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The plant on the cover is not an oil refinery. It is a coal gasification plant. Using coal as
a basis for gas or liquid fuel is one of the most promising developments for the future,
and lEA's new strategy for RD & D (page 1 1 ) gives these techniques high priority.
Without such new approaches, the OECD economies will continue to suffer the effects
of oil price rises and be subject to supply shortfalls. The most recent round of price in¬
creases will cause both recession and inflation in 1980-81 (see page 3). IEA has
formulated specific suggestions of what each country can do to reduce its dependence
on oil (see page 8) and adopted yardsticks and ceilings designed to reduce oil imports
and cut the link between economic growth and increased energy consumption (see
page 8).
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TOWARDS MORE

BALANCED GROWTH
Highlights from

OECD ECONOMIC OUTLOOK

July 1980

Once again the short-term prospects for the OECD area are
dominated by a massive oil shock. A price rise of over 130 per
cent since the end of 1978 has increased the net oil import bill

by an amount equivalent to about 2 per cent of GNP, increased prices
by several percentage points, and may by end 1 98 1 have reduced
OECD real GNP by some 5 per cent compared with what it would
otherwise have been. In most OECD countries, the latest wave of in¬

flation has probably passed its peak and, unless there is a further rise
in oil prices, there should be a steady improvement over the next
twelve months. Meanwhile, the United States economy has entered

recession, and some European economies are showing increasing

signs of weakness.

The immediate priority in all OECD countries is to continue tight
fiscal and monetary policies, in order to contain the inflationary im¬
pact of the oil shock. Although essential for creating the conditions
necessary for a restoration of balanced growth, this is only a first step
on the long road to more satisfactory growth and high employment.

The underlying rate of inflation is still far too high in much of the
OECD area and represents a serious constraint on growth. Im¬
pediments to the operation of the market mechanism and to inter¬
national trade still create undesirable distortions and rigidities, impos¬

ing a cost in terms of lost productivity and reduced adaptiveness to
change. Moreover, OECD economies are vulnerable to further dis¬
ruptive external shocks originating in world oil markets. What is
needed is a combination of policies directed at reducing underlying in¬
flation, enhancing productive potential and reducing energy depen¬
dence.

Recent developments and the forecasts

Economic performance in 1979 was reasonably satisfactory on a

number of fronts. GNP, benefiting from the 1978 Concerted Action

Programme, was advancing steadily at around 3% per cent, and the

international pattern of payments balances was markedly improved.

Domestically-generated inflation was around 7% per cent in the major

countries considered as a group, employment was increasing, and in

several countries, unemployment was falling. Perhaps most encourag¬

ing of all was the vigour of business fixed investment, which in several

countries was growing faster than in any year since the 1973/74 oil
crisis.

However, it became increasingly apparent through the course of the
year that the progress towards better-balanced and less inflationary

growth was being interrupted by the second massive rise in world oil

prices, which is now exerting a powerful influence on the OECD
economy. The initial impact was to raise prices. After an acceleration
of consumer price inflation from 8% per cent (annual rate) in the first
half of 1979 to around 12 per cent in the first half of this year, the

peak may now be past. But the real demand effects typically are felt
somewhat later. Higher oil prices lower the purchasing power of
domestic incomes by increasing the quantity of goods and services
which have to be offered in exchange for each barrel of oil. This

terms-of-trade change, which is likely to persist unless there is a
marked change in the balance of supply and demand for OPEC oil,
reduces the volume of domestic spending in the OECD economy. The
counterpart is an increase in the real income of OPEC, but typically
OPEC is, for a variety of reasons, slow to spend this additional in¬
come, so that the total of domestic and foreign spending in the OECD
economy tends to fall. This effect is offset to some extent by the flow
of OPEC savings back into the OECD banking system, tending to
lower interest rates, stimulate private borrowing and maintain expen¬
diture. But the overall demand effect is likely, for a period at least, to
be deflationary. Furthermore, this deflationary influence is being

1. PRIVATE CONSUMPTION DEFLATORS IN

THE OECD AREA

Percentage changes seasonally adjusted at annual rates

From previous
\

From previous
year half-year

1980 1981

1980 I II I

Seven major countries:
United States 11 11*4 11 9

Japan T¥i 8 8% 6%

Germany 5 5% 4 3%

France0 13% 14% 12 11

United Kingdom 183/4 18% 18 14%

Italy 20% 24% 16% 15%

Canada m 9 10 10

Total of above countries * m* 11% 10% 8%

Smaller OECD countries

low inflation groups0 6 6% 6% 5%

other smaller countries iWi 19% 17% 18%

Total OECD' 11% 12 11 9%

Memorandum items b

Major seven countries
less the United States \m 11% 10 8%

Total OECD

less the United States 11% 12% 11 10

a) Consumerprice index not seasonally adjustecI

b) 1979 GNP/GDP weights 2nd exchange rates.

c) Austria, Belgium-Luxembo urg, Netherlands and iIwitzerland.



reinforced by the necessary tight monetary and fiscal policies being

pursued in virtually all OECD countries.

Against this background, the forecasts suggest the following broad

picture:

moderate deceleration of consumer price inflation from the 12 per

cent rate seen in the early part of this year to a little below 10 per cent

in the first half of next year (See table 1). The apparent success so far

in absorbing real income losses from higher oil prices without a signifi¬
cant acceleration in money incomes is thought likely to be sustained

declining GNP in the OECD area in the latter part of this year

with, at best, modest growth next year. (See tables 2 and 3) The level
of GNP in mid- 1981 may be no higher than at present

declining productivity through the remainder of this year, with

perhaps some improvement next year, but relatively weak private non¬

residential investment throughout

an increase in unemployment, despite poor productivity
performance, from around 20 million in the first part of this year to
over 23 million (nearly 7 per cent of the labour force) by mid-1981.
Over half of this increase could occur in the United States

a continuing OECD area deficit on external current account,

running at nearly $100 billion (annual rate) in the early part of this

year but perhaps declining to below $50 billion by the first half of next
year (See tables 4 and 5)

a considerable diversity of growth and inflation performance. Over

the next twelve months GNP is forecast to fall by 2 per cent in the Un¬

ited States, to be roughly unchanged in Europe, but to increase by

close to 4 per cent in Japan. Inflation among the larger countries by

the middle of next year could range from 3% per cent (Germany) to

nearly 16 per cent (Italy), with an even wider range among the smaller
countries.

If the OECD economy is not subjected to further large shocks over

2. GROWTH OF REAL GNP IN THE OECD AREA

Percentage changes seasonally adjusted at annual rates

3. GROWTH OF REAL GDP IN OTHER

OECD COUNTRIES

Percentage changes "

From previous From previous

year half-year

1978 1979 1980

1980 1981

I II I

Seven major countries:
United States 4.4 2.3 -1 -% -4 0

Japan 6.0 5.9 5% 6 3% 3%

Germany 3.5 4.4 2 2% -Wa 1

France* 3.3 3.2 2 1% Va %

United Kingdom* 3.5 1.7 -2% -2 4'/2 -1

Italy* 2.6 5.0 3% 5% -2J/4 -1%

Canada 3.4 2.9 % % -1 2

Total of above countries 4.2 3.5 1 m -1% Va

Smaller OECD countries^ 2.2 2.9 1% m 1% m

Total OECD 3.9 3.4 1% m 1 1

Memorandum items

Seven major countries less
the United States 4.1 4.3 2% 3 0 1%

OECD Europe 3.0 3.3 l'/2 2 % %

Total OECD less the

United States 3.6 3.9 2% 23/4 % 1%

Industrial Production

Seven major countries0 4.4 4.8 -% Va -6% %

Total OECD0 3.9 4.6 -Va Vi -5 Vi

a) 1979 GNP/GDP weights and exchange rates.
b) GDP.
c) Halfyearly data must be interpreted with care sincefor ten of

these countries, amounting to over 50 per cent of the total GDP of
the smaller countries, half-yearly growth rates were obtained by a
purely mechanical interpolation.

From

previous year

1978 1979 1980

Australia

New Zealand

Austria

Belgium*
Denmark

Finland

Greece

Iceland'

Ireland

Netherlands

Norway

Portugal

Spain
Sweden

Switzerland'

j Turkey

; Total smaller
European countries

Total of above

; countries

1.7

-1.9

1.5

2.5

1.3

1.4

6.2

4.2

6.1

2.4

3.3

3.2

2.5

2.4

0.2

3.0

2.3

2.2

4.6

-0.4

5.2

3.3

3.5

6.5

3.8

2.3

3.1

2.6

3.1

4.1

1.0

3.8

0.8

1.0

2.7

2.9

2%

1

1%

1%

-%

6

1

1%

1%

%

4%

3%

1%

3

1

3

1%

1%

; Memorandum item
i EEC 3.2 3.5 1%

i a) 1979 GNP/GDP weights and exchange rates.
1 b) GNP.

the next 12 to 18 months, it may absorb the oil shock with less effect

on real activity than after the 1973/74 oil price rise, and with a
progressive deceleration of inflation, albeit to a high underlying

rate(l). Thus far, private sector confidence has been broadly

maintained. However, loss of confidence, whether resulting from dis¬

turbance in international oil markets or some other cause, could

weaken consumption in relation to real income if consumers sought to

restore the real value of their savings; and heightened uncertainty

could lead firms to reduce their planned investment and possibly spark

off a period of destocking.

Aims for policy

The prospect, for the area, of rising unemployment, rapid inflation,
and declining real income per head is by any normal standards un¬

satisfactory. At their meeting in June 1980, OECD Ministers stressed
that in this situation the basic aim should be to restore price stability

and to promote the conditions for sustainable medium-term growth of
output and employment. They agreed that this involves:

"Bringing the oil-induced surge of inflation under control and
keeping or bringing about a relationship between costs and prices suf¬
ficiently favourable to make investment worthwhile.

As this is achieved, and as continuing efforts to reduce the

underlying rate of inflation take effect, policies to ensure a sufficient

level of activity for productive investment to be needed as well as

profitable.

Positive supply-oriented policies to improve productivity and
inflation performance, and provide more jobs, through raising the

(1) See below "The Impact of Oil on the World Economy ".



share of savings and productive investment in GNP and improving the
operation of product, capital and labour markets "(2).

Monetary and fiscal policy

In the period immediately ahead there appears no realistic alter¬
native to giving continued priority to containing the current surge of
inflation and protecting the profitability of productive investment
through a combination of tight monetary and fiscal policies.
Nevertheless, despite encouraging signs, it is too early to be more than
cautiously optimistic that present policies will succeed in bringing
about a smoother and more rapid absorption of the oil price rise than
occurred after 1973. There is an important role here for discussion

with the social partners on the need to accept the consequences of
higher oil prices on real incomes. Given the necessary tight stance for

policy, demand and output could turn out weaker than expected(3). It
might then be tempting to take early steps to support demand. But ex¬

perience, particularly since 1973, suggests that premature support of
demand can lead rapidly to a re-acceleration of inflation and a further
period of demand restraint. Indeed, OECD Ministers "agreed that it
would be a serious error to relax tight monetary and fiscal policies un¬

til the current surge in inflation has demonstrably been brought under

control and the consequences of higher oil prices on real incomes are

fully absorbed".

Once the terms-of-trade losses have been absorbed, real incomes

and hence private demand will tend to be more buoyant. Further,
adherence to target rates of monetary expansion should lead to

significantly lower interest rates as credit demand eases and inflation¬
ary expectations subside. And, compared with the experience after
1973-74, profitability is being largely maintained and inventory levels
do not appear excessive. Although these positive demand factors can
be expected to arrest the downturn and may lead to a modest upturn,
it is doubtful whether, on present policies, most countries would exper¬

ience a fully self-generated recovery. This assessment led Ministers to
conclude that "as the second oil shock is successfully absorbed ... it

may become desirable and possible to shift back to a less restrictive
fiscal stance consistent with a balanced medium-term growth path.

Countries where the underlying rate of inflation remains a major

problem will, however, have to continue a restrictive monetary and
fiscal stance, while countries where the oil shock has been absorbed

and the underlying rate of inflation is satisfactory should not delay

shifting their policy stance if the self-generated elements of recovery

prove insufficient".

As regards international payments and monetary questions, OECD

countries will inevitably have to accept a substantial share of the

counterpart to the OPEC surplus for some time to come. An
encouraging feature is that Germany and Japan are carrying a large

part of the area's total deficit, and may continue to do so. Less
welcome is that a group of fifteen smaller countries, accounting for
some 15 per cent of the area's GNP, may still bear a combined deficit
of nearly $30 billion (annual rate) over half of the OECD total in
the first half of next year(4). All countries will have to pursue policies

designed to reduce inflation and to promote structural adaptation to
higher energy prices. OECD Ministers agreed that "countries which
have no difficulty in external financing should refrain from taking

policy measures specifically aimed at reducing current account
deficits". This suggests that it would be desirable for the low-inflation

countries to avoid currency depreciation as far as possible, while
attempting to encourage capital inflows by means other than interest
rates which are higher than needed for domestic stabilisation. By the

same token, it suggests that high-inflation countries should not go to

excessive lengths to resist depreciation, while placing particular

emphasis on stabilisation policies.

The latest oil price increase has faced the non-oil developing

countries with greatly increased external financing needs. These will

require additional measures to make non-concessionary flows more
dependable, especially for middle-income developing countries with in¬

creasingly difficult debt management problems, and expanded aid for
low-income countries lacking adequate adjustment capacity and

access to capital markets. There is agreement among OECD countries

that the international financial institutions should play a central role in

providing adequate financing to enable developing countries to carry

out orderly adjustment and structural change. Of particular im¬

portance to the poorest countries is sufficient concessional assistance

to prevent a setback to development. In addition to their development

financing efforts, OECD countries should strive to maintain open

markets to facilitate the expansion of developing countries' exports.

(2) See Special Supplement of the OECD Observer, June 1980.
(3) See "Risks and Uncertainties " in the section on Demand, Output

and Employment, OECD Economic Outlook, July 1980.
(4) See the sections on "Foreign trade and Current Balances " and

"International Monetary Developments", OECD Economic Outlook,
July 1980.

4. CURRENT BALANCES OF MAJOR OECD

COUNTRIES AND COUNTRY GROUPS

$ billion; seasonally adjusted, expressed at annual rates

1980 1981
1979 1980

I // I

United States -0.3 -2% -7% 3 8%

Canada -4.3 -5 -3% -6% -6%

Japan -8.8 -17% -20% -14% -9%

France 1.5 -4 -5 -3 -1

Germany -5.7 -16 -17% - 14% -13%

Italy 5.2 -23/4 -4% -% -4%

United Kingdom -5.2 -2% -4 -1 -2%

Total -17.6 -49% -62% - 36^ -19%

Other EEC -10.7 -10% -12% -9% -8%

Other North Europe -3.4 -8 -8% -7% -6

Others OECD -5.8 -12% -12% -12% -12%

Total OECD -37.4 -81 -95% -66% -45%

CURRENT BALANCES OF OTHER

OECD COUNTRIES
$ million

*~-

1978 1979 1980

Belgium-Luxembourg
Netherlands

-898

-1,344

-3,804

-2,545

-4,200
-1,600

Ireland

Denmark

-305

-1,464

-1,350

-2,967

-1,400

-3,600

Norway
Sweden

Finland

Iceland

-2,080
-284

612

30

-1,156

-2,522
-284

-20

1,600

-4,500

-1,600
-40

Austria

Switzerland

-1,506

4,401

-1,936

2,490

-2,800
-750

Spain
Portugal
Greece

Turkey

1,606
-800

-1,253

-1,363

630

54

-2,258

-1,110

-3,400
-850

-2,700

-3,200

Australia

New Zealand

-3,970
-469

-2,050
-736

-1,300

-1,000

Total ($ billion) -8.7 -19.9 -31.3



The supply side

There is need for policies which improve productivity and inflation
performance and thereby lead, over the medium term, to a higher rate
of growth and increased job opportunities. The basis of such policies
should be supply-side measures to encourage the expansion of
capacity and improve the operation of the market mechanism through
the removal of distortions and rigidities, and measures to promote

competition. For example, there is scope for removing structural dis¬
incentives to the employment of labour and improving the functioning
of labour markets. This could help prevent the early emergence of
bottlenecks as growth picks up, and enhance employment prospects in
the medium term even where there are short-term job losses. A
strategy emphasizing the enhancement of productivity as the key to
both growth and countering inflation depends more generally on the
pursuit, within each country, of positive adjustment policies, and on

COMPARISON OF 1973/74 WITH 1979/81
Major Seven Countries

Seasonally adjusted annual rates

GNP growth ( 1 ) (left scale)

Inflation (consumer price index) (left scale)
m Charly e in net oil imports as % of GNI> 'right scale)
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Once again the short-term prospects for the OECD are are dominated by
a massive oil shock.

