governments to combine direct sup¬
ply control with restraint in the setting of
administered prices. In addition, gov¬
ernments are likely to put greater em¬
phasis to the extent that public expen¬
diture restraints allow on direct in¬

come transfer mechanisms to help
maintain relative income trends between

farm and non-farm sectors. To be suc¬

cessful, these mechanisms will have to

be designed so that they do not encour¬
age unwarranted production. To do this,
such programmes will have to focus on
family needs, ignore the return on re¬
sources and be administered for specific
target groups within agriculture rather
than to farmers as a group.

Although some countries may adopt a
more expansionary fiscal stance in 1978,
the pressures to limit public expenditure
on agriculture will continue to be strong.
Whether or not agriculture will receive a
larger share of public expenditure than in

1977 will depend primarily on its ability to
identify areas for investment where
overall national returns compare favour¬
ably with all other alternatives on an
economy-wide basis. With relatively
high unemployment and capacity un-
der-utilisation in the non-farm sector,

there may be a case for seeking assis¬
tance to maintain resources in agricul¬
ture rather than having them transfer to
the non-farm sector where they will be
unused at least in the short-term. The

merits of such a defensive policy would
be strengthened if combined with at¬
tempts to switch resources away from
agricultural products in structural
surplus.

In 1978 then, agricultural policy-mak¬
ers will have to be more selective and

precise in defining the specific targets,
commodities and projects that will re¬
ceive attention.

At the international level, the likeli¬

hood that policy makers will continue to
be faced not only by agricultural prob¬
lems supply management and farmer
income maintenance but also by gen¬
eral macro-economic ones means that

international negotiations in 1978 will be
complicated by the apparently limited
scope for accommodating legitimate de¬
sires. As a result, when looking at
domestic problems, policy-makers will
have to take an extremely realistic view of
the extent to which solutions can be

found abroad.
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Cereals

Harvest estimates are necessarily un¬
certain, based as they are in part on

seedings just carried out or which have
not yet taken place and dependent on
the hazards of the weather until actually
harvested. But with these reservations, a

partial recovery in world wheat produc¬
tion after last year's 32 million tonne fall
is forecast by FAO. This is despite lower
seedings and hence expected lower pro¬
duction in the United States, mainly as a
result of the set-aside programme. Good
crops are forecast for Europe, the USSR,
India and many developing countries.

Coarse grain production is again ex¬
pected to expand slightly. Only a small
reduction is forecast for North America

following last year's very large crop, the
United States set-aside programme not
being expected to have a marked impact
on production. Harvesting is under way
in the Southern Hemisphere; although
drought conditions in many countries
have eased, slightly lower production
seems likely there. The hopes of slightly
higher world production, in fact, depend
largely on the USSR, where last year
coarse grain crops were 20 per cent be¬
low the high 1976 figure, and on the Far
East. But with harvests still several

months away, the realisation of these
hopes is heavily dependent on the
weather.

These forecasts of heavier crops have
not, as so often happens, had a depres¬
sing effect on prices in the international

,- .

market. Indeed, there has been a rising
trend ever since about last September.
For example, the Chicago wheat price on
20th April was $ 3.22 a bushel ($ 118 per
tonne), compared with only $ 2.15 a
bushel ($ 79 a tonne) on 22nd August
1977. The upward movement was quite

marked in March. Reasons include the

influence of higher demand on world
markets (e.g. purchases by the USSR and
China), a degree of success for United
States measures to persuade farmers to
keep their stocks off the market, and, for
coarse grains, the influence of a fairly
sharp rise in soyabean prices.

Dairy Products

Milk production continues to increase
in OECD countries. Data for the first

quarter of 1978 show that in general the
trends evident in 1977 remain un¬

changed ; production in 1977 was about
2 per cent up on the previous year. It is
rising in the EEC countries by about3 per
cent in 1977 sharply in some of them
(Ireland, the United Kingdom) despite
the measures being taken to check the
rise. The United States has also recently
joined the ranks of countries expanding
milk production, and 1977 saw a 2 per
cent increase. Canada showed a rise of

the same order of magnitude, but

MOST RECENT FIGURES ON PRODUCTION OF MAIN

AGRICULTURAL PRODUCTS
million tonnes

WHEAT 7976 7977

1978

Fore¬

cast

BEEF AND
VEAL 7976

7977

Prov.

