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1979 -A YEAR OF DECISION

FOR DEVELOPMENT

The North-South dialogue reaches a critical stage in 1979 with UNCTAD V in May and other Un¬
ited Nations-sponsored meetings including one on science and technology and one on rural develop¬
ment. Throughout the year there will be preparations for the Special Session of the United Nations
General Assembly which is to take place in mid-1980 to consider a strategy for the third development
decade. Within OECD, discussions on the North-South dialogue are intensifying with the elements of
the strategy as the focal point.

In December a symposium was jointly organised by the Parliamentary Assembly of the Council of
Europe and OECD so that development problems could be discussed by the parliamentarians whose
views will be so important in determining the final results of the dialogue. Highlights of the meeting
follow.

CENTRAL ISSUES IN

THE NORTH-SOUTH DIALOGUE
by James Grant, President

Overseas Development Council1

The central issues in North-South relations at this time are

twofold. First, to what extent is the North now dependent on

the South for its prosperity? In 1960 or even 1970 most in¬
formed observers would have said the North can prosper regardless of

the progress of the South. Today, I think most would say it probably
cannot.

The second major issue is the feasibility of overcoming the worst

aspects of absolute poverty by the end of this century. Again this is a
question which, if raised in 1960 or 1970, people would clearly have

answered that it could not be done. Today, people are more inclined to

say, yes, it probably can be done, given the political will.

Seven Conclusions

Seven principal conclusions emerge from the Overseas

Development Council's analysis of the present situation. First, that

the international economic system is no longer working well for either

the North or the South. In our judgment, unless there are major

structural changes, the industrial democracies face the prospect

through the 1980s and 1990s of persistent high inflation and slower

growth.

Second there is a consensus emerging that a return to satisfactory

economic progress with lower inflation in the industrial democracies

depends on far greater cooperation with and involvement of the

developing countries of the South than is currently the case.

Third the most basic human needs of some 800 million people are

not being met at this time. It is worth remembering that this number is

actually considerably larger than the number of people in absolute
poverty twenty years ago. It is a smaller percentage of the total, but

the total number is larger. The consequences of this I think are

brought out most dramatically when one looks at children's deaths ar¬

ound the world. In 1975, 15V2 million children of four years or less
died in the world. Of those I5V2 million, 15 million died in developing
countries. And of that 15 million approximately half died from causes
associated with hunger and malnutrition.

Fourth if the worst aspects of absolute poverty could be overcome
worldwide by the year 2 000, this would mean ten million fewer people
dying each year and some 15 to 20 million fewer people being born
each year.

Fifth the OECD area can generally be put into the category of not
yet having made up its mind on exactly what to do on North-South

and development cooperation issues. There is increasing vision in the
rhetoric of leadership, but the action continues to lag.

Sixth in our judgment it is very unlikely that there will be sustained
progress on either the economic set of issues or the basic human needs

set of issues unless the two go together. Without the moral humanita¬

rian impulse expressed in a mutually reinforcing way, we think it un¬
likely that there will be forward economic movement.

Seventh there is need for a new "statecraft" in the last decades of

this century analogous to that which emerged in the late Forties and

early Fifties when the OECD countries were suddenly confronted with
a new set of major political and economic realities. This new foreign
policy must accommodate the new forces on the world scene.

The Third World: an Engine of Growth

What is the economic stake? One of the striking developments of

(1) Invited speaker. The Overseas Development Council is a private, non¬
profit body concerned with development research andpublic information and
located in Washington D.C.



1. THE SOCIO-ECONOMIC SITUATION OF 37 LOW INCOME COUNTRIES IN 1976

Country
GNPper

capita

(dollars)

Population
(million)

GNPper

capita growth
1960-1976

(per cent)

Physical Quality
ofLife Index
(PQLI)O)

Absolute poor
as per cent of

totalpopulation (2)

South Asia Bangladesh
Burma

Nepal
India

Afghanistan
Pakistan

Sri Lanka

110

120

120

150

160

170

200

80.4

30.8

12.9

620.4

14.0

71.3

13.8

0.4

1.1

0.7

1.6

0.4

2.9

1.7

35

51

25

43

18

38

82

75*

55

36

63

34

22

Africa

South Sahara

Ethiopia
Mali

Rwanda

Somalia

Upper Volta
Burundi

Chad

Benin

Malawi

Zaire

Guinea

Niger
Lesotho

Gambia

Tanzania

Madagascar
Sierre Leone

Central African Empire
Kenya
Uganda
Togo
Sudan

Cameroon

Mozambique
Mauritania

Senegal

100

100

110

110

110

120

120

130

140

140

150

160

170

180

180

200

200

230

240

240

260

290

290

310

340

390

28.7

5.8

4.2

3.3

6.2

3.8

4.1

3.2

5.2

. 25.4

5.7

4.7

1.2

0.5

15.1

9.1

3.1

1.8

13.8

11.9

2.3

15.9

7.6

9.5

1.4

5.1

1.7

1.0

0.3

-0.7

1.1

1.6

-0.6

-0.2

3.5

0.9

1.2

0.3

4.7

3.8

2.6

-0.4

1.3

-0.1

2.2

-0.2

3.4

0.6

2.2

0.7

4.1

-0.1

19

14

25

19

16

22

18

23

30

28

20

13

48

25

27

41

27

18

39

34

25

35

25

24

14

24

75*

75*

75*

75

75*

75*

75*

75*

62

60

70

67

68

45

54

52

39

53

43

64

43

43

33

34

(36)

Indonesia 240 135.2 2.3 48 51

Yemen, Dem.

Egypt

280

280

1.7

38.1 1.8

27

42

Haiti 200 4.7 0.1 32

For reference :

Sweden 8 670 8.2 3.1 97 * *

Ceiling value. Computed value equal to less than 5 per cent.

(1) The Physical Quality of Life Index (PQLI) created by the
Overseas Development Council measures life expectancy, infant
mortality and literacy on a scale of 1 to 100. The level that equals
overcoming the worst aspects of absolute poverty is roughly 75-77.
(2) "A bsolute poor " represents an attempt on the part of the

OECD Secretariat to measure on an internationally comparable
scale the numbers of people in each country whose per capita in¬
come is below the level at which, in that country, it is possible to

secure the minimum requirement of life essentially nutrition,
clothing and shelter.

the past five or six years is the very substantial increase in the

importance of trade with the developing countries and especially
of manufactured goods. In 1976 the OECD countries exported

$ 123 billion of manufactures to the developing countries and imported
about $ 30 billion for a net balance of more than $ 90 billion.

A second major economic impact that is only now beginning to be

recognised is the tremendous potential for relations with the South

affecting not only the GNP and employment but also the rate of infla¬
tion in the North. At the time of the food and oil crisis everyone was

aware that rising commodity prices contributed substantially to infla¬
tion worldwide. What is not well known is that, as we look ahead to

the 1980s, it appears as if rising demand in the developing countries

will recreate some very major pressures on the price front on the

food price, for example. As we look down towards the end of the next



decade, continuation of present trends means that grain exports from
North America will need to increase from about 100 million tons per
year to about 200 million tons. North America does not have the

capacity to grow this amount of additional grain without a very sub¬
stantial rise in the cost of production.

At the same time throughout the developed world there is no longer
much idle land or, if there is idle land, it is lower yielding, water is
scarcer and all the inputs bring diminishing returns. On the other

hand, the unutilised agricultural potential is in the developing
countries. India, for example has the same cultivated acreage as the
United States; its basic potential for growing food, acre for acre, is

higher than the United States, but today they get only 120 million tons

of grain out of the same land from which the United States gets 250
million tons. If India could overcome its financial and institutional

problems, it should be producing 300 million tons of grain a year at
current price levels. Over the next ten to twenty years, the world ought
to be increasing grain production in places like India and Argentina if

we want to keep prices down. A very similar situation exists in energy.

The third area that we are just beginning to recognise is how impor¬
tant the import of manufactured goods is in keeping prices down in the
United States. Robert McNamara, President of the World Bank

dramatised this last fall by pointing out that in the United States the

wholesale price index over the past five years has gone up 66 per cent.
In textiles where, despite non-tariff barriers, there is a considerable im¬

port pattern, they only went up 26 per cent. In household electronics

radios, television sets where there are many fewer restrictions,
prices in the last five years have actually dropped.

The North has been very apprehensive about commodity
agreements in dealing with the South; the Overseas Development
Council ran a major computer study to find out what would have

happened if there had been commodity agreements from 1963 to

1972. We discovered that over this period the developing countries
would have gained about $ 5 billion extra by having such agreements,
but the United States would have gained $15 billion.

This makes it very clear that with the right kind of cooperation with
developing countries there is great potential for the South becoming an

engine of growth for the future as well as for helping to cope with
inflation.

Absolute Poverty and Basic Human Needs

It is quite clear that existing patterns of development are ineffective
in addressing basic human needs and that it would take the low-

income countries a century of very rapid growth to reach the present
level of Western Europe. Some more effective means needs to be

found to address the problems of the very poor. Even in the middle-
income countries which are growing faster than Europe or North
America ever did, large groups of people are being left behind, more
so than when Europe industrialised.

It is striking, however, that some countries with very low incomes
have made spectacular progress in meeting basic needs. In addition to

China, there is a series of countries that have done quite well in this
regard South Korea, Taiwan, Singapore and some other Asian

countries that have combined a set of market economy approaches
with income redistribution in a way that has brought dramatic im¬
provements in well-being. Income disparity in Taiwan is one half that

of the United States. And even though their per capita income is very
low, their life expectancy and infant mortality show a better record
than that of Washington D.C.

Another country that has done extremely well in meeting basic
needs is Sri Lanka (table 1). With a per capita income of $200 it now
has life expectancy, infant mortality and literacy rates that the United
Statps did not attain until about 1940. In each of these cases the com¬

mon feature is an extraordinary amount of political will to address the
needs of the very poor. The real question is how to recreate the same

kind of political will in other countries not only those of the South
but those of the North.

We are at a time of decision. The question is what are we going to
do on North-South issues. So far the feeling that one gets is that there
is, among the leadership both in the North and the South, a vision of
the potential of mutually beneficial cooperation. The key issue is how
to translate this vision into action.

A THIRD-WORLD VIEW
by IqbalAkhund,

Ambassador of Pakistan to France (2)

The concept of the New International Economic Order was

launched in 1974. Despite the controversy it provoked, un¬

animous agreement was reached a year later to open

negotiations on an agenda consisting of a comprehensive range of

issues in five priority areas. For some 18 months negotiations were

carried on in Paris at the CIEC which, when all is said and done, was

a failure. The present position is that negotiations on most issues are

deadlocked or marking time. In place of the promised increase, there

has, in real terms, been a decline in the transfer of resources to

developing countries. Reform of the international monetary system is

stalemated. The trend in trade seems to be towards protectionism.

Meanwhile, the OECD has forecast some slowing down of the rate

of inflation and an improvement in the balance of payments situation

in 1979. But for the oil-importing developing countries, there is no
relief in sight. They reduced their deficit of payments from $38 billion
in 1975 to around $25 billion in 1977, but only by foregoing essential

imports and cutting down on their already low economic growth rates.

Their total indebtedness is approaching the figure of $250 billion and

continues to grow. The consequent increase in debt servicing liability
which now accounts for 20 per cent of their total export earnings

evidently further depresses their growth prospects. Their share of
world industrial production has remained static at about 7 per cent for
decades and, in world trade, declined from about 25 per cent in 1960
to 17 per cent in 1975.

The Basic Needs Approach

Even those in the developed countries who recognize the reciprocity
of interests with the developing countries make the plea that, because
of unemployment and inflation at home, their electorates will not take

kindly to bold new initiatives, requiring further sacrifices. The Third
World is, therefore, advised to eschew its " unrealistic" demands so

that the economically essential may be reconciled with the politically
feasible. It is suggested that, instead of trying to close the gap between
the rich and the poor countries, the developing countries should

(2) Invited speaker.



Left to right: Hans de Roster, Emile vanLennep and Iqbal Akhund.

devote their efforts to meeting the basic needs of their people, closing

the gap between their own rich and the poor, and use more labour-
intensive forms of technology. In this view, foreign aid should aim at

achieving these modest and worthwhile goals; for more ambitious
programmes of industrialisation, the developing countries should look
to the transnational corporations, with their unique combination of
technological know-how, management skills and capital.

The developing countries find it difficult to accept the two-fold
assumption that is implicit in the basic needs approach. First, that the
developing countries need to put their own houses in order instead of
seeking to remove inequalities among nations. The fact of the matter
is that the two objectives are inter-linked. The absolute poverty of
developing countries is neither the result of a moral failure on the part
of mankind, nor the consequence of a natural distribution of the

factors of production. It cannot be removed by distributional justice
alone nor will it disappear through the normal working of the existing
system. The richer countries are able to attract investment capital and
brains, even from developing countries. Furthermore, they are able to
invest heavily in research and development and thereby to ensure the
continuance of their control over the pattern of production into the
future.

The second assumption is that it is possible to satisfy the basic
needs of people in the poor countries without a rapid and comprehen¬
sive development of their economies through industrialisation, im¬
provement in terms of trade and so forth. This is also incorrect. Even
the satisfaction of the most basic needs food and employment is

dependent upon international factors such as the technology available,
trade policies, degree of industrialisation, policies of transnational
corporations, etc. etc.

A study made in Pakistan recently concluded that to increase the
average consumption per head by less than 7 per cent over a six-year
period the economy would need to expand at the annual rate of 8 per
cent. This would require an overall domestic savings at the rate of 25
per cent a year and investment of 18.5 per cent of the GNP. It is clear

that to the extent that a country's ability to earn its own living is in¬

hibited by restrictions on its exports, deterioration of terms of trade

and such factors, the basic needs strategy would cause greater depen¬

dence on foreign aid.

The removal of poverty must therefore be part of an overall design.
The concept of the New International Economic Order calls for reor¬

dering the world's economic and social structures and priorities so as
to:

ensure the satisfaction of the minimum human needs of all people

increase production of food in developing countries

bring about a new international division of labour by the rapid
industrialisation of the developing countries

promote economic cooperation among developing countries and

strengthen their capacity for self-sustaining growth

moderate the growth of population

conserve scarce and depleting resources

protect the earth's environment and ecological balance

The Obstacles to Creation

of a New World Economic Order

In face of the serious economic difficulties of their own, the

developed countries are trying to make the system work again by

piecemeal measures. These give only marginal attention to the

problems of the developing countries. The industrialised countries
have managed to bring down the relative price of oil for themselves

but at the cost of accentuating inflationary trends and by passing a

good deal of the burden to the developing countries. To view things in

perspective, it should be borne in mind that the developing countries
now absorb 25 per cent of the exports of the industrial nations. The

United States exports more to non-oil-producing countries than it does

to EEC, Japan and Comecon combined. These countries take 40 per

cent of EEC exports. In these circumstances the deceleration imposed



on them by external factors is at the same time a reflection of, and a

contributory factor to, recession in developed countries.

In the major developed countries policy continues to be based on

the view that the solution of their own immediate problems must have
priority. The dialogue is at a stand-still, however, on concrete issues

and specific points, whose solution would be to mutual advantage e.g.
the integrated programme for commodities and the common fund; the

problem of Third World debt; deteriorating terms of trade of the

developing countries and restrictions on their manufactured exports,
transfer of resources including ODA, the question of monetary reform
and a link between international liquidity creation and development.
Almost every proposal on these issues made in the past few years has
emanated from the side of the developing countries and, in turning
down these ideas, proposals and demands, the developed countries
rarely, if ever, offer any alternatives.

This is disappointing because at the level of perception, there is
widespread acceptance of the need to create a real North-South

partnership and to give concrete shape to the inter-dependence which
is a fact of life. Proposals have even been mooted for a Marshall Aid

type of programme for the developing countries and one, put forward
by Sweden, is going to be the subject of a United Nations study. The
reason for the present stagnation of the North-South dialogue should
be sought perhaps in the absence of political will; there are no in

surmountable technical differences and certainly no irreconcilable
conflicts of interest which stand in the way.

*

* *

The Bretton Woods system, GATT and other institutions were es¬
tablished after World War II by the industrialised countries with
largely their own interests in view, and these were well-served until
recently. The system no longer corresponds, however, to the current
economic and political realities, and it is necessary to review it and,
where required, to devise new mechanisms. The opportunity to do so
will occur at UNCTAD V and the 1980 special session of the UN
General Assembly. Decisions on these issues cannot be put off for
ever; there is ferment and change all over the globe and the economic
issues overshadow all others including the major political issues.

The economy of the world is today poised on a fault in the system;
a discrepancy between economic realities and economic institutions,
between the objective, indeed perceived, needs of the situation and the
policies of governments. It is for governments and their leaders and
makers of opinion and of policy to take a global view of the situation
in all its complexity, the problems and difficulties as well as its promise
and possibilities, and to muster the political will required to take the
necessary decisions.

ELEMENTS OF A NEW INTERNATIONAL

ECONOMIC ORDER

by Hans deKoster, the Netherlands,

President of the Parliamentary Assembly of the Council of Europe

On October 1978 the Parliamentary
Assembly of the Council of Europe
adopted a resolution on a new inter¬

national economic order; it took a position
on the various elements on which such an or¬

der should be based.

A significant improvement in the terms of
trade of the developing countries and easier
access for their export products to the
markets of the industrialised countries.

Attainment of the official development aid
objective of 0.7 per cent of GNP.

Alleviation of the debt burden of

developing countries.

The establishment of an international

agreement on commodities assuring
equitable and remunerative prices for
developing countries' exports.

Facilitating the transfer of technological
know-how.

The recognition of the right of the
developing countries to play their proper role
in all international negotiations.

The Assembly adopted at the same session

a special resolution on commodities in an in¬

terdependent world calling on all the
governments concerned to take international

action in order to resume the negotiating con¬
ference on the Common Fund and to display,
in a spirit of solidarity with the developing
countries, a more positive attitude in the
preparatory work on the individual com¬

modity agreements.

The Council of Europe has often adopted
a forward-looking position which un¬

fortunately has not always been followed by
the governments of our member states.

COMMON PROBLEMS . . . MUTUAL INTERESTS

by Emile vanLennep, OECD's Secretary General

Proper management of interdepen¬
dence is in the mutual interest of

developing and developed countries
alike; it does not oppose the interests of
North and South but embraces an issues-

oriented approach to finding solutions to
common problems. For example:

on energy, in the transition which the

world must make from reliance on cheap
petroleum to alternative energy sources,

developed and developing countries have a
clear common interest in measures in all

countries which will smooth the transition,

strengthen the supply of energy and minimise

the increase in energy costs

on commodities, both producers and

consumers (developed and developing
countries are found on both sides of the

fence) have parallel interests in reducing
market instability and in the long-run growth

of economic supply in line with sustainable

global economic growth

on food production, recent trends leading
toward shortfalls in food production in
developing countries which would be un¬

tenable, threatening famine and stunted

development in the developing countries and

unmanageable demandsforfood aid and ex¬

cessive inflation of food prices in developed
countries 	



on investment generally, there are broad
common interests in raising the level of in¬
vestment in developing countries to speed

their progress, in directing investment to
facilitate steady non-inflationary global
economic growth and avoid waste and
duplication and in orderly structural change
toward more efficient division of labour and

rising productivity.

