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20th Anniversary ofOECD

The President of the French Republic, Valéry Giscard d'Estaing, visited the OECD on 1 5th December, for the
celebration of the 20th anniversary of the signing of the OECD Convention.

The French President addressed a special session of the OECD Council, as did the Danish Foreign Minister,
KjeldOlesen -Denmark currently presides over the Ministerial Council- and OECD's Secretary-General,
Emile van Lennep.

"We know that the synchronisation of countries'
economic situations is the distinguishingfeature of
world crises. The present crisis is the most serious,

the longest-lasting and the most trying that
the world has known since the Thirties.

None of our nations can hope to pull itself
out of the crisis in isolation, for the causes are
common to all. But each through its own efforts

can help to solve the problem we all share.
A return to isolationism would be a mistake.

That is clearly realised in the OECD, which has
successfully devoted itself to the development

of trade. But in times of crisis isolationism can
be skilfully disguised. Trying to export one's
unemployment, trying to transfer it to one's

partners is a free-tradist form of isolationism. "
*

* *

"The countries represented in the OECD are only
one of the groups which must show active

solidarity with the Third World. At the moment
they provide three-quarters of worldwide official

development assistance, namely $22 billion,
in 1979. This apportionment does not reflect

the respective aid-giving capacities in the world.
All countries mustface up to their responsibilities
in this regard and each must contribute its fair

share, including the East European countries
and those whose natural resources have recently

been turned to profitable account. "

Valéry Giscard d'Estaing
President of the French Republic



The First Score

by John Fay,
Director for Publications Policy, OECD

An institution celebrating its 20th birthday does better to
worry about the future than to feast on - or grieve over -
the past. But it can be instructive to examine how far the

problems of today differ from those of twenty years ago - and
why.

Twenty years ago there was worry, obviously, about the
dangers of economic fission between the newly-formed Com¬
mon Market, the rest of Europe, and North America. There was
also vague worry about energy - but with no expectation that
the crunch was only a decade away. Conventional energy
resources, said a contemporary OECD report, could satisfy
world needs for the moment. Nuclear energy would become a
major necessity, but only "perhaps in a few decades".

OECD's major general worry was about growth - the pri¬
mary unsecured objective. Apart from anything else, it was
imperative if surplus farm workers were to be transferred to
other sectors. Was there scope for growth in Europe of anything
like the 4 Vi percent rate of the Fifties? Could the United States
get out of the stagnation into which it seemed to have
fallen?

OECD set up a 50 percent growth target for the Sixties, but
with considerable doubts. There seemed plenty of physical
scope : the manpower supply was on tap, and the investment
needs seemed not unrealistic. But there were doubts whether

demand management would prove adequate, and there seemed
some danger of unnecessarily restrictive attitudes towards
public deficit financing. Clearly, an important change was
required in the United States.

More in tune with today's thinking was the warning that
expansive demand management, although necessary, was not a
sufficient condition of growth : it was essential, particularly in
Europe, to forestall continuous price increases that might call
for protracted demand restraint. But the terms in which the
problem was expressed show, eloquently enough, the difference
between yesterday and today. It was not a question of how to
defeat inflation so as to put the growth aim back on a pedestal
from which it had fallen. Rather, the problem was to find
policies that would spare governments the need to reduce the
priority accorded to growth. What was the optimum combina¬
tion, to this end, of selective demand management, active labour
market policies to ease the problem on the supply side, and
incomes policies? Apart from encouraging real capital accumu¬
lation, to what extent should government assume new respon¬
sibilities for education and research, on the grounds that these
were major factors in the growth process?

Admittedly, the danger of balance-of-payments constraints

- the legacy of the Fifties and the precursor of the Seventies -
loomed large. Their effects might be asymmetrical between
strong countries and weak, with a depressive bias. It might be
difficult, in countries such as the United Kingdom and the
United States where productivity growth was relatively slow, to
keep the increase of money incomes lower than in the countries
where productivity was growing relatively fast - France, Ger¬
many and Italy. And the unequal development of national
capital markets could serve as an additional disequilibrating
factor in the fixed exchange rate world.

But for the greater part, the worries of twenty years ago were
worries about individual countries. There was need for Britain to

emerge from its successive times of trouble, which superficially
manifested themselves as balance-of-payments problems and
led to go-stop policy cycles with repeated setbacks to growth.
There seemed to be a problem of excessive saving in Germany,
perhaps emanating from an exchange rate that was set too low
immediately after the war. (In the Bretton Woods system, a low
exchange rate for a single country was a dynamic form of
protection, providing home producers with an initial competitive
advantage which, because it wasn't guaranteed, they were
careful not to lose.) There was, for some years, lingering doubt
whether France could consolidate the stabilisation it had

achieved in the late Fifties, escaping from the cycle of inflation,
protection and various forms of devaluation, and re-building an
industrialised market economy.

Above all, the question mark seemed to hang over the United
States - responsible then for about 55 percent of the output of
the OECD world, as against only 35 percent today. Both growth
and the price increase had, for years, been hovering around 1
percent a year. The burning question seemed simply whether
American growth could be raised, with no great fear that this
might lead to a loss of internal or external balance. Indeed, since
the weakening of the dollar seemed primarily due to outward
capital flows, there was some expectation that faster growth
would actually strengthen the currency. In the event, develop¬
ments in America proved both better and worse than feared.
Exemplary demand management produced growth with price
stability for some years but then gave way to policies which
accommodated inflation. As the latter took hold in the later

Sixties and the dollar came increasingly under attack, the
industrialised world lost the linchpin that had held the price-
level in check, and recognised the fact.

Today, the major economic problems that OECD govern¬
ments perceive are of a fundamental, across-the-board, nature
rather than country-specific. Such general worries as there were
in the 1960s have been joined by a host of others. Discussion in



OECD has shifted somewhat - away from what individual
governments are doing today and towards what they might or
might not do, in common, over a period of years and the likely
nature of the results. There is a broad consensus on what the

immediate priorities have to be, and a reasonable acceptance of
the path that each government is treading. But there is a
fundamental uncertainty - untypical of the Sixties - about
how people behave in making their economic decisions and
why.

Clearly, OECD economies are currently faced with large
changes - in personal tastes and attitudes to work; in corporate
attitudes towards risk, because of inflation; in relative prices,
because of energy; in the international division of labour, partly
because of the newly industrialised countries (the NICs); and in
productivity trends, partly because of structural changes in
output and the labour force. Perhaps these changes are so vast
that the nature of the game, and the rules by which it has to be
played, are now totally different from the early Sixties. Perhaps
the world never did work according to the views so widely
accepted then. The optimist, perhaps, would still follow the
McCracken Group which suggested to OECD, in 1977, that the
recent unpleasantness in the rich man's club reflected a
fortuitous combination of accidents and mistakes, and didn't

necessarily herald a new and more difficult economic era. These
are typical of the uncertainties on which governments, in the
early 1980s, want to consult each other in OECD, seeking to
establish a workable doctrine on which policies can be based.

In one very fundamental sense, today's economic scene is
marked by the outcome of events which were already taking
place when OECD was born - the movement towards almost
total interdependence of national economies, whether rich or
poor. Interdependence grew in the late Fifties as, progressively,
trade liberalisation was followed by currency convertibility and
greater freedom for international capital. Today, with the
expansion of the multinational enterprises, the abandonment of
fixed exchange rates and the growth of international bank credit
and the Euro-currency markets, the scope for national isolation
from changing world fortunes is singularly limited. To these
factors can be added the ever-increasing international demon¬
stration effects on private behaviour, with people being
influenced more and more by what goes on beyond their borders
as communications are beamed through space. And a falling
role for the dollar as a key currency, and the growth of a
multi-currency reserve system, will intensify this interdepen¬
dence. OECD has to try to make interdependence work for
world prosperity, and forestall tendencies to revert to narrow
national or regional arrangements with their inescapable
depressive effects.

But there are senses in which today's problems seem
profoundly different from those of twenty years back. Bargain¬
ing for income shares has become clearly more aggressive inside
nations, with the loss of the money-illusion which once made
bargainers think in terms of nominal incomes rather than the
goods that such incomes could buy, and with the growing habit
of arguing about after-tax rather than pre-tax income. It has
also become more aggressive between nations, which is one of
the reasons why the energy crunch came sooner than expected.
At the same time, growth has become more difficult and
expensive to achieve, partly because environmental constraints
and preferences have changed, with an understandable desire
simultaneously to increase output and reduce the nuisances that
the production process creates. The need for OECD markets to
accommodate the products of the newly-industrialised coun¬
tries (the NICs) as they develop export-oriented industries in
the wake of financial transfers and expertise from the North has
increased. This is one reason why, as Professor Lindbeck argues
in a later article, the need for OECD economies to adapt their

production structures has become, simultaneously, more press¬
ing and more difficult. And a major problem, distinguishing the
Eighties from the Sixties, is that the first flush of enthusiasm
for helping the less-developed countries has weakened. If it
proves impossible (and it is currently proving increasingly hard)
to ensure financial flows from OECD and OPEC countries

which are adequate to enable the poorer countries to achieve a
reasonable rate of development, international relationships risk
unprofitable strain.