1978

Fore¬

cast

Far East 82 80 84 North America 13.26 12.90 12.38

Near East 32 29 32 Japan 0.30 0.36 0.35

Africa 8 6 8 Oceania 2.57 2.56 2.31

Latin America 19 12 16 OECD Europe 8.41 8.31 8.40

North America

Europe and USSR
Oceania

82

183

12

418

75

174

10

386

68

186

11

405

of which :

European Community
Other countries

6.45

7.96

6.37

2.00

6.30

2.70

WORLD TOTAL OECD 24.54 24.13 23.44

Source: FAO Food Outlook. March 1978. Source: OECD

1976 7977

1978

Fore¬

cast

COARSE
GRAINS MILK 7975 7976

7977

(prov.)

Far East 117 116 120 North America 60.0 62.3 63.7

Near East 21 21 21 Japan 5.0 5.3 5.7

Africa 44 44 45 Oceania 13.0 12.5 12.0

Latin America 52 58 56 OECD Europe (1) 131.4 133.6 137.0

North America

Europe and USSR
Oceania

215

249

6

704

224

240

5

708

215

252

6

715

of which :

European Community
Other countries

99.8

31.6

707.7

32.5

104.0

33.0

WORLD TOTAL OECD 209.4 213.7 218.4

Source: FAO Food Outlook. March 1978 Source: OECD (1) Including Yugoslavia.
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NT FIGURES

IN AGRICULTURAL PRODUCTS

STOCKS AT 1ST MARCH

OF BUTTER AND SKIM MILK

POWDER IN CERTAIN OECD

COUNTRIES
Thousand tonnes

7976 7977
1978

(prov.)

BUTTER

United States 8 43 96

Canada 31 1 6 27

Australia 39 42 36

New Zealand 48 52 n.a.

European
Community (1) 250 353 359

SKIM MILK

POWDER

United States 209 213 315

Canada 156 117 41

Australia 106 37 26

New Zealand 275 195 121

European
Community (1) 1240 1070 979

(1) Nine countries
Source: OECD.

n.a.: not available

whereas the trend in the United States

showed signs of levelling out in the first
quarter of 1978, the rise in Canada step¬
ped up. Japan has become a significant
dairy producer, with output in 1977 bet¬
ween that of Australia and New Zealand.

But whereas in Australia there is a long-
term decline in dairying and variability in
New Zealand (mainly induced by the
weather), production in Japan moves
upwards year by year. The smaller Euro¬
pean countries generally are keeping

Live cattle are inspected by veterinary specialists in Denmark before being exported to other
European countries.

their production reasonably stable, or
even reducing it some.

The new season began with butter
stocks at high levels in the EEC and the
United States ; stocks of skim milk pow¬
der were also high in these countries
and, to a lesser extent, in New Zealand.

Measures taken by the Community to
check the growth of production and to
stimulate consumption of dairy products
generally has meant that the stocks have
ceased to grow, whereas in the United
States they are rising rapidly, though the
level is still very much smallerthan in the
Community.

Beef and Veal

Production of beef and veal is con¬

tinuing to decline in most OECD coun¬
tries from the cyclical peaks reached in

Continuous butter production in Taranaki, New Zealand.

1975 and 1976. The rate of decline varies

from area to area, however. The sharpest
declines are in North America and

Oceania, and the cycle is not expected to
reach its low point in these countries un¬
til 1979 or 1980. In the EEC, however, only

a marginal decline in production is ex¬
pected in 1978 with an upturn in 1979
although there are variations from coun¬
try to country in the amplitude and tim¬
ing of the cyclical fluctuations. In par¬
ticular, production in the United King¬
dom is expected still to be falling sharply
in 1979. In other European countries
taken as a whole, production was already
virtually back to its 1975 peak by 1977
largely as a result of higher production in
Yugoslavia and a more substantial in¬
crease is expected in 1978.

As regards trade in beef and veal the
prospects are better for prices than for
quantities. The downturn in production
in North America is sharpest for the types
of meat used for hamburgers, the outlet
for much of the beef imported from Au¬
stralia and New Zealand. Prices are al¬

ready rising and seem likely to continue
upwards. But the quantities which can be
imported are limited by Government de¬
cisions. In the EEC there are large quan¬
tities in intervention stores, so that total

available supplies in 1978 will be greater
than in 1977; thus the outlook is against

any increase in imports. Japan is another
important import market but limited by
quotas. Though there are some hopes
that the allocation for 1978/79 will be in¬

creased, the extra imports are not likely
to be very large.
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PART-TIME FARMING

In every developed country in the world more and more farmers are seeking some activity which takes them
off their farm for at least part of the time. The phenomenon is not confined to small farmers with

insufficient work on the farm to keep them fully occupied: even large farmers may spend much of their
time off the farm. Between 40 and 60 per cent of all farmers in OECD countries derive more than

half their total income from non-farm sources.