It implies that mutuality of interests
should be defined in a balanced and coherent

way. We cannot for instance welcome the
fact that developing countries represent ex¬

panding markets for the products of our
countries and at the same time brand them as

a threat for employment in our countries as

far as their exports of manufactured products
are concerned. Similarly, we should not
claim that investment be considered bene¬

ficial to the world's economic growth only if

it does not lead to production that could

compete with existing producers.

It is particularly important that we should

not allow short-term economic problems to

push us into adopting negative and defensive
policies and domestic policies designed to
prop up the weak parts of our economies. To
do so, will only make it much more difficult
for us to achieve the sustained non-

inflationary growth we are seeking. By the
same token, the fact that some developing
countries have been doing remarkably well

over the last few years is beneficial to us. It

has provided us with some of our most
buoyant export markets.

A PARLIAMENTARIAN 'S VIEW

byJoepMommersteeg, the Netherlands (3)

The preparation of the strategy for the
third development decade has begun.
It is a crucial phase the success of

which depends not only on the formulation of
good intentions for the Eighties and Nineties
but also on decisions to be taken in the near

future on questions which have been on the
agendas of various international fora far too
long. Much depends on the ability of the
North to dissipate the feelings of distrust and
disappointment in the Group of 77 by, inter
alia :

taking early decisions on the increase in
official development aid and improving the
conditions for exports from developing
countries

as a matter of urgency, putting the

discussion on the " basic needs" approach in

the right perspective not as an alternative
to the new international economic order but

as an essential component of it and a comple¬

ment to the economic growth approach

recognising the close relationship between
political and civil rights on the one hand and
social, economic and cultural rights on the
other

/ think the most important question raised
is whether we parliamentarians should
take the responsibility of acting even
without clear and positive public support
in afield where inaction may have impor¬
tant long-term consequences. We have
been given the responsibility to evaluate
future developments and gives advice
according to our conclusions. Our duty is
to bring those conclusions to the
knowledge of our populations, to make
them understand, accept and support
them.

Minister Lise Ostergaard (Denmark) in
charge of development affairs.

by avoiding the impression that

divergencies within the Group of 77 are being
exploited to undermine the political solidarity

of this group

by contributing as much as possible to the

development of the economic expertise and

negotiating capacity of the developing
countries.

Parliamentarians have an important and

difficult role to play in this process, not only

in stimulating our governments, but also in

explaining to electorates and constituencies

the perhaps not too popular issues of the

North-South dialogue and the implications

they have domestically. A difficult role,

because of the complexity of the matter and

because people have to be converted to the

cause of change. We have to engage our¬

selves, our political parties, labour and con¬

sumer organisations, schools and univer¬

sities, in a process of development education.

As one leader of the developing world has

said " for the decisions for change are not go¬

ing to be made in Cabinets and in board

rooms only".

(3) General rapporteur of the Symposium.

GROWING DISPARITIES AMONG

THE DEVELOPING COUNTRIES (4>

One of the major problems with which
the North-South dialogue will have

to deal is the growing divergence in

economic progress among the developing
countries. Many of the middle and upper in¬
come nations have made remarkable

headway, integrating themselves increasingly
into world trade and financial networks

whereas the poorest have fallen further
behind.

Between 1960 and 1975, per capita in¬

come in the middle and upper income

developing countries (those having incomes

above $400) increased by 4.3 per cent on

average, as against only 1.5 per cent for the
poorer developing countries which account
for 60 per cent of the population of the Third
World. The slow growth of the latter

countries is due partly to their low rate of in¬
vestment (15 per cent of GDP, compared

with 20 per cent for middle-income countries)
which in turn reflects a low level of savings (8

per cent of GDP, as against 20 per cent in
the middle-income countries). The situation

of the poorer developing countries has been
aggravated by a high rate of population
growth, higher than the rate of increase in
food production. In 1970 food consumption

(4) Based on a background paper presented to
the Symposium by the OECD Secretariat.
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2. GROWING DISPARITIES AMONG

THE DEVELOPING COUNTRIES (a)

DEVELOPING COUNTRIES

OECD
Middle income

industri
Low

income
countries Higher

1 Vt f*f\ YH O
alised

1 1 si. l/"IC

countries Low Upper

lilLUfittZ

countries
countries

(f)(b) middle middle (e)

(c) (d)

Population
(million, 1976) 1,290 378 378 79 658

GNP

($ billion, 1976) 220 200 480 270 4,150

Average GNP per
capita (3, 1976) 170 540 1,280 3,430 6,300

GNP per capita
growth (Real
1960-1976 annual

average %) 1.5 3.3 4.0 5.7 3.3

Merchandise ex

ports
($ billion, 1976) 23 55 89 102 623

Life expectancy at
birth 48 53 62 64 71

Calorie intake (as
percentage ofbasic
requirements) 93 97 106 103 120

Physical Quality
of Life Index 40 54 67 79 94

Absolute poor
(as percentage
ofgroup 's popula
tion) 45 19 8 5

(a) Data shown exclude Mainland China and Centrally-Planned Economy Countries.

(b) 52 countries with an average per capita income in 1976 below approximately $400.

(c) 55 countries with an average per capita income between approximately $400 and $1,000.

(d) 28 countries with an average per capita income between approximately $1,000 and $2,500.

(e) All other developing countries on DAC list including oil producers.

(f) All OECD Members except the Mediterranean countries on the DA C list.

in the poorer countries fell short of what is

estimated to be necessary for basic

nutritional requirements by 7 per cent.

Despite some improvement in the absolute

income levels of the poor in many countries,

the gap between the different segments of the

population and the different geographical or
economic sectors has widened. The vast ma

jority (90 per cent) of the " absolute poor"

live, of course, in countries where the average

income is low, but the more advanced

developing countries also have a large
proportion of people (estimated in 1976 at 19

per cent of the total population) whose basic

needs are not adequately met.

The rapid growth of the middle-income

countries has been based on a rapid increase

in their exports, especially of manufactured

products to the developed countries.

Although commodities including oil still

accounted for three quarters of developing

country exports in 1975, a striking feature of

the trend in trade between developed and

developing countries has been the very con¬

siderable increase in exports of manufactured

goods from developing countries to the

OECD area. This growth was largely

accounted for by the so-called newly in¬

dustrialising countries (NIC s see below ). It

was primarily the NIC s and the OPEC

countries, representing about 20 per cent of

the total Third World population which

succeeded in increasing their export earnings

enough to finance substantially increased im¬

ports between 1970 and 1976. For most

developing countries, the purchasing power

of their exports in terms of imports rose little

and, for a group of the poorest countries

which also accounts for 20 per cent of the

Third World's population, it actually
declined.

More fortunate in their export efforts, the
middle-income countries have also been able

to obtain increased external resources: $45

per person in 1976 compared with $ 10 for
the low-income countries. This reflects the

fact that private flows, which account for a

growing share of developing countries' exter¬

nal resources ($30 billion out of a total of

$49.5 billion in 1977) are more readily

available to middle and higher income

developing countries. The distribution of

official development assistance is less uneven

but does little to raise the abnormally low

level of resource flows to the poorer
countries.

THE CASE OF THE NEWLY

INDUSTRIALISING COUNTRIES (NICs)
by Stephen Marris, Economic Adviser to OECD's Secretary General

Astriking trend is what has been

happening to OECD imports of

manufactures from a relatively small

group of countries Brazil, Mexico, Korea,

Taiwan, Singapore, Hong Kong and some

Southern European countries. Their share in
OECD imports almost doubled between

1963 and 1970 and almost doubled again

between 1970 and 1977; altogether, it has

risen from 2Vi per cent to over 8 per cent.

But although these imports have been ris¬

ing very fast, they are still very small. In
1977 they amounted to only $33 billion,
compared to OECD GNP of $4,900 billion.

In terms of OECD's own production and

consumption of manufactures, these imports

amount to a little more than 1 per cent.

The second key point is that OECD ex¬

ports to these countries have risen much

more than our imports from them. While

OECD's imports of manufactures from these



Assembling television sets in a factory in South Korea, one of the newly industrialising countries (NICs).

countries rose from about $ 1 billion in 1963

to $33 billion in 1977, OECD exports to

them rose from $5'/2 to $52 billion. In other

words, our trade surplus with these countries
rose from around $4 billion to around $20

billion.

That is the historical record. What does it

mean? It means that, contrary to what one

so often hears, trade with this particular

group of countries has created, not
destroyed, employment in OECD countries.

This story, however, needs to be qualified.
A careful look at the present and the future
shows that the rise in the OECD surplus on
trade in manufactures with these countries

has been slowing down. It has also been
much less easy to absorb these imports under
the slow growth conditions of recent years.

If one were to consider a future in which

there were balanced growth in trade with
these countries imports and exports both

increasing by roughly the same amounts
the familiar arguments arise: that those
OECD industries which compete with im¬

ports are much more labour-intensive than
the exporting industries so that, with a
balanced increase in trade, more jobs will be

lost from increased imports than will be

gained through exports. The analysis is quite

difficult, but most studies would suggest that
this is correct: a balanced increase in trade

between OECD countries and the developing

countries leads to a small but still significant

net loss of jobs in the OECD area, heavily
concentrated in a few industries.

This can be looked at in two very different

ways. It can be and often is seen as a
factor causing unemployment. And clearly it

will cause unemployment, other things being

equal. But it can also be looked at in an entir¬
ely different way as the improved welfare
of our own consumers: it means that con¬

sumers in OECD countries are able to buy

the same quantity of goods as they could
before while employing fewer people to

produce them. And these people can be
employed producing something else. This is
indeed the gain from trade. If there were no

loss of employment, it would not be worth
trading. The gain from trade comes precisely
from the fact that we can improve our living

standards by trading capital-intensive for

labour-intensive products.

Now that is a fine argument for an
economist. But, at a time of high unemploy

ment, it does not have much political appeal.

And this brings us to the heart of the matter:

why have we got high unemployment? Is it
because we have trade with the developing
countries? The answer to that is no. The

most important single reason why we have

unemployment is because we have not been

able to bring inflation under control since the

oil crisis. If one accepts that view, it is clear

that cutting off imports from the developing

countries does not make things better: it

makes things worse, because it will make the

inflation problem worse. Imports from the
developing countries help OECD countries in
the fight against inflation, both directly, in
terms of price competition, and indirectly
because they stimulate competition and

productivity growth in OECD countries and
therefore increase the supply of goods

available. So, although in the very short run

putting up the barriers at the frontier to keep

out imports from the developing countries

may save a few jobs, in the longer run this
will make it more difficult to control infla¬

tion; and more inflation means governments
will be forced to follow more restrictive

policies, which in turn will mean more un¬

employment, not less.
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A LOW INCOME REGION

THE SAHEL
A PROGRESS REPORT

A. SAHEL AID:

DONORS AND RECIPIENTS

(Commitments) millions of US $

B. THE TOP-TEN DONORS

Commitments (US$ million)

1975
197e

1 ^^Hi France Î12

Franca

86 [ Germany 67

Germany

1 United 60
United 71 States

States
40

57
I Canada

Canada
Nether 38

IB lands
Belgium

18

Nether 8
Belgium

lands United
Kingdom

14

United 7
9

Kingdom 1 Norway
3

6
Jap»"

Japan

Switzer¬
land

2 :

1 Switzer¬
land

3

jyorwaV 1w1 dac

Kingdom

donops

(1) European Development Fund (EEC).

(2) United Nations Development Programme.

(3) African Development Fund.
(4) Arab Fund for Economic and Social Development.

The third conference of the Club du

Sahel (1) held in Amsterdam recently

took stock of progress made in the

framework of the long-term Sahel Develop¬

ment Plan (to the year 2,000) adopted in

1977 and the action programmefor 1978-82

(first generation programme).

Financing

A report presented at the conference (2)

provides for the first time an inventory of the
financing efforts of some 50 aid donor

countries and agencies, bilateral and mul¬

tilateral, on behalf of the eight Sahel
countries. The conference noted the increas¬

ing paticipation of non-traditional donors in¬

cluding the OPEC governments and Arab
financial institutions.

Aid commitments to Sahel countries, as

shown by the report, increased with the ad¬

vent of the Club in 1976, rising from about
$750 million in 1974 and 1975 to over $1

billion in 1976 and 1977 (chart A). The

average aid flow during the period 1975-

1977 amounted to some $20 per person for

the Sahel countries as compared with an
average of$ 7.50 for low-income countries as

a group.

As to the financing of the first generation

programme, which covers projects in the key

sectors of the economy, the conference noted

that donors had shown interest in projects

covering about 80 per cent of the required
resources ($2.4 billion out of $3 billion) and

that 30 per cent of this sum $ 870 million

has actually been committed . Thus a con¬

siderable effort has already been made, but it

must be continued if the objectives set for
1982 are to be met.

Strategy for Development

Designed to enable the Sahel States to

achieve food self-sufficiency by the end of the

century, the strategy adopted by the Club du

Sahel for the year 2000 is not static: the con-

(1) Launched in Dakar, Senegal, in March
1976, with the support ofseveral OECD countries
and multilateral assistance organisations, the
Club du Sahel is a flexible, informal association
of development partners working in concert with
the eight Member States (Cape Verde Islands,
Chad, Gambia, Mali, Mauritania, Niger,
Senegal, Upper Volta) of the "Interstate Com¬
mittee for Drought Control in the Sahel"
(CILSS) to combat the effects of drought and
promote the balanced development of the West
African Sahel, one of the poorest regions in the
world. Its flexibility and. scope, as well as its
approach and working methods, facilitate the
pooling of resources for the purpose offinding
durable solutions to the problems of the Sahel.
See OECD OBSERVER No. 89.

(2) Financing of the First Generation
Programme within the Overall Sahel Develop¬
ment Programme, Club du Sahel, November
1978.
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The drought recurs. To left: scene in the Sahel last July. To right: at the same time, reforestation continues.

ference instructed the CILSS and Club du

Sahel secretariats to prepare a revised and

updated strategy for presentation to the next

conference of the Club in early 1980.

The conference considered strategy

problems in three fields:

Energy

Firewood accounts for over 80 per cent of

energy needs in the Sahel countries and can¬

not be replaced by imported fuel because of a

lack of financial resources. The energy report

submitted to the conference (3) therefore

stressed that if depletion of forests were to
continue, the results would be catastrophic

from an energy, ecological and climatic point

of view. The conference requested that

massive reforestation programmes be im¬
plemented, with the local populations
actively involved. It recommended the

prompt introduction of measures for con¬
serving and rationalising use of energy

(particularly for domestic use), the develop¬
ment of national energy resources (the Sahel,

despite its arid climate, is crossed by several

rivers and thus has the potential for hydro¬

electric power) and the development of new
low-cost energy technologies.

Cereals

The conference stressed the need for

coherent cereals policies in the Sahel

countries, noting the importance of

appropriate pricing policies for both the
urban consumer and the domestic producer

and regional and national stockpiling in

productive years.

Recurrent costs

Another issue of concern both to aid

donors and to the inhabitants of the Sahel is

the capacity of Sahelian States to absorb in¬

creasing flows of external resources and the

numerous new projects which are being un¬

dertaken. Although they are of course

designed to be economically viable, these

projects do not always produce enough

direct revenue, particularly in the short run,

to cover recurrent costs, and social projects

often produce no direct revenue at all. Given
the lack of resources of the Sahel countries,

this poses a problem of how such recurrent
costs can be financed in future. A study

group will continue to work on this problem
both on the macro-economic level (the

budgets of the individual countries) and on

the micro-economic level (development pro¬

jects). The group's task will also be to

propose practical solutions both for the Sahel
States and for aid donors.

*

During 1979, the Club du Sahel and
CILSS will continue to pursue their efforts to

ensure adequate financing for the first gen¬

eration programme while carefully monitor¬

ing its implementation. At the same time they
start planning the second generation

programme to begin in 1982.

(3) Energy in the Development Strategy of the
Sahel Situation Perspectives Recommen¬
dations.
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INTERDEPENDENCE

AND DEVELOPMENT
Fifteenth Anniversary of the OECD Development Centre

Interdependence and development was
the theme of the seminar organised
recently by OECD's Development

Centre to mark fifteen years of its activities.
The seminar was attended by representatives
of organisations in OECD Member countries

and Yugoslavia, 13 African, Asian and Latin
American countries and sixteen international

organisations or related institutes. In addi¬

tion, some ten participants were invited in
their capacity as past members of the Centre.

The object of the seminar was to provide
an opportunity for the development Centre to
reflect on its attainments to date and its pre¬
sent and future responsibilities, and also to

orient its forthcoming activities. By discuss¬
ing the concept of interdependence in greater
depth, it was hoped that mutual needs would

be better understood and more fully met, and

that the prerequisites for a fruitful dialogue
could be defined.

After referring to the major changes that

have occurred in the course of fifteen years,
both as regards relations between the in¬

dustrialised and developing countries and in¬
side the OECD itself, OECD's Secretary
General, Emile van Lennep, placed the
emphasis in his inaugural address on the ur¬

gent problems which, in coming years, will
require positive proposals and concrete ac¬
tion on the part of the developed countries.

The President of the Development Centre,
Louis Sabourin, noted that the Centre's new

research guidelines have been set in the ex¬

pectation of growing interaction between

peoples and governments. In the course of

the next three years, the Centre will un¬

dertake an analysis of the problems of inter¬

dependence and factors of change in
relations between the industrialised and

developing countries. Louis Sabourin
stressed that the seminar had been devised

with the object of allowing an open discus¬

sion on practical problems, the solutions to

which were to be found by listening to and

getting to know the problems of other people.

The first session of the seminar was

inaugurated by Raul Prebisch, former

Secretary General of UNCTAD, who

stressed the profoundly disappointing results

achieved during the last two development
decades, and the reasons for this negative

record. The gaps between social groups have
widened in the developing countries, and this

increase in inequality has brought with it a
decline in democracy. In his view, the

remedy is to be sought in a new societal

model capable of overcoming the situations

of deadlock encountered in socialists regimes
and liberal economies alike.

Professors Vinayac Dandekar (India) and
G.K. Helleiner (Canada) expressed their
views on mutual needs, which was the sub¬

ject of the second session. The former, who

was primarily concerned with the developing
countries' dependence in all fields trade,

technology, investment, attributed it to the

institutional mechanisms so far adopted by
the developed countries for transferring
resources. In order to establish a new inter¬

national economic order, these mechanisms

would have to be changed, but at the same

time the developing countries would have to

take the necessary steps to create a new
social order. Professor Helleiner stressed the

imbalance with regard to information, which
he considered to be one of the main causes of

the present malfunctioning of the market and

of world trade. Responsibility for correcting
this imbalance would fall primarily on the in¬
stitutions of the industrialised countries.

The theme of the third session : the prere-
quisities for a fruitful dialogue, was in¬
troduced on behalf of the Third World by
Mohamed Diawara, President of the Club of

Dakar, and on behalf of the developed
countries by Professor Louis Emmerij,
Rector of the Institute of Social Studies in

The Hague. For Mohamed Diawara, there

are three such prerequisites: the in¬
dustrialised countries have to overcome their

fears ; the developing countries have to get rid
of their colonisation complex; for both, it is

necessary to have a better understanding of

the changes underway and the resulting inter¬
dependence. For Professor Emmerij, the two
essential prerequisites for the dialogue are

mutual trust and discretion, accompanied by
a certain kind of wisdom. First of all,

however, it is necessary to identify the real
differences and problems that exist between

the participants in the dialogue, and to

choose concepts, proposals and strategies

jointly so as to avoid misunderstandings and
to bring the dependence relationships into
balance.