OECD countries know where they want to go, but there is still
legitimate scope for debate about the policies most likely to take
them there.

The thorniest problem of all concerns, probably, the appro¬
priate combination of demand and supply policies. Lax demand
policies can jeopardise such progress as has so far been made
towards lower inflationary expectations. But continuous strong
restraint entails its own dangers. How can policy prevent
investment, inventiveness and productivity falling faster than
aspirations, with the risk of greater rather than lower inflation¬
ary pressure?

To what extent is there scope for consensus-type discussion,
on a continuing basis, between governments and the social
partners? Can this influence price and income determination
and attitudes towards technological changes and, more gener¬
ally, build bridges over the disparate attitudes of labour,
management and the public authorities? In this perennial
debate, the OECD Observer has already suggested that
off-again on-again agreements are probably more disturbing
than rewarding. But more lasting consensus arrangements
could be a different matter, so long as they worked for the
ultimate benefit of the consumer and not at his expense.

How can labour-market and social policies best be harnessed
to support traditional macro-economic policies, so as to make
the inevitable period of very modest growth a supportable and
constructive interlude? Clearly, public expenditure has to be so
designed as to support future productivity growth. At the same
time, there is the immediate need for public expenditure to
temper the effects of unemployment, which fall particularly on
women and the young, on ethnic minorities and on immigrants.
Such expenditure is increasingly necessary - but increasingly
difficult to finance.

Particularly thorny, too, is the question of how to restrain
protectionist action when its superficial attractions are growing
fast. Twenty years ago, wisdom secured that the almost
simultaneous formation of the Common Market and the

European Free Trade Association did not lead to self-contained
trade areas. But that was in a more expansionary climate, and in
today's conditions it has to be asked, all over again, whether the
industrialised world is going to be wise enough to preserve free
trade - both inside itself and with the less-industrialised coun¬

tries. Is it going to be able to minimise the approach to
"internationally managed trade" but, simultaneously, to prev¬
ent purely nationalist forces competing to erect trade barriers
unilaterally?

The scope for complacency, in the face of these problems, is
zero. But at least there remains widespread - probably increas¬
ing - recognition that they are problems which have to be solved
internationally. And some confidence can, perhaps, be gained
from recent experience. In 1960, many might have feared that
industrial democracy could not survive the sort of experience
depicted by the latest OECD Economic Outlook, summarised
elsewhere in this issue, with inflation clinging obdurately to the
double-digit rate and unemployment rising inexorably towards
the 25 million mark. The managed market economies have, in
fact, proved remarkably resilient in the face of trouble. OECD's
task is to confirm this resilience, and this will probably best be
done by accentuating the market rather than the manage¬
ment.



Can the Rich

Countries Adapt?
Needs and Difficulties

by Assar Lindbeck

With a "manifest crisis " in steel formally declared in the European

Community and acute difficulties facing many of the major industries

on which the OECD area has depended for its growth, "positive ad¬

justment policies " as recommended by the OECD's Council take on

renewed importance. The OECD Observer asked Assar Lindbeck,
Professor of International Economics at Stockholm's Institute for In¬

ternational Economic Studies, to give his views on these policies in
the current context.

The problem of adjusting production
structures to new circumstances is a

hotly discussed topic in most OECD

countries at the present time. In an

attempt to contribute to this discussion,

five main points may be made.

7. There is probably a greater

need now than during the last two
decades for the reallocation of

resources in OECD countries.

Two factors seem to be responsible.

The first is that the developed OECD

countries have recently undergone rather

substantial changes in relative costs as

between industrial sectors, in part because

of dramatic shifts in the relative price of

energy and stiffer standards for the

protection of working conditions and the
environment. A second factor is the

emergence of a new international com¬

petitive situation a more rapid change

than before in nations' comparative

advantage due to the opening up of
new, low-cost raw material sources1 and

the building up of productive and

technological capacity in previously lag¬

ging industrial countries, first in Japan and

Southern and Eastern Europe and more

recently in a number of less developed

nations, the so-called newly industrialised

countries (NICs).

2. At the same time, OECD

economies show a reduced ability
to carry out this reallocation

smoothly.

It may be useful to cite five conceivable

and closely related forces at work, some of
which are linked to basic changes in

technology and international trade, others

which are "side effects" of widely

accepted and often strongly motivated
Welfare State reforms.

While the post-World War II expansion
of trade in manufacturing goods was main¬

ly between developed countries, future
growth may take place to an increasing
extent between developed and less

developed countries. Since there are

greater differences in both relative factor
prices and demand patterns between the
developed countries and the LDCs than

among individual developed countries, it
can be expected that trade expansion
within sectors, such as steel and

automobiles, will to some extent be

replaced by trade between sectors. Thus,

while past expansion of world trade re¬

quired in the main though with some

exceptions reallocation of resources
within sectors and within firms, future

trade growth may require more realloca¬
tion of resources among sectors.

While some sectors agriculture.

textiles and footwear for example which

have been on the decline in developed
countries are dominated by rather small

production units, some of those that now

seem to be slated for contraction steel,

shipbuilding, certain chemicals and

perhaps also automobiles are more

often characterised by large units.

Sometimes these industries play a domi¬

nant role in a town or region, and the

process of structural change, therefore,
will generate local discontinuities and

result in social problems which are both
more visible and more dramatic than

before.

In political life, economic security and

equality have been redefined during the
Seventies. The dominant ambition to

guarantee and equalise incomes and keep
up a generally high level of employment

has to a great extent been replaced by the

aim of guaranteeing people's work in and

income from exactly the same jobs they
already hold. But this redefinition of

economic security and equality implies
that the labour market will lose much of its

allocative flexibility as governments

systematically have to "bail out" ailing

firms. Legislative provision for seniority
rights often works in the same direction:

when an employee changes jobs he may
lose these rights which then function like a

tax on labour mobility just as firm-

specific pensions do and accentuate the

tendency of both the general tax system

and of local subsidies (housing and child

care, for instance) to hamper mobility. (In
some countries, rent control and conse¬

quent malfunctioning of the housing

market also hinder labour force mobility,
but this is hardly a new phenomenon.

In some countries, there has also been a

deterioration in the allocative flexibility of

capital markets, entrepreneurship and in¬
novation. One reason for this is that in¬

come from "productive" risk capital is

more heavily taxed than other assets. In

fact, a basic (though probably unplanned)
feature of the tax system in many OECD

countries is that the highest real tax rates

are applied to such assets as shares and

industrial bonds which are likely to have

the highest real returns. The result is to

siphon savings and financial capital away

from "productive" investment to public

and private consumption, and to invest¬

ment in stamps, works of art and other

collectors' items. A second explanation is

the proliferation of government controls

such as interest-rate ceilings and portfolio

regulations, the effects of which are often

(I) Obvious examples are iron ore (Brazil and

Australia), bauxite (Australia), copper (Papua
New Guinea), nickel (New Caledonia), uranium
(Australia, Nigeria and Gabon) and in the
future probably also pulp and paper (Southern
US, Brazil and Portugal).



accentuated by high inflation, since very

high nominal interest rates are required to
equilibrate credit markets.

Increasing government intervention in
the formation of product prices i.e. the

proliferation of "political prices" may
also have diminished the allocative flex¬

ibility of capital markets, as political prices
tend to be rather inflexible. Politically

based decisions about production and in¬

vestment would be expected to have

similar effects because of the politicians'

propensity, mentioned above, to subsidise
ailing firms. Bureaucratisation of the inter¬
nal organisation of large corporations
seems also to have reduced the flexibility

of the production system, particularly its

capacity for innovation.

Thus government policies and
developments within large firms have both

helped develop a society in which in¬
dividuals with talent have less scope and
must turn to the less talented or to those

with vested interests in old routines for

permission to innovate.

Tension between management and
labour within firms is characteristic of

many OECD countries (less so in Japan

many observers find) and may also reduce

flexibility and innovative behaviour. Even if
such tensions are well entrenched, they

will probably influence decisions more
fundamentally in future because labour

unions have a greater say within the firm
unless there is better co-operation bet¬

ween management and union leaders.

Finally, the recent trend towards a lower

growth rate, lower capacity utilisation and
lower profit rates have diminished the in¬
centive to invest, and also perhaps to in¬

novate, as has been energetically argued

in a recent OECD report2. The result is that

fewer new jobs are created, making the

problem of reallocation and adjustment to
new circumstances more difficult than

before.

As a result managers and unions, rather

than engaging in a "positive sum game"
of productive market activity, may increa¬
singly turn to the "zero sum game" of
lobbying or bargaining for support, often
with the help of politicians. This would
probably slow down the rate of structural

change even more, as it is easier to lobby
for the protection of existing jobs for
known persons in known firms than to
lobby for the creation of new jobs for un¬
known persons in unknown firms. As a
consequence, the growth rate of the
economy may slow down further,

presenting even fewer opportunities for in¬
vestment in new lines of production and,
hence, for labour to shift to new jobs.