A new OECD study (I) examines this development, and asks: What makes farmers take up off-farm activities
in the first instance? What is the impact of these activities on the farm, and on the family?

Is part-time farming more prevalent in certain regions, or in certain types offarming situations?
Is it beneficial from the point of view of the rural community, the environment and the quality of life
of the community as a whole ? What is the impact on agricultural production ? On the formulation of

agricultural policies ? On the relationship between farmers who work full-time on their farms and those who
divide their time between two cultures a rural and an urban one ?

In almost all OECD countries studied, the number of persons engaged
in agriculture has been continuously falling. The number of farms,
however, has declined much more slowly. Farm operators, more

than hired hands or family workers, are reluctant to give up their farms
which represent for them a home, a secure property and a place to work.

At the same time the proportion of farmers engaged in non-farm work
has increased in almost all countries. The study by OECD shows that

farmers who mainly depend on non-farm work account for 40-45 per cent
of the total in Austria, Germany, Norway, Switzerland and the United
States and as much as 60 per cent in Japan ; in the other countries 17 to 34
per cent of the farmers have supplementary incomes. In several coun¬
tries, the proportion of such farmers has increased rapidly within the
smaller farm-size groups, and indications are that non-farm earnings
represent an increasing share of total farm-family income. On the other

hand, the increased profitability of farming in 1972/73 and the economic
recession which started in 1974 have tended to slow down the trend

towards part-time farming.

The primary motive for farmers, especially small farmers, undertaking

some form of non-farm work is the desire to obtain a greater family
income. There is a limit to the profit that can be extracted from a small
plot of land, however efficient the farmer, and he sees other people able
to afford luxuries which he can never obtain from farm income alone.

Alternatively the farmer may see his future in terms of decades of struggle
to pay off the farm mortgage, to buy adequate equipment for the farm, to
furnish the farmhouse properly and to rear a family the extra income
from a second job may, thus appear to be an ideal solution to his
problems. Often, especially as the children grow up, a farm which

provided full employment for the parents does not provide enough work

for an entire family, and, in most cases, it cannot support two families
when the children marry. Here again, off-farm employment may be the

solution until the parents get older and start to take life more easily. For

the large farmers, many of whom already have rather high farm incomes,

extra income may be less important as a motive than the additional
challenge and variety provided by off-farm activities.

In some cases the acceptance of off-farm employment may be consi¬

dered as a first tentative step towards giving up the farm itself, the idea
being to try a new kind of work for some time, and, if it is found to be

acceptable, to move into the town and cease to farm. More frequently the

farm is seen as something which should be retained permanently. There is
an intangible psychological benefit from actually owning some farm

land; and in pure economic terms, especially in times of rapid inflation,
land is a sound investment. Many farmers with off-farm work feel that

there is some advantage in their children being brought up in rural

surroundings ; and similarly they look forward to having somewhere to

retire to in the country. The farm also gives them a feeling of security

should they find themselves without a town job and can provide a source

of home-grown food.

In practice, however, it is found that, once people start on dual-

jobholding, it tends to be a permanent situation as far as the individual is

concerned. It is rather rare for the son of a part-time farmer to continue in

his father's footsteps and keep the farm as well as working in town, so

that farms change hands with the change of generation, but not in

mid-generation.

Non-Farming Employment

The concept of a person combining farm and non-farm work is not

new in many areas it has been the normal pattern of rural life for
centuries. In the Scandinavian countries and Canada, for example,

forestry and farming have always been closely linked. This dual use of

labour suited both operations, as the peak labour requirement on the farm

is during the spring and summer, while autumn and winter are the peak

forestry months. The farmer could thus be away from the farm for several

months during the winter and leave his wife to do the necessary work with

the livestock. In other areas fishing and rural craft industries have been

used to supplement farm income.

During the past thirty years off-farm employment has undergone a

gradual change: instead of being done during the off-peak season on the

farm, or for an odd day or two at irregular intervals throughout the year, it
is being done as a regular full-time job. The farm work now tends to be

done by the farmer before he goes to work in the morning, in the

evenings, at weekends and during his annual holidays from his other job.