The final session of the seminar was

devoted to the research carried out by the

Development Centre a retrospective sur¬
vey and future projects. During the dis¬
cussions, a great many suggestions were
made by the participants, and these will be

taken into account by the Development
Centre as it finalises its new programme of
research.

Vinayac Dandekar

Left to right: Louis Sabourin, President of the Development Centre; Willem Pelt, Nether¬
lands' Ambassador to OECD and President of the Centre's Advisory Board, and Mohamed
Diawara, former Planning Minister of the Ivory Coast and President of the Club ofDakar. Raul Prebisch
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TAXATION OF CAPITAL

SOME POLICY OPTIONS

Although all OECD countries tax capital or capital gains such taxes are

often among the oldest on the statute books they do so in many different
ways (see Chart A). Recently there has been a renewal of interest in the

role of such taxes in overall tax policy and vis-à-vis economic and social
policy aims.

The taxation ofcapital combines to an unusual degree consideration of the

basic principles of tax policy and complex operational difficulties. Should
the progressive element in direct taxation be extended to include capital

gains on grounds of equity? If the answer is in the affirmative, how should
capital gains be defined, and what rates and exemptions should be
applied ? Should the transfer of wealth through gifts or bequests at death

be taxed according to the circumstances of the donor or those of the

recipient ? Is a tax on net wealth needed to reduce inequalities in wealth or
would it affect too adversely the propensity to save, to invest and to take
risks? How are assets and their accretion to be valued so as not to impose

upon taxpayers excessive compliance costs and yet provide adequate

safeguards against evasion and avoidance ?
The OECD Fiscal Affairs Committee has just completed an extensive en¬

quiry into the taxation ofcapital in Member countries and has published a

report containing the results of its findings (1).

Capital taxes are not a large source of

tax revenue since the three types of

taxes covered by the report (see box)

account for less than 5 per cent of all such

revenues in OECD countries. Nor are capital
taxes mass taxes like income or value-added

taxes, but they are of course important for

the group of taxpayers who pay them.

What may broadly be called " social con¬

siderations" ability to pay or equity as bet¬

ween persons and groups within society

nowadays provide the main rationale for

capital taxes. Social considerations embrace
both "horizontal equity", the equal treat¬

ment of persons with comparable taxable

capacity, and "vertical equity", the
appropriate tax treatment of persons with
differing abilities to pay. But social con¬
siderations cannot be divorced from the

economic consequences of introducing or

changing capital taxes as recent dis¬
cussions in a number of OECD countries

have shown. Tax policy in practice is always

a question of compromise among a number

of considerations and never a matter of

applying abstract principles.

Social Considerations

The argument about horizontal equity is

that, if taxpayers whose taxable capacity

derives mainly or solely from income are to

be given the same tax treatment as those who
also hold wealth in one form or another,

capital as well as income must be taxed; for

over and above any income derived from it,

wealth gives its possessor independence,

security and the opportunity to purchase

advantageously or to go on a spending spree.

Taxes on capital can, however, at best

only approximate to the additional taxable

capacity that wealth confers. Different types

of capital tax make this approximation in

different ways. An annual net wealth tax,

seen as a regular supplement to income tax,

can be expected to take account on a contin¬

uing basis of the advantages conferred by

wealth. Capital transfer taxes supplement in

come tax by catching wealth, in general, once

in a generation, even if doing so with less

(1) The study is published under the title The Taxation
of Net Wealth, Capital Transfers and Capital Gains of
Individuals (January 1979). It covers capital taxation
in all OECD countries except Iceland, Greece and
Turkey. The report with its annexes coverrthe position
up to June 1978, butfocusses mainly on the position as
at 1st January 1976.

TAXES COVERED

The report is concerned with the

wealth or capital of individuals not of
businesses or enterprises, though

sometimes references to the taxation of

small businesses or partnerships are
made. Three main taxes are covered:

Annual net wealth taxes. This refers

to taxes on the value of assets minus
debts related to such assets.

Capital transfer taxes. These refer to
taxes imposed on transfers ofassets dur¬

ing lifetime or at death.
Capital transfer taxes. These refer to

taxes imposed on transfers ofassets dur¬

ing lifetime or at death.
Capital gains taxes. These refer to

taxes imposed on gains from the sale of

assets. Though not strictly speaking

taxes on capital, they are included in the

report because the objectives in taxing

capital gains are often similar to those

for taxing net wealth and capital
transfers, and the administrative and

valuation problems of these three taxes
have much in common.

Excluded from the report are:
Personal or individual income taxes.

Though reference is sometimes made to
their interaction with net wealth taxes

and capital gains taxes, they are not
directly treated in the report.

Taxes on immovable property or real

estate. Though these could be regarded

as a kind of tax on capital, they are

levied less for the social and economic

reasons discussed in the report than to

obtain a contribution from residents of

property for the financing of local

government expenditures.
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regularity than an annual wealth tax. As for

capital gains taxes, an appreciation in the

value of assets is very much akin to income,

and equal treatment of taxpayers requires

that it be taken into account; the argument

for taxing capital gains is strengthened if

some taxpayers have the possibility of con¬

verting ordinary income into capital gains

(by allowing profits to accumulate for

example).

In practice, for a number of reasons the

capital taxes found in the OECD area

achieve horizontal equity only imperfectly.

Thus, under an annual wealth tax, for exam¬

ple, it is common for household and personal

effects to be wholly or partially exempt;

similarly with works of art, life insurance

policies, annuities, goodwill, patents and

copyrights. Moreover, no country taxes the

accumulated value of pension rights or the

capitalised value of future earning power.
Such exclusions can also affect vertical

equity and create investment distortions.

Vertical equity, like horizontal equity, is
not an easy concept to define. It is a matter

of value judgment, and the range of views is

wide: some proponents of capital taxation

desire, on grounds of ability to pay, to see the

wealthy meet a larger share of the expenses

of government: others believe that

governments should pursue a deliberate

policy to reduce inequalities in the distribu¬

tion of wealth. In practice as evidenced by

the very low yields of these taxes they

probably do not play much of a role in

redistributing wealth.

Economic Considerations

Another set of issues hinges on economic

considerations. Economic arguments can be

advanced in favour of and against each form

of capital tax.

For . . .

The annual wealth tax and capital

transfer tax may, because the tax base is
related to past and not present
accumulations, have less of a disincentive

effect on work than an equivalent addition to
income tax. Moreover, an annual net wealth

tax, particularly if it is introduced as a partial
substitute for income tax, may be expected to

encourage wealth holders to transfer from
zero yielding assets, such as jewellery, to in¬

vestments offering high income yields. For

example, high marginal rates of income tax

may encourage a wealthy man to use some

of his capital to buy a very expensive motor

car. which yields an "income" of satisfaction

but not of money, rather than invest in a tax¬

able income-yielding asset; a wealth tax, es¬

pecially if substituted for top income-tax

# o

f
# 0

/$ «

f 1
5

personal net wealth tax

estate-type transfer tax

inheritance-type transfer tax

separate capital gains tax

comprehensive taxation of capital gains under the income tax

taxation of capital gains of business (whether incorporated or not) but no comprehensive taxation of the
capital gains of individuals.

Covers only taxes at death and on gifts. Excludes taxes on financial and capital transactions.

Excludes the taxation of the capital gains of individuals where such taxation is narrowly based or confined.

All taxes at the Cantonal level with considerable variation amongst the Cantons.

Introduced during 1976, but postponed until 1979 for movable property.

Abolished 6 April 1978.

(1)

(2)

(3)

(4)

(5)

rates, would, to some extent, counteract that

tendency.

It is sometimes argued that there is

nothing in the process of inheritance to en¬
sure that the heir of a business or farm is

competent to carry it on and that, after the

death of its creator, heavy capital transfer
taxes may fulfill a useful economic function

in forcing such enterprises onto the market

where the enterprise may be bought by the

most competent potential manager. A capital

gains tax can also be justified on economic

grounds: investment patterns are less likely

to be distorted by the diversion of savings

into assets which offer the prospect of un¬

taxed capital gains but yield little or no
income.

Against . . .

Capital taxes may adversely affect saving,

as well as work done with an eye to saving,

because accumulated savings unless they

are invested in exempt assets are taxed. A

heavy wealth tax imposed on top of an

already heavy income tax might not only dis¬

courage saving but generate dis-saving i.e.

lead to consumption out of capital. In addi¬

tion, the argument that an annual net wealth

tax encourages more productive use of

capital has to be regarded with some caution,

since in the real world capital is not perfectly
mobile, and high yield and efficiency are not

invariably synonymous. Capital transfer
taxes may also discourage savings motivated

mainly by the desire to leave something to

one's heirs: for many people, this may not be
a dominant motive at the most remunerative

stage of their career, but it tends to become

more important with age and wealth. As

regards capital gains taxes, governments

generally feel it necessary to set such taxes at
lower rates than income tax for fear of

deterring enterprise where rewards take the

form of capital gains and because, if they did

not do so, serious liquidity problems would
arise.

Capital transfer taxes may also have un-
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desirable effects on businesses and farms

which may become encumbered by debts in¬

curred to pay the taxes unless the taxpayer

has enough non-business assets to cover the

liability. If the owner of a business wishes to

build up liquid assets against future in¬

heritance tax liabilities, the process may

check expansion. For this reason

governments often consider it necessary to

give relief from capital taxes, although this

violates the principle of horizontal equity.

In a broader perspective, governments

must take account of the possible adverse

effect of capital taxes on saving and hence on

capital accumulation which could in turn

affect the rate of economic growth.

The Situation in OECD Countries

To understand the reasons why capital is

taxed heavily or lightly and why it takes
different forms in OECD countries, it would

be necessary to explore in depth the political

as well as the economic and social history of

each country. The following notes merely

record what the OECD enquiry showed to be

the situation. No assessment of policies is

thereby intended.

Net Wealth Taxes

Chart B shows which countries have opted
for a net wealth tax. If such a tax is

legislated, a series of important decisions
have to be taken:

What assets should be included and what

excluded from the base of the tax? (Here

there may be a conflict between horizontal
equity and other goals e.g. in deciding
whether to exempt the principal place of
residence or works of art.)

At what level of wealth should an

individual taxpayer or family begin to pay
tax? (the tax threshold)

Should the wealth of a family be

aggregated or should each individual be
assessed separately? (the tax unit)

What should be the rate of tax and should

this rate increase as wealth increases? (the

tax rate)

Chart C and Table 1 illustrate the different

solutions adopted by OECD countries on
these four questions. These taxes have been
in existence for some time in nine of the

countries while in the tenth, Ireland, the tax,

which was introduced in 1975, was repealed

in 1978.

Governments must also decide whether to

impose a "ceiling" on a taxpayer's total
liability to wealth plus income tax so that his
tax payments do not exceed, say, 70 or 80
per cent of his total income. In practice, all
countries having net wealth taxes have some

kind of ceiling with the exception of Ger¬
many and Luxembourg, where, however, the
wealth tax burden is relatively low, so that

B. NET WEALTH TAXES - TREATMENT OF CERTAIN ASSETS

Household and

personal effects

Small savings

Works of art

Principal owner-
occupied homes

Cars

Jewellery

Life insurance

policies

| Taxable || Not taxable I I Reductions or exemptions in some cases

C. ANNUAL NET WEALTH TAXES :
Thresholds, rate and taxation unit

r <i

-i
$

&
J>

/
NT

J1
.<?
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£
&

<-r ûf C? s u.s.

Threshold

S for single persons

M for married couple

C for married couple with 2 minor
children

220,000

0.75(1)

SMC SMC SMC

0.9 0.7

S M C

0.7(2) 1.0(3)

210,000

- 200,000

190.000

180,000

170,000

160,000

150,000

140,000

130,000

120,000

h 1 10,000

100,000

90,000

80,000

70,000

60,000

50,000

40,000

30,000

20,000

10,000
5,000

Starting
rate <%)

(1) 1 per cent (from 1st January
1977)

(2) 0.5 per cent (from 1st January
1978)

(3) (abolished 6th April 1978)

Tax Unit

in all countries the wealth of the husband and wife is aggregated for wealth tax purposes. The
wealth of dependent children is also aggregated except in Denmark and the Netherlands.
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COUNTRIES

WITH GRADUATED RATES

Country

Range of
Taxable

Wealth

Rate(l)

DENMARK First $250,000
above threshold

Excess

0.9 per cent

1.1 per cent

FINLAND First $13,000
above threshold

Next $52,000

Next $6 1,000

Excess

0. 7 per cent

1.2 per cent

1.9 per cent

2 per cent

NORWAY First $18,000
above threshold

Next $27,000

Next $45,000

Excess

0.4 per cent

0.8 percent

1.2 percent

1.6 per cent

SWEDEN First $17,000
above threshold

Next $29 ,000

Next $137,000

Excess

1 per cent

1 . 5 per cent

2 per cent

2.5 percent

SWITZER¬

LAND

First $95,000
above threshold

Next $229,000

Excess

1 per cent

2 per cent

3 per cent

(1) Same whatever the marital status of the
taxpayer.

the ceilings applicable in other countries are

unlikely to be reached.

Capital Transfer Taxes

All OECD countries tax both the transfer

of wealth at death and gifts, though in

Australia, Canada and Switzerland this is

done only by local government. The main

policy choice is whether the amount

transferred by the deceased or donor, or the

amount received by the beneficiary or donee,
should determine the tax base and rates. The

former are known as estate taxes and the

latter as inheritance taxes. (Chart A in¬

dicates country choices in this matter.)

In the controversy over the best form of

death tax (with associated gift taxes) the
main claims made for estate tax are first, that

it is simpler and easier to administer and, se¬

cond, that it yields more revenue than in¬
heritance tax. In favour of the inheritance

tax it is argued that, first it is more equitable

in that it corresponds more closely than does

estate tax with ability to pay; second, it can

be more readily adjusted to the

circumstances of the heir (e.g. preferential

treatment of the immediate family); and

third, it is a better medium for reducing ine-

"How long do you think we could hold out against a wealth tax ?

quality in the distribution of wealth. Not all

these claims are accepted without dispute.

Another major issue is whether transfers

made during a person's lifetime should be

taxed at the same rate as bequests. In most
OECD countries the same rates are in fact

applied, but Ireland, Japan, Luxembourg, the
United Kingdom and the United States have

lower rates on lifetime gifts than bequests
while in New Zealand the reverse is true.

In all OECD countries bequests to close
relatives (spouses and children) are treated

more favourably for tax purposes than those
to others, but how much more so varies

greatly from country to country.

Capital Gains Tax

The rules which govern the taxation of

capital gains of individuals are complex and

differ markedly from country to country.

Whether or not all capital gains should

properly be classed as income is an un

resolved issue: tax treatment may differ

depending on whether the gain is long or
short-term and according to the type of gain

whether, for example, it arises from the
sale of securities or of real estate.

Broadly speaking, and with much over¬

simplification, countries may be divided into

four categories as regards the capital gains
taxation of individuals

those with a separate tax on capital gains:
Denmark, Ireland, Portugal, Switzerland

(cantons), the United Kingdom

comprehensively taxed whether long or
short-term: Canada, France, Japan, Norway,
Spain, Sweden, United States. (In France,

though legislation was introduced in 1976, its

implementation as regards gains from

securities was postponed to 1979.)

provisions mainly restricted to short-term

or speculative gains: Austria, Belgium, Fin¬

land, Germany, Luxembourg, New Zealand

not taxed: Australia, Italy and the
Netherlands.
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Highlights from

OECD ECONOMIC

OUTLOOK FOR 1979

The prospects for 1979 have changed
considerably since last July's
Economic Outlook, and in many

respects for the better. Present policies
should result in brisk expenditure growth in

Japan and Germany, and a slowing-down in
the United States, and this combination,

backed by the effective, appreciation of the

yen and depreciation of the dollar, is likely to
produce a more balanced international
pattern ofpayments positions. With the help

of an unexpectedly large terms-of-trade gain,
price increases have been reduced and the
OECD area's current account deficit brought

virtually into balance. A particularly

encouraging sign is the number of countries

where, in accordance with the OECD 's con¬

certed action programme, firm stabilisation

policies have been rewarded by greatly
reduced inflation and external deficits. With
these developments capped by the recent in¬

ternational financial arrangements to help
defend the dollar arrangements which are

much more appropriate in present

THE EFFECT OF THE OPEC OIL PRICE DECISION

ON THE OECD ECONOMIC OUTLOOK

An increase in the price of oil of 5-6 per cent is already built into
the Secretariat's forecasts for 1979 as a technical assumption. The
bigger increase of 14V2 per cent by October of that year announced
by OPEC will have a number of consequences for OECD
economies. The following estimates concern only the more direct
effects of rising prices for oil and other energy resources. They do
not take account of possible consequential changes in economic
policies.

The Secretariat has calculated that, if the full WA per cent in¬
crease is achieved, it would eventually add about 0.6 per cent to the
inflation rate of the OECD area as a whole and$ 19 billion to its oil

import bill (at an annual rate).

The likely geographical distribution within the OECD area of
this additional $ 19 billion for imported oil would be: US: $6 bil¬
lion; Japan: $3.5 billion; Germany: $2 billion; France: $ 1.5 bil¬
lion; Italy : $ 1.5 billion; UK and Canada: 0; other countries: $ 3.5
billion.

However, higher import bills for the OECD also mean increased
revenue for OPEC, and since an important part of this revenue is
spent by OPEC in OECD countries (an idea of how these exports
have been distributed geographically in the past is shown in the
table below), the latters' exports will increase. The impact on the
balance of payments on current account might therefore be limited
to about $ 10 billion (annual rate) for the OECD area as a whole in
the second half of 1979.

Thus the Secretariat forecasts for 1979 contained in the Outlook,

which assume an increase in the price of oil of only 5-6 per cent,
would have to be modified a little for the second half of 1979. Com¬

pared with the published forecasts:
Inflation could be pushed up by 0.4 per cent at an annual rate

for the second half of the year as a result of higher than estimated
energy prices;

The oil bill may be increased by $ 10 billion at an annual rate
by the second half of the year, and the OECD's current account
deficit pushed up by perhaps $5 billion on the same basis;

GNP growth could be 0.25 per cent lower than forecast
(annual rate) for the second half of 1979.

These estimates assume that the oil market fully supports all the
increases envisaged for the coming months. This will depend on the
demand for oil and the supply. The United States accounts for one-
third of total OECD imports, and Iran accounts for about one-
sixth of total OPEC production.

By the end of 1978 the real price of oil (estimated by comparing
the actual oil price with the price of manufactured goods exported
by OECD countries) had fallen by some 15 to 20 per cent as com¬
pared with early 1977. H

OECD COUNTRIES' EXPORTS TO OPEC (a)
% oftotal OECD exports to OPEC

(Data based on $ values of exports)

Annual

average 1974 1975 1976 1977 1978

1972-73

United States 22.8 23.4 23.0 23.5 21.1 21.5

Canada 1.9 2.0 1.7 1.7 1.8 1.2

Japan 16.4 19.0 18.0 17.2 17.9 18.4

France 10.3 9.8 9.8 8.7 8.8 8.4

Germany 13.3 14.0 14.4 15.3 16.0 15.5

Italy 7.7 7.8 7.9 7.8 8.7 6.8

United

Kingdom 11.6 9.1 9.9 9.7 10.4 n.