(2) Technical Change and Economic Policy,
Science and Technology in the New Economic
and Social Context, OECD 1980. See also

OECD Observer N° 104, May 1980.

It is easier to lobby for the protection of existing jobs for known persons than for the creation of
new jobs for unknown persons in unknown firms.

3. Governments could, at least in

principle, help to mitigate these
difficulties with macroeconomic

policies designed to increase

capacity utilisation, the return on

investment and hence capital
accumulation, and with

microeconomic policies designed to

remove market imperfections.

When considering the possibilities for

providing a macroeconomic environment
more conducive to adjustment, two

obstacles seem particularly severe: first,
the lack of tolerance on the part of

employees and their unions of a suf¬
ficiently high profit level for the firm which
creates a conflict between growth and dis¬
tribution; second, the inflationary bias in

OECD economies which makes the expan¬
sion of demand hazardous. The first makes

it difficult to restore a rapid rate of growth;
the second makes it difficult to increase

the level of capacity utilisation.

Eliminating these obstacles would be a

difficult task, but perhaps greater

tolerance of profits could be achieved if a

broader cross section of the population

had an interest in the returns on capital.

Promoting more widespread share

ownership on the part of individual

employees and broadening the recruit

ment base for board members of the large

capital funds might be useful reforms and

are presently being discussed in several

West European countries. However, in
some countries union leaders seem to be

more interested in preserving the status

quo in this respect, or in increasing union
control.

It is probably equally difficult to reduce

the inflationary bias of the Western

economies. However, one conceivable

strategy might be, as suggested by the

McCracken Report, to try to demonstrate

that "governments cannot guarantee full

employment regardless of developments

in prices, wages and other factors of

economic life". Or, in plainer language,
labour unions will have to take much more

responsibility than they have with regard

to unemployment.

In small open economies, particularly if

wage bargaining is centralised, this could

perhaps be done by convincing employees

and their unions that employment is

damaged by rapid increases in the nominal

wage rate; it may, in fact, be argued that
the employment level in export and import

industries is more influenced by wage
bargaining than by domestic demand

management policies at least so long as

the exchange rate does not fully adjust. In

large countries, particularly if wage
bargaining is decentralised, it is probably

much harder to get the message across

that labour unions should take on greater
responsibility for employment, since the



impact of higher wage rates on employ¬

ment in the foreign trade sector is not as

evident; the effect is more indirect, caused

in part by the induced effects of inflation

on government policies.

To summarise: increasing the tolerance

of profits and mitigating the inflationary

bias seem to require a new role for

employees and their unions. The Keyne-

sian revolution created an exaggerated

view of what governments can do for their

citizens through macroeconomic policies.

It may now be time to emphasise the

limits of the government's powers and

emphasise the ability and the respon¬

sibility of other groups, such as labour un¬

ions, for macroeconomic developments.

The most obvious contribution that

governments can make by way of

microeconomic policies to increasing the

adaptability of OECD economies is

probably to deregulate markets and to

redesign existing regulations in order to

restore allocative flexibility to the labour,

product and capital markets and to

entrepreneurship. OECD societies may be

in a situation that is not entirely different

from the 18th and early 19th centuries

when governments thought it important to

remove the remaining bits of the old guild

system and the numerous mercantilist

devices which though in the short-term

interest of specific organised groups

thwarted the mobility, flexibility and in¬

novative capacity of the Western

economic system.

Deregulation, though potentially im¬

portant, would give governments a

primarily negative role in the field of

microeconomics, removing some of the

obstacles to flexibility that governments

themselves have created. Could they also

do something more positive to help ad¬

justment? Opinions differ, but few in¬

formed observers would deny that there is

a strong case for expanding public

programmes for economic compensation

and retraining of those who are forced to

shift jobs. Without such programmes, it

may be difficult to obtain political

acceptance for continuing reallocation.

Governments also have an important part

to play in providing firms with "public"

factors of production physical and other

infrastructure, including transport, energy,

basic research and perhaps R and D sup¬

port.

It is much more doubtful whether

governments could also help improve the

efficiency and flexibility of their

economies, outside the realm of public in¬

frastructure, by trying to predict what

resources will be in specific fields much

less by trying to direct them. It may be

impossible to make good forecasts of

comparative advantage and disadvantage

in the economy's various sectors at a

Do developing countries have a comparative advantage in the manufacturing of automobiles?
Above: an apprentice in a car-manufacturing plant in Brazil.

centralised political level. Moreover, there

is a tendency for governments to be

pushed by pressure groups and political
competition to support sectors with

declining comparative advantage.

An argument can, of course, be made

that in future highly developed countries

will have their comparative advantage in
sectors which exploit organisational and

technological competence rather than in

routine production. If this hypothesis is

correct, one would expect comparative

disadvantage not only in labour-intensive

sectors like textiles, clothing, leather,

footwear, sports equipment, simple
electric and electronic products, etc., but

also in some capital-intensive sectors

which use standard technology portions

of the steel and shipbuilding industries,
chemicals and perhaps automobiles. Com¬

parative advantage on the other hand

would lie in strongly innovative firms

which survive as product-cycle enterprises

developing successive generations of new

products. Other firms might find it

profitable to shift from selling individual

products to selling individual services or

even entire systems of services and

complete factories. Some might produce

or assemble highly specialised com¬

ponents in internationally integrated

production systems and others flourish as

specialists in marketing or financing.

But such predictions are far too general
to be of much help to central planners or
to anybody else for that matter. Invest¬

ment and production decisions have to be

tied to specific products and processes
rather than to industries or types of
economic activity. Centralised forecasting
and central allocation of resources are not

promising ways therefore of discovering or
stimulating comparative advantage in the
highly developed countries.

What then is the most promising
method of discovering stimulating
new comparative advantage? A

decentralised search process by in¬

dividuals in new and already established
firms would still seem to hold the most

promise. The process would be designed
to exploit the decentralised and

fragmented character of knowledge about
production technologies, tastes and
opportunities. Macroeconomic and

microeconomic policies (including so-
called industrial policies) would be used to

create the social, political and economic

environment infrastructure, efficient

markets, investment opportunities and in¬
centives conducive to efficient and flexible

decentralised decision-making. Since the
managers of large firms can often be as

myopic and inflexible as civil servants, it is
crucial to create an environment that

favours the growth of small and medium-

8



sized firms as well and encourages the

entry of new firms.

4. But since political decisions

are to a great extent responsible for
the lessened allocative flexibility of

our economies, it is by no means

obvious that the process can be
reversed.

One could argue that better advice from
economists, and a better informed general

public, would improve policy; a committed
adherent to the democratic process has,

certainly, to be sympathetic to this idea.

But is such hope enough? The policies
that have reduced the allocative flexibility

of our economies may stem not so much

from the "ignorance" or "stupidity" of
politicians and the general public; it may
be systematically embedded in the basic
mechanisms of a highly competitive

political system. A conceivable
complementary strategy may therefore be
to try to change the rules of the game in
the political process, including political in¬
stitutions and constitutional laws, on the

grounds that existing rules seem to favour
"immediate fixes" in the form of

regulations and subsidies which may im¬
prove the short-term popularity of the
government with certain pressure groups
but also create severe long-term problems

for society as a whole.

A main avenue for this "institutional

approach" to a more flexible economic
system would be to redesign some of the
mechanisms of democratic decision¬

making, so as to facilitate decisions having
a longer time perspective and stronger
emphasis on the genera/ interest, rather
than that of specific groups of the popula¬

tion at the expense of the rest. Even to
mention conceivable reforms of this type

is to risk charges of naivety and lack of un¬
derstanding of what is "politically feasi¬
ble". However, one could argue that

conceivable reforms may include longer

election periods; more frequent use of
public referenda on specific issues; large
permanent coalitions of all major political
parties in order to reduce party competi¬
tion; greater independence for the central
bank; and possibly an obligation to obtain
qualified majorities for certain types of
decisions such as the detailed regulation

Highly developed countries have a comparative advantage in innovation. Below: development of
optical integrated circuits which could replace some electronic ones in long-distance

telecommunications in connection with fibre optics.

and subsidisation of individual firms and

households.

Since many "policy-implemented"
market imperfections are connected with

increased public spending, it may also be
worth considering the introduction of a
rule that decisions to increase public

spending should be combined with
simultaneous decisions to raise taxes to

finance that spending; wider use of fees

for public services; refusal by the central
government to collect taxes for
municipalities when the latter have great
autonomy on the expenditure side. All of
these are conceivable methods for limiting

public spending to what is consistent with
what citizens want. Stricter international

rules for the use of selective subsidies and

other discriminatory measures should

perhaps also be considered, probably
within the context of the GATT.

To maintain that advocating political

reform along lines like these is simply
naive, risks perpetuating the present lack
of flexibility of the Western economies.