In many cases, the farmer's wife and children do some farm work during

the day throughout the year; but in others the farm tasks may be re-or¬

ganised in such a way that this is less necessary. The farmer is thus, as far

as his employer is concerned, a normal full-time employee, living in the

country, and perhaps somewhat less willing than other staff to do shift

(1 ) A General Report, Part-Time Farming, has just been published. A separate
volume on Germany, Japan, Norway and the United States is also available as is
a volume on Austria, France and eight other OECD countries.
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work, or work overtime. Usually the farmer starts work as an unskilled

labourer, but is reasonably quick to learn and thus becomes semi-skilled

or skilled. Many such workers are to be found in the building and

construction industry and in transport jobs which, as well as making

use of skills acquired on the farm, are often at the interface of town and

country and thus make journeys to work less arduous.

A very important factor making it much easier for farmers to work in

town has been the rapid development of transport facilities in many
countries since the war. Before the war an off-farm job usually entailed

long hours of going back and forth to work. Now the private or public
means of transportation make the burden less cumbersome for most

people ; in addition many firms now depend on rural areas for their work

force and provide transport for these employees.

This however, does not solve the problem of farmers living 60 miles or

more from the towns, who would for the most part find the daily journeys

too exhausting. There are still many cases where part-time farmers spend
up to four hours, or even more, every day commuting from farm to work
and back.

What Happens to the Farm?

Does the farm suffer while the operator is away working? Does his

wife have to work excessive hours ? Do his relations with his neighbours,

who farm full-time, deteriorate? Are resources used uneconomically on

his holding?

If there is severe underemployment on the farm, or when off-farm

work is fitted into off-peak periods, it may well be that the extra employ¬
ment can be fitted in when the farmer would not otherwise be employed

profitably. In Nordic countries, Alpine regions and where there is excess

family labour on the farm, for example, there need be no change on the

FULL-TIMES FARMERS AND DUAL

JOBHOLDERS IN 14 OECD COUNTRIES

(Per cent of total)

Full-time Dual jobholders

Class I Class II Total

Austria (1973) 45.8 10.5 43.7 54.2

Germany (1975) 45.2 15.3 39.5 54.8

Norway (1972) 34.4 21.5 44.1 65.6

Switzerland (1975) 48.6 9.1 42.3 51.4

Japan (1975) 12.5 25.4 62.1 87.5

United States (1969) 45.7 14.3 40.0 54.3

Belgium (1970) 56.7 9.1 34.2<a) 43.3

Canada (1970) 69.4 10.7 19.9 30.6

Finland (1969) 63.1 20.1 16.8 36.9

France (1970) 774(b) 5.8 16.8 22.6

Ireland (1972) 77.8 22.2

Italy (1970) 62.4 5.0 32.6(c) 37.6

Netherlands (1975)(d) 74.1 6.3 18.4 24.7

New Zealand 87.3

(a) 23.4%, not counting retirement farmers.
(b) 56.6%, if one excludes 20.8% underemployed farmers .
(c) Of this group, 29.5% work part-time on other farms.
(d) Not including "special holdings" (1 .2 %).
Notes :

Full-time farmers, in practice, dépend entirely on farming for a living (in some
cases, a small amount of non-farm work is done).
Dual jobholders are engaged both in farming and in non-farm occupations :

Class I '.farmers who depend mainly on farming for a living, without being
counted as full-time ;

Class II .farmers who depend mainly on non-farm occupationsfor a living.
For details with respect to classification and definitions, see: OECD, Part-time
farming in OECD countries.
Source: OECD, Part-time farming in OECD countries.

farm. In most cases, however, some adjustment must be made. During
the initial period while the off-farm work is still being given a trial, the
farm family may be under considerable strain. On a dairy farm, for
instance, it may be necessary to adjust milking times so that the farmer
can attend to this chore before leaving the farm in the morning, and after

returning in the evening. Or his wife may have to do it during the day.

This may prove an excessive burden on a small farm unless some paid
labour can be employed.

As a rule, however, once the new daily routine is established and

accepted as a permanent feature of life, adjustments are made to the

farming pattern. The dairy herd may be replaced by a beef herd, which is
less demanding as far as labour input is concerned. A wide range of
cropping enterprises may be replaced by a simpler pattern with lower
labour requirements. In general the farm thus becomes more labour

extensive, and there is frequently a fall in the value of production sold
(but input costs are also reduced) resulting in a somewhat lower net farm
income.