A comparison between the impact of the two oil shocks on the seven major
OECD economies shows that the recessionary effects (as indicated by GNP
growth) have not come through as fast and are not likely to be as deep this
time as in 1973-74. As to inflation, the response may also be more muted:
starting from about the same level as in 1973, the price rise is expected to
peak at a lower level and later.

the maintenance of an open trading system. In this connection,
governments of OECD countries, at the recent Ministerial meeting,
adopted a new Declaration on Trade Policy.

To the extent that, in the context of continuing efforts to reduce un¬

derlying inflation rates, room emerges over time for relaxation of the
fiscal stance, priority could usefully be given to measures which lower
costs and encourage investment. There is a particular need to step up

investment in energy production, fuel switching and conservation.
And, as agreed by Ministers, the prospect of continuing high and ris¬
ing levels of unemployment, especially among young people (see
page 16), "strengthens the case for such approaches as targeted
programmes of training and work experience and, where appropriate,
job creation or incentives to improve the employment prospects of dis¬
advantaged groups as well as migrant workers". Measures of this
kind may be a relatively non-inflationary and cost-effective way to
reduce unemployment. Particular care should, however, be taken in
many countries not to enact measures which jeopardise the long-run
control of public expenditure.

Energy

In the light of recent events in the oil markets and the serious
macro-economic damage that would be inflicted by further large and

sudden oil price increases, it is important that the improved
arrangements proposed by the IEA Ministers to limit the damaging
effects of short-term market disruptions should be carried through.

(See page 8.) Further, as OECD Ministers agreed, strong policy ac-



tion is urgently needed to improve the energy supply /demand situa¬
tion in the medium term. OECD countries should make proper use of

the price mechanism, fiscal measures and other energy policies to
strengthen and hasten the action needed to bring about necessary

structural change through the more rational use of energy,

switching away from oil and increased production of alternative

energy sources.

20th June 1980.

THE IMPACT OF OIL ON THE WORLD ECONOMY

The July 1980 Economic Outlook includes

a detailed analysis of what the Economist has

called "the OPEC decade" and the impact

that oil may have on the OECD economy
until the end of 198 1 . More specifically, it an¬

alyses changes in oil and energy prices, the
pattern of oil production and consumption
and the apparent effects on the OECD

economies (see table), the OPEC countries

and the non-oil developing countries. The
short-term outlook is a reduction in OECD

oil consumption in 1980 of around 2Mbd

and a fall in net oil imports of around 3Mbd
to 24.3Mbd.

The summary and conclusions of this sec¬

tion are the following :

The oil market

Small imbalances in the oil market led to

very large increases in the crude oil price
(350 per cent in 1973-1974, 140 per
cent(l) in 1979-1980), mainly because of a

low short-run price elasticity of demand and

supply ;

The OECD economy is vulnerable to

such oil shocks because of a high dependence
on imported oil (one third of energy re¬
quirements in 1979) the control of which has

passed from the major oil companies to the

producing nations ;

Nevertheless, energy conservation

induced by the price increases and supported
by other measures is reducing energy de¬
mand and has led, along with the lower in¬

duced economic growth to a less volatile oil

market situation in the first half of 1980;

The real price of oil and other forms of

energy to final users has increased by far less

than the real price of imported oil (although

rises are coming through in 1980), in large

part because energy taxes have fallen sharply
as a proportion of final prices.

Economic aspects

The 1973-1974 oil price rises were a
major contributor to the 1974-1975 reces¬

sion, although restrictive economic policy

and other factors also played a part ;

The 1979-1980 oil price rises have so far
had their main effect on inflation and current

balances, whilst the deflationary effects

which have been expected, but have not yet
come through, may only have been

postponed ;

In 1973-1974 economic agents attemped

(1) OPEC export price to May 1 980 .

to avoid the real income loss by gaining

higher money incomes ; this led to a
wage/price spiral and a profits squeeze, and
resulted in sharply lower investment in later
years and hence delayed recovery ;

In 1979-1980 the wage response shows

signs of being more moderate in many
countries, so that the real income loss may

perhaps be accepted this time with a lower in

flationary consequence ;

Recycling of OPEC funds, which was

accomplished relatively smoothly after 1973,

might prove more difficult this time ; the main

problem could be for a handful of newly-
industrialised countries with substantial

borrowing in recent years and for some of

the low-income non-oil developing countries
who have limited access to capital markets.

SIMULATED EFFECTS ON OECD AREA OF REAL OIL PRICE

INCREASE SINCE END-1978a

1979 1980 1981

1979 1980 1981 I II I II I II

Increments to volume

growth rates (s.a.a.r.):
Disposable income -1.2 -3.2 -1.0 -0.9 -3.0 -4.0 -1.9 -0.7 -0.4

Private consumption -0.7 -2.4 -1.3 -0.5 -1.8 -2.9 -2.1 -1.2 -0.8

Total domestic demand -1.0 -3.4 -1.9 -0.7 -2.5 -4.0 -3.2 ! -1.8 -0.7

Imports6 c -1.4 -4.5 -2.7 -1.0 -3.6 -5.1 -4.4 : -2.6 -1.1

Exports" c -0.9 2 -1.0 -0.6 ^ 2 -2.4 -1.9 : -0.8 -0.4

GNP -0.9 -3.0 -1.5 -0.6 -2.3 -3.4 -2.7 -1.5 -0.5

Cumulative effect on:

GNP -0.9 -3.8 -5.4 -0.3 -1.4 -3.1 -4.5 -5.3 -5.5

Savings ratio -0.5 -1.4 -1.1 -0.2 -0.8 -1.4 -1.4 -1.2 -1.0

Increments to growth
rates (s.a.a.r.) :

Consumer prices 1.6 5.0 3.6 1.3 4.0 5.8 4.6 3.6 3.0

Export prices6 3.0 5.4 3.1 3.0 6.0 5.9 4.0 3.0 2.5

Import prices6 6.9 12.2 2.6 6.1 15.9 15.1 3.9 2.7 1.4

1 GNP deflator6 0.9 3.7 3.8 0.7 2.1 3.9 4.7 3.7 3.2

Increment to foreign balance
relative to baseline6

($ billion, s.a.a.r.) -39.1 -93.4 -61.5 -15.1 -63.1 -101.8 -85.0 -70.7 -52.4

a) These results are sensitive to the assumed import growth rate ofOPEC. In tl e baselineforecast tnderlying this simulation, it has been

\assumed that OPEC import volumes would have grown at 5 per cent per annum in the absence of the oil price rise. However, OPEC import

[volume growth was weak through 1979, despite the oit price rise, in par because ofat important import cutback by Iran, and this specialfactor
lis allowedfor in the simulationfigures. The simulated increments to theforeign bala nee would have been considerably less throughout the per

\iod. had "more normal" OPEC spending on imports occurred.
b) National accounts basis; trade includes, services : prices are implicit deft nors.

c) Includes OECD area intra-trade.
J

According to the simulation results for the OECD area shown in the table above, an important part of the

deflationary effect of the 1979-1980 oil price rises has still to come through, and the effects may be quite strong
throughout 1981 . The simulated level of OECD real GNP is some SViper cent below what it otherwise would have
been by 1981. The simulated real disposable income level is also around 5Vi percentage-points below the baseline

level in 1981. Endogenous weakening of the household savings ratio, however, softens the simulated impact on

private consumption through 1980 and therefore offsets part of the OPEC deflation.

Total simulated export volume growth receives a positive increment due to OPEC respending, but this effect is out¬

weighed by the depressive effects on intra-OECD trade of lower growth. OECD import volumes decline in¬

crementally, due largely to the depressive income effect in OECD countries. Given the low short-run price elasticity

of demand for oil, the import price for OPEC energy has only a small effect on oil import volumes by 1981.

There is an improvement in the area's simulated real foreign balance partially offsetting the negative effect on

total domestic demand growth in 1980 but the terms of trade deterioration outweighs this throughout the period.
Hence, the area's simulated current balance deteriorates by around $90 billion in 1980. However, real oil prices be¬

ing unchanged by assumption in 1981, continued OPEC respending reduces the incremental deterioration

throughout 1981.

The cumulative rise by 1981 of 23 per cent in the simulated import price deflator is reflected in a cumulative rise

in simulated consumer prices of WViper cent over the same period. Price increases for domestically-produced

energy sources, as well as a wage-price response, contribute to this result. OECD export prices ofmanufactures res¬

pond to the additional cost of both domestic and imported inputs so that the simulated export price deflator rises by

12 per cent over baseline by 1981.



NEW ACTION ON ENERGY

The very serious adjustment problems that were previously

foreseen for the mid to late 1 980s may well be with us now

on a continuing basis and in a climate of heightened political

uncertainty" warns the International Energy Agency (IEA) in its

most recent appraisal of the energy situation in Member

countries.) 1) This is the backdrop of recent energy discussions,

first in the Ministerial level meetings of the IEA and the OECD,

and then at the Venice Summit meeting.

The turmoil in the oil markets, during which oil prices rose by

135 per cent (from December 1978 to June 1980), will lower

economic growth (see page 3 for Economic Outlook) and hence

reduce oil consumption in the least desirable way. Even so, cur¬

rent estimates of the gap between energy supply and demand ex¬

ceed those made as recently as last December. At their May

meeting, IEA Ministers agreed, without setting a figure, that

results "should substantially undershoot" the 26.2 Mbd group
objective for 1985 set last December (most recent estimates

show that total 1 979 imports were 24.2 Mbd). Based on currently

available information, the IEA Secretariat estimates the potential

for reduction with all existing uncertainties at around 4 Mbd. They

also agreed to reduce the ratio of energy growth to GDP growth

to 0.6 over the coming decade (this compares with a figure for the

decade before 1 974 of more than 1 ) and to cut the share of oil in

total energy demand from 52 per cent in 1978 to about 40 per
cent by 1990.

Oil Production Less than Anticipated

The 1979 experience (see inset) has clearly indicated that
OPEC production will be much lower than foreseen: "The stated

desire of many major OPEC countries to reduce production and
restrain future growth is very real" the most recent IEA analysis
notes. There are likely to be production restrictions in Saudi

Arabia, Kuwait and Abu Dhabi. Only Iraq is thought to have a
potential for increased output. Consequently OPEC production is
uncertain but sure to be "substantially lower" than foreseen in

earlier reviews (last year's forecast for 1985 was 37.5 Mbd; this
year's is 30.8 Mbd).

These reductions may be offset to some extent by increased
supplies from Mexico, which is likely to double its 1978 produc¬
tion in 1980 and reach 3.5 to 5 Mbd by 1990, but other non-
OPEC countries seem unlikely to contribute much oil to the world

ill Energy Policies and Programmes of IEA Countries Review.

IEA SECRETARIAT ANALYSIS OF HOW COUNTRIES

CAN STRENGTHEN ENERGY POLICIES

Oil prices in general should reflect

international oil prices. The United

States should continue its progress in

decontrolling oil and natural gas prices.

Canada should take steps as rapidly as

possible to increase domestic oil prices

to a level that encourages further energy
conservation, substitution of other fuels

for oil, and development of alternative

sources of energy. In countries with

abundant gas reserves (Australia,

Canada, New Zealand) and options to

increase non-oil fired electricity
(Australia, Canada, New Zealand and

Sweden) pricing policies for those fuels

should take into account the desirability
of encouraging their substitution for oil
in appropriate uses.

*

Efforts should be made in all countries

(but particularly in Italy, Japan, the
Netherlands and the United States) to

reduce oil-fired electricity generation as

rapidly as possible by substituting other
fuels and restricting oil use to middle
and peak loads. No new oil-fired

electricity plants should be authorised

except in particular circumstances

where there are no practical alter

natives. Existing capacity should be

operated with maximum use of fuels

other than oil.

Strong action is necessary in all
countries to reduce the non-feedstock

use of oil in industry. Careful review of

the situation is warranted in Greece,

Iceland, Japan, the Netherlands and the

United States where forecasts suggest
that oil use may grow rapidly, and in

Germany, Italy and the United Kingdom
where stronger action may be necessary
to achieve the expected results.

Non-oil fuels, used either directly

(including district heating) or converted

to electricity should be substituted for oil
in residential use wherever in¬

frastructure exists or can be provided.

Countries now using or considering dis¬

trict heating should consider greater use

of coal for this purpose, including the

possibility of converting oil-fired units.

Australia, Canada, Germany, Italy and

Japan should endeavour to replace oil

by natural gas, the latter three countries

through increased imports. Sweden

should encourage the substitution of
electricity for oil in the residential sector.

The United Kingdom should ensure that
its current plans to substitute natural

gas for oil over the 1980s are realised.

All countries should give greater
emphasis to strong and comprehensive

conservation programmes to encourage
the rational and efficient use of energy in
general and oil in particular. They must

effectively inform the public about why
and how to conserve energy, and they
must produce results. In particular, hou¬

sing insulation efficiency standards
should be reviewed and increased where

necessary. Countries that do not have

insulation retrofitting programmes
should give serious and prompt con¬

sideration to introducing them, wherever
climatic conditions make them

appropriate. Major conservation gains
can also be made in other sectors,

particularly industry and transportation,
and appropriate actions should be taken

to ensure that savings result.

In the transportation sector, sub¬

stantial oil savings can result through



market, and lEA's own production of oil, though it has been in¬

creasing (mainly from the Alaskan North Slope and the North Sea)
has not sufficed to make up for the depletion of existing producing

regions.

The pessimistic supply outlook increases the urgency of con¬
servation and the need to develop other sources of energy. How

are countries doing in this respect ?

Oil Saving: Much Remains to be Done

Progress has been made. Annual growth in oil demand has been
reduced from the 6 per cent of the 1 960s to only 0.7 per cent a

year over the period 1 973 to 1 979, and in 1 980 oil demand is ex¬
pected to be 8.6 per cent lower than in 1979. (Overall energy
growth over the 1973-79 period was 0.8 per cent compared to a
GDP growth rate of 2.5 per cent.) 1978 was the first year in
which oil imports declined while GDP rose, though a large part of
the decrease was due to higher IEA oil production. The input of

energy per unit of GDP has already declined, and the use of alter¬
native sources to oil is increasing by about 6 per cent a year. "A

transition is underway " says Ulf Lantzke, Executive Director of the
IEA. "It is no secret, however, that the IEA Secretariat thinks it

has been too slow in getting started." "Even though much has

been accomplished since 1 974, it is not enough " adds the official

report. "Overall the urgency of the response does not match the
gravity of the situation or the dimension of the challenge. There is
no country that cannot and should not do more."