5. Is it not possible simply to con¬
clude that the OECD countries are

now so rich that they can afford to
do without further reallocation?

Suppose that it proves impossible to in¬
crease the allocative flexibility of our

economies through better informed

decision-makers and publics or through

reforms of the political decision-making
mechanism? Would this make any

difference?

When trying to answer this question, it

is important to realise that such a strategy

may not be a realistic option. In a world
where the competitive situation on world

markets is changing all the time, refusal to

reallocate may result in gradually falling
standards of living. Competition will

simply send the "value added" in various

productive sectors downwards possibly
to zero or even to negative figures. In

some developed countries this has already

happened for instance in shipbuilding,
where the market value of the in¬

termediary product is now often higher
than the market value of the ships

produced. Thus, shipbuilding in some
countries has become a negative produc¬

tion process in which excellent raw mater¬
ials and intermediary products are turned

into scrap, though this particular type of
scrap is called "ships". If we want to
avoid a similar development in other

sectors with the severe risk of gradually

falling standards of living we had better
return to an economic system that is flexi¬

ble enough to be able to reallocate
resources.
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Prospects
For Recovery
Highlights from the OECD Economic
Outlook - December 1980

The OECD economy has entered recession, with declining GNP likely to be
recorded in the second halfof1980 in most major countries. On the basis ofpresent
policies and no substantial increase in the price ofoil, the prospects arefor a weak
recovery starting in thefirst halfofnext year, to reach an annual rate ofperhaps 3
per cent in thefirst halfof 1982. Inflation seems likely to slow down progressively,
although even by mid- 1982 the rate in many countries is unlikely to have fallen
back to that of1978, before the series ofoil price rises. Unemployment seems likely
to rise sharplyfrom around 23 million now to 25Vi million, or nearly 7Vi per cent of
the labourforce, although the rise could level offin thefirst halfof1982, largely as
the result of buoyant employment growth in the United States. Current account
deficits will probably diminish in the larger countries, with the United States
moving into significant surplus, but may show little change in many ofthe smaller
countries. The less developed countries without oil are likely to be in continuing
large deficit, given the sluggish growth oftheir export markets, and some mayface
financing problems in view of their already large debt burdens. The forecasts
depend importantly upon the assumption that business confidence will be broadly
maintained, as well as upon the usual technical assumptions ofno change in current
or announced policies, real oil prices or nominal exchange rates. 1

Key Elements in the Forecasts

Inflation - the record and prospects

The top priority in OECD countries is the
reduction of inflation. The main instrument is

aggregate demand management, the stance
of which is tight in virtually all OECD
economies. In this environment, price perfor¬
mance, as measured by the rise in consump¬
tion deflators (see Table 1), seems likely to
improve over the coming eighteen months,
provided there is no substantial increase in
the real price of oil.

Nominal wage increases have generally
accelerated in response to the oil price
increases, although perhaps by VA to 2
percentage points less over the eighteen
months to mid- 1980 than would have been

expected on the basis of past behaviour,
implying a moderation of real wage growth in
the face of the real income loss following the
oil-induced terms-of-trade deterioration.

Taking into account projected labour market
developments, there may be some decelera¬
tion of nominal wage increases from now on,
although an important exception is likely to
be the United States, where the practice of
multi-year wage contracts usually results in a
delayed response of wages to prices. Produc

tivity growth seems to have weakened over
the last six months or so in most countries,
and the level of productivity may actually
have declined in some, this being presumably
an essentially cyclical phenomenon. A return
to modest productivity growth is expected in
most countries, although this is contingent
upon the projected pick-up in output, and
rates are likely to be low relative to the past.
Profit margins seem to have been generally
well maintained, although actual profits have
fallen, particularly in manufacturing, due to
the recession. If a wage catch-up is avoided
and the projected path of output materialises,
the share of profit in national income in most
countries may return by mid- 1982 to the
1978 level.

Domestically generated inflation (as
broadly reflected by the rise of GNP defla¬
tors) seems likely to vary across countries. By
mid- 1982 it may be lower than in the second
half of 1978 in a few, but in most it will
probably be somewhat higher. Hence, while
the acceleration of domestically generated
inflation appears to have been contained, as
compared with the experience following the
1973/74 oil price rise, it nevertheless seems
likely that the increase of around 150 per
cent in the price of internationally-traded oil
since the end of 1978 will have increased the

rate of domestically generated inflation, per¬
haps by 1 percentage point for the OECD
area as a whole. Whether this would repre¬
sent a permanent increase in the underlying
rate is, however, an open question.

Overall inflation which, measured by con¬
sumption deflators, also takes into account

the effect of import prices, would seem likely,
by mid- 1982, to be more rapid than imme¬
diately before the oil-price rise in most
countries, perhaps by 1 Vi percentage points
for the OECD area as a whole. Although a
rapid reduction of inflation is expected in a
few countries, particularly Italy and the
United Kingdom, the rate in those countries
is still likely to be in, or close to, double
figures in 1982. In North America, it seems
likely to remain stubbornly high, at around
9-10 per cent. In Germany, there is the
prospect of returning by 1982 to an inflation
rate of around 3 per cent, which would be
comparable to the rate in 1978. And in
Japan, a 5 per cent inflation rate in 1982
would represent a return to the rate prevail¬
ing in the 1960s. Although price increases
may slow down slightly from now on in most
of the remaining OECD countries, in some
they will remain in double figures.

Income and demand

The expected growth of nominal incomes,
taken in conjunction with the prospective
slowdown in imported inflation, seems likely,
after a decline in the latter part of 1980, to
lead to gently accelerating growth of real
pre-tax incomes. While the personal saving
propensity has been showing sharp and hard-
to-predict short-term fluctuations in many
countries, there seems no particular reason,

(1) The cut-off date for information used in
the compilation of the Economic Outlook was
November 1 7, well before the OPEC meeting
at Bali. The assumption, a purely technical
one, about oil price increases for 1981 is
1 1 per cent.

EXTENSION OF

THE FORECAST PERIOD

The forecast horizon in the Economic
Outlook has been extended from 12 to 18
months ahead, thereby taking the forecasts in
the current issue to the middle of 1982. This
extension is meant to facilitate policy discus¬
sion, given that many economic processes, in¬
cluding the effects ofpolicy actions, can take
several years to work themselves out.
However, the status of the assumptions built
into theforecasts becomes more critical as the
forecast period is extended, while the realism
of the assumptions becomes morefragile. The
interpretation of the assumption of unchanged
monetary andfiscalpolicies, for instance, may
be less easy to make for a period beyond that
for which policies have been announced. The
assumption of unchanged nominal exchange
rates may also be more questionable once cur¬
rent balances and relative inflation rates have
moved rather far from their initial positions.
The estimates presentedfor thefinal half-year
of the forecast period are, therefore, highly
conditional and should be interpreted with
caution.
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PRIVATE CONSUMPTION DEFLATORS IN THE OECD AREA1

Percentage changes seasonally adjusted at annual rates

Average
From previous From previous half-year

1968
year 1980 1981 1982

to

1978
1979 1980 1981 I II 1 11 I

United States 5.9 8.9 10'/2 10 11.4 93/4 IOV2 9Vi 9Y2

Japan 8.4 3.1 6'/4 5V4 6.4 6J/4 5 43/4 b

Germany 4.8 3.9 5% 4 4.8 5 4 3% 3

France2 8.2 10.9 13J/4 11% 14.3 13Vi llJ/4 10 9'/2

United Kingdom 11.4 12.2 15Vi 12 15.3 12 'A 12 12 9

Italy2 11.8 14.8 20J/4 15J/4 24.3 17V2 I6V4 13 13V2

Canada 6.5 9.1 9J/4 10 9.6 10 10 9J/4 9J/4

Total of above countries 7.0 8.1 10 Vi 9V4 11.0 93/4 9y2 8V2 m

Other OECD countries3 8.7 11.0 WU 12% 15.8 4Vi 12 lU/4 12

Total OECD 7.2 8.6 11 'A 9% 11.8 IOV2 10 9 y

Major seven countries
less the United States 7.9 7.4 IOV2 8% 10.8 9% 8% 73/4 7V4

Total OECD less the United States 8.2 8.4 11 'A 9¥i 12.1 11 9V2 8J/4 8V2

(1) Aggregates were computed on the basis of1979 values expressed in 1979 US dollars.
(2) Consumer price index not seasonally adjusted.
(3) Halfyearly data must be interpreted with care since for 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.

The most important remaining influence
on aggregate demand may prove to be the
stance of fiscal and monetary policy. After a
probable slight swing towards restriction this
year, the stance of fiscal policy, as indicated
by estimated constant-employment budget
balances, is projected (on the basis of present
or announced policies) to move in 1981
towards greater restriction in most countries,
perhaps by 1 per cent of OECD area GNP.
This restriction is likely to be offset by the
operation of automatic stabilisers, resulting
in an increase in actual budget deficits in
many countries. Monetary conditions are
assumed to remain tight.