Frequently, however, farmers who have off-farm employment are
located just outside towns and thus have a ready market for certain

speciality crops which may be labour intensive. They may thus decide

that a rational use of the available labour is to grow these products for the

local market. In other cases, a wide variety of commodities is produced

mostly for home consumption, and the amount of produce sold off the

farm may be relatively small.

Before any such adjustments to the reduced labour supply, the farm

family members almost inevitably work longer hours than previously,
and frequently more than they could continue to work on a long-term

basis. Normally, after a year or two at the most, the work load is reduced

to a manageable level. In certain countries and areas, however, farmers

seem to be reluctant to make any change and permanently have an

excessive work load, with detrimental effects on their health and family

life. It is difficult to determine just why this should happen in certain

regions, since, in others an apparently more rational adjustment in labour
utilisation is made.

Socio-Economic Aspects
The change from full-to part-time farming in areas where not many

people have off-farm employment does sometimes lead to a re-adjust¬

ment of relations with neighbours. There is often an element of suspicion

about the change. Will the farmer, with his new source of income,

introduce a new element in price bargaining with authorities ? Will his

farm income lose interest for him and lead him to undercut his neighbours

in selling his produce? And, often the most important question: will the
new source of income enable a farmer with a non-viable farm to stay in

agriculture and thus hold on to the land which his neighbours had hoped

they could acquire to enlarge their farms? On the whole, after a little

initial friction, the part-time farmer is accepted as part of the farming

community and often a valuable part.

On the commercial front there is often the tendency for the farmer with

off-farm work to buy things which he could previously not afford. The

buildings may be repaired, the farmhouse improved and new machinery

and equipment purchased for the farm. In some cases the equipment may

be a " luxury " purchase, but it may be easier to justify the purchase of new
equipment than would otherwise be possible on the grounds that reliabil¬

ity is vital to a farmer who has only limited time to run his holding. On the

other hand it is often found economic to arrange with neighbouring

farmers to do much of the cultivation on contract; in this way he provides

an additional source of income for his neighbours, as well as getting his

own work done more economically.

The part-time farmer normally brings additional purchasing power into

a rural community. Without the extra source of income, the non-viable

farmer might have moved to the town. With the extra income the family is

enabled to continue to live in the country; to spend money in the rural

sector; to require services which it is uneconomic to provide when

demand falls below a certain minimum level and generally to contribute
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to the viability, both economic and social, of the countryside. In addition

a part-time farmer continuing to live in his house on the farm makes it
unnecessary to provide either new housing for him in the town or the

infrastructure of schools, hospitals, roads, electricity, gas supplies, etc.
which would otherwise be necessary.

Regional Aspects
The incidence of part-time farming clearly varies considerably from

one part of a country to another depending on transport facilities, near¬
ness to town, farm structure, soil fertility, climate, topography and many
other factors which influence the decision of individual farmers. In this

context farmers fall into two groups ; those who farm near urban-indus¬
trial centres and those away from such centres.

Off-farm employment for farmers living in urban areas means a strong
outflow of labour, but not an outmigration of people; so the rural

population remains sufficiently large to support community services. In
areas where conditions are favourable to farming, and farm size is

suitable, the farmer who takes on an off-farm job tends to give up the

farm, which is amalgamated with another farm and thus continues to be
farmed full time.

In most countries a large part of the land is remote from urban-indus¬
trial centres. Such areas lack employment outside of agriculture except in
services for the agricultural community ; much of the labour force is
employed in primary industry ; the population is often on the decline and
the economic base of community services is being eroded.

The decline in the labourforce in such regions can be very rapid ; and as

the population declines those providing other services leave the area.
Community activities may continue for a time but eventually, as the rural

population ages and ycung people leave, they disappear. This in turn
makes it difficult to maintain a cultivated landscape and water and soil
conservation, etc.

The tourist has recently been the salvation of some of these areas of low
farm-income. In the Alpine areas a considerable amount of off- farm work
has been generated by the boom in winter sports and the provision of
accommodation in the farmhouse has been an additional source of in¬

come to the farm family. There has also recently been a steady increase in
rural holidays elsewhere, and increased demand for facilities for riding,
fishing and other country pursuits. Farmers have been able to benefit
financially from this the gain often being sufficient to slow down the
outmigration from areas of touristic interest.