Belgium-
Luxembourg 2.7 2.4 2.4 2.4 2.7 2.8

Netherlands 3.5 2.9 2.9 3.2 3.0 3.1

Ireland 0.1 0.1 0.2 0.2 0.3 0.3

Denmark 0.8 0.7 0.8 0.7 0.7 0.7

Norway 0.3 0.2 0.3 0.3 0.3 0.2

Sweden 1.4 1.3 1.6 1.9 1.5 1.3

Finland 0.3 0.4 0.3 0.4 0.4 0.5

Iceland 0 0 0 0 0 0

Austria 0.8 0.8 0.8 1.1 0.8 0.8

Switzerland 2.2 1.9 1.8 2.1 2.3 2.6

Spain 2.0 1.7 1.8 1.5 1.8 2.2

Portugal 0.1 0 0.1 0.1 0.2 0.1

Greece 0.3 0.6 0.6 0.6 0.6 0.5

Turkey 0.3 0.2 0.3 0.2 0.2 0.2

Australia 1.8 1.6 1.5 1.3 1.1 1.2

a) Excluding New Zealand.
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circumstances than they would have been a

few months ago many factors seem to be

running in favour of less turbulent conditions

in exchange markets and better business

confidence.

But unemployment is likely to remain high
for some time to come. After a surprisingly
rapidfall, it could show some increase in the

United States in 1979. And it may change
little in Europe. Until an important further

indentation has been made on the remaining
problem of inflation, the prospects for reduc¬

ing unemployment further may not be very
bright. Indeed, despite the very real progress
made in many countries, the rate at which

costs and prices are still rising suggests that
economic prospects in general have to be

viewed with somewhat mitigated optimism.
Inflation risks being faster in the United

States in 1979 than in some other major
trading countries, and until this gap has
begun clearly to be reduced, the recent

calmer conditions on exchange markets can¬
not be assumed to be durable. In most

countries inflation still represents a serious

constraint on the scope for expansionary ac¬
tion and the ultimate test in market

economies on the willingness ofbusiness to

invest: success orfailure here will materially
affect the prospects for the important new
efforts now being made to reducefluctuations
between European currencies.

In a different but not unrelated field, in¬
sufficient progress has been made by most
countries in reducing dependence upon im¬

ports of oil from traditional suppliers, and
this could constitute an additional dis¬

couragement to business initiative and

sustainable expansion. More generally there

is some danger that, faced with problems of
high unemployment, countries are entering
into a protectionist movement which, at best,

can alleviate surplus manpower problems in

only the very short term, at the expense ofex¬
acerbating them later on. Unless the trend

towards protectionism is reversed, and the

adjustment of industrial structure to chang¬
ing patterns ofdemand stepped up, the world

could risk slipping back half a century to
conditions In which non-inflationary growth
is increasingly difficult to achieve and con¬

structive relationships between the increa¬

singly interdependent countries of the North
and South are replaced by the more
destructive forms of dialogue. These are not

counsels of despair, but indications of the
challenges which OECD governments have to

face if they are to build on the better foun¬
dations which they have laid in recent
months.

Differential Demand Trends

In the present exceptional circumstances,
the appropriate focus for discussion of

1 . DEVELOPMENT OF TOTAL DOMESTIC DEMAND

IN OECD AREA

Percentage changes, volume seasonally adjusted at annual rates (a)

From previous year From previous half-year

1978 1979

1977 1978 1979

I II I II

United States 5.4 33/4 Wi 3.0 m 1 Vi

Japan 4.0 6K 1 7.7 7% 7% 5Va

Germany 2.6 3% 43/4 2.7 5 5V* m
France 2.0 23/4 3»/2 3.3 23/4 4 33/4

United Kingdom -0.1 4 2 7.3 3 2Va Wa
Canada 1.3 23/4 3]/2 3.5 3'/2 3% Wa

Italy 0.1 Wa 4 3.4 AVi 3'/4 4Vi

Total of above countries 3.7 4 3V4 4.1 4tt 3'/4 2Va
Other OECD countries 1.5 1 23/4

Total OECD 3.4 M 3'/4 3.5 4M. 3 2Va

Total OECD less the U.S. 2.0 3'/4 4Ya 33/4 AVi Mi 2Vi

Four major European
countries 1.6 3 33/4 3.8 33/4 4 3lA

a) 1977 GNP/ GDP weights and exchange rates.

developments in the OECD area is not global

GNP growth so much as the newly-evolving

pattern, as between countries, of domestic
demand. In 1979 there seems little likelihood

that GNP growth in the area as a whole will

be any greater than in 1978. But this is an

aggregation which masks a potentially

encouraging development. The encouraging

factor is what may be described as a scissors

movement of domestic demand growth bet¬

ween the United States, where it is shrinking,

and the other largest countries, where it is

speeding up. Conversely, net exports are
already strengthening in America and

weakening in Germany and Japan. As a

result of preconcerted divergencies between

demand-management policies, significant

changes in relative cyclical positions are ex¬

pected. During the two years 1976-77 the an¬

nual growth of domestic demand in the Un¬

ited States exceeded that of the other major

countries by nearly 3 percentage points. In

1979 the United States' rate is likely to be

nearly 3 percentage points below that of its

major partners.

The divergent demand management

attitudes required by the OECD concerted

action programme of last June were im¬

plemented by Japan, Germany and the Un¬

ited States in the following months. The

policy packages are complex, particularly in

the case of Japan and Germany, and the size

and the time profile of their overall effects are

necessarily somewhat uncertain . In Japan

the 7'/2-73/4 per cent rate of growth of

domestic demand achieved throughout 1978

is likely to continue in the first half of 1979,

but could fall back to around a 5 per cent

rate in the second half of the year, when the

direct effects of the special measures wear
off, if no further support is provided. In Ger¬

many, some slight further acceleration of

domestic demand growth seems likely from
the 5 per cent rate achieved in the second half

of 1978. After the projected mid-1979 in¬

crease in value-added tax rates this growth
could slow down unless the autonomous

forces which underlie private sector expen¬
diture turn out to be more buoyant than ex¬
pected: the rate is forecast to decline to ar¬

ound the 3V2 per cent mark in the second half

of the year. Domestic demand growth in the

United States will be affected to an important

extent by the course of monetary policy; a
continuation of relatively tight monetary
policy through 1979 could temporarily
reduce the growth of domestic expenditure to
around 1 per cent.

The substantial changes in exchange rates
since the forecasts in the July Economic Out¬
look were made an effective revaluation of

15 per cent for the yen and devaluations of

around 9 per cent for the United States and

slightly more for Canada should serve to

stimulate net exports in volume terms from

the North American countries, with the

opposite development in Japan. Exchange
rate changes and relative domestic demand

movements should therefore have mutually-
reinforcing favourable effects on foreign

balances in real terms. Because exchange

rates have changed so sharply, to all-time

high or low values, quantification of their

effects is more than usually uncertain. But

the change in Japan's real foreign balance

(goods and services) could be considerable.
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GROWTH OF REAL GNP IN SEVEN MAJOR COUNTRIES

Percentage changes seasonally adjusted at annual rates

Weights
in

total (a)

Average
1965-66

to

From

previous year

From previous half-year

1978 1979

1975-76
1977 1978 1979 I II I II

United States 38.9 2.7 4.9 33/4 2 2.8 4Vi Wa 1

Japan 14.1 8.2 5.2 53/4 4Va 7.8 4 5¥a 4Va

Germany 10.6 3.3 2.6 3 4 2.8 4 \Va 3Ya

France (b) 7.9 4.7 3.0 3 3Vi 3.4 23/4 33/4 3Vi

United

Kingdom (b) 5.1 2.1 1.6 3 2Va 3.1 2Vi 2Va Wi

C anada 4.1 4.7 2.7 m 4 4.1 33/4 4 4Ya

Italy (b) 4.0 4.1 1.7 2 3Vi 4.2 3% 3Vi 4

Total of above

countries 84.7 4.0 4.0 33/4 3 3.9 4 23/4 2Yi

Other OECD

countries (c) 15.3 4.4 1.8 2Va 3 2.0 3% 23/4 23/4

Total OECD 100.0 4.1 3.7 y/z 3 3.6 33/4 23/4 2Yi

Memorandum items

Four major

European
countries 27.6 3.6 2.4 23/4 3Vi 3.2 7>Ya m 3V*

Industrial pro
duction :

Seven major
countries 4.0 4.1 4Va 33/4 4.6 6Ya 3Va 2Ya

Total OECD 4.2 3.7 4 33/4 4.2 6 3Ya 2Ya

(a) 1977 GNPI GDP weights and exchange rates.
(b) GDP.
(c) See table 3.

combined deficit of smaller OECD countries,

stubbornly high for several years, has

probably already shrunk in 1978 by over

$ 10 billion, largely as a result of measures to
limit domestic demand and inflation, with

particularly big swings in Sweden, Norway,

Austria, Spain and Turkey. The situation of

this group is expected to be consolidated in
1979.

There are, thus, grounds for cautious

optimism about the outlook for the inter¬
national pattern of demand, at least through

to mid- 1979, in the three largest OECD

countries. At the same time, a disturbing
feature of the outlook is the recent deteriora¬

tion in the United States price performance

and the risk of a continued widening of infla¬

tion differentials vis-à-vis other major

countries; hence the importance to be
attached to achievement of the aims of the

Administration's anti-inflation programme.
Given the need to consolidate the recent

strengthening of the dollar, a temporary per¬

iod of slow growth of the United States

economy is probably both inevitable and,

given the reduction of unemployment already

achieved, to be welcomed. The measures to

support demand growth in both Germany

and Japan, together with such steps as the

other three stronger-currency countries

Belgium, the Netherlands and Switzerland

may be able to take to this end, should help

to moderate the impact on other economies
of the United States' slowdown. -

Conversely, in the United States, the change
in the foreign balance could contribute

perhaps a quarter of a percentage point to
GNP growth in the first half of 1979 and
twice as much in the second ; in C anada too,

a substantial positive contribution is ex¬

pected. Major countries' GNP growth rates
should therefore be distinctly less divergent
than the trends of domestic demand. GNP

could grow by 2 per cent in the United States
in 1979, 4 per cent in Germany, and 4Vi to 5
per cent in Japan.

There should ensue, over time, a much less

uneven pattern of current payments
balances. In the short run, the favourable

movements of real exports and imports may
be obscured, in the value figures, by terms of
trade movements: the"J-curve" effects push

up Japan's export prices and the United
States' import prices in dollar terms. Even so,
if there are no further important changes in

effective exchange rates (and this as usual is
assumed in the present forecasts) the United
States current account deficit and the

Japanese surplus might both be roughly
halved in dollar terms in 1979 and the

German surplus could be substantially
reduced. France, Italy and the United

Kingdom could well remain in surplus. The

GROWTH OF REAL GDP IN OTHER OECD COUNTRIES

Percentage changes

Weights
in total

OECD (a)

Average
1965-66

to

1975-76

From

previous year

1977 1978 1979

Australia

New Zealand

Austria (b)
Belgium (b)
Denmark

Finland

Greece

Ireland

Netherlands

Norway

Spain
Sweden

Switzerland (b)

Total smaller European countries
Total of above countries

2.0

0.3

1.0

1.6

0.9

0.6

0.5

0.2

2.2

0.7

2.4

1.6

1.3

13.0

15.3

4.6

3.2

4.5

4.1

3.3

4.6

6.2

4.0

4.7

4.6

6.3

3.1

2.2

4.4

4.4

2.1

-1.8

3.5

1.2

1.8

0.5

3.7

5.5

2.3

4.1

2.4

-2.5

2.7

1.8

1.8

2Yi

3/4

\Yi

2Ya

1

3

5V2

6Y2

2

33/4

3

2%

1

2%

2Ya

23/4

2Ya

23/4

3%

2Yi

3Vi

3Vi

4

3

2>/2

3>/2

3Yi

V2

3

3

Memorandum items

OECD Europe
EEC

40.6

32.5

3.9

3.7

2.2

2.3

2Va

23/4

3Ya

3Ya

a) 1977 GNP/GDP weights and exchange rates.
b) GNP.
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Scope for Further Action

The OECD programme also envisages
that a number of "convalescent" economies

so far operating under inflation and balance-

of-payments constraints might, when lower

inflation permits, take advantage of the
elbow-room imparted to their external

positions by growth in the strong-currency
countries and expand, somewhat, their own
domestic demand. Such elbow-room has

already begun to emerge, and in some cases

may even increase. But for most of the con¬

valescent countries the problem of inflation,
if less acute than earlier, is still a difficult one.

Present stabilisation policies in many of the
smaller countries should bring price increases

more in line with the average of the larger
countries in 1979, after a gap in performance
which amounted to over 3 percentage points
in 1977 and 2 points in 1978. And many
countries, both large and small, are bene¬

fitting from the effect of depressed primary
product markets on consumer prices. But a

further large fall in the prices of primary
products relative to manufactures would

seem unlikely in 1979; and the expected
behaviour of the domestically-generated
components of inflation, as broadly indicated
by movements of the GNP deflator, can har¬

dly be considered as being satisfactory, yet-,
from the point of view of future sustained
growth.

The convalescent countries have therefore

still to guard against any demand-
management action which would exacerbate

inflation. In each of the four large countries
in this category, there are particular reasons
why the timing of any further measures
would need to be subject to extreme care. In

France, the economy is in the process of ad¬
justing to the lifting of price controls. In the
United Kingdom, the Phase IV wage round is
at a critical stage. In Italy, measures
envisaged in the Government's three-year
plan still have to be adopted and the outcome
of important wage negotiations is uncertain.

In Canada, the transition from a period of
wage and price controls has to be completed.
And in a number of smaller countries there is

continuing need for caution, lest the gains
achieved by dint of courageous reductions of

real income be dissipated by untimely
reflationary action.

Although there is further to go, the parts
of the OECD's concerted action programme
which applied to domestic demand and

stabilisation aims could fairly be said to be in
course of implementation in most countries.

One precautionary note which may have to
be struck arises from the possibility, il¬
lustrated by OECD's current forecasts of

some new weakening of domestic demand

growth in the latter part of 1979 in both
Japan and Germany. Capacity utilisation

UNEMPLOYMENT RATES, ESTIMATES AND FORECASTS

Per cent of civilian labour force, seasonally adjusted

1978 1979

1978 1979

I II I II

Total OECD (a) 5Ya 5¥i SYa SYa 5Vi 5Yi

ofwhich:
United States

Japan
Germany (b)

6

IYa

4Vi

6Vl

2Yi

4Vi

6

IYa

4Vi

6

IYa

AYi

6Ya

2Yi

4Vi

63/4

2Yi

4Vi

Total OECD Europe (c) 5Yi 53A 5Yi 5Yi 5Vi 53/4

a) Representing over 90 per cent of the OECD labour force. A rate of 5 per cent represents approxi¬
mately 15 million unemployed excluding Portugal and Turkey; including these countries could add 2Vi
million to the number unemployed.
b) As a percent of dependent labour force.
c) Excluding Portugal and Turkey.

5. PRIVATE CONSUMPTION DEFLATORS

IN SEVEN MAJOR COUNTRIES

Percentage changes seasonally adjusted at annual rates

From

From previous half-year

previous yeur

1978 1979

1977 1978 1979 I II I II

United States 5.7 7 1 7.7 7 TA 1

Japan 6.4 4 4 3.5 3Vi 4 5

Germany 3.8 2Va 23/4 2.5 2Ya 23/4 3Va

France (a) 9.5 9Vi 9Ya 8.1 Ma 83/4 8

United Kingdom 14.7 8 83/4 6.4 8Y2 9 8V2

Canada 7.5 8 TYa 7.6 8Y2 6Y1 IYa

Italy (a) 17.0 12 103/4 12.1 11 103/4 IOYa

Total of above countries (b) 7.1 6Vi 6Yl 6.5 63/4 6XA 6Y2

Total OECD 73/4 63/4 6Y2 63/4 63/4 6Y2 6Y2

Total OECD Europe 10 l¥i 63/4 7 7 6Y2 6Y2

a) Consumer price index not seasonally adjusted.
b) 1977 GNPIGDP weights and exchange rates.

levels expected in the early parts of the year,
and relatively depressed export prospects,
may not be sufficient to spark off the invest¬

ment boom needed if autonomous private

sector demand is to take over the running
from policy-induced boosts. This forecast

could prove pessimistic. Turbulence in the

foreign exchange market over the last year
has almost certainly depressed confidence. If

calmer conditions prevail through 1979,

private sector expenditure could be more

buoyant than presently suggested. None¬

theless, it will be appropriate for gov¬

ernments to be alert to forward-looking

indicators as the moment approaches for the

mid-year VAT increase in Germany and for
the exhaustion of the present stimulus from

public expenditure in Japan. It is certainly
not yet clear that, after mid-1979, private

sector demand will be imparting the desired
stimulus in either country.

Flanking Policies

When governments of the countries still

experiencing inflationary constraints

eventually feel able, cautiously, to avail
themselves of their external elbow-room to

undertake internal expansionary measures, it
is highly desirable that they select policies
which can actually help reduce the risk of in¬

flation. It would make more sense in many
countries to stimulate demand by cutting
taxes, with a beneficial effect on the general

price level, than to make substantial increa¬

ses, in government expenditure. More gen¬

erally, however, the problem of how to con¬
solidate or further reduce rates of infla-
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tion under conditions of moderate but steady

expansion of demand is one that is exercising

virtually all governments. Firm demand-

management policies are a pre-requisite. But
because of the momentum of inflation in¬

herited from the past, a return to earlier low

wage and price trends solely via the demand-

management route may, for many countries,

be far more costly than in the past, and

perhaps in some countries seem socially and

politically unacceptable in terms of lost out¬

put and employment. Hence, the renewed in¬

terest in policies aimed more directly at

breaking the wage-price spiral. In recent

years, a number of countries have tried var¬

ious forms of prices and incomes policies to

this end. These include voluntary wage gui¬

delines (with norms that allow nominal wages

to rise in step with consumer prices or which

limit the rise in real wages to that of

productivity), mandatory wage and price

controls and temporary wage and price
freezes. Some countries have also resorted to

conditional income tax reductions in an

attempt to curb nominal wage claims. The

use of tax-based incomes policies (TIP) to

reward wage and price restraint and/ or pen¬
alise excessive increases has also attracted

growing attention in policy discussions: the

latest United States stabilisation programme

includes a proposal along these lines.

Experience with incomes policies differs

between countries: so does interpretation of

the results. Some consider that prices and in¬

comes policies can be useful in breaking,

shortly and sharply, the spiral of inflationary

expectations, but that in the longer run they

are at best unhelpful, and may actually make

matters worse by introducing or exacerbating

distortions in the economy. Others hold that

only if a price and incomes policy is kept in

place for some time, perhaps a number of

years, can the chain of inflationary ex¬

pectations be firmly and demonstrably

broken. A third view is that such policies,

whether applied for a short period or for a

run of years, are at best useless and at worst

harmful. These views are not necessarily in¬

consistent, for policies which work in one

country may well not work in another. And

policies found to be appropriate in one period
can subsequently be found to be less useful.

What is clear is that price and incomes

policies may complement but certainly

cannot be a substitute for appropriate

macroeconomic policy, and can succeed only

if backed by a broad social consensus.