What Should be Done

The Secretariat submitted to the Ministers' meeting at the end

of May very specific suggestions as to what each country could do

to improve its policies (see inset). Ministers agreed that "each

Minister will give weight to this analysis within his country's

process of deciding what national energy policies are required".
Action at international level will also be stepped up. For example,

an advisory board consisting of 30 senior executives from com¬

panies active in coal production, use and related activities has

recently been formed to see how, in a practical way, the con¬

siderable obstacles to substantially increasing coal production can

be eliminated (doubling coal production by 1990 and tripling it by

the year 2000 is foreseen). Six working groups will report back in

September suggesting action on such matters as expanding port

and rail facilities and overcoming environmental problems.

The main area where country supply programmes have fallen

behind is nuclear power, and Ministers agreed that "expansion of

nuclear power, under appropriate conditions taking into account

the progress made in the International Nuclear Fuel Cycle Evalua¬

tion^), is indispensable for ensuring structural change in the
medium term."

A new political thrust is to be given to research, development
and demonstration (RD & D) and to commercialisation of new

(21 The INFCE was set up in October 1977 and reported in February
1980.

continuing increases in fuel efficiency.
Countries which now have fuel economy

programmes (Australia, Canada,
Germany, Japan, New Zealand, Sweden,
the United Kingdom and the United
States) should extend their programmes

to ensure that efficiency gains continue

through the 1980s and review the ex¬
isting programmes to see if they could
be strengthened. Results should be
assured, by making programmes man¬

datory if necessary. Countries not now
having programmes should consider in¬
troducing them.

Consideration should be given to

setting standards for commercial and
recreational vehicles, and all countries

should review the level and structure of

their taxes on fuel-inefficient

automobiles and gasoline.

if

All countries not having reduced

speed limits should consider imposing
them and enforcing them, in order to im¬

press upon motorists the need to save
fuel.

Stronger actions are required to ex¬
pand coal production (Australia, Canada
and the United States, which should be

prepared to develop further their
capacity to export substantial quantities

of coal); use (Germany, Italy, Japan,

Spain, the United Kingdom); and trade,

where greater attention to long-term

contractual arrangements is necessary

to provide the stability and confidence to

develop new mines and transportation

facilities. Positive action is required to

deal with environmental considerations,

including demonstration projects and

other support for technologies that can

reduce environmental impacts.

it

Efforts should be made to increase

natural gas supplies through increased
domestic production (Norway, the

United Kingdom and the United States )
and imports (Austria, Belgium,

Germany, Italy, Japan, Sweden and the

United States). Strategies for gas use in
all countries should ensure that use is

minimised in electricity generation and

industry, where other alternatives to oil
exist. Canada should continue and

strengthen its efforts to promote increa¬
sed domestic use of natural gas to

replace imported oil.

Greater efforts must be made to

accomplish projected nuclear

programmes and to create an environ¬
ment in which discussion of nuclear

issues can take place in an objective and

balanced way, taking account of

economic and energy considerations as

well as safety and proliferation aspects

( Germany, Italy, Japan and the United

States), and to streamline regulatory

processes for the licensing of nuclear

plants and for authorisations related to

nuclear fuel cycle activities in other
Member countries.

if

Hydrocarbon exploration ar

development activities should be

strengthened in order to maximize

production in the longer term (Denmark,

New Zealand, the Netherlands, Norway,

Spain, the United Kingdom and the

United States). Opportunities to in¬

crease production through enhanced

recovery should be actively pursued.

if

Early action is required to accelerate

the development and commercialisation

of new energy technologies, particularly

in the areas of conservation and liquid

and gaseous fuels.

if

Countries which have not been in¬

dividually mentioned above in connec¬

tion with specific lines of action should

actively pursue similar opportunities for

new or stronger policy measures in all of

the above areas which are applicable to

them.



IEA NET OIL IMPORTS
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technologies which are as yet too risky to attract large scale in¬

vestment. An RD 8j D strategy setting out priorities for research

has been developed by IEA (see page 11) and will be used,

Ministers agreed, as a guide for setting national priorities and

funding levels as well as for international collaboration: country

efforts in R & D will be monitored by an IEA Committee.

An agreed system of consultation between governments and
between governments and industry - on oil stock policies will be
used in 1980 to respond to oil market conditions, although the
details have to be worked out and guidelines developed by the
IEA Governing Board. The competition for stocks is considered to
be one very important element in the market turmoil of 1 979, and
this year so far, instead of the usual large winter stock
drawdowns, stocks have remained virtually steady, indicating a
likely further increase in 1980.

Yardsticks and Ceilings

On shorter term issues the IEA has been monitoring quarterly
the ceilings set for 1980 on oil imports. In the first quarter the
monitoring round showed that all countries expect to stay within
the limits established in December 1979 (see OECD Observer
No. 102 January 1980). Since import requirements and produc¬
tion are, for the present at least, more or less in balance, it is not
deemed necessary to revise existing ceilings or to set ceilings for
1 981 . But the fact that prices continue to go up despite this near
equilibrium is indicative of how volatile the oil market is and how

easily events such as those in Iran could recur. "The respon¬
siveness of supply and demand to price in the short run is
relatively low, and initial upward price pressures tend, in an un¬
certain market, to be reinforced by speculative behaviour" says
the IEA report. Hence a flexible system of yardsticks and ceilings
is being developed both to monitor structural change to meet
1985 and 1990 goals and, at the same time, to deal at short
notice with a deterioration in the oil market.

Estimates of each country's oil requirements will be developed
annually.

When market conditions are normal, these estimates will serve
as yardsticks for measuring structural change and will be com¬
pared with medium-term goals. They will also be compared with
short-term oil supply figures so as to monitor oil market
developments.

If the oil market seems likely to become tight, Ministers will
meet at short notice to decide on the use of individual import
ceilings based in part on the yardstick estimates. "The ceilings will
represent a political commitment stating the degree of demand
restraint countries are willing to impose upon themselves in a
tight market situation in order to prevent the scramble for scarce

resources" notes the Ministerial communiqué. A system is also
foreseen to adjust ceilings and goals in the event of changed
market conditions.

THE 1979 RECORD

Production

The overall shortfall of oil supplies

following the Iranian stoppage never ex¬

ceeded 4 per cent and amounted to
1 per cent for the first six months. In the

second half of 1979, OPEC production

was higher than consumption and
reached a record of 31 .6 Mbd over the

year.

Consumption

After the Iranian stoppage IEA

governments agreed in March to reduce

their demand for oil on world markets by

2 Mbd (about 5 per cent of consump¬

tion) as compared with previously

anticipated levels. Progress varied from

country to country, but total IEA con¬

sumption was reduced by 0.9 per cent

as compared with 1978 and by 2.6 per

cent compared to levels anticipated for

1979. In the fourth quarter, average

savings amounted to 5.7 per cent of

previously anticipated consumption. Six

countries (Austria, Luxembourg, New

Zealand, Switzerland, Turkey and the

United States) achieved savings

approaching or exceeding 5 per cent.

Denmark showed savings of over 3 per

cent. In six countries (Belgium, Canada,

Germany, Greece, Japan and the

United Kingdom) oil consumption was
slightly below anticipated levels. The

remaining seven exceeded their antici¬

pated levels. Since some IEA countries

increased oil production during 1979,
total reduction of demand for oil on

world markets was greater than the
reduction in consumption.
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Structural Changes

The direct access of the major

international oil companies to inter¬

nationally traded crude oil fell from

16.9 Mbd to 14.5 Mbd. The gap was

filled by crude oil traders buying directly

from producers and selling to the oil in¬

dustry and by state oil companies in¬

creasing their access to crude, many of

them at spot or spot-related prices with

direct or indirect support from

governments.

Foreseen for 1 980

IEA oil consumption is expected to

fall by about 1 Mbd.

Non -OPEC supplies are expected to
increase by 0.8 Mbd.

If there is no further stock-build, this

would mean a fall in demand for OPEC

oil of nearly 3 Mbd (1.2 Mbd in 1979).

However, supply could also fall
substantially because of political and

pricing difficulties in Iran and possible
production drops elsewhere.

Overall, a possible small supply deficit

of 0.7 Mbd is anticipated. In any case, a

fragile situation subject to further dis¬

ruption is foreseen.

AN IEA STRATEGY

FOR RD AND D
by Niels de Terra (1)

A new RD & D strategy setting out priorities for
research has been developed by IEA, and Ministers

have agreed to use it as a guide for national
priorities and funding. This strategy is described in

the following article.

It now looks as though there will not be time for the smooth

and gradual transition away from oil that was envisaged only
a couple of years ago. The new urgency gives greater

prominence to the central role that new energy conservation and
supply technologies can play in reducing oil use.

In 1980 IEA governments will spend over $7 billion on energy
research, development and demonstration (RD & D). Will this
level of expenditure and the priorities being followed actually
result in the most useful technologies being available for com¬

mercial application when these are needed and in the right
amount ?

This question was posed by the lEA's Governing Board early in
1976, which then launched a large-scale international project to

develop a strategy for energy RD & D that would be guided by the
collective energy needs of IEA countries.

The Analysis

To provide the analytical basis for the development of such a
strategy, a three-year systems analysis project was undertaken
involving nearly 1 00 man-years of effort. The analysis was carried
out by multinational teams based at Brookhaven National
Laboratory in the United States and at the Julich Nuclear
Research Centre in Germany. The bulk of the time was spent

preparing economic and technical characterisations of virtually all
important new energy technologies, and of the energy systems of
the 15 IEA countries which participated in this project.

The systems analysis was performed on the basis of individual
country needs. However, the subsequent assessment and
strategic view deal with the technology needs and potential for
the IEA nations as a group.

The key assumptions in the analysis were :

Modest and gradually declining economic growth rates

Continually increasing oil and other real energy prices

Substantially reduced growth of energy requirements through

increased efficiency in the use of energy.

The Scenarios

The analysis permitted various policy-related scenarios to be

studied (see chart page 12).
One basic scenario assumed that the main priority would be to

obtain energy at the least cost and that today's pace of

technological development and deployment would be continued.

The second main scenario assumed that priority would be

given to reducing oil imports through allowing a cost premium for
new energy technologies that displace oil, and that the pace at
which new conservation and supply technologies are developed

and deployed would be stepped up.

Various sensitivity cases analysed the consequences of

arbitrary restrictions on supply technologies, such as a restriction
on the use of nuclear energy or on the use of coal.

The value of such analyses is that they can examine the com¬

plex competition between, for example, synthetic fuels and
electricity; or between conservation technologies, which provide
more efficient use of energy, as against energy supply

technologies.

Most importantly, from the perspective of the RD & D com¬

munity, this method can be used to estimate relative potential of
various new energy technologies and how increased efforts in

RD & D could advance the dates at which they might be made

available.

As with any numerical analysis of this type, the significance of
the output is determined entirely by the accuracy of the input
data. While the effects of variation in certain of the assumptions

were tested, it was not praticable to examine all possible com¬

binations of future events. Thus, the detailed results can only be

used with a detailed knowledge of the input assumptions. The IEA

Group Strategy must and does take these uncertainties into
account. *

(1) Office of Research, Development, and Technology Applications of
the IEA.
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IEA ENERGY RD AND D STRATEGY PROJECT
Net Conventional Oil Imports Under Two Scenarios
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The Conclusions

A number of general conclusions emerge which are, however,
largely independent of the precision of the detailed assumptions.
They are :

During the 1980-2020 period the requirements for imported
conventional oil can be made to decline. During the first twenty

years to 2000 the decline is mainly caused by conservation and
expansion of existing technologies. During the second twenty
years to 2020 new liquid fuel technologies can begin to make a
significant contribution. But, at today's pace of energy RD & D
and commercialisation efforts, the projected reductions in oil im¬

ports are very gradual and would continue to leave IEA countries
seriously vulnerable to supply disruptions.

The contribution of new energy technologies before the year
2000 cannot reduce much further the demand for oil unless their

introduction is accelerated. But with acceleration the reduction is

important.

The impact of new conservation technologies can be very
significant in meeting IEA objectives in the next twenty years. It
may, in fact, exceed the contribution from supply technologies in
some countries.

The major growth in primary energy occurs in coal and nuclear
power in virtually all IEA countries. High priority must, therefore,
be attached to those RD & D efforts which support or facilitate

Coal gasification in Germany
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the use of these energy sources (e.g. coal environmental
technologies, nuclear safety and waste management).

Electricity growth continues to exceed total energy growth in
all cases studied, although the rate of growth slows down through
each successive ten-year interval. Adequate RD & D efforts on

electricity-producing technologies will be needed, but in some

countries more emphasis will have to be placed on non-electric
forms.

Some new renewable technologies begin to make substantial

energy contributions before 2000. The non-renewable

technologies are, however, still called upon to provide the major
fraction of energy needs even in a scenario of accelerated efforts
to introduce renewables. The implication is that RD & D efforts

should be focused on the most promising of the renewable

technologies, rather than giving all equal emphasis.

The analysis of the consequences of limitation on the growth in
use of fossil energy indicates very major effects on economies and
energy costs, as well as growing oil and gas imports. The conse¬
quences of this case are more severe than those of any other case
analysed, and the conclusion drawn from it is that aggressive
RD & D programmes focusing on environmental control
technologies for coal should be pursued to prevent this future.

The analysis of the case in which a limitation on the growth of
nuclear power was assumed indicates that not just a few replace¬
ment technologies but a broad variety of higher cost technologies
would be needed. In order to sustain an increasing deployment of

nuclear technologies, RD & D efforts on nuclear safety and the
back end of the fuel cycle should be vigorously pursued.

How Realistic Are They ?

Are these conclusions optimistic or pessimistic ? The input data

were prepared on the basis of the best technical judgment
available, but in some respects the method represents idealised

circumstances. It would be prudent, therefore, to expect that

technological, economic and social constraints that have arisen

may be greater than envisaged. The most serious concerns are :

Can coal production and use be expanded three-fold over the

next 30 years ?

Can nuclear power production be expanded to the extent the

analytical results indicate is desirable?
Can commercialisation barriers be overcome to permit new

technologies to achieve the dates and rates of introduction
portrayed in the results?

Therefore, can the demand for imported oil actually be reduced

over time as indicated by these results?

The answers to these questions are beyond the scope of the

project. It is to be noted, however, that they reflect a concern that
the energy contributions from conventional energy sources

implied in the results may not be achieved. Thus, if IEA nations are
to avoid the serious economic consequences of dislocation in

energy supply, there is an even greater need to develop and im¬
plement new technologies.

The Group Strategy

The Group Strategy now adopted for the IEA is one of
acceleration, designed to support a policy direction of high

security of energy supply, meaning significant oil import
reductions for the IEA as a whole, without incurring prohibitive

additional costs. The Group Strategy is not intended to be

identical with any single national RD & D strategy but is meant to
be a guide for individual Participating Country energy RD & D

programmes, permitting them to take into account the collective
needs of the IEA. It has four elements (see table).