For the OECD area as a whole these

various factors, taken together, will probably
cause real post-tax income and expenditure
to revert, after a fall in the latter part of 1 980,
to modest growth over the next eighteen
months, possibly reaching 3 per cent at an
annual rate by the end of the period. This
projection is based upon the assumption of no
change in policies, and would also depend
importantly upon there being no substantial
change in the real price of internationally-
traded oil and the maintenance of private
sector confidence.

WAGE AND PRICE INFLATION IN THE MAJOR SEVEN COUNTRIES

Seasonally adjusted, annual rates %

Compensation per employee
GDP deflator

Consumption deflator

1978

II

9.0

7.8

6.7

7979

//

9.2

7.6

7.8

10.0

8.2

10.0

1980

II

11.1 10

8.4 10%

11.0 93/4

1981

II

10

9V4

9Vi

93/4

1982

I

9 Va

COMPONENTS OF INFLATION FOR THE MAJOR SEVEN COUNTRIES «
Percentage changes at annual rate

Overall inflation (domestic demand deflator)
of which:

(a) effect of terms of trade change
(b) domestically generated (GNP deflator)

of which, contribution due to:

(i) unit labour costs
resulting from:

compensation per employee
productivity ()

(ii) other influences, including profits per unit of ouput

19801 19821

19781 19801

Actual Forecast

8.9 83/4

0.9 -V*

8.0 9

4.9 5

5.7 5Vi

0.8 Vi

3.1 4

(1) This table provides an arithmetic decomposition of the components of inflation over the two per¬
iods. The "contribution " ofeach component has been calculated as the (annual) rate ofgrowth weighted
by its share in value added. These weights are typically around 0.6 for wages and salaries, and 0.4 for
profits and the remaining elements.

taking one country with another, to expect
any marked trend over the next eighteen
months. The readiness of the corporate sector
to invest is perhaps a greater uncertainty.
Given the maintenance or likely restoration
of profit shares in most countries, and the
evidence that business confidence has been

broadly maintained, to mid- 1980 at least, it
seems appropriate at present to project
investment on the assumption that it will
suffer no more than is customary in periods of
weak demand. Exports to OPEC are likely to
be a relatively buoyant demand compon¬
ent.

Employment and unemployment

The increase in demand would seem likely,
given the projected generally weak trend of
productivity, to result in a net addition of
perhaps 3 million jobs in the OECD area as a
whole. This gain could be made up of an
increase of nearly 4 million jobs in North
America and Japan, a loss of over a million
jobs in the four largest European countries
and smaller gains elsewhere in the OECD
area. The net growth of employment would
be insufficient to absorb the growth of the
labour force in the OECD area, which may
amount to 5 to 6 million over the next

eighteen months. Unemployment forecasts
are precarious, being dependent upon fore¬
casts of real income, expenditure, productiv¬
ity and labour-force participation rates. Nev¬
ertheless, unemployment in the OECD area
increased in 1980, much as expected, by
perhaps % percentage point to 6V2 per cent,
and on the basis of the forecast behaviour of

output and productivity may increase over
the next 18 months by a further 2Vi million,
perhaps levelling off at around 25 V2 million,
almost 7'/2 per cent of the OECD labour
force, in the first half of 1982. Such a rise

would probably entail sharp increases in the
number of unemployed young people, and a
considerable lengthening of the duration of
unemployment, resulting in a significant rise
in longer-term unemployment (See Table 5
and page 14).

External prospects

In the absence of another oil-price
increase, the OPEC surplus should fall sub¬
stantially, but its counterpart is likely to be
found mainly in the falling deficit of the
larger OECD countries, with the United
States likely to move to significant surplus.
The deficit of many of the smaller OECD
countries, however, seems likely to contract
little over the next eighteen months. Non-oil
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4. GROWTH OF REAL GNP/GDP IN THE OECD AREA

Percentage changes seasonally adjusted at annual rates

Average From previous From previous half-year
1968 year

to 1980 1981 1982

1978 1979 1980 1981 I // I H I

United States 2.9 2.3 -3/4 3/4 -1.4 -l3/4 1 2V? VA
Japan 6.6 5.9 5 33/4 5.5 23/4 4 4 Va 43/4
Germany 3.5 4.5 VA -V* 2.8 -3 1/2 VA. 2
France 4.4 3.3 VA 1 1.2 Vi. 1 2 IV*
United Kingdom 2.3 1.5 -2V* -2 -1.2 -53/4 V?. -2Vi 0

Italy 3.4 5.0 VA -1 6.4 -VA -VA 2V* 2Vt
Canada 4.4 2.8 -Vi VA -1.9 -Vi VA 2 VA

Total of above countries 3.7 3.4 1 1 1.1 -VA VA 7,V* 3
Other OECD countries 3.9 2.7 Wi Wi 1.2 1 VA 2 2
Total OECD 3.8 3.3 1 1 1.1 -3/4 VA IV* 3

Seven major countries less
the United States 4.4 4.3 VA 1 2.9 -1 VA ?, 3

Total OECD less the

United States 4.3 3.8 2 VA 2.5 -V? VA 7 VA
Industrial production:

Seven major countries 3.7 4.8 -1 lA -0.3 -6V* 2V* VA 43/4
Total OECD 3.7 4.7 -Vi lA -0.1 -5 2 2Vt 4Vl

Other Countries

Average From previous
1968 year

to

1978 1979 1980 1981

Austria 4.4 5.1 2Vl 0

Belgium 4.0 2.4 VA 1

Denmark 3.2 3.5 -Vi va

Finland 4.0 7.2 6 23/4

Greece 5.9 3.8 3/4 VA

Iceland 5.6 2.3 VA 1

Ireland 4.3 1.9 VA 21/2

Netherlands 3.9 2.3 V* V*

Norway 4.3 3.2 3 3/4

Portugal 4.8 4.8 4 VA

Spain 5.0 0.8 >/2 VA

Sweden 2.1 3.8 2V* VA

Switzerland 1.7 2.2 2Yi 1

Turkey 6.3 0.6 -Vi VA

Total smaller

European countries 3.9 2.7 VA VA

Australia 3.7 4.4 2V* 4

New Zealand 2.9 -0.4 VA VA

Total of above

countries 3.9 2.7 VA VA

OECD Europe 3.6 3.3 VA V*

EEC 3.5 3.5 1 0

oil-price increases over the eighteen months
to mid- 1980. Furthermore the forecasts now

extend eighteen months ahead, and are con¬
sequently more dependent upon their
underlying assumptions. These projections,
which take unchanged actual or announced
policies as their point of departure, are based
upon a number of key assumptions, which
include an unchanged real oil price, and the
broad maintenance, as seen to date, of busi¬
ness confidence. If these latter assumptions
were not to be realised, there would seem to
be a greater risk that output would be weaker
than forecast than that it would be stron¬

ger.

Policy Issues

Policy response so far

The OECD economy as a whole, and its
constituent economies individually, are now
gripped firmly by the effects of the increase in
world oil prices of around 150 per cent over

the eighteen months to mid- 1980. In many
ways the problem is strongly reminiscent of
1973/74. A real income loss has been
imposed upon the area, equivalent on each
occasion to a little over 2 per cent of OECD
GNP. This real income loss is virtually
impossible to avoid, as are the direct infla¬
tionary impulse and, for several years, a large
current account deficit vis-a-vis OPEC. But

last time the policy response differed consid¬
erably across countries; this time the reac¬
tion, a tight stance of both monetary and
fiscal policy, has been quite uniform.

Following 1973/74 some countries, includ¬
ing a number of the smaller ones, adopted a
relatively expansionary fiscal stance to offset
the deflationary effects of the OPEC surplus.
But in the environment so created it did not

prove possible to contain the inflationary
impact, which soon became augmented by an
upsurge of domestically generated inflation
as money incomes rose in an attempt to pass
on the terms-of-trade loss. The OECD cur¬

rent account deficit, the counterpart of much
of the OPEC surplus, then became very
unevenly distributed across OECD countries,
with the high-inflation countries running
relatively the largest deficits; this necessi¬
tated uncomfortably large external financ¬
ing, and posed some debt-servicing problems
for a number of them. Hence these countries

had subsequently to rein in their domestic
demand, just at the time that other, more
cautious, countries, which had absorbed the
oil price shock without as much second-round

inflation, were able to take steps to expand. It
was not until 1978, five years after the
oil-price rise, that most countries were grow¬
ing steadily again, albeit more slowly than in
the halcyon days of the 1960s.

This time the uniformly tight monetary
and fiscal stance looks as if it may prove
relatively successful in containing the
second-round inflationary consequences of
the oil price rise, particularly in the major
countries and, for the time being at least, the
OECD area current deficit is distributed in a

way that has not raised particularly difficult
financing problems. But there has been, and
continues to be, a substantial cost. GNP in

1981 will probably be 6'/2 per cent, some

POST WAR UNEMPLOYMENT RATES IN SEVEN MAJOR COUNTRIES
National definitions: historical statistics andforecasts

developing countries will probably face
weaker export volume growth, which could
be seriously exacerbated if there is an
increased tendency towards protectionism. A
widening current deficit could, in some
instances, result in financing difficulties. The
need for concessionary assistance will
increase.