Success in returning, on a sustainable

basis, to a more acceptable rate of growth

will depend, in the slightly longer run, not

only upon policies aimed directly at the

further reduction of inflation, but on the

other associated policies which were thrown
into relief when the concerted action

programme was adopted last June. These in¬
clude the maintenance of an open multilateral

trading system and the successful conclusion

of the Tokyo round of trade negotiations,

which have an obvious bearing on price

stability and business confidence in the

future. They also include action to reduce

dependence upon imported energy and to ad¬

just industrial structures to changing patterns

of demand. Progress in some of these areas

has so far been very limited, and the difficulty

of implementing appropriate policies is un¬

derstandable. The incentive to persevere with

politically-unpopular energy policies has

been weakened by the fact that softer oil

prices, in conjunction with Alaskan produc¬

tion, have, for the time being, substantially
reduced the area's oil-related deficit. The

pressure to take defensive measures of var¬

ious types to prop up weak sectors and firms

has grown in countries where unemployment

has been high, external demand weak and

competition from imports strong. These are

classic examples of the danger which short-

term policies entail for prosperity over the

longer-term. If, as intended, economic

activity picks up, the absence of satisfactory

energy policies would substantially

strengthen the demand for and the price of oil

with serious consequences both for the exter-

CURRENT BALANCES (a)
$ billion

1974 1975 1976 1977 1978 1979

Total OECD -21Y2 0 -19 -21Vi -% -IY2

ofwhich:
United States 1.7 18.4 4.3 -15.3 -18 -8

Japan -4.7 -0.7 3.7 10.9 20 12

Germany 9.8 4.0 3.8 3.7 6 2Y2

Other major European countries -22.6 -4.9 -11.0 -0.5 7 m

Benelux-Switzerland 23/4 43/4 6 2.9 3 4

OPEC 59 27 37 3 VA 11 m

Non-oil developing countries -24'/2 -381/. -26 -24 -34 -38

nal balance and inflation. Every 10 per cent
rise in the price of oil adds, given associated

increases in the price of other forms of

energy, nearly one half of a percentage point
to the area's inflation rate and$ 12-14 billion

to the area's oil import bill: the present

forecasts are based on the technical assump¬

tion of an oil price-rise of about 5 per cent.

Similarly, more rapid growth could lead to

bottlenecks if countries adopt defensive in¬

dustrial and employment policies. These will
leave their economies with outdated in¬

dustrial structures and render them ill-

equipped to take advantage of stronger de¬
mand conditions.

These are not new dangers. The better
conditions into which OECD's economies

should be moving in 1979 as the result of re¬
cent national and international efforts can

help governments to cope with them and

head off the growing tendencies towards in¬

flexibility of structures and public resistance

to change. If the international pattern of de¬

mand develops as forecast over the coming

few months, apparent structural problems

may be found less forbidding than currently

supposed. But a primary condition for

economic progress may lie in a further im¬

portant reduction in the general rate of infla¬

tion and in the disparities between individual

inflation rates. This will require, in most

OECD countries, that governments and

electorates persevere in the counter-

inflationary efforts on which they are
embarked.

5th December 1978.

SOME

OBSERVATIONS

ON INDIVIDUAL

COUNTRIES

United States

The immediate effect of the latest policy

announcements, particularly the tightening of

monetary conditions, will possibly be to exert
a significant contractionary influence on de¬
mand and output in 1979. But the economy

may be less vulnerable to severe recessionary
tendencies at this stage than it was at a

similar point in previous cycles. The OECD
forecasts that GNP will grow by approx¬

imately 2 per cent in 1979 compared with
earlier official forecasts of about 3 per cent.

a) Including official transfers .
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INDUSTRIAL PRODUCTION IN SEVEN MAJOR COUNTRIES

Monthly index s.a. 1975 = 100

1975 1976 1977 1978 1975 1976 1977 1978

This difference reflects the OECD's assump¬

tion that it will take somewhat longer for

success of the counter-inflation programme

to become fully apparent than is expected by
the U.S. authorities. As a consequence of the

slower growth, the unemployment rate may
rise from an average of around 6 per cent in
the second half of 1978 to about 63/4 per cent

in the second half of 1979. The GNP deflator

is forecast to grow TA per cent in 1979; a
deceleration through the year seems likely,
with the GNP deflator growing at perhaps a

little under 7 per cent in the second half of
the year. The improved competitive position
of United States exporters is expected to in¬
crease their share of foreign markets in 1979

and, with slow growth of imports, the current

account deficit may improve considerably,
falling from $ 18 billion in 1978 to perhaps
$8 billion in 1979. By the second half of
1979, the current external deficit may be run¬

ning at an annual rate of $ 5 billion.

Japan

Japan illustrates the Secretariat's
suggestion that, in present circumstances, it
is more important to look at domestic de¬
mand than at overall GNP trends. Contrary

to developments during most of 1976 and
1977, domestic demand growth has recently

constituted a major source of strength. In¬

deed, the main feature of the present forecast

is the continuing switch in the pattern of de¬
mand from net exports towards domestic

expenditure. This has reflected in large part
massive increases in public investment

together with publicly financed house¬
building. Also, the recent reflationary

package and the assumed expansionary
stance of fiscal policy in fiscal year 1979
should contribute markedly to domestic de¬

mand. Domestic demand is projected to ex¬

pand at an annual rate close to 73/4 per cent
through the first half of 1979. Under present

circumstances, major importance should not

be attached to the fact that, because of the

expected strong negative contribution from

the change in the foreign balance, the growth

of real GNP may be much more moderate.

As the direct effect of the recent reflationary

measures progressively wears off, total

domestic demand growth could weaken in

the latter part of 1979. Labour market con¬

ditions are expected to remain depressed

throughout the forecast period as the growth

of dependent employment is not expected to

accelerate significantly. Inflation is forecast
to remain low until mid- 19 79 but the rise in

consumer prices may speed up gradually

towards the end of the forecast period. In

spite of the recent fall in export volumes and

the recovery of imports, the current surplus,

because of the marked improvement in the

terms of trade, has remained very large. But

the current account surplus may come down

to around $ 10 billion (annual rate) in the se¬

cond half of 1979 compared with more than
$30 billion in the second half of 1978.

Germany

The growth of total domestic demand in
1979 should be strongly influenced by the ex¬

pansionary measures scheduled to take effect
at the beginning of 1979. Total domestic de¬
mand growth should be rapid in the first half
of 1979 at 5 per cent, but if the VAT increase
is introduced mid-year, it could decelerate in
the second half of the year. The IFO
Business Climate Indicator for all sectors of

the economy has improved further but no
acceleration in investment in the course of

1979 is assumed because capacity utilisation
remains low. Faster GNP growth in 1979

will probably be accompanied by an increase
in the demand for labour, but as the popula¬

tion of working age is increasing rapidly this
may not result in a decline in unemployment.
Germany's recent record of relatively slow
inflation seems likely to be maintained and
the GNP deflator may increase by 3'/2 per

cent, slightly less than in 1978. But with no
further dampening from import prices and
with the VAT increase at mid-year, there

may be some acceleration in the private con¬
sumption deflator in the second half of 1979.
Given the strengthening aggregate demand,

import volumes are expected to pick up
sharply and the real foreign surplus seems

likely to decline. With a slight deterioration
in the terms of trade forecast for 1979, the

current account surplus should decline

significantly to around $2 billion compared
with $6 billion in 1978.

France

A GDP growth rate of 3.5 per cent could
be envisaged for 1979, compared with 3 per
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cent in 1977 and 1978. Assuming that a

policy of moderation of purchasing power of

wages is maintained, the rate of growth in

volume of private consumption will probably

be almost the same in 1979 as in 1978 (3Vz

per cent). The increase in employment in
1979 will be limited because of continued in¬

dustrial restructuring and re-organisation.

Given the likely growth of the labour force

and allowing for special measures to

encourage employment, the unemployment
rate could stabilise at its end- 19 78 level. The

forecasts for inflation are particularly
difficult to make because of the freeing of

factory prices of industrial products during

the past summer. Thus, it is difficult to

forecast repercussions at subsequent stages
of distribution or on the behaviour of

enterprises and households. But, in view of
the foreseeable moderation in wage costs, in¬

flation might gradually slow down to an an¬

nual rate of 73/4 per cent in the second half of

1979. The expected expansion of world trade

and particularly of German imports should
stimulate French exports. Imports are also

likely to rise faster because of stronger
French final demand. But the current

account could remain nearly unchanged

from its present surplus of about $ 2 billion.

United Kingdom

Total domestic demand growth may slow

down quite sharply over the forecast period.

The rise in GDP, probably about 23/4 per
cent during 1978, may also slow down, to

about 2 per cent, in the course of 1979. Un¬

employment could increase gradually and
reach about 6 per cent of the total number of

employees by the end of 1979, Ya of one
percentage point more than in 1977. The
forecast incorporates the technical assump¬
tion that the rise in average earnings will be

10 per cent under Phase IV. The assumed
steep deceleration of the wage and salary bill
would entail a much smaller rate of increase

of real earnings than under Phase III. The
annual rate of growth of real disposable in¬

come might slow down to somewhat less

than one half of one percentage point by the
second half of 1979. With the annual rate of

growth of unit labour costs probably remain¬
ing in two digits until early 1979, there will be
upward pressure on inflation over the next
few months. Thereafter, the assumed slower

rise in average pay could bring the increase

in consumer prices down to an annual rate of

about 8 per cent towards the end of 1979.
Some improvement in the real foreign

balance is forecast as imports decelerate and

oil exports increase. With a slight improve¬
ment in the terms of trade, a current balance

of payments surplus of almost $ 2 billion is
forecast in 1979, compared with a deficit of
less than %Vi billion in 1978.

C anada

Economic policy has continued to be

directed towards reducing the inflation rate

and restraining the growth of public expen¬

diture. After a slowdown during the second

half of 1978, domestic demand will probably

strengthen during 1979 with a revival in

private consumption as household real dis¬

posable income growth picks up. The foreign

balance is likely to continue to make a

positive contribution to the growth of total

GNP, though considerably less than has

been the case over the past year. For 1979,

GNP growth may be about 4 per cent, com¬

pared with 3Vi per cent for 1978. The growth
of the labour force seems likely to decelerate

as the growth of the participation rate

slackens; little movement is expected in the

unemployment rate, even if total output

growth accelerates to around 4'/2 per cent by

the end of the forecast period. Provided that

food prices remain reasonably stable, con¬

sumer prices should be more favourable than

during the earlier part of 1978. For 1979, the

less favourable development of real trade

flows, together with some further deteriora¬

tion in the terms of trade, can be expected to

push the current account deficit up to the US

$4'/2 billion mark, Vi billion larger than in
1978.

Italy

The main uncertainty for 1979 is the

outcome of the collective bargaining over the
next few months for the renewal of contracts

covering approximately two-thirds of all

wage-earners. If the negotiations result in

only limited wage increases and there are no

important social disturbances, the recovery

in demand should continue and indeed gain

momentum in the course of next year. For

1979 as a whole, the rise in GDP may be of

the order of 3V2 per cent, based largely on the

growth of domestic demand. But, given the

inertia of labour market reactions to cyclical

fluctuations in activity, and the importance

of short-time working, total employement is

likely to increase little and the unemployment

rate might remain practically unchanged. On

the assumption of moderate wage increases

and a comparatively slow rise in import

prices, prices as a whole might rise more

slowly in 1979. But the slowdown is likely to

be only moderate, because entrepreneurs will

probably seek to restore their profit margins
in the more favourable business climate. The

effective devaluation of the lira has

maintained the competitiveness of Italian ex¬

ports, despite the rapid rise in domestic
prices. With the customary technical

assumption of unchanged exchange rates, the
trend of the terms of trade should remain

favourable and, assuming that Italy retains

its share of the tourism market, the surplus

on current account might be close to $4V2
billion in 1979.

Smaller OECD Countries

In the past few years, most smaller

countries have adopted a relatively tight
policy stance in order to reduce inflation and

correct current account imbalances. By mid-

1978, considerable progress had been made

in achieving these objectives, although ini¬
tially with a cost in terms of sluggish
domestic demand growth and rising un¬
employment. Of the 13 smaller countries for

which OECD's Secretariat prepares
forecasts, all but three experienced a growth
of total domestic demand in the first half of

1978 below the average of the seven largest

countries, and seven experienced a growth of
domestic demand of 1 per cent or less.

Developments in the external sector were,

however, very favourable and the con¬

tributions of the change in the foreign
balance to GDP growth was about VA

percentage points in 1978, accounting for

more than half of the 2'/4 per cent GDP
growth. The weak growth of total demand

has resulted in unemployment rising in
virtually all smaller countries and in some

cases reaching record high rates and in sub¬

stantial progress being made in bringing
nominal wage increases in the smaller

countries down towards the average of the

larger countries. With inflation rates falling

towards those of the larger countries, and

with significant differentials between growth

rates, considerable progress was made in

1978 in reducing the large current account
deficits in most smaller countries.

As the severest part of the adjustment

from domestic to external demand appears to

have taken place in most smaller countries,

and as indicators of activity improved during

the second half of 1978, growth of the total

domestic demand may be somewhat stronger

in 1979; however, given the restrictive policy

stance, the rate is still likely to be quite
modest. Real GDP of the smaller countries

combined may grow at about a 3 per cent

rate in 1979, 3/4 of a point faster than in 1978,

with most countries experiencing an accelera¬

tion. While the recovery of activity may be

sufficient to arrest the trend of declining

employment, it is unlikely to prevent a

further rise in unemployment. But more
favourable elements of the outlook lie in the

prospects for lower inflation and a consolida¬

tion of the better payments position recently

achieved. Aided by incomes policies in some

countries, consumption and GDP deflators

may, for the first time since the oil crisis,

grow at about the same rate as in the seven

largest countries, 6V2 to 7 per cent
respectively. For most smaller countries, the

current balance as a percentage of GDP is

likely to be close to that recorded in 1978.
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COAL:
FUEL OF THE PAST .. .

OR FUEL OF THE FUTURE ?

Recent events in the Middle East have once again pointed

up the precariousness of the oil supplies on which OECD
countries now depend for 37 per cent of present energy

requirements. Although it has not been necessary to activate the
emergency oil sharing scheme, OECD's International Energy
Agency (IEA) is closely monitoring the situation. At the same time
the IEA is continuing its multifaceted efforts on behalf of con¬
servation and development of other energy sources. For even if oil

supplies are not threatened in the short-term, the need to reduce
dependence on oil remains a priority: lEA's latest projections
envisage a potential "excess" of world demand for oil of at least
7V2 million barrels a day in 1990 and 24 million barrels a day in

2000 if existing policies are continued (1). (See table 1). Clearly
such an "excess" cannot exist: but without strong energy policy

action, it will be translated into higher prices, slowed economic

growth and higher unemployment. Slower growth of nuclear
power would increase the "excess demand" for oil by at least 1
million barrels a day.

Thus coal which accounted for roughly a fifth of energy re¬

quirements in 1976 is called upon to provide a "massive substitu¬
tion" for oil. An investigation into the potential of coal just com¬

pleted by the International Energy Agency (2) shows that, if
governments took measures to encourage production and trade in
coal, OECD's net oil imports might be reduced by up to 3.2 million

barrels a day in 1 990 and by 7.3 million barrels a day in the year
2000, reducing the potential unsatisfied demand by about 30 per
cent of the total. Conservation and accelerated development of

other sources would have to do the rest.

Since some countries have coal resources and others do not,

greatly increased use of coal would require an international trade
network in which coal would be exported from Australia, the Un¬

ited States, the centrally planned economies, South Africa and
certain developing countries, primarily to Japan and Europe.
While production is seen to double, trade is expected to increase
five-fold, and steam coal trade ten-fold even with present policies.

Already the preparations have begun. The major international
oil companies have set up coal departments; American companies
have taken a position in Australian coal, British companies in
South Africa and Australia, French and Japanese interests in the
United States. American firms are helping to make resource
assessments in Colombia.

The Advantages

Coal has the advantage of being plentiful: there are an
estimated 637 billion tons of technically and economically

recoverable reserves, according to the IEA estimate (see map),

enough to last 245 years at 1977 consumption rates. Unlike oil
(and some other industrial raw materials) coal is not highly con¬
centrated in a few countries; rather the reserve base is widely

distributed.

New mining techniques including surface mining promise
substantial reductions in mining costs; thus the international coal
market has most of the essential elements to insure a competitive

setting. Production costs are more difficult to compare and vary
widely from country to country (from $8 to $10 a ton for low-
sulphur coal in South African strip mining to $70 a ton in Ger¬
many) and even from locality to locality because of the widely
different mining conditions and types of coal. Furthermore, it
costs less to build a coal-fired power plant than to build a nuclear

one, even including the expensive pollution control equipment.

But, given the lEA's assumptions about the price of oil, both
nuclear and coal-fired plants are likely to cost less to operate than

oil-fired plants in most regions accessible to deep water ports.

The Constraints

But, if suppliers have seen the potential of coal as a plentiful

and cost-competitive source of energy for the future, users and

the public have not. IEA notes "the failure or slowness on the part

of many private and public energy planners to appreciate the

growing economic attractiveness of using coal instead of oil".

(1 ) The assumptions behind this forecast are: modest economic growth
(3.9 per cent to 1985, slowing to 3.5 per cent between 1985 and 1990
and to 3 per cent between 1990 and 2000, or 3.4 per cent over the per¬
iod as a whole); oil prices remain constant in real terms to 1985, rising

by 2Vi per cent a year after that; and energy demand grows by 2.7 per
cent a year, which implies greatly increased energy conservation with
elasticity of energy demand in terms of GDP declining from 0.86 in
1976-1985 to 0.70 in 1990-2000.

(2) Steam Coal: Prospects to 2000. Steam coal in this context means

coal intended for electricity generation, heating of homes and offices and
industrial heating as against metallurgical coal which is mainly used to
produce coke for the iron and steel industry. Since the latter can be sub¬
stituted for the former when the price differential between the two

narrows, the report deals to some extent with both.
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Coal is bulky, dirty and associated with the past. Without proper

controls its combustion pollutes the air and water. lEA's report ex¬

plores in some detail the environmental hazards of coal and also

the technology present and future for combatting these

hazards (see page 29). It concludes that governments will have to

make an effort not only to develop the technology but also to

change the public's attitudes; otherwise the lack of demand will

itself constitute a constraint on investment in and use of coal. IEA

Executive Director Ulf Lantzke describes the vicious circle that

could be created. "Producers are reluctant to go into investment
because they're not sure the users will demand it, and the users

are reluctant because they're not sure it will be available."

World trade on the scale envisaged in the IEA report will re¬

quire huge amounts of investment in mining itself, of course,

but also in infrastructure mainly ports. At the moment there are

few ports in prospective coal-exporting or importing countries

capable of handling ships with a capacity of 1 00,000 to 200,000

deadweight tons, the optimum size for this trade.

Governmental leasing policies are a problem in the United

States, which has the largest reserves of any country in the world

but has had a moratorium on leasing of federal lands since 1971,

and the report suggests accelerated leasing schedules, with provi¬

sion for land restoration and protection of water supplies.