IEA ENERGY RD & D GROUP STRATEGY

GENERIC

TECHNOLOGY

PRIORITIES(i)

PRIORITY 1
End -Use

Conservation Automotive Transport
Systems

Conservation Building Equipment
(mainly Heat Pumps)

Industrial Conservation

Residential and Commercial

Solar Heating and Cooling

Production

Enhanced Gas Recovery

Enhanced Oil Recovery
Tar Sands and Oil Shale

Conversion

Advanced Converter Nuclear Reactors

Alternative Transport Fuels
Breeder Reactors

Coal Liquefaction

Key Supporting Technologies To Make

Full Use of Existing Energy Systems
Environment-Protecting Coal

Technologies (Including Atmospheric
Fluidized Bed)

Coal Mining
Nuclear Reactor Safety

Nuclear Fuel Cycle

PRIORITY 2
Production

Geothermal (Hydrothermal)

Conversion

Combined Cycle (including Low
Caloric Gasification and

Pressurized Fluidized Bed)

Fuels from Biomass

High Caloric Value Gasification

PRIORITY 3
End -Use

Electric Auto

Production

Geopressurized Methane
Wind Power

PRIORITY 4
Production

Hot Dry Rock Geothermal
Ocean Power (Tidal, Wave, 0TEC(2))
Solar Electric

Conversion

Fuel Cells

Fusion(3)

Low-Medium Caloric Gasification

Magnetohydrodynamics
Non-Fossil Hydrogen Production

Systems

Underground Coal Gasification

\
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(1) The priorities apply to IEA countries as a group and not to any individual

country.

(2) Ocean Thermal Energy Conversion.
(3) Fusion is ranked in Priority 4 due to its late availability (2020). However,

taking into account its potentially large contribution and long lead time, sufficient
efforts should be made to develop this technology.
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British fluidised bed combustor. Processing

The division of all important new generic technologies into four

priority categories, with top priority going to those technologies

most likely to contribute the largest amounts of energy,

particularly energy that substitutes for oil at the lowest cost com¬

patible with high energy security objectives (As far as we know,

this is the first time a group of countries have jointly agreed a set

of priorities for energy technologies.)

Indicative actions as to future stages of development for each

technology area.

The recommended acceleration of the pace at which energy

technologies should be developed and introduced if significant oil
import reductions are to be achieved.

Emphasis on environmental considerations at all stages of

technology development, with particular focus on coal and

nuclear technologies related to the environment.

The Priorities

Three principal criteria were used to place the 27 generic

technologies into priority categories :

The potential amount and timing of each technology's
contribution to energy supply or energy conservation

The degree to which it is possible with the current state of

knowledge to estimate that the technology can sucessfully

achieve the economic and technical goals assumed for it

The importance that the technology may have as a "hedge"

against uncertainties.

On the basis of these criteria, the technologies were placed into

four categories, with no rank order intended within each category.

(There are, clearly, a number of processes or products within each

generic category that have varying promise ; it is not intended that

all should have equal priority.)

In applying the above priorities, the Strategy recognises that :

In view of the uncertainties inherent in all such projections of

the future, even the lower priority technologies, such as fusion,

may prove to have significant value and therefore require proper
attention.

Priority ranking should not be interpreted as translating directly

into relative amounts of RD & D money to be spent among the

individual technologies. Rather, it is intended to provide guidance

in determining which technologies should have priority call for

funding, considering their state of development. Thus, a high

priority technology which is at an early exploratory phase may

appropriately have a lower budget than a lower priority

technology which is at the stage of demonstration. However, if
the higher priority technology has need for additional funds to
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facilities at a Canadian oil sands plant.

carry out a significant next step, it should have prior call on such

funding.

The priorities apply to IEA countries as a group and not to any

individual country.

The Indicative Actions

A strategy for energy technology development must also
indicate the near-term actions which should be taken allowing for

their state of development and potential importance. The

Strategy, therefore, also indicates the necessary or possible
actions in four stages :

Proceed with the steps necessary to bring to commercial use

as early as practicable

Proceed with large-scale demonstrations

Proceed with pilot-scale experiments

Proceed with exploratory R&D.

It is emphasied that in making these judgments, the Strategy

only indicates the current or next step warranted. In each case

work in the preceding stages may well need to continue. What is

portrayed is the stage of development of the most advanced

process or processes. It is not intended that each individual
country will necessarily find the development at the stage in¬

dicated or will find it appropriate to engage in any or all the

stages; some countries may not be working in the area at all or

may contribute only a portion of the total effort needed to explore

and develop the particular technology.

Acceleration

The efforts of IEA countries to develop and bring new energy

technologies into general commercial use must receive

significantly higher priority than they do at present. This involves

not only public and private sector expenditures for energy

RD & D, but also strenuous efforts to overcome barriers to the

commercialisation of new energy technologies.

An indication of the effect of acceleration may be seen in the

systems analysis estimate that, in the business-as-usual case, the

IEA countries might still be importing nearly 60 per cent of their

oil by 2000 whereas this could be reduced to 45 per cent with

accelerated development and commercialisation of new

technologies. The value of these benefits must be assessed

against the cost of accelerated R&D programmes which have yet
to be estimated. Each country would have to assess the costs and

benefits of this acceleration on a case-by-case basis.

jta] Environment

Virtually all energy technologies affect the environment in some

fashion. As an integral part of the programmes to develop new

energy technologies, these efforts must be understood and taken
into careful account at all stages of development and prior to

deployment.

Non-Technology Issues Bearing on Use of New
Energy Systems

Even when successfully developed, the deployment of new

technologies at the needed pace can be affected by a variety of

non-technology issues. The most important are :

Rational pricing signals. Artificially reducing the prices of

different forms of conventional energy, for example, as a result of

selective price controls, can impede the introduction of new

technologies.

Foreign trade policies. Trade in primary energy as well as in
energy technologies and know-how needs to be facilitated.

Social impacts. Governments will need to anticipate and plan

to overcome potentially troubling social impacts that may result

from the large-scale introduction of some new energy

technologies.

Supporting resource availability. Action may be needed

regarding resources such as skilled labour, raw materials, in¬
frastructure, land and water availability. This is particularly impor¬

tant in the case of expanded coal use.

Regulatory and industrial structure. Often government
regulations and industrial structure, which were designed around
conventional systems, fail to accomodate the character of new

technologies.

The May 1980 Ministerial meeting of the IEA Governing Board

gave its endorsement to the strategy and charged the IEA Com¬

mittee on Energy Research and Development with the task of

closely monitoring and periodically considering the extent to

which the aggregate national IEA RD & D efforts support the

Group Strategy. At the national level it is intended that each

Government incorporate the strategy as one input to its national

energy RD & D planning and priority setting process.
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YOUTH UNEMPLOYMENT
Diagnosis of a Stubborn Problem

The OECD Secretariat's latest

"diagnosis" of the employment and

unemployment of young people (16-

25 years) clearly indicates the gravity of

the present situation and of the short-term

prospects. Only a few Member countries

(Austria, Germany, Japan, Luxembourg

and Switzerland) have no serious youth

unemployment problem at the present
time.

Since 1977 when there was an OECD

high-level conference on the matter, there

has been little, if any, improvement. With

very few exceptions, Denmark, Germany,

the United Kingdom and the United States

being the most noteworthy, youth un¬

employment rates have continued to rise,

increasing from 10.4 per cent in 1976 to

1 1 .3 per cent in 1 979 for the OECD area

as a whole (excluding Turkey) and this

over a period when the overall rate of un¬

employment declined slightly (from 5.4 to

5.1 per cent). As a result the proportion of

young people in total unemployment has

risen from 44 to 47 per cent. The average

period of unemployment for the 16-

25 year olds has also increased in virtually

every country for which data are available

as has the share of long-term in total un¬

employment for this age group. In several

Member countries, moreover, there are

signs that the employment situation of

young adults (20-24 years) is deter¬

iorating more than that of adolescents

(16-20 years) and that of females more

than males in both age groups.

A great deal of research has been

devoted to trying to gain a better un¬

derstanding of the three main factors gen¬

erally held to be responsible for youth un¬

employment :

Sluggish rates of economic growth

have obviously reduced the demand for

labour, particularly for young people.

Demographic factors have exac¬

erbated the problem, since the products of

the postwar "baby boom" entered the

labour force in the mid-1970s.

Structural factors are also important.
The first of these is the weak com¬

petitive position of young people on the

labour market, reflecting their lack of ex¬

perience but also the fact that older

workers tend to be protected by job

security laws, collective bargaining

agreements and personnel practices

often at the expense of young people.

A second factor often cited is the trend

in relative wage costs : young people's pay
is closer to that of older workers than in

the past, and this may have contributed to

the unemployment of young people in
certain Member countries. The evidence

however is weak, and it is probably

premature to draw definite conclusions on
the matter.

Another factor which may have made

firms reluctant to hire young people is the

whole range of "fixed" or semi-fixed non-

wage costs unemployment and sickness

insurance and other social security

contributions, payments into pension

funds, training costs and related benefits

such as paid leave. When there is a ceiling

on social security contributions, as is the

case in many Member countries, the lower

the wage the greater the contribution of

non-wage to total labour costs, and it is

young people who usually have the lowest

wages.

One final structural factor may be that a

combination of changing work aspirations

on the part of young people (see inset), the

expansion of income-support programmes

and the increase in multiple-earner hou¬
seholds has weakened the attachment of

young people, and especially teenagers, to
the work force.

While opinions differ as to the exact

contribution of each of these three main

causes of youth unemployment cyclical,

demographic and structural it is gen¬

erally agreed that the extended period of

low growth has played a predominant role,

and prospects for a significant improve¬
ment in the situation over the next five

years are not good. In some countries,

where the proportion of young people in

the population of working age is declining,

the demographic factor will limit the

magnitude of the problem. The timing of
the turnaround varies, and in some

Member countries, the proportion of

young people is expected to continue to

rise in the early 1 980s, and this will create
additional difficulties.

Recent Research

Recent research into the workings of

job markets for the young, especially in
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North America, has come up with several

important empirical results. While it is not
entirely clear to what extent these findings
are applicable to other Member countries,
there are some indications that the

patterns outlined are typical enough to
warrant more detailed attention.

High turnover rates...

Several studies show that high turnover

rates are a key characteristic of young

people's and especially teenagers'

behaviour. One noteworthy feature of this

research is the emphasis placed not only

on employment and unemployment but

also on the role of entry to and exit from
the labour force. The evidence indicates

that young people move more frequently

than adults between employment, un¬

employment and non-participation in the
labour force. And this difference in tur¬

nover may be the main explanation for the

sharp difference in unemployment rates

among various age groups.

In support of the difference in turnover,

one study shows that in an average month

over the period 1968 to 1976, some

1 5 percent of teenage males who were in

the labour force withdrew, while at the

same time 21 per cent of those not in the

labour force came into it. The same study

shows that young adult males are about

60 per cent less likely to leave a job than

teenagers in any given month. The

volatility of young people is also reflected

in the brevity of their stay in each of the
three situations.

For teenagers, the average duration of

a completed spell of employment over the

period 1968-76 was about six months,

compared to fifteen months for young

adults and sixty-six months for males aged
25-59.

The length of time young people spend
outside the labour force is also short five

months on average for teenagers.

The average duration of uninterrupted
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unemployment is also low and lower for

teenagers than for young adults (over the

period 1 968-76 it was about 1 .7 months

for the former as against 2.3 months for

the latter).

There can be two possible reasons for

THE ASPIRATIONS OF YOUNG PEOPLE

One point emerges very clearly from a research project on youth attitudes

launched recently by CERI-: the attitudes and values with respect to working
life held by young people differ widely and appear to be correlated with var¬

ious socio-economic factors such as status of parents, educational attainment, etc.

Unskilled youth. This group is consistently identified as a priority target for special
measures. Such treatment is usually justified on the grounds that this group is over-
represented among the unemployed, and prolonged unemployment for such young
people may have serious consequences for social cohesion.

Evaluations of policy intervention in favour of these youngsters as well as in¬
vestigations of their "social" behaviour tend to show that both the policy objectives
identified and the political fears formulated about them are somewhat at variance

with the real situation. Far from being consistently rest/ess and angry, these
youngsters can best be characterised as increasingly apathetic and detached from
their social environment, showing little interest in improving their life prospects or in
actively escaping the dead-end jobs their lack of qualifications opens to them.
Furthermore, despite the lack of attractive job opportunities in certain geographic ar¬
eas, the majority of young people from low socio-economic status families often

refuse to move by more than a very few miles to secure better employment.

Generally speaking, the available evidence indicates that these young people
approach the labour market having already conditioned themselves to take as little

advantage of existing opportunities as possible. In other words, these youths are
often "realistic " about job prospects to the point of creating a self-fulfilling negative
prophecy about their employment opportunities.

Evidence is available from several sources supporting the view that the problem of
unemployment among the least privileged youngsters stems from a lack of self-
confidence and entrepreneurial spirit as well as a lack of basic skills. The Australian

"Educational Programme for Unemployed Youth " is an attempt to do something
practical about this by placing its emphasis explicitly on improving the self-
confidence of the young participants. Similarly a recent Nordic study shows how im¬
portant it is in any programme for the young unemployed to allow for active
participation by young people in real life work situations.

Such evidence suggests that high priority should be given in programmes targeted
to the disadvantaged to the importance of building up their sense of self-confidence.
Needless to say, this objective can best be achieved by providing those youngsters
who have definitely rejected schools and education, with what they most need, i.e.
real employment experience rather than laboratory based skill training.

Better-educated youth. While unemployment rates among young people typically
tend to decline with the level of education, more and more young people with above-
average educational qualifications are experiencing spells of unemployment in the
current depressed labour market situation. Indeed, some Member countries (e.g.
Italy, Spain) have very high rates of unemployment among young people holding
higher-education degrees.

Up to now policy-makers have devoted little specific attention to improving the
employment prospects of such young people. Yet there are some warning signals
that, of all youth, this group is the one most likely to react "badly " to difficult employ¬
ment conditions and, perhaps, to resort more to anti-social behaviour, e.g. crime and
drug abuse.

These youngsters belong, by and large, to social classes encouraged to subordinate
immediate gains to the principle of "delayed gratification ". The promise of social
mobility has sustained many youngsters during several years of education and
deferred responsibilities. The road was not a/ways easy or straight, but it usually had
a clear, predictable and satisfactory end.

However, high levels of youth unemployment, with consequent difficulties for well-
educated young people in obtaining satisfactory jobs, may threaten this process. For
the first time in several decades, youths- especially from the middle classes are
faced with the feelings of power/essness and lack of control over their lives which
have long been the lot of the lower socio-economic classes. Faced with this un¬

familiar and stress-provoking situation (and coupled with the perception that nothing
is being done to alleviate their problems), these youngsters may increasingly resort to
socially deviant behaviour.

the short duration of unemployment

among young people : either new jobs are

easy to find or large numbers of the un¬

employed withdraw from the work force.

Evidence from 1 974 indicates that it is the

latter : almost half of the periods of un¬

employment among male teenagers and

one-quarter among young adults ended by
their withdrawing from the labour force.

...and their consequences

There is no agreement on the

consequences of high turnover rates.

Advocates of the "human capital model"

stress the benefits of early investment in

continuous training and work experience

in terms of an improved age-earnings
profile. If, because of frequent unemploy¬
ment spells, no such investment is made

in the early years of a person's labour

market experience, the loss will plague
him over his entire lifetime.

"Dual labour market theories" also lend

support to such a "scarring" hypothesis.

Long spells of unemployment and non-

participation, these theories hold, are likely

to harm work habits and work experience

and tend to push workers into the secon¬

dary job market which is much less stable.