Outlook for the Future

There seems to be little reason to foresee any major change in the trend

towards part-time farming. In absolute terms the numbers may decrease

as the total number of farmers falls off. But the proportion of farmers

doing off-farm work will increase, especially those working more than
half their time off the farm or receiving more than half their total income

from off-farm sources. The trend is also towards more farmers with large
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holdings taking up off-farm employment and this can also be expected to
continue.

Naturally there will be some short-term fluctuations in the trend. Since

one of the motives for seeking off-farm work is to increase family
income, profits from certain types of farming will be high when com¬

modity prices are high and farmers will delay seeking off-farm work for

a few years. Likewise, when there is an industrial recession dual-job¬

holders may lose their off-farm jobs and become full-time farmers again
and those seeking employment may not be able to find any.

Also in the future, farmers who cannot make ends meet on the farm

will be faced with a difficult choice: either to stop farming or to take a

second occupation as well. The speed and direction of the structural

change involved will depend on the differential between farm incomes
and incomes in others sectors of the economy, as well as on the availabil¬

ity and location of the non-farm jobs.

The development of part-time farming will vary from region to region.

For example, in poor farming areas which are near expanding provincial

centres an increase in part-time farming of a non-traditional kind can be

expected, as small farmers want to seize new job opportunities without
being willing, for the time being to give up the security of their farms. In
remote areas the exodus of small farmers will normally continue if no

special measures are taken to create new employment in industry or

tourism. Around the cities a fringe of small part-time producers of
speciality products such as vegetables and flowers is likely to persist
side-by-side with modern farms. It appears from the study then that

part-time farming should not be seen as a transitional phase in the

structural adjustment of the farming sector but that part-time farming as a

whole is likely to gain in relative importance.

One factor which, in many countries, has an important bearing on the

future development of part-time farming is the employment situation

within agriculture. For many years the agricultural labour force has been

decreasing, the main decline being among agricultural employees and

family members, while the farmer himself remained on the land. The

position is now being reached where the majority of the farms are being

run without paid labour, but mechanisation and simplification of farming
systems is reducing the demand for labour still further. In these cir¬
cumstances the farmer's reaction is often to increase investment in still

more labour saving equipment and seek part- or full-time employment

elsewhere for himself. There is no reason to expect a reversal of this
trend .

Policy Considerations

Part-time farming is a form of structural adjustment which has been

taking place practically without government intervention and govern¬

ment attitudes towards it depend to a great extent on the compatibility of

this phenomenon with broad agricultural policy goals.

A definite gain from dual-jobholding is the greater mobility of labour

although its transfer is, of course, not complete. Through second jobs,

surplus labour is used more productively and the regional income is

raised. On the other hand, the effect of holding on to the land by a large

number of part-timers limits the supply of land which could be purchased

or rented by .full-time farmers who want to enlarge their holdings. Mainly

for this reason there is a degree of discrimination against part-time
farmers in certain structural reform measures, especially in the better

farming areas.

As a result of relatively high non-farm incomes, which may include

social payments, the number of farm families with real income problems

is much lower than has often been assumed. In devising an income policy
for agriculture therefore off- farm income should be taken into account.

Also some of the upward pressure on farm prices caused by the desire to

help large numbers of low income farmers may be removed by the
existence of off- farm earnings.

Part-time farmers sometimes pose problems for social security systems

in countries where special schemes are in operation for farmers, self-

employed persons and others. Dual-jobholders are in some cases dis¬

criminated against with respect to pension rights (especially if combined

with structural measures) and unemployment benefits.

In recent years more attention has been paid to the role of agriculture in

maintaining a minimum population and a viable infrastructure in less-

favoured and mountainous regions. It is realized that farmers, and in

particular part-time farmers, can make a useful contribution towards

these aims. A comprehensive approach is necessary if economic life in

some of these regions is to be maintained which may mean encouraging
the establishment of industries that harmonise best with the skills and

schedules of the farming population.

From the environmental point of view, the possible role of part-time

farmers in landscape conservation and services to tourism is increasingly

appreciated.

It is almost impossible to strike a balance between the positive and

negative aspects of part-time farming. Dual-jobholding occurs in almost

all trades and professions. In the case of farmers, it corresponds to the

wish to improve their standard of living often at the sacrifice of long
working days without giving up the security of owning a house and other

assets. Viewed in this way part-time farming can be considered as an

acceptable, if not a lasting solution for many farm families who would
otherwise have been forced to give up their farms after a period of poverty
and great mental stress. Thus it seems that part-time farmers have a

rightful place in a comprehensive policy for all people living and working
in the countryside.
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