Uncertainties and risks

Past experience indicates the likelihood of
substantial forecasting error after a major
shock to the OECD economy, such as the

Average 1970-80 Forecasts

1950- 1960- 1970- Lowest rate Peak rate
1959 1969 1980 (year) (year)

1981 I 1981 II 1982 I

United States 4.3 4.6 6.1 4.7 (1973) 8.3 (1975) 8 8 VA
Japan 2.0 1.3 1.7 1.1 (1970) 2.2 (1978) 2 2 2

Germany 5.0 0.8 2.6 0.6 (1970) 4.1 (1975) 4 4V2 43/4
France 1.8 1.5 4.0 2.4 (1970) 6.6 (1980) VA 73/4 8

United Kingdom ' 1.2 2.0 4.6 2.5 (1973) 7.4 (1980) 10 l VA \2lA
Italy 7.4 5.1 6.4 5.3 (1974) 7.8 (1980) 8 V* 8'/2 m
Canada 4.1 5.1 6.7 5.3 (1974) 8.3 (1978) 8 8'/4 8]/2

Total of above

countries 3.7 2.9 4.4 3.1 (1970) 5.8 (1980) 6'/2 63/4 63/4

(1) Including school-leavers.
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6. CURRENT BALANCES: SELECTED SUMMARY

$ billion, seasonally adjusted, at annual rates

1979 1980 1981 1 982 I
Change 1979

to 1982 I

United States

Japan
Germany
Other major countries
Other North Europe
Other OECD

-Va

-SVa

-SVi

-2

-nvz

-6

5Vi

-WA

-\1Va

1 1 3/4

-23

-133/4

193/4

-63/4

-10V2

-IV*

-20

-151/»

15

-5

-VA

-11

-133/4

-\5V*

\SV*

VA

2 Va

-9

-VA

-9V*

Total OECD -35 -73 -40 -34 2

OPEC

Non-oil developing countries
Other

68

-37

-3

116

-50

-5

82

-56

-8

68

-60

-13

0

-23

-10

$550 billion, lower than it might have been
without the bout of oil price increases. Of
this, tighter fiscal policies are likely to be
responsible for OECD GNP in 1981 being
2 per cent lower than would have been the
case had policy been neutral.

The problems for policy

By next year a number of countries may be
in the position of having broadly maintained
an acceptable relationship between costs and
prices, and a few may no longer have any very
serious inflationary problem. In due course,
the latter may wish, given weak prospects for
employment, capacity utilisation and invest¬
ment, to lift somewhat the brakes on domes¬
tic demand growth. The scope for action may,
however, be limited by the external con¬
straint which at present bears heavily on the
conduct of economic policy in all countries.
Because of the high priority accorded to
fighting inflation, there is a general tendency
to resist any action which might lead to
depreciation of the exchange rate, and there
is even a certain willingness to accept cur¬
rency appreciation, despite the implications
for trade performance and the level of domes¬
tic activity. However, while a single country
can retard imported inflation by tight policy
such as tight monetary policy, which tends to
raise interest rates and hence the exchange
rate, there is a risk that if this were attempted
by too many countries, monetary conditions
would be tighter than generally warranted by
purely domestic considerations, while having
little or no effect on effective exchange rates
and hence imported inflation. In such a
circumstance, there might be a case for a
different mix of fiscal and monetary policies.
A generalised lowering of world interest rates
might be preferable, so that low-inflation
countries had interest rates more appropriate
to their internal demand conditions, while the

high-inflation countries maintained the re¬
quisite demand restraint through tighter fis¬
cal policy. This would not necessarily be easy
to achieve. Monetary changes can be exe¬
cuted quickly, but would need to be carefully
co-ordinated, and fiscal changes often involve
significant implementation lags. It would be
important to avoid possible initially-adverse

expectational effects. But the benefits, par¬
ticularly on reducing the financing costs of
investment, could be substantial, and war¬
rant investigation.

In addition to the constraints acting on,
and perceived by, countries individually, a
further constraint currently bears upon
aggregate activity in the OECD area consi¬
dered as a whole. As a result of the Iran/Iraq
war, the world oil market in 1981 is likely to
be in approximate balance at best. Until the
war is over and there are clear prospects of a
more normal level of oil supply, any attempt
at faster-than-forecast OECD area growth
would almost certainly entail the risk of
sharply rising oil prices, an increased OPEC
surplus and accelerating OECD inflation,
leading to lower GNP in 1 98 1 than currently
seems likely.

Areas for action

In these general circumstances, policy
could usefully be directed at ensuring, first,
that the energy constraint is eased as soon as
possible, and second, that as this happens
constraints internal to the OECD region or
individual economies should also be alle¬

viated, so that a more acceptable rate of
growth can be resumed as soon as world
conditions permit. Although there is no quick
or easy solution, there are a number of areas
in which action might be undertaken.

Reducing dependence on imported oil. Con¬
siderable success has been achieved so far.

Price- and regulation-induced conservation
have resulted in a fall in energy use per unit of
GNP in the OECD area of around 4 per cent
over the last two years (See page 15). And
energy production in the OECD area has
increased by 4 per cent over the same period.
As a result OECD net oil imports have fallen
by about 10 per cent (almost 3 mbd). Unfor¬
tunately, because of the loss of production
resulting from the Iran/Iraq war, the world
oil market next year is unlikely to see the
excess of production over demand that earlier
seemed likely, underscoring the need for yet
further reductions in oil-dependence. And,
even when more normal levels of supply
return, strict and increasing economy of use
will be needed if oil availability is not to

impart continuing inflationary and deflation¬
ary twists to the OECD economy.

Weakening the links, particularly during an
upturn in demand, between the level of
macro-economic demand and the growth of
nominal incomes. This requirement is not
new. The list of possible instruments to
influence the behaviour of nominal incomes,

which includes a wide variety of prices and
incomes policies, is regarded by many as a
tired litany. But it seems clear, perhaps as
never before, that the absence of a sufficient
number of effective instruments has cost, and

could continue to cost, the OECD economy
dear. Some inflation is caused by excess
demand, and can be eased only by changing
the balance between demand and supply. But
much of the inflation in many countries
cannot be identified as having its origins in
current excessive demand pressure, and
seems to be able to persist despite slack
demand. While a policy of fiercer deflation
could no doubt further reduce inflation in

these circumstances, its cost, in terms of
foregone output, income and employment,
could be very high, particularly if pursued
without supporting policies. Government
resolve to achieve monetary targets often has
not had the full measure of hoped-for
announcement effects on inflationary expec¬
tations. But present relatively modest wage
behaviour suggests that there may be an
improved understanding among income
earners of the current policy dilemma facing
countries. Efforts to maintain and strengthen
this emerging consensus would seem essen¬
tial, both to shorten as much as possible the
period for which tight demand policies are
necessary, and to prevent a wage acceleration
and attempted "catch-up" when demand
strengthens.

Improving the supply-side response ofecon¬
omies. There is a growing body of opinion
that over the last decade or two the plethora
of regulations, controls and other impedi¬
ments to the unfettered working of market
economies, while introduced to achieve wor¬
thy ends, may have weakened the ability of
economies to undergo structural change, as
well as reducing their responsiveness to
changes in aggregate demand. There would
seem to be a case for taking a hard look at the
evidence, with a view to seeing whether the
ends sought can be achieved at less macro-
economic cost. More positively, there is often
a role for policies to improve the working of
markets and to encourage economic agents to
accept changes in work and, perhaps, life
styles. These policies would certainly include
the preservation of an open trading order.
While it would be inappropriate to expect too
much too soon of supply-side policies, there
would also seem to be a case for implement¬
ing measures to support productive invest¬
ment so as to increase the sustainability of
output growth in the medium term. Slow
growth risks begetting slow growth, it is
important that the early emergence of infla¬
tionary bottlenecks should be avoided when
higher levels of demand are reached.

8th December 1980

(continued on page 1 4)
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Special Features of
the Economic Outlook

1. Youth Unemployment

Youth unemployment rates are expected
to rise sharply to the end of 1981 everywhere
except in Japan, and to flatten out somewhat
thereafter (see Table 7).

7. FORECASTS OF YOUTH

UNEMPLOYMENT, 1980-1982

Per cent ofyouth labourforce1

Actual Forecasts

1978 7979 1980 1981 1982

United States 11.7 11.2 13/. 15 14

Japan 3.8 3.5 y/i 4 4

Germany 4.8 3.7 4 53/4 63/4

France 11.0 13.3 143/4 17/2 183/4

United Kingdom2 8.9 8.0 10.6 16/2 20/4

Italy 24.8 25.6 27'/2 30/4 32/2

Canada3 14.5 13.0 13/4 133/4 14/4

Total above 10.8 10.5 12 14 14/2

(1) Aged up to 24.
(2) Data refer to July of each year. The 1980
figure is an actual rate not a forecast. The
forecasts for 1981 and 1982 incorporate an ad¬
justmentfor the proposed major expansion in the
Youth Opportunities Programme.
(3) The armed forces are not included in the
labour force aged 15-24.