On the other hand, search models of

labour market behaviour suggest that
some shopping around is both desirable

and necessary for teenagers. Youth labour

markets are in fact typically characterised

by lack of information on the part of both

employers and job seekers. Thus, a period

of job search can in itself be a productive
investment.

There are arguments for and against

each of these models, but the empirical

evidence is limited. A recent study
suggests that a prolonged period of un¬

employment at an early age may increase
the risk that an individual will indeed be

"scarred" in the sense that he will be

prone to unemployment in later life.

However the results also suggest that this

effect is attenuated rather rapidly. The fact

that teenagers hold downi their jobs i for only
a short time has been cited to cast doubt

on the value of the job search model.

How the causes and consequences of

high turnover rates are interpreted clearly
depends on whether the behaviour is

assumed to be voluntary or involuntary.
Those who interpret the evidence as in¬

dicating voluntary behaviour or weak

labour force attachment among young

people argue that early unemployment
and non-participation in the labour force

may represent "consumption of leisure" :

teenagers wish to "mess around" a bit

before settling down to an established

career pattern. Others believe that it is
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mainly involuntary that high turnover

reflects a shortage of jobs. In support of
this contention, they quote a large body of

empirical evidence showing that teenage
unemployment is very strongly influenced
by changing cyclical conditions.

A "hard core "

The high rates of turnover and the

shortness of periods of unemployment

might suggest that most young un¬

employed people do not suffer much. But

this view is not inconsistent with the

finding that there is a "hard core" of

young people who are repeatedly un¬

employed for a long time.

Several recent studies show clearly that

the burden of youth unemployment is un¬

evenly distributed among young people

and that a small group experiences serious

and persistent difficulties in the labour
market. The 1974 American annual work

experience survey sheds light on the dis¬

tribution of unemployment among the in¬

dividuals affected. While about 70 per

cent of all periods of unemployment

among male teenagers lasts less than a

month, over half of all the weeks of un¬

employment in this group is attributable to

the 8 per cent of its members who are un

employed for more than six months during
the year. Thus, rather than being evenly
distributed among young people, as the

short average duration of unemployment
might lead one to expect, the burden of

unemployment is highly concentrated. The

limited information available suggests that
the situation of those belonging to this

hard core does not improve significantly
when they move into the 20-24 year age-
group. (A similar pattern of concentration

is found moreover among adults.)

In many respects, the youth labour

market in the United States is very
unusual. First, the tie between school and

work is very different from the situation

elsewhere; for example, in 1976, 30 per

cent of male and 26 per cent of female

teenagers combined work with full-time

study. Second, teenage unemployment is
concentrated on racial minorities and is

coming to be even more so. Finally, since

1974-75 there have been differing
cyclical trends. While the United States

has experienced a sustained period of

economic growth which has involved the

creation of an unprecedentedly large
number of jobs, the economies of most

other OECD countries have declined, cau¬

sing an increase in the average duration of

unemployment among young people.

The results of research in Canada

corroborate the United States findings on

the "hard core" that a large proportion
of all youth unemployment (including
withdrawals from the labour market) is

attributable to those who are out of work

for prolonged periods. Annual Work

Patterns Survey data, for example, show
that approximately one quarter of the

young people (15-24) unemployed in
1977 accounted for more than half the

total number of months of unemployment

suffered by this age group in that year.
This could imply that a sub-group of un¬
employed youth suffers systematic and

repeated unemployment, since anyone

who remains unemployed for a long-time
in one year is very likely to be in the same

situation the following year. This suggests

in turn the possibility that severe youth
unemployment may, as in the United

States, be traced to certain personal

characteristics of the young people
themselves or their milieu. In fact, the

Canadian analysis suggests that "severe

unemployment" is systematically and
significantly related to lack of education,

difficulty in making the transition from
school to the world of work, and residence

in a high unemployment region outside of
a large city.

YOUNG FOREIGNERS
AND THE WORKING WORLD

A number of European governments have been

concerned about how young foreigners are faring
on the labour market. They have some notion of
what the problem is low educational level, inade¬

quate vocational training, confinement to low-skill
occupations, irregular employment and discrimina¬

tion. But they have not been able to really describe
the overall situation in concrete terms. In order to

provide the information which is a precondition for

action, OECD's Social Affairs, Manpower and

Education Directorate has carried out an investiga¬
tion of this target group.

The statistical difficulties are many: surveys and

other statistical tools designed for other purposes
are hard to use and data are often too disparate to

permit international comparison. But by cross

checking different sources, discussing the question
with experts and using a three-pronged approach
(statistical, juridical and qualitative) the researchers
were able to present a reasonably accurate com¬

posite picture of young foreigners on the labour
market in five countries.

The Numbers

In the five European countries investigated Belgium, France,
Germany, Sweden and Switzerland there are some

3,800,000 young foreigners under 25, representing up to 50 per
cent of the total resident foreign population (in Belgium; for
France and Switzerland the figure is less than 40 per cent). These

young foreigners comprise 6.6 per cent (France) to 1 5.3 per cent
(Belgium) of all young people in their age group.

Nearly 750,000 of these young foreigners are working, and
their role in the labour force ranges from 14.3 per cent (France

and Switzerland) to 22.6 per cent (Belgium) of the foreign labour
force, and from 5.8 per cent (France and Germany) to 9.9 per cent
(Switzerland) of all young people in the labour force.

In 1 978 young foreigners accounted for 20 per cent (France) to

33 per cent (Sweden) of all foreigners in search of employment,
and between 6.1 per cent (France) and 1 5.9 per cent (Belgium) of
all young jobseekers.

They also account for 5.6 per cent (France) to 15.6 per cent

(Belgium - the French-speaking educational system only) of those
those in secondary school.

The Trends

Apart from these quantified findings, the OECD analysis

brought out a number of general trends.
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ACTIVITY RATES OF NATIONALS AND FOREIGNERS BY AGE GROUP

Percentage

r up to 25 years 25 years and over

20

I nationals

20

women

TOTAL MALE + FEMALE

percentage

Age group
i

Belgium France Germany Sweden Switzerland \

Up to 25 years 22.0 16.3 19.3 16.8 26.0 21.5 23.8 21.4 29.0 20.4 ,

V 25 years and over 49.0 55.5 54.8 64.6 52.4 73.8 63.5 78.8 47.4 75.7 J

[J Nationals Si_J Foreigners

Foreign women and girls are increasingly disposed to work; in

all the countries investigated, the proportion of working females in

the total foreign labour force is higher the younger their age

group; young foreigners (both sexes) have a lower participation

rate than young nationals, whereas the reverse is true in the case
of workers over 25 (see Chart).

There is some similarity in work patterns between generations

in the foreign labour force: young migrants just beginning their

working life are as concentrated in certain occupations, especially

manual jobs as their fathers.

There is a striking similarity in unemployment patterns between

young foreigners and other young people. Whenever the rate of

youth unemployment rises or falls, young foreigners follow the
same trend.

The proportion of young foreigners in short educational cycles

and training for occupations where there is already substantial

foreign infiltration is higher than for nationals.

These training courses, especially for girls, are seldom geared
to the needs of an industrialized society.

Legal Research

A study of the regulations governing the residence and employ¬

ment of young migrants highlighted several points about their

legal position vis-à-vis employment.

In all the countries studied, young foreigners arriving to join

their families or born in the host country are entitled to take jobs

on fairly liberal terms.

What these terms are depends on how long the young

foreigners have been in the country before entering the labour
market and the status of the father or mother at the time the

family is reunited.

Qualitative Research

The bibliographical research undertaken in the five countries

contributed a qualitative appreciation of the day-to-day exper¬

ience of young foreigners which eludes statistical or juridical an¬

alysis. This information usefully complements the other research.
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Young foreigners are more exposed to unemployment than nationals.
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WHO ARE

THE YOUNG FOREIGNERS ?

The population analysed by OECD consists broadly of all
young people under 25 who are of foreign origin and have not
officially acquired the nationality of the host country.

In general, because new immigration has virtually come to
a halt, this means "second generation migrants ". But even
this term covers a number of cases.

Some of the migrants were born abroad, some in the host
country.

For certain foreigners expatriation of the family took place
so long ago that the people concerned belong to the third
rather than the second generation.

777e legal definition is not uniform. Some people who may
have the same socio-economic characteristics as the

migrants are considered to be nationals rather than foreigners

because they have been naturalised (either they are covered

by their parents' naturalization or they are eligible for flexible

naturalization procedures because they were born in the

country). Sweden for example has legislation providing for

rapid naturalization and 75,500 children and young people

under the age of 25 were naturalized between 1968 and
1978, 47,700 of them born in Sweden and 28,000 abroad. In

certain cases the children's own parents look upon them as

foreigners like themselves whereas the country where they

are employed regards them as nationals (young Algerians

born in France after 1st January 1963 are a case in point.)

There are also cases of dual nationality.

The data may also be affected by who supplies the in¬

formation the young foreigners themselves or an external

source: records on school attendance, registration with an

employment agency, etc.

it nas proven possible:

First, to confirm that the indications given by the statistics and
legal texts are corroborated by the results of work on limited

samples in certain geographical areas. This micro-economic

approach, which might have amounted to little more than hear¬

say, did in fact confirm the macro-economic analysis. Whether in
the pattern of schooling, qualifications for work, inclination to

seek a job, type of work or vulnerability to unemployment, the
two methods of evaluation proved to be consistent.

Second, to complete the overall picture with insights into
problems which are not revealed through macro-economic study.
For instance, the monographs drew attention to the fact that one

major handicap to young foreigners is the inadequate knowledge
of the host country's language, and this plays a role not only dur¬
ing schooling but also when the young people enter working life.
It was also possible to obtain a fuller knowledge of young for¬
eigners' working conditions and how the workers view these
conditions; their attitudes in most cases reticent to

geographical mobility; their social mobility and attitudes to trade

union activity and membership which differ from country to
country.

Some Tentative Conclusions

To round off this research and obtain a more complete picture

of the young foreigner, certain elements require further study:
flows into and out of the labour market, levels of remuneration,

formalities to be complied with for access to vocational training
and unemployment compensation.

Nevertheless the OECD report constitutes a tentative basis for
certain conclusions:

Improvement in national statistical systems seems to be the

first pre-condition of a more refined diagnosis. The fact that the
"age" variable is frequently absent means that several research

paths have had to be abandoned. For example it was not possible

to determine the type of job or professional qualifications of young

foreigners entering the labour market. The same deficiency was
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Efforts to help young foreigners learn the host country's language should be pursued and intensified.

encountered in several other fields (unemployment, vocational

training, etc.).

Furthermore, when age was taken into account, the age group

chosen differed from country to country. This a formidable

obstacle in a comparative study unless it is confined to very broad

aggregates.

Special attention should be paid to the internal flows on the

labour market: women who enter as family members and espe¬

cially children born in the host country or having immigrated to

join the head of household. This flow now constitutes the chief

source of new foreign manpower into the labour force, greatly

outnumbering the first-generation migrants. In the countries

where it was possible to identify this flow accurately, it became

more and more important over the five years of OECD's study.

(The following figures do not include EEC citizens nor, in the case

of France, Algerians.)

Belgium: in 1978, there were 6,399 "admissions to

employment" of people already in the country, representing

62.4 per cent of the total number of work permits issued, as com¬

pared with 5,598 in 1973 (48.7 per cent).

France: in 1978, 46,097 "admissions to employment" were

recorded, representing 82.1 per cent of the total number of for¬

eigners entering the labour market as compared with 35,515 in

1973 (22.5 per cent).

For young people, it would appear that the host countries

should aim to eliminate the de jure or de facto obstacles to

employment (preference for nationals, date limit for arrival, etc.).
Wherever this cannot be done in full, it would be desirable, when

the young foreigners are legally required to acquire residence and

work permits for these documents to be made valid for the same
period as for the head of family. It seems likely that if a child is

freely admitted into a country as a member of an immigrant family

and then is prohibited from entering the labour market, socially

deviant behaviour and "drop-out" tendencies will result. Host
countries which have allowed families to be reunited should

therefore take the necessary steps to ensure that young people
entering the country are allowed free access to employment when
they are of age.

Equal treatment of young foreigners and young nationals in the
matter of employment (including training, access to employment
services, and help in case of job loss) is even more justified in pre¬

sent economic conditions since the position of the young for¬
eigners to-day is more difficult than that of their fathers. Indeed,

the fact that the young foreigners are often underqualified (for the

reasons already mentioned) marks them out for kinds of jobs
which are either declining in number, because of the substitution

of capital for labour and the reorganisation of the productive
system, or have become legally precarious because of new

manpower policies. In the interests of equity, steps should be

taken to see that in the secondary segment of the labour market,

where most young foreigners end up because of their many han¬
dicaps, they should not be the subject of further discrimination
resulting from statutory provisions.

At all stages of the OECD investigation, it was apparent that an

inadequate knowledge of the language of the host country con¬

tributed to young foreigners' inferior situation before and during
working life, in schooling and subsequent training, at the time
they ask for guidance or are in search of jobs. The efforts made to

help young foreigners surmount this difficulty should be pursued
and intensified, though these efforts should not interfere with the

study of their mother tongue. All experience in this matter,

particularly in Sweden, goes to show that mastery of their native

language makes it easier for young foreigners to learn the

language of their host country. And knowledge of both languages

allows more real freedom of choice between remaining in that
country or returning to their parents' homeland.

This analytical report should be completed by a study of the

situation of young migrants after returning to their parents' native

country. Indeed, return flows which have always occurred

have involved the departure of many foreign workers and their
families.
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RECENT TRENDS IN AID

DAC Volume

Official Development Assistance
(ODA) from DAC Countries

Net disbursements of official

development assistance by DAC Members
in 1979 amounted to $22.3 billion. This

was an increase in current dollars of

$2.3 billion over 1978, or 11 per cent.

After taking account of increased

prices (1) it corresponds to an increase in
real terms of the order of 2 per cent,

slightly below the trend value of recent

years.

With DAC Members' combined GNP

expressed in current dollars some 13 per

cent higher than in 1978, ODA declined

marginally as a share of GNP from

0.35 per cent to 0.34 per cent in 1979.

Of the seventeen DAC countries taken

individually, twelve raised their ODA as

a share of GNP, some by very substan¬

tial margins. However, net ODA dis¬
bursements from the USA fell substantia¬

lly, with a correspondingly sharp decline in

its ODA/GNP ratio, and Canada, although
raising its ODA slightly in national

currency recorded lower ODA expressed in

US dollars and as a share of its GNP (2).

As these are two large donors, the US

decrease and to a more limited extent, the

lack of buoyancy in Canada's programme

acted to brake the growth of the ODA of
DAC Members combined. If these two

countries are excluded, the remaining DAC

A. ODA AS A SHARE OF GNP

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979

countries raised their ODA from 0.39 per

cent to 0.43 per cent of their collective

GNP, and by an estimated 15 per cent in
real terms.

Inflationary conditions have led a

number of DAC countries to impose

restraints on overall public expenditure,

and this may lead to levelling off and even
in one or two instances to reductions in

ODA in real terms. However, most

Members have stated their intention sub¬

stantially to increase their ODA

programmes, and several are presently

implementing their earlier-announced

plans for higher allocations of budget

funds. It is hoped therefore that the

moderate upward trend of overall ODA in

real terms from DAC Members combined

can be maintained.