Other lines of suggested policy action include:

moderation in fiscal regimes (including government royalties,

severance taxes and railway tariffs) for coal.

ensuring the free movement of steam coal across national

A. TECHNICALLY AND ECONOMICALLY

RECOVERABLE RESERVES, 1976

H Billion tons of oil equivalent

and per cent of world reserves

United States-

Coal

United States 79.021

China 69.231

USSR 58,042

United

Kingdom' 31,469 I
India 23,077 |
South Africa IE

Coal Coal

144,755 I I Germany 16,783 I 7,692 I
I Poland 13,986 I 699 I

18,881 I I Australia 12.587 I 6,294 I
I Canada 6,294 I 699 I
I Others 15,385 I I 21,678 I

Total 344,755 I I 100,697 I
445,452

1. The reserve estimates reported for the United Kingdom are judged to be economic to extract
only at some future date.

borders, prohibiting neither imports nor exports and also free in¬

ternational movement of the investment needed to exploit coal.

prohibition of oil or gas in electricity generation and financial

incentives to encourage conversion of existing oil-fired capacity to
coal.

better coordination of energy policy makers with urban and

regional planners so that coal is used in new industrial parks and

large residential, commercial and government building schemes.

encouragement of district heating and joint production of heat

and electricity.

Greater coal development has an important economic bonus

for developing countries too. It could be an important source of

foreign exchange and employment. Multinational arrangements
could be made with international development banks and regional

energy commissions to develop coal and carry out research and

development on coal extraction and use.

The Importing Nations

All the European countries are thought likely to import coal by

the year 2000 although the United Kingdom may be an exception

since its present coal-fired electricity-generating capacity is
located near the mines rather than on the coast.

Germany, which produces and consumes more coal than any

other nation but at a very high cost (estimated at up to $70 per

ton as against $30 to $36 for imports) subsidises its coal industry
heavily (4 billion DM or the equivalent of $2 billion in 1 978) but is

thought likely to import substantial amounts of coal the largest
quantity in Europe by the year 2000 to meet growing needs in
excess of local production.

The second largest importer is seen to be France whose once

flourishing coal industry is on a declining trend. The French

electricity industry, following the 1 973-74 oil price rise, launched

a programme of substituting coal for oil in power generation

which, together with that of Denmark, is termed by the IEA "the

most energetic" in Western Europe; coal imports have already in¬
creased substantially. (South Africa, Poland and Australia are the

main suppliers of coal for power generation.) Prices for these

European importers have been about 15-30 per cent less than

fuel oil on a calorific content basis and the differential is expected
to continue.

Thus European imports are expected to increase almost six-fold

by 2000. However, siting problems due to lack of available land

for solid waste disposal in congested areas and inadequate port

infrastructure are obstacles to development. Few ports can handle

bulk carriers of over 80,000 deadweight tons, and such ports

mainly service the steel industry rather than power plants. Only

Rotterdam can service ships of more than 200,000 deadweight
tons. A new coal facility at Le Havre will permit the use of

120,000 deadweight-ton carriers in the trade with South Africa.

Denmark is expanding two harbours, Stignaes and Aaberaa

(150,000 deadweight-ton vessels) which may serve as a centre

for coal transport to all of Scandinavia. Italy could also benefit

from having such a coal centre.

After Western Europe the largest expansion in imports is pro¬

jected to be that of Japan. Continuing a trend which began in
1965, coal imports are expected to triple. Present imports

however are mainly for iron and steel; coal for electricity genera¬
tion could come from Australia, the United States, Canada,

Mozambique, India, Indonesia, Colombia, South Africa and China.

The Japanese Government is encouraging the expansion of

steam coal by offering subsidies to users to compensate partially
the cost differential between oil and coal and to utilities to cover

the operating costs of desulphurisation in coal-fired power plants.
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1. OECD ENERGY DEMAND AND SUPPLY

Present Policies

(million tons of oil equivalent)

1976
2000 2000

low nuclear high nuclear

Solid Fuel 708 1,472 1,313
Oil and NGL 1,909 3,154 3,079

Q
D Z

Natural Gas 681 865 857

o <

O LU

Nuclear 88 925 1,172

Hydro/Geothermal 226 361 356
Q

Other 136 136

TOTAL 3,613 6,913 6,913

CO
3 Solid Fuel 687 1,365 1,233
O
z Oil and NGL 597 699 699
LU > Natural Gas 663 549 549
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(1) Includes bunkers. For 1985 assumes IEA Group Target of 26 million
barrels a day (excluding bunkers) achieved through intensified conserva¬
tion and supply expansion programmes. Without the constraint imposed
by the target the balance would yield net oil import demands of 33.2 and

32.7 million barre/s a day for the lower and higher nuclear cases
respectively.

(2) OPEC production is assumed to be 40 million barrels a day in 2000.
These assumptions were adopted after an analysis of each country's
reserve base, existing and planned capacity, economic development and
oil revenue needs. At least a ± 10 per cent band of uncertainty exists ar¬
ound these estimates. Domestic demand plus bunkers sold by OPEC
countries are projected to be 9. 1 mi/lion barre/s a day in 2000.
50 mtoe = 1 million barrels a day.

It is also providing loans for the construction of coal-fired plants

and finance for overseas coal exploration. Stringent environmental

regulations are likely to require that all electric power stations

utilise highly efficient flue gas desulphurisation technologies

regardless of the sulphur content of the coal burned. In addition,

there are likely to be strict limits on nitrogen oxide emissions if the

control technology can be developed; siting problems and high

land prices may raise the costs of coal, and sea transport costs are

high. Nevertheless, IEA thinks that, as oil prices rise, imported

coal is likely to enjoy an increasing competitive advantage es¬
pecially as nuclear power costs are also increasing. Japan is
studying the feasibility and economic interest of a coal port

capable of accomodating huge ocean carriers and having facilities

for coal storage a "coal centre". Problems are being

encountered however in finding a site that is environmentally

acceptable and immune from typhoons, tidal waves and earth¬

quakes.

The Suppliers

Within the OECD, Australia is thought likely to be the largest
exporter, increasing its present exports more than six-fold by the

year 2000. Australia's exports of hard coal have been rising since
the early 1960s, spurred by the growth of the Japanese iron and

steel industry (Japan takes more than 75 per cent of all Australian

hard coal exports). However, in the recent past, the policy has
been to diversify exports, and new demand has made this

possible.

By 1985, hard coal exports could be almost double those of

1975, more than a quarter going to Japan for electricity produc¬

tion but also to Western Europe and other Asian countries (e.g.
Taiwan and South Korea). In time it should be possible for Austra¬

lian coal to maintain a favourable competitive position in the

Japanese and other fast growing Asian markets against oil and
even other sources of coal.

The Australian coal industry is one of the world's most efficient,

measured in terms of labour productivity. In late 1976, hard coal

mining costs for new underground operations were estimated at

$ 1 8 per ton, of which 50 per cent would represent labour costs,
and even less for new surface mines (largely in Queensland) from

U.S. $8 to $15 per ton.

Estimates of capital costs, on the other hand, are quite high in

2. PROJECTED WORLD COAL TRADE

Present policies lower nuclear estimate Mtoe

1976 1985 1990 2000

Canada

United States

OECD Europe
Japan
Australia

+2.1

-37.8

+ 38.5

+42

-21.7

-4.2

-47.6

+ 65.7

+ 67.1

-39.9

-6.3

-55.2

+ 107

+ 86

-62.9

-9.8

-90.2

+217.5

+ 126.6

-136.4

TOTAL +23.1 +41.1 +68.6 + 107.7

Centrally planned
economies

Developing countries
South Africa

Other

-26.6

+ 4.9

-4.2

+2.1

-30.1

+ 7.7

-23.8

+4.9

-34.3

+ 1.4

-42

+ 6.3

-46.2

-7

62.9

+ 8.4

TOTAL -23.8 -41.3 -68.6 -107.7

COMPOSITION OF COAL TRADE IN 2000

Mtoe

Metal

lurgical
Steam

Canada -16.0 + 6.3

United States -48.9 -41.3

OECD

Europe + 39.9 + 177.6

Japan + 72.7 + 53.8

Australia -52.0 -84.0

Metal¬

lurgical
Steam

Centrally
Planned

Economies

Developing
Countries

South Africa

Other

-17.5

+ 18.2

+4.2

-28.7

-25.2

-62.9

+4.2

Imports Exports
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some areas because of the need for transport infrastructure and

new towns for workers and their families in the sparsely pop¬

ulated coalfield area.

Moreover, the Australian Government aims at keeping foreign

equity to 50 per cent for coal mining and other new mining
ventures (75 per cent for uranium). This could limit investment,
but some flexibility may be incorporated in the practical applica¬

tion of the policy guidelines. Government policies do not in any
case seem to have discouraged international oil companies from
recently acquiring coal leases and mining operations with a view

to the export potential.

At present, all export contracts have to be reviewed by the
Government before issuance of an export permit which may be

refused if prices specified are below "market prices". But while

market price is observable in the established world market for
coking coal, there is no such phenomenon in the as yet under¬
developed international steam coal market. Since maritime
transport costs account for a large part of the price of Australian
coal, it could make a considerable difference whether market price

is interpreted to include freight or not.

Another more serious obstacle to increased coal production for

export is the lack of adequate infrastructure. By 2000, the railway
network will have to be revamped if greatly increased coal

volumes are to be transported. Railway companies are owned by

State governments, and their present tariffs for coal are high. An
associated obstacle to coal exports is port infrastructure. Only one

port Hay Point in Queensland handles ships of 120,000
deadweight tons, but Australia would need the largest available
vessels given the distances involved. This limitation could affect
the competitive position of Australian steam coal in European
markets as against South African and Polish coal. But starting in
the late 1980s, with completion of infrastructural expansion,

Australian coal, low in sulphur content, could win major new ex¬

port markets.

The second largest supplier within OECD is projected to be the
United States which also has by far the largest reserves in the

OECD area 65 per cent of the total and almost 30 per cent of
those estimated as technically and economically recoverable -

but much of it is coking coal. Use of coal is encouraged by the
recently enacted energy law which, with some exceptions, out¬
laws new oil and gas-fired power plants. But the law tilts towards
the Eastern deep mines which are high in sulphur content and

high in cost because they are labour intensive and because of
safety, health and work rules. The Western Plains have more
accessible low-sulphur surface mines which could be more labour

productive and less costly to operate but, despite the low-sulphur
content of the coal, they will have to install desulphurisation

equipment hence have a cost penalty; transport costs are also
higher up to 75 per cent of the cost of delivered coal.

A competitive transportation network is required to realise coal
export potential and domestic use of coal. (A controversy is on as
to whether Western coal should be transported by rail or pipeline.)

Most (80 per cent) of the potential Western coal fields are
owned by the Federal Government (Eastern deposits are almost
exclusively privately owned) and subject to a 1971 moratorium on

leasing pending a land-use plan. After 1990, this moratorium
could serve as a constraint on production.

The key to greater coal usage in power generation is the cost of

controlling sulphur oxide emissions. Coal burning power plants

currently account for one-half of all sulphur oxide emissions, and

emissions from nearly half the coal now consumed in power

plants fail to comply with existing clean air standards.

Still another potential source of coal within the OECD area is

Canada, projected to have a small net export by 1 985 which could

double by 2000, again mainly coking coal. Canada already

supplies coking coal to Japan from the West where 99 per cent of
Canadian coal resources are located. Canadian coal could also be

exported to Japan for use in power plants at a cost competitive

with that of the U.S. and not much higher than Australian coal.

However, three Canadian provinces plan to permit exports only

if it can be shown that a surplus exists after taking account of

domestic requirements, present and future. Two provinces have

introduced environmental policies which prohibit coal projects in

environmentally sensitive areas, and limit development in certain

others (by prohibiting strip mining for example). Just how

restrictive these policies will be is not yet clear. A mine/power-

plant complex proposed in Calgary was rejected on the grounds

that it would disturb a prime wheat-growing area and that alter¬

native sites for power generation could be developed on less

productive farmlands.

Manufacture of synthetic gas from coal could become

economic after 1990, and consideration is also being given to us¬

ing coal to produce steam to extract the heavy oils found in tar

sands along the Alberta-Saskatchewan border.

Large scale coal exports would require long advance planning

in order to construct the necessary transportation infrastructure,

since the coal would have to be transported over a long and
mountainous route to the Pacific coast.

Of the sources outside of OECD, South Africa is by far the most

promising. It is the only developed market economy primarily

fuelled by coal (almost 75 per cent of total primary energy re¬
quirements in 1 976 while oil supplied only 25 per cent) and is the

This coal terminal at Richard's Bay, one of the world's most modern, should

help to make South Africa the second largest exporter of steam coal (after
Australia) by 2000.
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only country where commercial coal liquefaction is carried out.

Operations are mostly underground, but surface mining has

been increasing steadily as labour costs mount in this labour-

intensive industry. Costs are low despite the predominance of un¬

derground and labour-intensive operations.

South Africa has traditionally exported small quantities of coal,

but the amount has increased vastly since 1973 to make South

Africa the fifth largest coal exporter in the world. This expansion

was made possible by the opening of a new coal terminal at

Richards Bay. It is one of the world's most modern and can now

service 1 50,000 dwt vessels; ultimately 250,000 dwt vessels

could be handled. Richards Bay is connected to the Transvaal

coal-producing region by a railway line built exclusively to service

the port.

The internal coal market is closely regulated with prices fixed by

government and both production and exports allocated to in¬

dividual mines by producers' associations. Recently, some inter¬

national oil companies have started up operations, have received

export permits and begun exporting steam coal.

One school of thought advocates greater domestic reliance on

coal for security reasons and a ban on exports with coal reserved

for the domestic market. By contrast, coal producers argue for

further development of coal exports. So far the Government has

not defined any long-term strategy on coal trade, but it does not

seem to have put up any barriers to the promising start in steam

coal exports.

The centrally planned economies could be the next largest

group of exporters. Poland has exported roughly a fifth of its coal

to other centrally planned economies and to Western European

countries, mostly coking coal; but, because of difficulties in

meeting its own demand, Poland cannot be looked to for signifi¬

cant new volumes of coal, at least before 1990. The USSR and

China have huge reserves but have exported little although both

economies have been turning to oil and natural gas. In the wake

of high energy prices, Soviet planners are trying to reverse the

long-term trend away from coal use, and the long-range target for

coal production appears to be a production level of 1 billion tons

by 1 990, produced mainly east of the Urals, far from consumption

centres. This will certainly pose serious problems of infrastructure.

However, some limited expansion of present exports can be ex¬

pected from the Soviet Union. A new deep water port, under con¬

struction at Vostochniy on the Siberian Pacific coast, will handle

coal from the Southern Yakutian basin, 1,200 km to the West.

Much of the coking coal will be exported to Japan starting in the

early 1980s under a long-term supply contract.

Prospects for coal in China are difficult to establish. The current

drive to modernise the economy will intensify future energy

needs. But inadequate allocation of resources to coal mining and

the favouring of oil development will tax coal authorities in

meeting domestic demand and might preclude any important

growth of exports. The new coal port in Lienyunkiang seems to

imply, however, a moderate increase of coal exports in the future.

India has by far the largest present production of hard coal in

the developing countries, using much of it herself. South Korea

also produces and consumes coal. Aside from these two

countries, there has not been much exploration for coal in the

developing world, but, from available surveys, IEA tentatively con¬

cludes that countries such as South Korea, Taiwan and the

Philippines may import coal for coastal power plants while

Colombia, Venezuela, Mozambique and India (and to a lesser ex¬

tent, Botswana) could export coal.

As one part of the IEA study on coal, OECD's Environment Directorate was asked to appraise the
environmental problems associated with coal and the control technologies. Below is a summary

of the findings.

THE ENVIRONMENTAL HAZARDS OF
COAL . . . AND THE COST OF CONTROL

The environmental hazards associated with production and

use of coal are complex. Many can be controlled at a cost

as shown in the table. Certain hazards are not sufficiently

well understood as yet, and further research is required either to

establish cause and effect or to perfect control measures.

All phases of the coal cycle mining, coal cleaning, coal

transportation and storage, conversion to synthetic fuel and com¬

bustion present environmental problems. The following con¬

centrates on only two.

Mining

In mining the greatest hazard is the health and safety of the

miners themselves. Statistics from underground mining in Ger¬

many show that the coal needed to power a 1000 MW power

plant would involve 3 deaths per year, 300 serious injuries and

1.6 total disablements from illness. Underground mining is far

more dangerous than surface mining, causing three times as

many injuries and four times as many deaths according to U.S.

statistics. Occupational health and safety is constantly being im¬

proved at a cost estimated in the United States at $6 per ton of

coal, $2 for protection against black lung disease and for in¬
surance and $4 per ton to meet safety requirements.

Underground mining can also cause surface subsidence; this

can only be prevented through use of mining techniques which

leave more of the coal in place and also increase the cost of min¬

ing itself by an average of $ 1 .50 per ton (the range is from $ 1 to
$5).

Surface mining scars the landscape and leaves it unusable, but

the technology of reclamation has been developed and can be

applied if the slope is not too steep and can restore or even im¬

prove the land if carried out as part of the mining process itself.
The cost is estimated at from $3,000 $8,000 an acre which

may work out to anything between 1 5 cents and $3 a ton of coal

depending on the thickness of the seam etc. Where reclamation is

impossible because of a lack of water for example OECD's

Council has recommended that mining should not be undertaken.

Costs of reclamation must be paid by mine owners operating in

the US, and this may signal a trend towards regulation elsewhere

One major physical impact on the environment from all types of

mining is water pollution, the so-called acid mine drainage, which
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THE ENVIRONMENTAL COSTS OF COAL

Indicative Cost Estimates for Specific Environmental Measures US$/ton of coal, 1977

COAL MINING/COAL CLEANING

Contour

surface

mining
(thin seams)

Area

surface

mining

All

surface

mining

Underground
mines

Observations

Reclamation of active mines (including
prevention of mine subsidence)

2.80-3.00 0.15-0.90 1.00-5.00
Higher for surface mining in
steeply sloped areas

Fee for reclamation of abandoned mines
0.1 0(lignite)
0.35(coal)

0.15 U.S. legislation

Dust control 0.10-0.20

Mine drainage control 0.35-0.50 0.15-0.40 0.07-0.60 1985 technology

Occupational health and safety requirements 6.00

Coal cleaning Prevention of runoff
from storage and wastes

0.09 0.09
Per ton cleaned

COAL TRANSPORTATION

By rail Slurry

pipeline

Harbours

Dust control, prevention of spills,
control of runoff

0.05 Unknown

Treatment of slurry water 0.15-0.25 Reduced by evaporating

COAL UTILISATION

Control of waste heat emissions by use
of cooling towers

0.80(wet) 7.00(dry)
7 tons of water per ton
of coal (wet)

No water consumption
(dry)

Particulate control
1 .05 (electrostatic precipitator)
2.20 (Venturi scrubber)

Control of sulphur oxides
7.00-1 2.OOOime/limestone flue gas desulphuri-
sation system)

Depending on coal type and
specific regulation; including
waste disposal

Ash disposal 0.70 (in lined ponds)

Control of nitrogen oxide by combustion
techniques

0.20-0.30

should be controlled at its source by such means as redirecting

water away from mining areas (drainage control), in order to pre¬
vent coal from coming into contact with water, and by chemically
treating whatever drainage remains. Mining may also pollute un¬
derground water systems with other impurities than acid. With
technology now in sight drainage treatment costs would be $0.07
to $0.60 per ton.

Coal Use Production of Electricity

For the general public, it is the combustion phase of the coal
cycle which represents the greatest threat through air pollution -
sulphur oxides, nitrogen oxides and particulates. These pollutants
have long been recognised as a cause of illness and death, though
estimates of how many people are affected vary greatly (from 0 to
1 00 deaths a year per 1 000 MW plant). These pollutants can also
be transported over long distances.