2. Duration of Unemployment

An important consequence of higher
unemployment rates is that spells of unem¬
ployment get longer. An analysis of this
phenomenon is potentially important in
assessing the amount of involuntary labour
slack in an economy. Such an examination
could throw light on the extent to which
various levels and types of unemployment
benefit may influence the duration of unem¬
ployment, and the extent of voluntary
"search" and frictional unemployment
(which will presumably be of short duration)
as opposed to the involuntary deficient-
demand and structural kinds which pose
greater problems for policy. Unfortunately,
readily available data refer to uncompleted
spells of unemployment, and there is no
straight translation from these figures to the
more illuminating ones of the duration of
completed spells.

These data (Chart A) show that the
proportion of people unemployed who are out
of work for three months or longer ("longer-
term" unemployment) typically increases
with the overall unemployment rate. There

may also be something of a ratchet effect, in
that while duration falls along with unem¬
ployment, it does so to a lesser extent. There
was a widespread recession-induced jump in
the proportion of longer-term unemployment
in 1975, but in those countries where unem¬

ployment has subsequently fallen there has
been a progressive fall in the ratio. That
applies, for example, to the United States and
Germany. In the United States, changes in
longer-term unemployment have been en¬
tirely compensated for by corresponding
changes in the proportion of very short-term
unemployment (less than a month), leaving
unchanged the proportion unemployed for
1-3 months. In other countries, however,

where the unemployment rate continued to
increase after 1975 (e.g. France and Bel¬
gium) or remained flat (the United Kingdom
and the Netherlands) the proportion of lon¬
ger-term unemployment has stabilised or
even continued to increase. It now stands at

75 per cent of total unemployment for France

and Belgium, just under 65 per cent in the
Netherlands, and 61 per cent in the United
Kingdom, levels which make "job search" or
"frictional" explanations of the current high
unemployment appear irrelevant.

The duration of unemployment is not only
strongly cyclical but, as longer-term unem¬
ployment rises, the proportion accounted for
by youths and prime-age workers also typi¬
cally rises. The United States is an exception,
but there youths make up an unusually high
proportion of unemployment anyway. The
share of longer-term unemployed in total
youth unemployment has generally risen
since 1976. The causes of this deterioration

appear to be sluggish economic growth since
the 1974-1975 recession and demographic
factors because in some countries (e.g. the
United States and the United Kingdom) the
share of youth in the labour force has been
growing very quickly.

In many countries older workers are custo¬
marily more than proportionately repre¬
sented among the longer-term unemployed,
but their share has clearly been falling except
in Germany, in some countries helped by
early-retirement options. At the same time,
the share of longer-term unemployed in total
unemployment of older workers has gener¬
ally been increasing steadily. The rise in the
percentage of prime-age workers in total
longer-term unemployment could possibly

Unemploy
from 23 million now to 25 Vi million by mid-1982 while
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result from more favourable unemployment
benefits in many countries as, in a period of
sluggish activity and weak prospects of find¬
ing an appropriate job, these will both encou¬
rage registration and reduce the willingness
of those on the register to accept less well-
paid jobs. Furthermore, if redundancy pay¬
ments are made available for longer periods,
this could increase the duration of registered
unemployment. Nevertheless, the rise un¬
doubtedly reflects the fact that labour mar¬
ket slack is increasingly affecting usually
more-favoured groups, who are finding it
harder to get a job once they are laid off. This
conclusion is strengthened in many countries
(e.g. Canada, France, the United Kingdom)
by the trend in recent years to cut back on the
proportion of average earnings replaced by
unemployment benefits and to tighten up on
eligibility conditions.

The proportion of women unemployed
more than 3 months as a per cent of total
longer-term unemployment has generally
increased between 1973 and 1979. In the

United States, the Netherlands and Norway,
women accounted for between a third and a

half of total longer-term unemployment in
1979. This development probably reflects
higher female participation rates over the
recent period, a tendency for employers to
discriminate in favour of men at a time of

widespread unemployment because of pre-

ment in the OECD area seems likely to rise sharply

'nflation may slow down somewhat to around 9%.

A. DURATION OF UNEMPLOYMENT
as per cent of civilian labour force

Total unemployment rate

B. Longer unemployment
3 Short unemployment

M Very short unemployment

UNITED STATES

1973 1974 1975 1976 1977 1978 1979 1980

GERMANY

_1_ _L;

1973 1974 1975 1976 1977 1978 1979

6 r NETHERLANDS

1980

1973 1974 1975 1976 1977 1978 1979 1980

FRANCE

1973 1974 1975 1976 1977 1978 1979 1980

UNITED KINGDOM

J,- J --

1973 1974 1975 1976 1977 1978 1979 1980

2.4

2.0 h

1.6

1.2

0.8

0.4

0

1974 1975 1976 1977 1978 1979 1980

NORWAY 2.4

2.0

1.6

1.2

0.8

0.4

0

1973 1974 1975 1976 1977 1978 1979 1980

Note: The effective duration of very short, short
and longer unemployment is respectively;
Germany, France, and the Netherlands: less than
I month, 1 to 3 months, 3 months and longer;
Norway: less than 4 weeks, 4 to 12 weeks,
13 weeks and longer;
United States and United Kingdom: less than
5 weeks, 5 to 14 weeks (13 for the United
Kingdom), 15 weeks and longer (14 for the
United Kingdom);
Belgium: less than 3 months, 3 to 6 months and
longer.
* Forecasts

conceptions about their role as "bread¬
winners", and a high degree of occupational
specialisation; women are concentrated in
some particularly hard-hit sub-sectors of
manufacturing, e.g. textiles and clothing,
where they account for 70 per cent of the
workers.

3. Energy Prices and Demand

A rise in the import price of oil increases
inflation in a number of ways: it raises the
energy components of the consumer and
wholesale price indices, oil being a consump¬
tion good and an input into the production

process; furthermore, prices of domestically-
produced oil follow suit, as do prices of
competing fuels, such as natural gas and coal,
after some lag.

The speed at which prices of domestically-
produced energy and prices of competing
fuels adjust to a rise in the import price of oil
differs by type of fuel, between countries and
over time. A broad measure of the overall

sympathetic price adjustments is provided in
Table 8, where the percentage increases in
the energy components of consumer and
wholesale price indices have been divided by
import prices of oil (expressed in local cur¬
rency). While the level of the pass-through
ratios cannot be compared across countries
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8. PASS THROUGH RATIOS

Change in energy prices tofinal users relative to the rise in importprice ofoil1

1973-75 1978-80

UNITED KINGDOM

1973-75 1978-80

UNITED STATES

EWPI 0.39 0.69 EWPI 0.28 0.51

ECPI 0.17 0.42 ECPI 0.29 0.55

Total 0.23 0.50 Total 0.28 0.53

JAPAN ITALY

EWPI 0.60 0.81 EWPI 0.77 0.58

ECPI 0.17 0.31 ECPI 0.24 0.54

Total 0.35 0.57 Total 0.42 0.56

GERMANY CANADA

EWPI 0.20 0.29 EWPI 0.17 0.41

ECPI 0.16 0.32 ECPI 0.16 0.20

Total 0.18 0.31 Total 0.16 0.27

FRANCE SEVEN MAJOR COUNTRIES

EWPI 0.27 0.48 EWPI 0.38 0.63

ECPI 0.20 0.39 ECPI 0.18 0.40

Total 0.23 0.42 Total 0.24 0.48

Note: These ratios are calculated successively for the energy component of wholesale prices (EWPI),
the energy component of consumer prices (ECPI), and the total, giving to EWPI a weight equal to the
share of industry in total final energy demand.
(I) In local currency. For Canada, the import price of oil has been replaced by the import price of
energy (fob).

(the coverage of energy prices being differ¬
ent), this table provides firm evidence that
the sympathetic price adjustments have
become quicker over time. Tentative esti¬

mates suggest that a 10 per cent rise in the
import price of oil raised energy prices to final
users by 43/4 per cent in 1978-1980 (com¬
pared with just over 2 per cent in 1973-
1975).

Principal elements in the rise in the pass-
through ratio have been: a more rapid res¬
ponse of natural gas prices (the main com¬
peting fuel); decontrol of prices of domesti¬
cally-produced oil and natural gas in the
United States; special taxes on final energy
use; and a faster adjustment of electricity
tariffs. These factors can be related to the

perceived need to reduce oil import depen¬
dence and, probably, to revised expectations
concerning the future price of oil.