Individual Countries '

Performance (3)

Sweden, with aid appropriations running

at 1 per cent of its GNP, increased its ODA

outflows by 22 per cent in 1979 (with a

particulary sharp increase in bilateral

grants) and achieved an ODA/GNP ratio of
0.94 per cent (0.90 per cent in 1978).
This is the fifth successive year in which

Sweden has ranked first or equal-first

among DAC countries. The Netherlands,

sharing second place with Norway, in
1 979 achieved its highest ODA/GNP ratio
to date, 0.93 per cent (0.82 per cent in

1978). The Netherlands in its current

medium term plan aims to allocate

budgetary funds to development financing

amounting to some 1.20 per cent of its
GNP, most of it in the form of ODA.

Norway's 0.93 per cent ODA/GNP ratio
also set a new record. Its bilateral grants

rose particularly sharply in 1 979. Denmark

which achieved the 0.70 per cent target in

1978, the fourth DAC country to do so,

maintained its ODA/GNP ratio of 0.75 per
cent in 1979.

In 1979, France reversed the

downward trend in its ODA/GNP ratio

observed in recent years (0.59 per cent in

1979, 0.57 per cent in 1978), with

(1) As measured by a composite GNP deflator
for DAC Members combined.

(2) ODA from Australia, Austria and New Zea¬

land also fell as a share of GNP, but rose in

dollar amount.

(3) Individual countries are discussed in the

order of their ranking in 1979 in terms of ODA
as a share of GNP.
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B. DAC ODA RECORD BY COUNTRY

percentage of GNP

sharply higher contributions to the EEC

and a significant increase in bilateral

grants. Belgium's ODA recovered further,

with increases in both bilateral grants and
loans, to reach 0.56 per cent of GNP in

1 979 (0.55 per cent in 1 978). The United

Kingdom, with an impressive increase in
both its bilateral and multilateral

flows, reached 0.52 per cent of GNP in

1979, by far its highest ODA/GNP ratio

since the early 1 960's. This ratio was 0.37

per cent in 1977 and 0.48 per cent in

1978. However, the recent White Paper
on Public Expenditure provides for a
reduction in British overseas aid of the or¬

der of 13 per cent in constant prices
within three years, so that the 1979

figure may well be a temporary peak.
Although increasing in dollars, Australia's

aid fell as a share of GNP from 0.55 per

cent in 1978 to 0.52 per cent in 1979,

due mainly to the timing of its issues of

notes to multilateral agencies, in particular
IDA. Canada's aid disbursements fell in

dollar terms for the first time in ten years,
although there was a small increase in

Canadian dollars. That this was not larger
was mainly attributable to the restrictive

budgetary policies prevailing since 1978.

As a per cent of GNP, Canada's ODA fell

back from 0.52 in 1 978 to 0.47 in 1 979.

In absolute dollar amount ($3.4 billion),

Germany became equal-second largest
DAC donor with France, in 1979 (the

largest donor was the United States, $4.6

billion). Its ODA disbursements rose

sharply as a share of GNP from 0.37 per

cent in 1978 to 0.44 per cent, with
notable increases in both its bilateral and

multilateral aid outflows. In Germany's

current medium term plan, allocations to

the Ministry of Co-operation are to rise

until 1983 by 12Vi per cent annually, or

double the percentage increase of the

budget as a whole.

New Zealand's ODA was roughly un¬

changed in dollars and it fell further from

0.34 per cent of GNP in 1 978 to 0.30 per

cent in 1979. Japan in 1979 all but

achieved the target it had set itself for

1980, of doubling its 1977 ODA in dollar
terms (1977 : $1.4 billion, 1979 $2.6 bil¬

lion). In so doing, it raised its ODA/GNP

ratio from 0.23 per cent in 1978 to 0.26

per cent. All parts of the Japanese aid

programme, particularly its bilateral

grants, contributed to the increase. Mea¬

sures for further expanding Japan's ODA

are under study. At 0.21 per cent of GNP

in 1979, after 0.1 7 per cent in 1978, Fin¬

land reported its highest ODA outflow

ever : there are good prospects for a

further increase. Switzerland's ODA/GNP

ratio rose from 0.20 per cent in 1978 to

0.21 per cent in 1979, maintaining its
regular, if somewhat modest upward
trend.

The statistics show the United States'

ODA/GNP ratio slumping drastically from
0.27 per cent in 1978 to a lowest ever

figure of 0.19 per cent in 1979. These

bleak figures give an exaggerated impres¬
sion of the actual decline : most individual

sectors of the United States' aid

programme actually achieved moderate

increases in net disbursements, and com¬

mitments too were higher than in 1978.

The drop in performance stems mainly
from two factors. There was a moderate

catch-up in issues of letters of credit to in¬
ternational financial institutions in 1978

(which raised the United States' outflow

figures for that year), and the legislative

processes for further issues were not com¬

pleted in 1979 (which lowered the figures

for 1979). Issues have now resumed and

$1.1 billion has been made available for

IDA completing the United States con¬

tributions to IDA IV while IDA V is 99 per

cent completed. A serious problem may,

however, arise as regards IDA VI. For it to

become effective, the United States will

have to complete the disposit of commit¬
ment instruments.

Austria's bilateral grants and mul¬
tilateral contributions rose, while its
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C. WHERE DAC ODA WENT

a) By type. 1979 Net disbursements: $22.3 billion = 100 %

To multilateral

Technical organisations: grants and

co-operation Other bilateral grants subscriptions to capital Bilateral loans

b) By destination. 1979 Net disbursements: $22.3 billion = 100 %

Upper
Low middle

Least middle income High
developed Other low income countrjes income
countries income countries countries ' countries Multilateral agencies

c) By purpose. 1978 Bilateral commitments: $ 18. 7 billion = 100 %

Industry
and Education General devel Food Multisector

energy Agriculture and health opment support aid and other

' n_nmn

10% 18% 17% 25% 7% 23%

official export credits at concessional
terms fell in 1979 to one-fourth of their

1978 level. As a consequence the

ODA/GNP ratio fell from 0.29 per cent in

1978 to 0.1 9 per cent in 1979.

Italy's aid amounted to 0.09 per cent of
its GNP in 1979. Proposals which could

triple Italy's programme over the next 3 to

4 years have been formulated by the
Central Aid Administration recently

created in the Foreign Ministry. They have
been welcomed in Parliament, which has

voted a substantial initial increase in

allocations for 1 980, to about $0.5 billion.

Total Resource Flows from DAC

Countries

Preliminary estimates indicate that the
total net resource flow from DAC

countries (official development assistance,

official and private non-concessional flows

and private sector grants) amounted to
$70.4 billion in 1979 excluding lending by
offshore subsidiaries of banks resident in

DAC countries, and just over $75 billion if

account is taken of such lending. Either

figure is slightly higher in dollars than the

corresponding figure in 1978 ($70.2 bil¬
lion and $74.5 billion), but lower as a

percentage of DAC Members' GNP (1.09

and 1.16 per cent, compared with 1.23

and 1.31 per cent).

Non-DAC Donors

OPEC Countries

Net disbursements of concessional

assistance by OPEC donors, which had

fallen in 1978 by some $1.5 billion to
$4.3 billion, are estimated to have

recovered to $4.7 billion in 1979. As a

share of the GNP of OPEC donor

countries, this implied a decline from 1 .35

per cent in 1 978 to 1 .28 per cent in 1 979.

For the higher income OPEC countries

(Kuwait, Qatar, Saudi Arabia and United

Arab Emirates), the ODA/GNP ratio was

lower in 1979 at 3.48 per cent. Disburse¬

ments by Saudi Arabia, the largest OPEC

donor, increased by $0.5 billion to

$2.0 billion. Kuwait maintained its

disbursements in excess of $1 billion.

Iraq became the third largest OPEC donor

with disbursements of $0.9 billion,

compared with $0.2 billion in 1978.

As regards components of OPEC

assistance, bilateral grants increased by

$0.5 billion to $2.7 billion. Bilateral loan

disbursements increased marginally while
contributions to multilateral institutions

declined to $1.2 billion.

CMEA Countries (4)

It is estimated on the basis of the

limited information available that net dis¬

bursements by the USSR and the six East

European countries amounted in 1979 to

(4) CMEA, (Council for Mutual Economic

Assistance) : Bulgaria, Czechoslovakia, Ger¬
man Democratic Republic, Hungary, Poland,
Romania, USSR.

ODA of OPEC Members (i)
\

Net Disbursements

Donor Country
As per cent of GNP $ million

1975 1976 1977 1978 7579 1978 1979

Algeria 0.28 0.33 0.25 0.18 0.14 44 45

Iran 1.13 1.13 0.27 (0.33) (0.03) 278 21

Iraq 1.65 1.44 0.32 0.76 2.94 172 861

Kuwait 8.12 4.36 10.61 6.35 5.14 1,268 1,099

Libya 2.31 0.63 0.65 0.93 0.58 169 146

Nigeria 0.05 0.25 0.16 0.08 0.05 38 28

Qatar 15.62 7.95 7.93 3.65 5.60 106 251

Saudi Arabia 5.40 5.73 4.32 2.76 3.15 1,470 1,970

United Arab Emirates 14.12 11.02 10.22 5.60 1.58 690 207

Venezuela 0.11 0.33 0.14 0.28 0.18 109 83

TOTAL 2.71 2.27 1.96 1.35 1.28 4,344 4,711

(1) Data for 1978 and 19}'9 are provisional.
Source: OECD Secretarial

j
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$0.7 billion, and as a share of GNP

remained unchanged at the low level of

0.04 per cent. These figures exclude sub¬
stantial but unknown amounts of aid to

Cuba.

Total Resource Flows to

Developing Countries

The resource flows discussed above

cover flows from DAC countries, bank

lending by offshore centres, OPEC

countries, and centrally planned

economies. At this stage, it is estimated

that the total outflow in 1 979 ($82 billion)

was very little greater in dollar amount

than in 1978 ($81 billion). DAC sources

(including bank affiliates in offshore

centres) represented 92 per cent of this
total.

It may be noted that the total
(concessional and non-concessional)

receipts of all developing countries ex¬

pressed as a share of their GNP rose over
the 1970's from about 3 per cent early in

D. TOTAL CONTRIBUTIONS

BY VARIOUS

DONOR SOURCES

Net disbursements

/ TOTAL ODA

30 29.6 $ billion

/ CMEA |b)

26 4i |oPEC
CMEAlbl ^r~i^-

OPEC

20

DAC (a)

DAC (a|

10

0

/ / / / /
1978 1979

(a) Including grants by private voluntary
agencies.

(b) Council for Mutual Economic Assist¬

ance (Bulgaria, Czechoslovakia,
German Democratic Republic,
Hungary, Poland, Romania, USSR).

The frontrunners: Sweden, the Netherlands, Norway and Denmark. Above: Planning a Danish
health centre in Madhya Pradesh, India and fbelovW an existing clinic set up with Swedish aid
in Tanzania.

26



the decade to some 5 per cent in recent

years. Within the total, ODA to the group

of "least-developed" countries' has risen

steadily as a share of these countries'

GNP, from some 4 per cent in the early

1970's to above 10 per cent in 1978, a

figure which the still partial data indicate

was at least maintained in 1979.

Debt of Developing Countries

The build-up of nominal debt of all

developing countries accelerated during

the 1 973/75 oil price crisis, remained high
in 1976/1978, when it was also

associated with large increases in external

reserves, and rose further in 1979.

Over the decade, the share of debt

owed to DAC countries, including inter¬

national capital markets, has remained at

some 75 per cent to 80 per cent, but

within it , the share of the private sector's

claims, all at market terms, has risen from

one quarter to one half. The share of out¬

standing debt owed to OPEC countries

has risen to 4 per cent (but share of debt

owed by OPEC countries doubled to

25 per cent during this period).

The nominal amount of debt is the sum

of unpaid credits with very different debt

service profiles; what matters to debtors

and creditors alike is the manageability of

the borrowers' annual debt service

ARABIDAC COOPERATION ON AID

Representatives of Arab Aid Agencies and Members of OECD's Development
Assistance Committee (DAC) met at OECD headquarters on 18-20 June, 1980 for
the third such meeting that the two groups have had at roughly annual intervals.

On this occasion eight Arab Aid Agencies were represented, mostly by their
Presidents or Directors of Operations, with equivalent participation from DAC
Members. The World Bank, the IMF and the African Development Bank were also
represented. Abdlatif AI Hamad, Director General of the Kuwait Fund for Arab

Economic Development and John P. Lewis, Chairman of the DAC, acted as Co-

Chairmen of the meeting. The discussion focussed on operational problems affecting
donors in their aid programmes to countries in Africa south of the Sahara, a region
whose problems and needs are generally recognised as becoming more and more
acute.

These meetings not only give an opportunity for free and informal discussion of

problems of this kind which are of common concern to aid donors but are also intend- {
ed to facilitate personal contacts between senior officials in the aid agencies. A
particular aspect of collaboration between the two groups is the increasing number of
co-financed projects. In the past few years over 1 20 projects of this kind involving
DAC Members and Arab Aid Agencies have been agreed.

payments. Although these have increased

sharply in nominal terms over the 1 970's,
the "debt service ratio " (debt service as a

percentage of total export proceeds) has

not varied greatly on average (although

the average some 16 per cent
conceals wide differences between in¬

dividual countries). Throughout the 1 970's

the bulk of service payments has been

concentrated on export credit debt and

capital market debt. Together these

represented some 70 per cent of total

service payments in the early 1 970's, but

have now risen to over 80 per cent.

In 1979. the two largest debtors, Brazil

and Mexico, accounted for 30 per cent of

total third world debt service. The 10

largest debtor countries, which include
five OPEC countries (Iran, Algeria, Saudi

Arabia, Indonesia and Venezuela)

accounted for three-quarters of the total

debt service of developing countries.

AID IN 1979
John Lewis, Chairman of OECD's Development Assistance Committee (DAC)

comments on this year's aid figures

This year's aid record is a disturbing one for two reasons.

The numbers on 1979 disbursements and expenditures are

not very encouraging. But, furthermore, if one goes behind

them to what is in store, as revealed in part in the commitment

numbers, it can be seen that even if there is an improvement in

the near future, aid is likely to fall far short of needs. Collectively, it

is in essence a standpat performance in terms of official develop¬

ment assistance (ODA) as a share of GNP, which is the thing the

DAC looks at most. The percentage of ODA to GNP has barely

slipped, from a weak 0.35 to a strong 0.34, so essentially there is

no change.

This in itself is not good because it is a time when that

percentage ought to be going up. Aid to the poorer countries was

inadequate even before the oil price increases hit. The poorest

countries have been lagging further and further behind so that

their development needs for the 1980s are massive.

Now there is the impact of the oil price increase and its indirect

effects on the oil importing countries. Their balance-of-payments

deficits are widening out to a dismaying extent, and the poorest

countries have little access to non-concessional transfers. They

have to depend very largely on ODA. There is the strongest kind of

case for doubling the percentage of GNP going to the poorest

countries between now and 1985. I do not know of any assess¬
ment that has concluded that aid to the poorest countries is ade¬
quate.