Particles are removed by electrostatic precipitators or venturi

scrubbers, but today's technology allows a fine dust to pass

through and this dust can be breathed in and is perhaps harmful
to human health. Such particulate control costs $1 - $2.20 a ton
of coal.

In the combustion phase of the coal cycle, sulphur oxides have
traditionally been treated by dilution through use of tall stacks.
That option has successfully solved the problems of highly pol¬
luted areas. But in order to solve the overall problem, including the

long-distance transport of pollutants, emission control is need¬

ed, that is to say flue gas desulphurisation. Various techniques

exist at average costs of about $10 per ton. However, they have
pollution effects of their own. Wet scrubbing with lime or

limestone, for example, leaves large volumes of calcium sludge

which must be disposed of and may pollute ground waters. The

waste product of scrubbing can be converted into a marketable

product, but this potential is realised mainly in Japan as part of a
more advanced process. Within five to eight years it may be

possible to produce usable sulphur or sulphuric acid with a new

process which would be more costly but less polluting.

Nitrogen oxides are a more recent concern, and standards for

their emission exist only in Germany and Japan but may become

more widespread in the 1 980s. The technology is developed to a

point at which nitrogen oxide emissions are reduced by 30 to 50

per cent. A few countries are now developing new technologies to

reduce them by 80-90 per cent (fluidised bed combustion and

new flue gas cleaning systems).

Recently there has been concern about trace elements of heavy

metals and carcinogenic substances which are released into the

air, the water supply or the food chain, and research should be

stepped up. Another area which requires further study is the

possible effects of carbon dioxide emissions on the global climate

(the greenhouse effect) resulting from all types of fossil fuel com¬
bustion. This could be an important environmental problem, and,

because of the migration of pollution, an international one.
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TOURISMand by Gérard Eldin,

OECD Deputy Secretary-General

the ENVIRONMENT

The recent wreck of the Amoco Cadiz has shown what drastic consequences an environmental
disaster can have on tourism. But tourism can also harm the environment, polluting the beaches,

deforesting wooded lands and creating seaside bottlenecks.
How can tourism be reconciled with environmental policies in such a way as to improve the

quality of life for both local residents and the tourists themselves ? This is the theme of a seminar
recently held by OECD at Salzburg in Austria. The following are excerpts from the introductory
speech given at this conference.

The tourism explosion cannot be regarded as a passing

phenomenon. The special dynamism of this sector is il¬

lustrated by the fact that international tourist movements,

estimated at only 25 million arrivals in 1 945, climbed to 1 1 5 mil¬

lion in 1 965 and to 240 million in 1 977 ( 1 ) a tenfold increase in

the space of three decades. Tourist payments in the OECD area

which account for 70 per cent of those in the world went up

from $5 billion in 1960 to about $10 billion in 1966 to $20 bil¬

lion in 1972 and to over $40 billion in 1977 doubling (at cur¬

rent prices) every six years over the period. What is significant is

that the trend should have continued despite the unfavourable

economic climate of the last few years; the tourism sector is in

fact one of those least affected by the economic slow-down. Thus

demand for an activity which is not a basic necessity of life and

the main object of which is pleasure has proven to have great

staying power. While the growth of tourism may be temporarily

affected by political circumstances such as war or social unrest,

its long-term growth seems to depend on powerful socio¬

economic factors, inter alia the growth of income, the reduction in

working hours, the saturation of other forms of consumer

spending and cheaper transport.

Therefore the outlook for tourism a service industry is very

bright. For many of the less-industrialised OECD countries which

have outstanding natural and artistic assets, it is a vital source of

foreign currency and, in the present phase of slower growth offers

scope for the creation of new jobs as well as contributing to the

maintenance of demand in construction and public works.

It would be a pity if the development of tourism, which satisfies

a deeply rooted human need for a periodic change of scene and an

opportunity to enjoy the wonders of nature and the works of man,
were to be at the cost of nature itself or of someone else's

environment. This is the heart of the problem and the reason for

analysing the rather ambiguous relationship between tourism and
the environment.

Tourism is more than a major economic activity. Travelling

abroad is an essential feature of the current life-style in

democratic countries. The tourist is no longer, as in Stendhal's

time, a member of a small elite, the so-called "happy few". Our

day is one of mass tourism. We have so to speak moved from the
tourism of Mr. Baedeker to that of Mr. Blitz, the founder of the

Club Méditerranée. This démocratisation of tourism shows how

widespread an aspiration it is and how important as a comple¬

ment to more essential goods and services. Thus when dealing

with the environment and tourism one should avoid giving undue

weight to one or the other, since both contribute to the quality of
life.

Tourism, like other economic activities, is subject to the theory

of "externalities". Until recently there has been a tendency to

analyse tourism solely from the "internal" point of view i.e. the

exchange of goods and services at a given price, which can be left

to market mechanisms. Seen in this light the only problems in¬

volved are meeting tourists' demand for comfortable beds,

appetising (or even exotic) food, sun-drenched beaches, long,
well-equipped ski slopes, local colour all at competitive prices.

Obviously, this is too narrow a view for two reasons:

First, what attracts holidaymakers is not just the consumption

of goods offered for sale on the markets; it is also the environment

in which these goods are consumed the natural setting, the cli¬
matic conditions, the historical and artistic treasures of the region,

the hospitality of the local population etc. qualities which can¬

not be subjected to private ownership. »-

(1) For more details see The OECD OBSERVER N° 94/September 1978.
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The environment may be seriously, even irreparably, damaged by tourism crowded beaches
and walls of concrete along the coasts. But the negative chain of events is not the only option.
Tourism can leave the environment intact or even enhance it. Above left : a view of Salzburg; its
music festival attracts tourists and enlivens the cultural environment without destroying the
physical one. Above right: tourists view the Kenyan animal reserves from a noise/ess, fume/ess
balloon.

Second, tourism itself has undesirable side-effects on the

environment and may create congestion or saturation effects

which boomerang on the tourism itself in a kind of self-limiting
mechanism.

Thus one can identify two kinds of interrelationship between
tourism and the environment:

A positive interrelationship: the quality of the environment is a
vital factor in attracting tourism, so that protecting and improving
the environment often have a high priority in areas where there

are large numbers of visitors. Illustrations are the worldwide fund-
raising campaign to save Venice, the restoration of old residences
and the creation of nature and wildlife reserves, or as in Salz¬

burg a concerted effort to create the proper setting for a famous
music festival.

But secondly, and all too often, there is a negative

in terre/a tionship .

It is not only that tourism can on the one hand, cause such in¬
evitable evils as the pollution of beaches, automobile exhaust

noise etc. ... or that, on the other hand environmental disasters

such as the wreckage of the Amoco Cadiz can have significant
effects on tourism. Tourism may also cause irreparable damage to

a country's natural and cultural heritage as evidenced by the
"walls" of concrete along the coastlines, the environmental hor¬

rors caused by forest fires in Southern Europe and the increasing

frequency of avalanches in the Alps. To these one must add the
harm done by an excessively mercantile approach which feeds the
tourist on cheap culture and artificial folklore in a fairground

atmosphere so that, instead of bringing peoples together, it is

more likely to sow the seeds of mutual xenophobia. And what of

the undesirable results of over-exploited touristic resources:

congested roads, polluted beaches, overcrowded camping

grounds, interminable shuffling and offensive noise at cultural

shrines which require silence and contemplation? The question is

whether under such conditions tourism is not bound to destroy

itself.

These are some of the facts with which we must come to grips.

It is a problem for governments. In modern societies

governments cannot simply aim at the development of economic

activity without regard for the environment; they also have the

responsibility for preserving mankind's natural and cultural heri¬

tage. It is necessary to promote a healthy synergism between tou¬

rism and environmental policies to intensify the positive inte¬

ractions and limit the negative ones; and only governments can

offer the necessary incentives. The delicate and complex matter of

staggered holidays is a case in point.

It is a long-term problem requiring foresight and prevention,

anticipating the requirements of tourism and the necessary infra¬
structures, warding off its unwanted side-effects through environ¬

mental impact studies and the proper internalisation of external
costs. Tourism should be fitted into a framework of land-use plan¬

ning and environmental protection be included at the earliest

stages of planning for tourism.

Thus the explosion of tourism in a physical and human environ¬

ment which itself is subject to limitations poses a multi-faceted

problem with numerous economic, social and human ramifica¬
tions. It is none too soon to be concerned with this issue.
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^J.K. INNOVATIVE
MANAGEMENT
OF URBAN
TRANSPORT FOR
A BETTER
ENVIRONMENT
by Ariel Alexandre and Christian Avérous,

OECD Environment Directorate

Noise, fumes, the dangers of walking, the
irregularity of bus services and other pinch points of

city life are increasingly the subject of complaints

on the part of city dwellers. This rising tide of con¬
cern, added to increased pressures to hold down

the consumption of energy and the rising cost of
public services, has led OECD's Environment Com¬

mittee to focus on low-cost urban transport
policies.(l)

Instead of building expensive metro systems or free-ways, the

new approach to urban transport policy is to make better use
of existing transport facilities roads, buses, taxis, light rail

etc. through comprehensive and innovative management,

building heavy infrastructure only as a last resort.

Case studies have been carried out by OECD on twelve cities

which have adopted such comprehensive policies (2). The cities
studied span a wide range as to size, structure and level of car-
ownership. Together they present a broad-based picture of local
and national efforts to improve the urban environment and to

facilitate access to the city, both for those who have cars and
those who do not. The measures taken are behaviour-oriented

and often politically sensitive.

Scrutiny of the twelve cities has made clear that management-
oriented urban transport policies, though local in inception, have
implications for national policy-makers in very diverse fields
environmental protection, energy conservation, inner city
revitalisation, institutional reform and finance.

Traffic Management

The new management-oriented urban transport policies aim at
encouraging people in the city to make more efficient use of
vehicles and infrastructure; this means a change in emphasis from

moving vehicles to moving people.

Local authorities in most countries have it within their power to

reduce transport nuisances and enhance the urban environment.
They can turn shopping thoroughfares blighted by noise and

fumes into pedestrian streets. They can introduce "traffic cells"

designed to keep through-traffic from traversing the centre of the

city and upgrade or create ring roads to accommodate the traffic

thus diverted. They can control and reduce on-street parking and

use computer-based area traffic control to smooth out conges¬

tion. They can also require supplementary licences for those who

want to drive into heavily congested areas.

Giving city officials power to regulate commuter parking (by

charging progressively more for each additional hour or reducing

the number of parking spaces available) and compensating

households adversely affected by traffic management schemes

(on newly designated ring roads for example) can also help

achieve environmental and transport objectives.

Restrictions on the automobile must be complemented by im¬

proved public transport which may require the financial help of

national governments for both investment and operating costs.

Impact on the Environment

There is a strong positive correlation between traffic volume

and air and noise pollution. Thus, sharp decreases in automobile

pollutants have been registered on pedestrian streets. In

Gothenburg, for example, noise levels have been reduced from 74

dBA to 67 dBA in pedestrian streets and average levels of carbon

monoxide from 65 ppm to 5 ppm; Besançon reduced carbon

monoxide in the centre by 67 per cent while auto-related

pollutants in Nagoya declined by 16 per cent.

It must be noted, however, that these large reductions in pollu¬

tion may be very local in effect; unless the area-wide volume of

traffic is actually reduced (through a shift of auto users to public
transport, for example) pollution will merely be redistributed to

other areas to ring roads and other diversion routes. This impact

however can be minimised if the alternative routes are carefully

(1) The first results of this work were communicated to local and

national government officials at a conference held by the OECD in 1 975:
"Better Towns with Less Traffic ".

(2) Besançon (France), Brussels, Geneva, Gothenburg (Sweden),
Groningen (Netherlands), London, Madison (United States), Nagoya
(Japan), Nottingham (United Kingdom), Ottawa, Paris and Singapore.
They will be pubished under the title Management-Oriented Urban
Transport Policies to Improve the Environment.
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chosen (if, for example, they are streets with little human activity)

and if computer-controlled traffic signals are used to ensure a

steady flow of vehicles, since stop-and-go traffic generally results
in more noise and air pollution.

Energy Use

Motor vehicle transport accounts for about 20 per cent of all

fuel consumed in Europe and more than 30 per cent in the United

NOTTINGHAM'S CENTRAL ZONE AND COLLAR SCHEME

Park and ride sites

Collar

controls

controls

Short stay

car parks

1. Traffic Cells

City centres or sensitive residential areas bounded by a

ring-road or major traffic arteries may be divided into a series
of cells. Local access to each of these ceils is possible only via

a limited number of entry and exit points at the periphery.

Through-trips across cell boundaries are prohibited, and

motorists can only go from one cell to another by means of a

ring-road. As a result, the heaviest traffic flows occur on the
peripheral route and through-trips are diverted away from the
centre. Such schemes are often combined with pedestrian

zones, bus priority and other traffic management measures

(e.g. parking restrictions and one-way street systems within
each ceil).

2. Zone and Collar Schemes

Central-city areas may be divided into a series of
concentric zones bounded by a "collar" of traffic lights.

Traffic entering each zone in the peak period may be
restrained by reducing the green time at these lights. The

amount of green time permitted depends on the traffic con

ditions in inner zones and the length of traffic queues on radial

routes at each collar. Priority measures for public transport

such as bus lanes and "preempted " traffic signals (a bus can

turn the lights green by radio transmitter or a sensing device

in the road) may be incorporated into such a scheme to avoid

delays at the collars for public transport users.

3. Pre-Metro Systems

Underground or segregated surface lines may be

constructed along particularly congested corridors. Tramway

or "pre-metro " services are operated along these corridors

until ridership reaches a certain level, at which point they can

be replaced by a higher performance metro system.

4. Supplementary Licensing

This is one form of road or traffic congestion pricing. Part or

all of a city centre is cordoned off and drivers must purchase a

supplementary licence to have access to or drive within this

area. Such schemes are mainly directed at restraining the use

of private cars and through-traffic during peak hours in con¬

gested city centres.
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EFFECT OF

MANAGEMENT-ORIENTED URBAN TRANSPORT POLICIES

nalysis of6 case studies

m	

Population

454,000

Key Policy Features

Traffic cells introduced. Trams and

buses given reserved right-of-way
and priority at signals. Suburb-to-
centre express bus service started.
Central area parking controlled.

Transport Results

Traffic accidents reduced by 36 per
cent. Regularity of bus and tram ser¬
vices improved. Costs of running
public transport reduced by 2 per
cent. An increase of 6 per cent in
weekday trips to centre by bus and
tram. Traffic on inner ring road in¬
creased by 25 per cent.

Environmental Results

Noise reduced from 74 to 67 decibels

(dBA) in main shopping street. Aver¬
age level of carbon dioxide above
pavements reduced from 65 ppm to
5 ppm; reduction of peak carbon
monoxide levels by 9 per cent. Seven¬
teen per cent reduction in cars
entering the centre.

2,000,000

Traffic cells in residential quarters.
Segregation of longer distance road
movements on a loop route equipped
with linked signals. Computer-
managed area traffic control. Bus
lanes. Priorities for public transport at
signals. Staggered work hours. Park¬
ing regulations.

A 17 per cent increase in traffic
speeds on main roads covered by
computer-managed signals. A 3 per
cent increase in ridership on buses

using priority lanes. A 59 per cent
reduction in deaths from road acci¬

dents in the central area and a 57 per
cent reduction in residential areas

covered by cells.

A 1 5 per cent reduction in cars
entering the central area in the
morning peak period. A 1.5 per cent
reduction in traffic circulating in
central business district. A 1 6 per
cent reduction in auto-related pol¬
lutants.

528,000

Bus services more than doubled
between 1971 and 1976. Fare sub¬

sidies raised from 7 to 46 per cent

of public transport operating costs be¬
tween 1971 and 1976. Flexible

working hours adopted by 50 per
cent of Ottawa's city centre em¬
ployees. Charges of $20 to $24
(Canadian) per month introduced for
700 spaces in Federal Government
car parks. Express busway 7 km long
created.

Annual public transport ridership in¬
creased from 37 to 60 million pas¬
sengers per year between 1972 and
1976. Public transport's share of
total evening peak travel by road
increased from 20 to 30 per cent. A
fall in the proportion of government
employees driving to work from 35
to 27 per cent between 1 974 and
1975.

A 15 per cent reduction in peak
period car use. Carbon monoxide
levels held constant at 13.15 ppm
between 1973 and 1975. (The aver¬

age in large North American cities
is 23 ppm). A population increase
from 95,600 to 97,500 in the inner

city between 1971 and 1976.

2,300,000

A monthly transport pass the
"Carte Orange" allowing an un¬
limited number of trips by any public
transport mode in the Paris region
introduced. A 2 per cent payroll levy
by local authorities on employers
introduced to finance public trans¬
port. Reserved bus lanes were im¬
plemented to form a network of
100 km in Paris.

Sales of "Carte Orange" rose from
100,000 in October 1975 to
1,300,000 in December 1977. The

scheme has led to a 36 per cent
increase in bus use in Paris (of this

increase 38 per cent of trips were
formerly made by metro, 30 per cent
on foot, 14 per cent by auto). The
payroll levy produced almost 2 billion
francs in 1976 (approximately 22
per cent of the total expenditure for
public transport in Paris). The re¬
served bus lanes have improved the
regularity of bus service as well as
their speed.

Survey results show that an average
of 70,000 auto trips per day have
been shifted to public transport in
Paris. All three measures have contri¬

buted greatly to improving the image
of public transport, in particular
surface transport, in the Paris region.

CO

2,000,000

Supplementary licences intro¬
duced for vehicles entering the cen¬
tral business district during the
morning peak period. Tax disincen¬
tives on car ownership. Publicity
for car pooling. Staggering of work
hours. Park-and-ride services. Im¬

proved bus service.

A reduction of traffic during the
morning peak period in the zone
covered by supplementary licencing
of 75 per cent. An increase in car
pools from 2,137 to 4,500. A 1 5 per
cent increase in bus passengers be-
ween 1974 and 1976. A reduction

in the rate of growth of car owner¬
ship.

A 43 per cent reduction in overa
daily traffic in the licensed zone. A
15-20 per cent reduction in carbon
monoxide levels.

305,000

A variety of traffic management and
restraint measures introduced, in¬

cluding: zone and collar physical
restraints, traffic cells and pedes¬
trian zones, peak period waiting and
delivery restrictions, linked traffic
signals, and lorry by-pass routes. On-
street parking restrictions; restraint
and pricing measures implemented
for off-street parking. Public trans¬
port services improved in frequency
(33 per cent increase during peaks)
and with new services (free special
bus service for shoppers, park- and
ride-services during peak periods
and on Saturdays).

The zone and collar experiment was
abandoned after eleven months, but

major results were achieved in¬
cluding: the elimination of through
traffic, a 50 per cent reduction in
traffic, and very significant improve¬
ments in bus reliability.

The central area scheme has dimin

ished pedestrian/vehicle conflicts (ac
cidents were reduced by 60 per cent),
given buses and pedestrians priority
over other traffic, and improved the
environment in the centre.
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States. Management-based urban transport can save energy in
four ways:

increased occupancy of cars

a shift from private cars to public transport

encouraging inhabitants to walk or cycle when making short

trips

more efficient use of existing roads.

For example, automobile load factors are very low in OECD

countries, and an increase in auto occupancy from 1 .2 to 1 .6 per¬

sons per car would reduce the number of cars used by 25 per
cent.