A year ago I thought that aid would probably be inching up
rather than inching down and hoped that it had the potential for

significant increase for several years. To find out what has actually
happened, it is necessary to look at the position of individual

countries and groups. First the frontrunners, the four at the top
Sweden, the Netherlands, Norway and Denmark have held their

own and are doing nobly. There are some changes, but basically
one must say that this is the way all donors should behave. Next is

a group in the middle: they have stayed about in place, some in¬
ching up, some down. France and Belgium and some others are

inching up. The United Kingdom, which is in this middle group, is
a special case (see below) and in fact scored a strong 1978 to
1979 rise. Among the inchers down are Australia and New Zea¬

land. At the bottom of the list there are some changes. Italy has
strengthened its political commitment to aid, and this is begin¬
ning to show up in those figures, but the level is still extremely
low. Austria fell back sharply as a result of fewer disbursements of

concessional export credits. One country on a low but distinctly
rising trend is Finland, having moved up to 0.2 this year, the
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"The brightest story on the scene is Germany " Above: a German development project in Colombia designed to protect a
provide employment for the local inhabitants

forest and

highest ever, from 0.1 7 and 0.1 6 in the two preceding years. The
programme is well conceived and led, and one hopes a sustained
push is under way.

The brightest story on the scene is Germany: the growth from
0.33 to 0.44 in two years is a major increase. This German
performance is not only a solid improvement as of now but it is in¬

dicative of the direction in which policies are moving. Germany
has committed itself to raising ODA over the next three years
either twice as fast as the total budget or by 1 2 Vi per cent a year,
and the implication is that this sort of thing might go on. That is a
substantial commitment. Germany has also undertaken to reach

the 0.7 target by the end of the decade. This reflects a quite
profound and very interesting political shift.

The Japanese picture is less dramatic, but the Japanese are

certainly going to make good their undertaking of three years ago
to double their ODA in current dollar terms between 1977 and

1 980. At the same time their GNP is also rising more than that of
other countries so the percentage of GNP is not going to be star¬
tling, but Japan has gone up from 0.21 two years ago to 0.26 in
1979 and one hopes it will continue to rise.

The United Kingdom figure for 1979 is not what one listening
to the tenor of current policy decisions would have expected. But
this is because of the lag between commitments and disbur¬

sements. Disbursements went up sharply a 0.04 point increase,

from 0.48 to 0.52 of GNP, and looking back to two years ago,
there has been a very strong 0.15 increase. Disbursements in

most components of the composite U.K. programme the var¬
ious parts of the bilateral programme and the contributions to

multilateral agencies - went up, reflecting a set of positive
decisions taken two or three years ago. There has been a syn¬
chronisation of plusses. However, this is no indicator at all of

where things are going in the period ahead. The U.K. has pro¬
jected that for the next three years there will be a significant cut in
real terms, and this means that the per cent of GNP will be even
lower.

The United States and Canada have already recorded real cuts

in their 1979 disbursements, and it is they especially the U.S.
because it is still much the largest programme in absolute size

who have placed the main drag on collective 1979 performance.
The Canadian percentage of GNP is much higher than that of the
U.S. It is up in the middle range with France, Belgium, the U.K.,
Australia and Germany. The absolute decline in 1979 reflects a

fairly fast reaction in terms of disbursements to a go-slow deci¬
sion taken at the end of the summer of 1 979. Now, the medium

term Canadian prospects are uncertain, but Canada's

characteristically strong commitment to development promotion
makes one hopeful.

The sharp drop in the U.S. ODA/GNP ratio - from 0.27 per
cent in 1978 to only 0.19 per cent in 1979 exaggerates the
true position. For one thing, changed accounting conventions

worsen the 1978-79 comparison a little < 1 ) . But the main thing is
that U.S. transfers to the World Bank and other multilateral in¬

stitutions were bunched in 1978, whereas various legislative
difficulties and complications prevented the government's receiv¬
ing the authority for making any such transfers in 1979. In the

current year such transfers have resumed. Nevertheless, looking
ahead, U.S. problems on multilateral contributions remain omin¬

ous, and present budgeting appears to project lower com¬

mitments in relation to GNP on average for the next several years.

It is this last trend, when coupled with the projected U.K.

decline and the Australian, New Zealand, and perhaps Canadian

pauses, that raises collective problems for the years ahead.

Growth in the German, Japanese, and some other programmes
may not be able to offset these restraining elements. And even if

they do, it is hard to see the DAC average moving up in the next

few years nearly as smartly as it should.

(1) In 1979 DAC countries standardised the accounting of con¬

tributions to multilateral agencies so that they are counted by all
countries instead of by some only at the time demand notes are

deposited rather than when they are encashed.
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TOWARDS EFFECTIVE

INTERNATIONAL CONTROL

OF TOXIC CHEMICALS

Chemicals present one of the great paradoxes of the

20th century. Over the past 30 years advances in the

chemical sciences have probably done more to improve the

quality of life in modern societies than any other technology.
There are few industries that are not served by chemicals and

progress in medicine, agriculture and consumer products are le¬
gion. But the legacy of this progress is found not only in life-
saving drugs and products to make life "easier" but in a

polluted environment, and in increasing evidence of the negative
long-term effects of chemical accumulation on human health. In

all OECD countries, there is a growing awareness on the part of
governments of the potential dangers of chemicals to man and

the environment. But there is also an awareness, especially in the
current economic climate, of the chemical industry's important
economic role $300 billion in annual sales, $80 billion in ex¬

ports, 4 million jobs and hence of the need to reconcile

environmental concerns with those of economic growth.

To protect man and the environment, OECD governments are
taking new and more stringent measures not only to control
emissions and waste disposal, as has been the case before, but to

prevent hazardous substances from coming onto the market in the

first place, and to control their use. And, rather than focussing
only on chemicals known to be hazardous like PCBs and mercury,
or specific groups of substances like pesticides, pharmaceuticals

or food additives, authorities are now looking at the whole broad

spectrum of chemicals. The range of hazards being examined has
also broadened to include not only acute toxicity but long-term
effects such as cancer (carcinogenicity), and increasingly complex
phenomena involving persistence in water and the air, accumula¬

tion in the food chain, and potential damage to the very conditions
that support life on earth.

The Legislative History

Legislation is gaining momentum. The "grandfather law" was

adopted in Switzerland in 1969 to classify every chemical enter¬

ing the Swiss market according to its potential danger to human
health in terms of acute toxicity. (This law did not deal with effects

of the chemicals on the environment). In 1 973, Japan, which had
only recently undergone the Minimata Bay mercury catastrophe,
and Sweden, which has always been a leader in environmental

matters, also passed laws aimed at broadened chemical controls

which include environmental considerations. The United

Kingdom, Canada and Norway followed in 1974 and 1975, and

the impetus to legislate was given a strong boost in 1976 by
passage of the Toxic Substances Control Act (TOSCA) by the Un¬
ited States, which is the world's largest chemical producer and

one of the most important exporters and importers of chemical

products. By early 1978 France had passed similar legislation.
Other countries and the European Communities were preparing to

follow suit, and the disadvantages of each country's going it alone
had become more than evident.

The Disadvantages of Going it Alone

First, the sheer number of chemicals to be controlled is huge.
No-one knows exactly how many tens of thousands of chemicals
are on the market already, and more than one thousand new

chemicals appear each year. Control means testing, usually by the
manufacturer, and evaluation, either by industry or government.
Testing is expensive not only in terms of money (the tests range
in cost from a few thousand to several hundred thousand dollars)

but also in terms of laboratories and scarce scientific personnel.
(There is a world-wide shortage of toxicologists for example.) If
each country required different tests to be carried out as once

seemed likely - the cost for a company wishing to market abroad
would be far higher. For some small, perhaps innovative, firms the
costs of testing could be prohibitive. Administrative costs to en¬

sure proper testing and evaluation are also high. For smaller

governments, in particular, assembling information and placing
chemicals under surveillance may pose considerable problems.
Even with strong legislation on the books, implementation would
be difficult from a practical point of view in terms of staff and time
required to review chemical dossiers.

There was real concern that the new regulations if unco¬
ordinated might cause chaos in the chemical trade and result in the

creation of non-tariff barriers and other forms of protectionism.
For example, when Japan issued requirements to ensure that a
product is biodegradable, that it does not accumulate in the food

chain, and that it is not toxic, some manufacturers did not know at

first how to carry out such tests, and it took them some time to be

able to meet the Japanese requirements in order to export to that
country.

The Push Towards Co-operation

With such considerations in mind, environmental experts and

top government officials from 1 6 countries and six international

organisations met in Stockholm in April 1978 to see what could

be done to push forward with this urgent form of environmental

protection in a way that would neither disrupt trade nor impose

intolerable costs on the chemical industry. That meeting gave

OECD a mandate to step up an existing programme on chemicals

for a period of three years.

OECD's programme which had begun in 1970 had originally

focussed on individual substances like PCBs and mercury (in
1973 OECD's Council decided to ban PCBs for most uses and

recommended that emissions of mercury be cut back) but had

already broadened its scope in response to governments' growing

concern with the entire range of chemicals; in 1974 the Council

recommended a broadly based assessment and control of

chemicals as well as the harmonisation of individual country's

systems. OECD's Environment Committee was working in that
direction but with limited resources.
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In October 1978 the expanded programme, which focussed on

new chemicals, got underway with the help of funds, experts,

laboratories and project leadership from the 1 9 governments and
the Commission of the European Communities which chose to

participate in a special programme. A major objective is to create
an international system of testing and evaluation that will enable

one government to accept the test data on a new chemical
produced in another country. For exporters this means that the
results of a single set of tests on a new chemical would be valid
for evaluation in every other OECD country. For importers it

means they could rely on the data on a new chemical received

from the exporter.

Development of a "Package "

The first step was to develop a "how to" manual on testing
chemicals what Prof. Schmidt-Bleek, Director of Germany's

Environmental Agency who was responsible for one part of this

project, calls "the cookbook". In 1,000 pages, the "book" in its
present stage describes in a practical way how laboratories should
test for some 100 properties including degradation and

accumulation in the environment, carcinogenicity, toxicity and

effects on reproduction. These test descriptions should enable any

properly equipped and staffed laboratory to carry out tests re¬

quired by governments.

But if the results are to be accepted, whether by the national

control authority or by other governments, the latter must be con¬

vinced that the laboratory is in fact operating under agreed stan¬

dards of quality and that the tests are being correctly carried out.

Thus in addition to the development of test guidelines, the OECD

work has simultaneously focussed on development of a code of

good laboratory practice which is now complete.

The third part of this initial work has been to decide which of

the 100 tests could be used to produce the data necessary for in¬

dustry and governments to make a first meaningful assessment

before any chemical enters the market. This "minimum set of

premarketing data" (called MPD in the jargon) will enable the

determination of whether or not a new chemical is likely to be
hazardous to man and the environment.

Submission to Ministers

In mid-May of this year, halfway through the work programme,
this package was presented to a high-level meeting of the

SOME LEGISLATION ON TESTING OF NEW CHEMICALS

The European Communities

According to the "Sixth Amendment"

to the Directive on the Classification,

Packaging and Labelling of Dangerous

Substances, a chemical company will be

required to notify the competent national

authority 45 days before it intends to put a

new chemical on the market. (A new

chemical is defined as one marketed after

September 1981 , which is also the dead¬

line for Common Market countries to give

legal effect to the directive.) In the
notification it must include a certain

"minimum set " or "base set " of data or

test results (called level O). Within the

45 days the competent authority must ex¬

amine the dossier to make sure that it

conforms to the requirements of the

directive and check the notifier's findings

on any foreseen risks, classification and

labelling and the recommended safety

precautions. If no gaps or errors in the

dossier are found within 45 days, the firm

may put the chemical on the market. If

faults are found, the dossier must first be

corrected. The data provided to one Com¬

mon Market government will be available

for review by others. If any finds fault, it

will notify the first government which will

then notify the firm. If the control agency

finds some reason to think that the

chemical is hazardous, it can take

appropriate measures relating to the safe

use of the chemical pending the introduc¬

tion of Community provisions. The

assumption is, therefore, that the com¬

pany will take great care to carry out the

tests carefully.

When production reaches 100 tons a

year, the firm must submit a second lot of

test results (called level 1 ), and at

1,000 tons a third "basket" (level 2), more

oriented towards possible large-scale
environmental damage.

The United States

Under Section 5 of the Toxic

Substances Control Act (TOSCA) of 1976,

controls are exerted before manufacturing
rather than, as in the Common Market,

before marketing. A firm wishing to
produce a new chemical must notify the

Environmental Protection Agency (EPA)

90 days before beginning manufacture.

The manufacturer is simply required to

submit what he knows about the product.
EPA then looks at the dossier to determine

whether or not there is any evidence that

the product presents a potential hazard. If

it finds the information insufficient, it may
request additional information, but the

company may resist this request and go to

court, and this has in fact happened in a
recent case. The EPA maintained that the

chemicals in question a series of

phtha/ate esters were chemically an¬
alogous to some that had been shown to

be potentially carcinogenic, and the com¬
pany withdrew the notification rather than

face formal requirements, if within the

90 days the EPA finds no potential hazard,

the company may begin to produce the

chemical, it is listed on the inventory of ex¬

isting chemicals and it can be freely
manufactured. If hazards are found, the

EPA has the power to regulate use or pre¬

vent the company from producing the new
chemical.

Japan

Legislation has been in effect since

1974. As implemented, a chemical com¬

pany wishing to produce or export a
product must notify the Ministry of Health
and the Ministry of Trade & Industry of its
intention and of the results of at least one

of three sets of tests for bio-

degradability, for bioaccumulation or for

toxicity. Since the first is by far the least

expensive, this is the one generally
chosen. If the regulatory agencies find that
the product is biodegradable, it will be

"gazetted " (listed in the official journal)

and the company can start manufacturing.
If the product is found not biodegradable,
the firm must carry out a second test, gen¬
erally that for bioaccumulation, which is

more expensive than the biodegradability
test but much less so than the toxicity test.
Chemicals, which in this process are
identified as persistent, bio-accumulative

and toxic are gazetted as "specified
chemicals " and import or manufacture of

them is essentially prohibited.



'

OECD countries have seen dramatic illustrations of the dangers of toxic chemicals over the last few years illness and birth defects caused by chemi¬
cal wastes dumped into the unused Love Canal in New York State, US (abo\te) and by the escape of dioxin in Seveso, Italy /lower left/ Yet chemi¬
cals have probably done more to improve the quality of life than any other technology. (Lower right): the manufacture of pharmaceuticals
and other chemical products in Australia.

Organisation's Chemicals Group including environment ministers
and department heads responsible for broad environmental

policies as well as those specifically responsible for chemicals.
This meeting, chaired by Canada's Deputy Environment Minister,
Blair Seaborn, unanimously agreed to accelerate efforts to ensure

the acceptance of data between countries and endorsed the

OECD package of test guidelines, principles of good laboratory

practice and the MPD. In the words of Rune Lônngren, Vice
Chairman of Sweden's National Product Control Board, who was

present at the high-level meeting, these are "the tools to make

the legislation really effective".

Participants in the meeting also agreed to implement these
measures nationally to the extent possible even before they are
formally submitted to OECD's Council for adoption in 1981.

Results of the high-level Meeting reflect the real need for

harmonisation felt by OECD countries at a time when many of

them are formulating new laws on chemicals, others are consider¬

ing revising current legislation and still others are implementing
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broadened controls(l). The countries of the Common Market for

example have only until September 1981 to conform to what is

usually called the "Sixth Amendment" of 1979 requiring notifica¬
tion and testing of new chemicals (see box), and the OECD

methods and test guidelines will form the basis of an annex to this

amendment on testing requirements. Countries which are plan¬
ning new laws or updating old ones plan to "wrap them around"
the OECD mutual acceptance scheme. The United States, which

has no formal requirements under its law to test new chemicals,

plans to issue the OECD text on minimum testing requirements
together with the test descriptions and good laboratory practice
manual as guidelines to chemical companies. "Industry wants
guidance in this respect" explains Douglas Costle, Administrator

of the U.S. Environmental Protection Agency. "They realize they
will be asked for the same data by every country instead of having
fifty sets of requirements in international trade."