If such approaches are to be successful, they must be backed

up by national policies and incentives such as increased taxes on

motor vehicle fuel and development of more fuel-efficient
vehicles.

In deciding upon such measures, governments need to bear in

mind the interrelationships between energy conservation and

other measures. For example, auto emission standards need to be

coordinated with fuel-efficiency measures since at least some

techniques for reducing such emissions tend to raise fuel con¬

sumption.

Revitalising Inner Cities

In the inner areas of many cities, industrial and service jobs are

declining, and there is a shift of urban residents to the suburbs.

These changes tend to leave behind the economically, socially and

even physically disadvantaged persons, often in obsolete and

decaying residences with declining services.

However countries have begun to realise that the existing

urban infrastructure cultural as well as physical is too

valuable simply to abandon and cannot be recreated once it has

been destroyed; efforts are being made to revitalise the city, to

restore its former quality of life and its economic and social role.

Management-oriented urban transport policies can help by im¬

proving accessibility to jobs, reducing the cost of operating public

transport and providing a generally better environment. For exam¬

ple, pedestrian streets in business districts have helped to reverse

the economic decline of the area, and the use of traffic diversion

techniques in urban residential zones has visibly helped to restore

the quality of life by giving streets back to the people (3). Delft in

the Netherlands, where the pedestrian is given priority over the

vehicle on residential streets, is a particularly good example.

Here, too, supplementary measures to increase job

opportunities and improve housing and education facilities and
urban services are needed.

Institutional Adaptation

Urban transport planning and management, to be effective,

must take into account all modes of transport and be adapted to

the needs of the entire area; this can best be done by including the

city and its suburbs in a single unit, a change which will generally

necessitate some form of institutional reorganisation. In the U.S.,

for instance, groups of adjacent local authorities have created

what are called Metropolitan Planning Organisations to carry out

regional planning, and some forms of federal funding are depen¬

dent on the existence of planning on such a scale.

In Stockholm, all commuter railway, metro, bus and ferry

services are operated by a single regional transport company set

up about ten years ago. Urban transport policy in Germany has

aimed at integrating the services provided by various modes of

urban public transport without abandoning their operational in¬

dependence: in Hamburg, Munich and Frankfurt limited liability

transport associations grouping representatives of federal, state

GOTHENBURG'S TRAFFIC RESTRAINT SCHEME

The top diagram shows the traffic plan for the city as a whole, the middle
one the city centre and the photo at bottom one of the circled areas.

and city government have been set up to determine transport

routes, develop equipment, fix fare schedules and distribute

revenues to the participating companies.

Such regional transport integration is necessary for successful
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Revitalising inner cities: Delft in the Netherlands has given the pedestrian priority over the vehicle on residential streets. A before-and- after
sequence of the same street.

deployment of management-oriented urban transport policies,

though it will vary in form from place to place.

Finance

The financing of urban transport systems is complex: private
funds finance the purchase of cars and lorries, public funds the

purchase of transport equipment and infrastructure as well as the
operating costs of the various components of the urban transport
system. All costs, except of course the private purchases, are in
turn covered to varying degrees, by user charges, taxes and other
sources of revenue. However, while taxes on ownership and use

of vehicles (including fuel taxes paid by urban vehicle owners)
cover most of the investment in highways and parking, they do

not pay for the costs of air pollution, noise, congestion, accidents
or disruption that vehicle users impose on other urban residents.
Some countries are considering special taxes on motor vehicle

pollution both air and noise to remedy this situation.

In Singapore, supplementary licences must be purchased by
drivers of cars with less than four occupants which enter the city

centre during the morning peak. In effect, they are thus obliged to
pay for at least some of the costs imposed on others by their
vehicles. This scheme has resulted in a 75 per cent decrease in

traffic entering the central area during the morning rush hour and
a radical improvement in the environment. Profits from the sale of
the licences could be used to improve public transport.

The experience suggests that supplementary licencing is a
powerful and effective instrument although it is a controversial
concept primarily because motorists are not accustomed to pay¬
ing all the costs of automobile usage. Such schemes also raise
issues of equity because they discriminate against lower-income
car owners. Kuala Lumpur will be the second city in the world to

implement such a scheme while Bangkok, London and others are
examining the possibility.

In general, fares do not cover the costs of public transport, and
subsidies are needed, the amount varying from city to city.

Deficits have been due, in part, to rising labour costs and the

labour-intensiveness. In addition political decisions have been

taken to keep fares low in the interests of low-income residents

and to encourage more people to use public means of transporta¬

tion. Public transport enables cities to function better; in many
cases, the absence of such a system would prove disastrous to

the city's economy. Large subsidies can also be rationalised by

noting that users of cars are implicitly subsidised since they do not

pay for the costs they impose on others.

Whatever the theoretical arguments, subsidies to urban public

transport are in fact rising in many OECD countries and causing
concern to both local and national governments. One response to
this situation has been a search for new sources of revenue. In

France, for example, a payroll tax on firms with more than ten

employees has been imposed for the specific purpose of improv¬

ing public transport. First introduced in Paris and neighbouring
towns in 1971 and subsequently extended to cities having more

than 100,000 inhabitants, this tax produced a revenue of $500
million in 1976 for the whole of the Paris region.

In North America, attention has been given to what is called

"value capture". This is a financing mechanism which involves

evaluating how much a given transport improvement has increa¬

sed land values and levying a tax on the increase. The technique

has been used in some Canadian cities, but it has proven difficult

to separate value increases due to transit improvements from
other changes in a complex urban land market.

In the United States, local authorities (Minneapolis, for exam¬

ple) have created special tax assessment districts around
shopping streets which are rehabilitated for the exclusive use of
pedestrians and buses. Shopowners on the street (called a transit
mall) are required to pay a special tax which is used to finance the

improvements and/or to pay the operating costs.

Revenues derived from financial measures such as these can be

used to support public transport, thereby reducing the need for

central government subsidies.

(3) A seminar on urban transport and the environment, to be held at
OECD on 10-12 July 1979, will focus on these improvements.
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DRINK, DRUGS and DRIVING

Although automobile fatality rates have declined by 1 5 per cent since

1 973, traffic accidents still account for over 100,000 deaths a year in

OECD countries. Causation is difficult to trace because so many

factors are involved, but statistics from around the world indicate that

alcohol plays a role in 30 to 50 per cent of road accident fatalities. For

example it is thought to be a causal factor in about 20,000 road acci¬

dent fatalities each year in the United States.

Prescription and over-the-counter medicines are adding another ele¬

ment to the problem, though its dimensions are not yet as firmly es¬

tablished. The concern that drugs and alcohol are independently

hazardous to driving is enhanced by the knowledge that, used in com¬

bination, they may interact with deleterious effects.

In order to provide governments with a sound scientific and technical

background for the measures they will be taking to combat these

dangers, OECD's Road Research Programme undertook a study of the

present state of know/edge about alcohol, drugs and driving accidents
and makes a number of recommendations (1 ).

For the individual driver, the risk of

being involved in a traffic accident
has been shown to rise

dramatically with increasing levels of
blood alcohol concentration. For instance,

in Canada, a comparison between blood

alcohol content (or concentration: called

BAC) in fatally injured drivers with that of

a "control" group not involved in

accidents reveals that the drinking driver

aged 30-34 is 17 times more likely to
have a fatal accident than the non-

drinking driver; if he is over 50, the
likelihood is 39 times greater and for the

16 and 17 year old driver 165 times

greater. (Chart A presents data from U.S.
studies).

The magnitude of the problem,
however, varies between countries.

Research studies have indicated that the

percentage of fatally injured drivers having
blood alcohol concentrations equal to or

greater than 80 mg % (2) is 20 per cent in
France, 34 per cent in England and Wales

and approximately 45 per cent in North
America.

Less well known is the role of alcohol in

accidents involving pedestrians and two-

wheeled vehicles. Fatality data from the

United Kingdom and North America in¬
dicate that 20 to 33 per cent of all

pedestrians killed in traffic accidents have
blood alcohol content in excess of 80

mg %. Another study shows that adult

pedestrians with blood alcohol content of

100 mg % or higher were usually respon¬

sible for initiating the crash.

The evidence needed to assess the ser¬

iousness of alcohol problems among
cyclists is extremely sparse, but an OECD

report (3) indicates that, in countries

which have a large number of two-

Editors of a well-known tourist guide in France,
experiment with the breathalyser.

wheeled vehicles, the role of alcohol may

be similar to that for car drivers.

Although the global incidence of alcohol

on traffic safety is generally agreed upon,

the report strongly recommends that each

country gather detailed data on the

specifics of its alcohol problem so as to

develop effective and appropriate

countermeasures, The report puts forward

an internationally accepted methodology

for conducting roadside breath-test sur¬

veys and recommends a test programme
that is coordinated between countries.

This scheme could be extended to include

pedestrians and cyclists as well as drivers.

Differences in Legislation...

Most of the laws enacted in OECD

countries in recent years specify a legal
limit to blood alcohol content (see table 1 )

though that limit varies from 50 to 100

mg %, with the penalties sometimes

greater for higher levels of blood alcohol

content and for repeated offences. The

choice of a particular level is generally a

compromise between the need for traffic

safety and the political and practical

problems of enforcing the law. A critical

factor may be whether the limit is in

accordance with the public's own notion

of justice. "The public may not accept

laws stipulating strong penalties for
behaviour which is common and which

therefore is not sufficiently deviant to be

considered immoral" the report notes.

OECD's report examines the scientific
evidence based on research data from

Europe and North America and concludes

that the level at which an appreciable rise

in risk occurs depends on individual

tolerance and drinking patterns, but some

general conclusions can be drawn as well:

that risks begin to rise noticeably between

50 and 80 mg %; that above 80 mg % the

risk increases appreciably and that beyond

100 mg % all drinking drivers are subject
to definite increases in risk.

(1) It is published under the title New Research

on the Role of Alcohol and Drugs in Road
Accidents, OECD Road Research, Paris 1978.

(2) mg% = milligrammes of alcohol per 100
millilitres of blood. The measure originally
stems from blood tests but can now be

accurately predicted by breath tests as well.
(3) Safety of Two-Wheelers, OECD Road
Research, Paris 1978.
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1. LEGISLATION IN OECD COUNTRIES

Statutory

Country BAC Limit

(mg %)'

Fines2 Jail Sentences3 Licence Suspension

Austria 80 5,000-30,000 Sh 6 months

Belgium 80 100-1,000 F 1 5 days6 months 8 days 5 years

Canada 80 $50-$2,000 14 days2 years 2 months3 years

Denmark 80/120 1 month's net

income

1 Yi21/2 years

Finland 50/150 Mean income

34 days

2 months Maximum 2 years

France 80/120 Minimum 1,000 F Minimum 1 month Minimum 1 5 days
Maximum 40,000 F Maximum 4 years Maximum 6 years

Germany 80/130 Maximum 3,000 DM 3 months 5 years

Japan 50 Maximum 50,000

yen

Maximum 2 years Maximum 3 years

Nether 50 Maximum 10,000 Fl. Maximum 3 months 5 years
lands

Norway 50 21 days 2 years

Sweden 50/150 Minimum 1/100th
of annual income

Maximum 6 months 1 year for 50/
2 years for 1 50

Switzer 80 Maximum 6 months Minimum 2 months

land

United 80 Maximum £100 Maximum 4 months Minimum 1 year
Kingdom

United 1004 Minimum 0 to $100 Generally 1 year Generally 1 year
States Maximum $500 to

$ 1 ,000

(1) mg% = milligrammes of alcohol per 100 millilitres of blood.
(2) The minimum and maximum fine, sentence and suspension period are presented in each
case. In most cases the minimum figure represents penalties levied against a first offence. With
repeated offences, the penalties increase.

(3) Some laws stipulate fines and/or jail sentences.
(4) Two states have a limit of 80 and two others have two limits, 100 and 1 50.
BAC = Blood Alcohol Content.

... And in Enforcement

Countries also differ in how they

enforce such legislation. There are for ex¬

ample various answers to the question:
what constitutes "reasonable cause" for

police officers to stop a driver and demand

a test for the presence of alcohol? In some

countries it is defined as "suspected im¬

pairment" so that the driver is not likely to

be apprehended as long as he does not

have an accident or display erratic driving

behaviour. At the opposite extreme is

routine breath testing without any require¬

ment of reasonable cause for suspicion of

drunken driving; only Denmark, Finland,

Sweden, Switzerland and, more recently,

France, among the European countries

make use of the possibility and in practice

only Sweden. In some cases there is no

penalty for refusing to submit to a test for
alcohol while in others a refusal carries the

same penalty as being shown to have
drunk too much.

While enforcement procedures must be

commensurate with the judicial and

regulatory framework in each country,

OECD's study notes that, as a general

principle, the risk of apprehension as

against the chance of escaping detection

on the road should be great enough to act
as a deterrent.

How Effective is the Legislation?

Unfortunately, scientific efforts to

evaluate in quantitative terms the

effectiveness of legislative action have

been rather scarce; where they have been

undertaken, they have been criticized for a

number of reasons. For example, it is

difficult to single out alcohol from the

totality of factors affecting accidents.

In the United Kingdom, 1967 alcohol

legislation reduced deaths by an estimated

6,000 over seven years. Whether because

the dangers of apprehension proved less

than originally expected, or because the

driving population changed, or for other
reasons, the improvement seems to have

tapered off over time. This indicates a con¬

tinuing need to reexamine and enforce

legislation. Recent studies in Germany and
France have shown reductions of a com¬

parable nature immediately after the in¬
troduction of a new law.

Another general conclusion is that the

laws themselves are not likely greatly to
reduce the magnitude of the overall

problem unless detection rates are greatly
improved. Detection has been facilitated

in recent years as the technical equipment
has been refined, and the report discusses

the various kinds of breath analysis equip¬
ment (disposable screening devices, re¬
usable electromechanical devices such as

the alcolmeter, breathalyser, intoxilyser,
etc.).

Tailoring the Measures
to the Problem

One of the key questions is whether

high risk drivers (or pedestrians) can be
identified in advance. The research in¬

dicates that there may be three main high-
risk groups the problem drinker, the

social drinker and the young drinking
driver. Different countermeasures may be

appropriate for each group.

The problem drinker or dependent user

of alcohol, who persists in driving despite

high alcohol consumption, appears

prominently in statistics on fatal accidents
in several OECD countries. In the United

States, for instance, problem drinkers

represent perhaps less than 5 per cent of

the driving population yet are involved in

over 40 per cent of alcohol-related traffic
accidents. There is evidence from U.S.

research that it may be possible to draw a

profile of this kind of high-risk driver. In
the United States he is someone who

drives, at least occasionally, with high

blood alcohol concentration; frequently

consumes beer; consumes a large

quantity of liquor at one sitting; seldom if

ever drinks wine; has had at least one prior

crash after drinking; has one or more prior

drunken-driving convictions; has one or

more other convictions. He is also likely to

be a male under 40 years of age, with a
lower socio-economic status and

educational level, and to be divorced or

separated.

The social drinker is one who occasio¬

nally consumes excessive amounts. Such
drivers sometimes lack tolerance to even

moderate levels of blood alcohol con¬

centration (see Chart B). The young drink¬

ing driver is also of special concern. Since

he is a neophyte at both, he may have little
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CRASH INVOLVEMENT AND BLOOD ALCOHOL

CONCENTRATION

Results of U.S. Studies

Relative probability of involvement
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Source: Hurst P.M. "Epidemiological Aspects of Alcohol in Driver Crashes and Citations" 1973.

or no tolerance of even relatively small

amounts of alcohol.

For the problem drinker, punitive mea¬
sures alone are unlikely to produce any

lasting benefit. Treatment and rehabilita¬
tion appear more likely to be effective. The
OECD study describes a variety of such

programmes which range from simple in¬
formation to individual or group therapy

and use of the drug disulfiram. Un¬

fortunately, however, experience with
rehabilitation schemes has not borne out

the hopes to which they gave rise, and
hence rigorous scientific research on such
schemes is now being undertaken in a
number of Member countries.

For the young driver, education
whether in school or in the course of

getting a drivers' licence may be the
best way to prevent him from becoming
the traffic accident statistic of the future.

If the countermeasures are to be

tailored to the real problems of the people

concerned, more scientific information will

be necessary about the connection bet¬
ween alcohol and accidents. Although

research has highlighted certain of the

ways in which alcohol seems to cause

accidents (by impairing the process of

adaptation to the dark, for example) much
remains to be done.

Information is also needed, first about

the drinking and driving habits of the

population as a whole (the results of the

recommended national "roadside" survey

procedures would be internationally com¬

parable) and second about those who are
involved in accidents: their blood alcohol

content, driving experience, drinking

habits, previous traffic offenses and
criminal records.

Finally, the report calls for more
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B. ACCIDENT RISK

AND DRIVERS' BLOOD

ALCOHOL CONTENT (BAC)

1. DRIVER'S RISK OF BEING INVOLVED

IN AN ACCIDENT INCREASES WITH

THE BLOOD ALCOHOL CONTENT,

THE EFFECT BEING GREATER

FOR THOSE WHO DRINK LESS OFTEN

Relative risk of being involved
in an accident
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2. THE INCREASED RISK APPLIES

TO EVERY AGE GROUP

Relative risk of being involved

in an accident Age 18-24
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Source: Allsop R.E. Alcohol and RoadAccidents,

Transport and Road Research Laboratory,

United Kingdom. Report N° 6.

systematic scrutiny of the array of possible

measures, including not only regulation

and legislation but also alternative con¬

trols such as mechanical deterrents (e.g.

control devices which require a driver to

punch a correct sequence of numbers

before the car will start), "sober pills"

which limit the absorption by the rest of

the body of alcohol from the stomach and

intestines, and incentive measures such as

reduced insurance premiums for non-

drinking drivers.

The Problem of Drugs

The role of drugs in traffic accidents is

less clear cut than that of alcohol, and this

is a matter for concern since large

quantities of drugs are now being con¬

sumed in OECD countries. In Sweden, for

example, it is estimated that on average

each person is consuming 7.3 analgesics

per month, 2.1 sedatives, 1.8 barbiturates

and other hypnotics, 1.3 antispasmodics,

7 anti-hypertensives and 0.4 anti¬

depressants and central nervous system
stimulants.

Procedures for detecting the presence

of drugs in body material are complex and

costly. The report describes a number of

research studies on the incidence of drug

use in fatal road accidents. They show the

wide variety of drugs detected. Much

more research is required to establish or

refute possible causal links between var¬

ious drugs and road accidents. Until this is

done, efforts to define the extent and

nature of the drug-driving problem will be

difficult. Physicians and pharmacists need
to be better informed about the adverse

effects of drugs on driving behaviour. In¬

formation and cautionary statements of an

easily understood nature could be in¬

cluded in the packaging of drugs. Greater

public awareness of the potential

problems of mixing drugs and alcohol

should be sought. Cooperative efforts

could be organized to distribute widely

data on drugs identified as possible con¬

tributors to driving errors. The possible

effects of new psychoactive drugs on driv¬

ing skills could be included in clinical tests

and evaluations of such drugs.

Follow-up action to this OECD report is

presently under discussion in the World

Health Organisation; the report has also
been transmitted to other international

organisations such as the United Nations
Economic Commission for Europe, which

is responsible for international traffic

regulations, and the European Conference

of Ministers of Transport.
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