Some Remaining Problems

There are still some difficult issues to iron out if mutual

acceptance of test data is to become a reality. One is how to

secure compliance with the accepted standards for good
laboratory practice. Another is development of a scheme to

determine when and under what conditions further testing is
necessary after the initial assessment is made, for example using
a step sequence or tiered approach. Such an approach would

provide for moving on from the minimum set of pre-marketing
data to more probing tests when necessary. A third issue is how
to keep the tests up-to-date. The science of chemical evaluation

is fairly new, and developments in testing are occurring rapidly as
new dangers come to light and new knowledge about the impact
of chemicals on man and the environment is discovered.

Resources must therefore be found to keep the "guidelines" rele¬
vant. "We are on the bottom rung of a steep learning ladder"
observes EPA Administrator Costle. "We still have a less than

adequate knowledge of the scientific phenomena we are examin¬
ing" added Blair Seaborn, the chairman.

Confidentiality

But perhaps the most difficult of these issues is that of con¬

fidentiality of data. The problem is that some of the data given by
chemical companies to their governments is commercially sen¬
sitive, and much of it represents considerable company invest¬
ment, in terms of cost of testing and product lead-time. Some of
the data may constitute a trade secret production volume for
example and industry generally considers all of its testing data
as its property. The work of an OECD expert group has revealed
that the way in which such data is protected and treated differs
from one OECD country to another. This poses problems if one
government wishes to use test data provided to another.

The Common Market scheme provides for the exchange of
certain data within the Nine. When a company notifies one
government of its intention to market a product, the dossier, or a
summary thereof, will automatically be transmitted to the other

eight, though some difficulties are foreseen even within the EEC.

For the larger zone of the OECD the problems are greater, and
official positions differ.

Some governments traditionally emphasise their role in
protecting proprietary information, trade secrets or intellectual

property more than others. The issue is complicated by the fact
that countries have differing policies regarding the disclosure of
administrative information and the public's right to know the basis
of government decisions affecting health and environment. Hence

some governments may be considered less able to protect

proprietary information from public disclosure than others. In

theory an exporter could simply avoid selling in a country where
he felt proprietary or other confidential information would risk ex¬

posure to competitors, but the OECD approach has been to try to
reconcile conflicting interests, in order to allow the flow of in¬

formation when necessary. For this reason the idea of an inter¬
national agreement is being explored which would allow
governments to share data and still keep sensitive information
secret and protect proprietary rights.

Although agreement has not been reached on this complicated
matter, the high-level meeting revealed common ground. Said
Canada's R. Robinson, Assistant Deputy Minister of the Environ¬

ment: "We need to narrow the definition of confidentiality and
develop an effective system to protect the truly confidential data."
Peter Crawford, head of the OECD Chemicals Division added:
"You need to create a climate in which data can flow when
necessary."

The problem of confidentiality goes beyond the framework of
mutual acceptance of data, and the high-level meeting discussed
these broader implications as well. (An expert group is looking
into the international exchange of information.) The Canadian
delegate stressed that "there should be no barriers to the ex¬

change of scientific knowledge". "We need systems to ensure
that we can request information from other countries and they
from us even on products that are covered by proprietary rights.
We need to pool our scientific knowledge so that we can advance
the science of assessment and reduce areas of concern." Echoed

EPA's Costle: "We need techniques to protect confidentiality, but
we must inform the public about the nature of the hazards they
are facing. When one country has identified a potential hazard, it
has the obligation to inform the others."

Existing Chemicals

One final problem discussed was whether the OECD should, at
some future date, take up the problems involved in controlling ex¬
isting chemicals. Legislation differs. The U.S. and Japan include
existing chemicals in their control procedure while the Common
Market sixth amendment does not. The difficulties of such con¬

trols are not to be underestimated. The very number of chemicals
on the market (more than 50,000 are in commercial use) makes it
extremely difficult to decide which of them to test. On the other

hand, countries which do have such programmes have found it

necessary to ban certain well-known substances previously con¬
sidered safe.

To follow up on this important matter Germany's Secretary of
State for the Interior, Gunther Hartkopf, who headed the German
delegation to the OECD high-level meeting, announced that his
country would hold a symposium to discuss the control of existing
chemicals in April 1981 in Berlin.

*

*

"The meeting was significant in opening the door to internatio¬
nal agreement on the control of chemicals, but much remains to
be done" said Jim MacNeill, Director of OECD's Environment

Directorate responsible for the programme. "All countries
reconfirmed their strong commitment to the programme and
provided clear direction for our future work. It was very encourag¬
ing", he added.

(1 ) Countries with such legislation include: Switzerland (1969),
Japan (1973), Sweden (1973), U.K. (1974), Canada (1975),
Norway (1975), U.S. (1976), France (1977), Denmark (1979) and
New Zealand (1979). The EEC has recently (1979) issued a
Directive concerning the testing, notification and assessment of
chemicals.
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A three-day conference on noise pollution organised by the
OECD (1) concluded that the noise emission limits on cars,

lorries, buses and motor cycles should be reduced by 5 to

10 decibels by 1985-1990(2).

To achieve a significant reduction in exposure to traffic noise,
reduction of noise at source is essential. In the United States, for

instance, forecasts show that, if nothing more is done to lower

motor vehicle noise, the number of people exposed to

"unacceptable" noise levels (65 dBA or greater on the Ldn
scale) (3) would increase from 1 7.8 million in 1977 to 21 .6 mil¬

lion in the year 2000. If noise limits on lorries were lowered by
1 0 dBA and those on light vehicles by 5 dBA, the population ex¬

posed to noise levels of Ldn 65 dBA or greater would be reduced
to 6.5 million. Certain European estimates show that a general
reduction at source of around 1 0 decibels for heavy vehicles and 5

decibels for light vehicles would reduce the proportion of people
exposed to noise levels greater than 65 dBA (Leq) from the pre¬
sent 1 5 per cent to approximately 3 to 5 per cent.

In Europe and Japan, noise emission limits are currently fixed at
80 to 81 dBA for motors cars, 86 to 88 dBA for heavy lorries, 82

to 91 dBA for heavy buses and 81 to 86 dBA for motorcycles with

large engine capacity (4).

Heavy lorries and buses constitute a major source of deteriora¬
tion in the noise environment and sustained action to deal with

them should have priority. Motorcycles and motorised cycles are a

source of disturbance which is becoming greater in some

countries with the increase in the number of such vehicles. A

reduction in the noise emission limits of these vehicles is also

necessary. The noise emitted by two-wheeled vehicles depends
largely on how they are ridden and maintained and action on driv¬
ing techniques and proper maintenance is also essential.

Present limits for newly manufactured vehicles are too lenient

to provide adequate protection of public health and welfare.
Technology is available at reasonable costs to make major
reductions during the next five to ten years. OECD Member
countries should therefore impose limits on these vehicles in¬

corporating the most stringent levels possible using the best
practicable technology. Some countries are proposing and
others have already decided on a reduction of 4 to 5 dBA on

cars, 3 to 8 dBA on motorcycles and 5 to 10 dBA on heavy
vehicles (lorries and buses) for the period 1985-1990. However,

even further reductions will be necessary in the future in order to

provide a satisfactory acoustic environment. Consequently
Member countries should encourage and where appropriate
financially support further research and development on new con¬

trol technology so as to facilitate further lowering of these emis¬

sion levels in future. It will also be necessary to improve the

procedures for measuring motor vehicle noise in order to get a
closer link between the enacted limits and the noise really
produced.

Taking into account the situation described above and con¬

sidering the slow replacement process of vehicles already in ex¬

istence and the necessity of giving manufacturers ample notice of
changes in regulations, the appropriate bodies should decide as

soon as possible, and with the full support of OECD countries, on
a reduction in the noise emission level of motor vehicles of 5 to

1 0 dBA according to vehicle type (5). This reduction should come

into effect between 1 985 and 1 990 for the consequences of this

change to be fully perceived by the year 2000.

In addition, traffic management is an important means of

reducing noise, air pollution and energy consumption. During the

conference the U.S. delegation proposed a special meeting to ex¬
plore the measures necessary to ensure international harmonisa¬

tion of noise measuring procedures, particularly for motor

vehicles. This proposition was considered very important by all
delegations.

(1) See OECD Observer No. 104, May 1980.

(2) The other conclusions deal with preventive measures, aviation
noise, incentives, information and education, compensation, co¬
operation and international harmonisation.

(3) The Ldn scale is an index used in the United States : it is the

average day/night Leq with a 10 dBA penalty for the night period
(10 p.m. -7 a.m.).

(4) In Japan, noise limits are maximum levels which may not be excee¬
ded, while in the European Communities a tolerance of 1 dBA is

permitted.

(5) By way of example, the limits proposed by the Government of the
Federal Republic of Germany to the European Communities for 1985
are : 75 dBA for motor cars, and 80 dBA for heavy lorries and buses.
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ENERGY POLICIES AND PRO¬

GRAMMES OF IEA COUNTRIES.
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232 pages 	 F48.00 US$12.00
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1980 Series
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110 80 24 11 ISBN 92 64 12047 5 68 pages

TURKEY (May 1980)
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SWEDEN (April 1980)
1108025 11 ISBN 92 64 12061 0 90 pages
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STEEL IN THE 80s. Paris Sym¬
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(June 1980)
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300 pages 	 F90.00 US$22.50

THE IRON AND STEEL INDUS¬

TRY IN 1978 (April 1980)
158 80 01 31 ISBN 92 64 02058 6

40 pages, bilingual .. F1 8,00 US$4.50

INTERNATIONAL INVESTMENT

AND MULTINATIONAL ENTER¬

PRISES: RESPONSIBILITY

OF PARENT COMPANIES FOR

THEIR SUBSIDIARIES

(June 1980)
121 80 04 II ISBN 92 64 12068 8

128 pages 	 F26.00 US$6.50

ACTIVITIES OF OECD IN 1979.

Report by the Secretary General
(June 1980)
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152 pages 	 F36.00 US$9.00

ENVIRONMENT POLICIES FOR
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1 10 pages 	 F36.00 US$9.00

POLLUTION CHARGES IN PRAC¬
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1 18 pages 	 F30.00 US$7.50

THE IMPACT OF TOURISM ON

THE ENVIRONMENT (May 1980)
197 80 03 II ISBN 92 64 12060 2

150 pages 	 F38.00 US$9.50

WATER MANAGEMENT IN

INDUSTRIALISED RIVER

BASINS (May 1980) "Docu¬
ment" Series

197 80 04 11 ISBN 92 64 12063 7

164 pages 	 F40.00 US$10.00

"Road Research " :

CONSTRUCTION OF ROADS ON

COMPRESSIBLE SOILS

(May 1980)
177 80 02 II ISBN 92 64 12066 9

150 pages 	 F54.00 US$13.50

ROAD SAFETY AT NIGHT

(May 1980)
177 80 03 II ISBN 92 64 12069 6

1 12 pages 	 F40.00 US$10.00

TARIFF POLICIES FOR URBAN

TRANSPORT (OTHER THAN

ROAD PRICING). 46th Round

Table ECMT (June 1980)
175 80 03 II ISBN 92 821 1060 5

108 pages 	 F18.00 US$4.50

INFRASTRUCTURAL CAPACITY

PROBLEMS RAISED BY INTER¬

NATIONAL TRANSIT. 45th

Round Table ECMT (April 1980)
175 80 02 II ISBN 92 821 1059 1

136 pages 	 F18.00 US$4.50

"Development Centre Studies":

SELF-HELP AND POPULAR

PARTICIPATION IN RURAL

WATER SYSTEMS (April 1980)
"Document" Series

141 8001 11 ISBN 92 64 12027 0

150 pages 	 F36.00 US$9.00

BARGAIN PRICE OFFERS AND

SIMILAR MARKETING PRAC¬

TICES (May 1980) "Document"
Series

124 80 01 11 ISBN 92 64 12033 5

56 pages 	 F24.00 US$6.00

REVIEWS OF NATIONAL POLI¬

CIES FOR EDUCATION:

DENMARK (June 1980)
(91 8003 11 ISBN 92 64 12071 8

164 pages 	 F42.00 US$1 0.50

STATISTICS

NATIONAL ACCOUNTS OF

OECD COUNTRIES, 1950-1978.

Vol. 1 Main aggregates
(April 1980)
130 80 01 31 ISBN 92 64 02059 4

92 pages, bilingual . . F30.00 US$7.50

FINANCIAL MARKET TRENDS
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ENERGY STATISTICS, 1974-

1978 (April 1980)
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3 1 6 pages, bilingual F60.00 US$1 5.00

ENERGY BALANCES OF OECD

COUNTRIES, 1974-1978

(March 1980)

A compact energy balance format
of comparable data on produc¬
tion, trade and consumption by
sector of OECD Member

countries. Regional aggregates for
the OECD and IEA are included.

161 80 01 31 ISBN 92 64 02056 X

1 70 pages, bilingual . F36.00 US$9.00

QUARTERLY OIL STATISTICS.

Fourth Quarter 1979.

No. 1/1 980 (May 1980)
(60 80 013) 292 pages, bilingual
Each issue 	 F60.00 US$15.00

ISSN 0378 6536. 1980 Subscription
F200.00 US$50.00

THE CHEMICAL INDUSTRY,

1978 (June 1980)
(59 80 01 31 ISBN 92 64 02091 8

56 pages, bilingual . . F26.00 US$6.50

MEAT BALANCES IN OECD

MEMBER COUNTRIES, 1973-

1978 - April 1980 (May 1980)
"Document" Series

(51 80 05 31 ISBN 92 64 02090 X

86 pages, bilingual .. F30.00 US$7.50

PULP AND PAPER. Quarterly
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56 pages, bilingual
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THE NEW BONN CENTRE

A new OECD Publications and Information Centre in Bonn, Ger¬

many, has been set up to serve Central European and particularly

German-speaking OECD Member countries.

It was officially inaugurated on 25th June by OECD's Secretary
General, Emile van Lennep.

Emile van Lennep, OECD Secretary General at the opening of
the Bonn Centre

At the opening ceremony, attended by Minister of Economic
Affairs, Otto Graf Lambsdorff of the Federal Republic of Germany,

other German leaders, the press and Ambassadors of OECD

Member countries, the Secretary General said:

"The opening of the Bonn Centre marks another stage in our
effort to help Member governments enhance public understanding
of the policies and priorities that they develop within the forum of

the OECD. Member governments more and more are encouraging
us to accelerate the dissemination of OECD's work its analysis

and its recommendations, and we have been doing so through a

more active information and publications programme, particularly

through the existing Centres in Washington and Tokyo. Now, the
Council itself has decided to broaden our efforts by establishing this

regional centre in Bonn, designed to serve all facets of society
parliamentarians, the press, academics, industrial and labour
organisations."

Dr. Lambsdorff said in response: "This Organisation is making a

significant contribution to the ever-increasing need for information,
consultation and action of the Western industrialized nations. In this

respect the new OECD Centre with its information and publications
activities has an essential task."

The Centre is located at Simrockstrasse 4, 5300 Bonn,

Tel: 21 60 45-8. Its head is Dr. Dieter Menke.

All publications of the Organisation can be ordered through the
new Centre, which also offers reading room facilities for OECD

publications. Information on OECD activities is an important func¬
tion of the Centre. Members of the German and international press

in Bonn can hear live transmissions of OECD press conferences
from Paris at the new Centre.
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