Reflecting the higher pass-through of oil
import prices to energy prices to final users,
relative energy prices1 in the seven major
countries may have risen by 33 per cent from
1978 to 1980, compared with 25 per cent in
1972-1975 (Table 9). Consequently, final
energy demand is likely to react at least as

/. Relative energy prices tofinal users are meas¬
ured by the energy component of the wholesale and
the consumer price indices divided by the total
index excluding the energy component.

B. FINAL ENERGY DEMAND AND RELATIVE ENERGY PRICES TO FINAL USERS IN
THE PERIOD 1972-80

1972 = 100
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R elative energy prices to final users (a) upper I scale

Final energy demand divided by real GDP, lower | scale

(a) Energy component of consumer and
wholesale price indices divided by total
indices excluding energy. Relative
energy prices at the wholesale level have

been weighted by the share of industry in
totalfinal energy demand. 1980: estimates
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In the last two years, more of the increase in the price of imported oil has been passed on to the final user than in the preceding period.

strongly to the rise in energy prices, over the
medium term, as it did after the first oil price
shock. Tentative calculations suggest that
the rise in relative energy prices to final users
after the first oil price shock, combined with
non-price measures, lowered final energy
demand by 230 million tons of oil equivalent

(mtoe) below the level which would otherwise
have prevailed. In terms of primary energy
demand (before losses in the energy-produc¬
ing sector) this corresponds to 6/4 million
barrels a day of oil equivalent2.

In Chart B the seven major countries are
grouped according to the fall in energy use, as

RELATIVE ENERGY PRICES TO FINAL USERS »

1972 = 100

United

States
Japan Germany France

United

Kingdom
Italy Canada Total

1973 101.7 97.3 107.2 97.7 94.1 93.4 107.7 100.6

1974 122.0 137.1 118.7 122.0 98.9 148.9 109.2 121.3

1975 125.1 150.5 122.1 118.7 108.0 140.4 111.9 124.6

1976 128.0 154.5 125.5 119.9 108.9 148.1 122.3 127.8

1977 133.2 151.5 121.1 124.8 106.7 156.0 128.1 130.7

1978 131.1 134.0 120.0 124.1 103.7 145.5 130.5 126.6

1979 144.7 151.8 135.8 129.3 104.9 147.3 131.9 137.6

19802 175.6 241.7 146.4 144.4 113.6 186.2 141.8 169.0

(1) Energy component of consumer and wholesale price indices divided by total indices excluding
energy. Relative energy prices at the wholesale level have been weighted by the share of industry in total
final energy demand.
(2) Estimates.

measured by the ratio of final energy demand
to real GDP, between 1972 and 1978. Coun¬

tries with large reductions in this ratio have,
on the whole, been those with comparatively
strong increases in relative energy prices to
final users. There are two main exceptions,
Japan and Italy, where a large rise in relative
energy prices produced small reductions in
demand. In both countries, especially in
Japan, industrial final energy demand
accounts for a large share of total final energy
demand. Given the low specific energy taxes
in industry, industrial energy prices are more
sensitive to changes in the import price of oil
than energy prices in the household sector.
However, empirical studies have shown the
price elasticity of industrial final energy
demand to be lower than that in the residen¬

tial/commercial sector. Consequently, when
oil import prices rise, countries with a large
share of industrial use in total final energy
demand experience both comparatively large
increases in relative energy prices at the
aggregate level and comparatively low reduc¬
tions in energy intensity.

2. This estimate is based upon an income elastic¬
ity for final energy demand of 0.85. It does not
allow for the lagged effects which falling relative
energy prices prior to 1972 may have had on final
energy demand.
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IEA Ministers Tighten Up on Oil

IEA Ministers have completed a meeting
which focussed primarily on the equita¬
ble distribution of oil in times of "pre-

crisis". They agreed on a package of
measures aimed at minimising pressures on
the oil market by reducing IEA demand on
world oil markets by about 26 million tons

or 2.2 million barrels a day in the first
quarter of 1981, apart from the normal

seasonal stock-draw. The package of
measures agreed upon includes five

parts:

1. Ministers agreed to continue to draw

on stocks as necessary to maintain a

balance between oil supply and demand. If
stocks were to be used to make up for the
total shortfall expected in the first quarter
- about 2.2 mbd - then stock levels would

fall from their 1 st October level of 460 mil¬

lion tons and their 1st January 1981 level
of 440 million tons to 385 million tons by
1 st April of 1 98 1 . This level would still be

somewhat higher than stocks on
1st April, 1979 of 364 million tons.

2. In order to minimise as much as

possible stock draw of this magnitude.
Ministers agreed to take action to further

reduce demand which is already about
6 per cent less than last year's. Here it is up
to the discretion of each country what
actions to take. But those with unusually
low levels of stocks or reduced supply from
the Iraq-Iran conflict may have to take
stronger measures than others.

3. Those countries with indigeneous pro¬
duction of oil and gas agreed to encourage
and to support high levels of indigenous oil
and gas production in their countries.

4. All nations agreed to discourage unde¬
sirable purchases of oil at prices which have

the effect of increasing market pressures.

5. Ministers agreed to try to even out
imbalances which might arise between
countries and in some cases between

companies. The aggregate stock and

supply position of IEA countries is manage¬
able, but some serious imbalances in the

distribution of stocks and supplies in IEA
countries might develop. It has been

agreed in principle that those countries

which are in a more favorable position will
contribute to easing market pressures in
those countries with a less favourable

supply and/or stock situation. The IEA is

not implementing a formal allocation sys¬
tem; but rather a system which will help
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In the following article,
Ulf Lantzke, Executive

Director of the International

Energy Agency, puts the
results of the IEA

Ministerial Meeting,
9 December 1980, into

the context of the longer-
term imbalance between

oil supply and demand.

overcome problem cases - in either coun¬

tries or companies. These could lead, if
uncorrected, to undue pressure on markets

which, in turn, could lead to higher
prices.

We expect that these actions will reduce

IEA oil demand on world oil markets during
the 1st quarter of 1981 to 238 million

tons, compared to forecasts of 264 million

tons. This amounts to reducing oil demand
on world markets by about 2.2 mbd
throughout the first quarter and is consis¬
tent with what is expected to be available

to IEA countries over this period. For these
actions to be credible, Ministers concluded

by agreeing that these actions must and

should be implemented as soon as possible
and charged the Governing Board of the

IEA to meet regularly to review progress in
implementation.

Background
of the Current Measures

To understand why the measures were

taken, one must go back a bit in history.
Over the last ten years, there have been

three major disruptions in oil supply caused
by the Arab-Israeli war of 1973/74, the
Iranian revolution of 1979, and the current

conflict between Iran and Iraq. It is instruc¬
tive to look at how oil prices, supplies and
demand patterns have adjusted to these oil
market disturbances.

7973/74

In 1973 when the first oil shock hit,

governments really had no contingency
plans for dealing with the problem. The
market distribution during that time of
crisis was handled primarily by the interna¬
tional oil companies who, contrary to what

is widely believed by the public, responded
in a very responsible and effective way to
help stabilise the world oil market sys¬
tem.

As a result of the shock of 1973 and
1974, governments decided to establish

better cooperative means to meet any
future crisis. Thus, major consuming
nations agreed to an International Energy
Program and established the IEA to imple¬
ment it.

The central feature of the initial work of

the IEA and indeed still one of its major
purposes is the emergency sharing system.
The system can be triggered at any time
the Group or a country selectively are faced
with a 7 per cent shortfall of supplies.
Tools for managing the oil market in such
circumstances include demand restraint,
stock draw and, when necessary, realloca¬
tion of supplies from one country to anoth¬
er. The intent is to even out in a cooperative
way the severity of a given crisis.

1979

In 1979, we were faced with a problem
which was quite different in nature from the

1973/74 embargo. The revolution in Iran
resulted in a substantial reduction in oil

output, but within a few months other

OPEC countries had replaced most of the
lost Iranian production. However, for some
time there was a shortfall of about 2 mbd

and this temporary shortfall caused prices
to more than double within a year; it was
not so much the actual physical shortfall,
but the perception of further supply strin¬
gencies which caused prices to escalate so
rapidly.

Thus in thinking about equitable distribu¬
tion of oil supplies in a crisis, we must not

only envisage strategies for coping with
actual physical shortage but also consider
strategies for reducing pressures- real and

perceived - on oil markets during these
periods to help stabilise prices. In fact the
longest period of actual shortage we have
experienced so far is only about three
months.

In 1979, most of the initial shortfall was

met through increased production by other
OPEC producers and demand restraint in

consuming nations. Later in the year lower
economic growth contributed to reduction

in demand. The price increase of almost

140 per cent was brought about by a



relatively small shortfall which set in
motion a chain reaction of events keeping

OECD demand for OPEC oil at a high level

until the summer of this year. The psycho¬

logy of supply uncertainties resulted in less
than optimum cooperation between the

consuming countries. There were several
examples of consuming countries adding
somewhat to the build-up of market pres¬

sure:

Some countries built stocks at a pace

that put added pressure on spot market

prices.

Others established state oil companies

to deal directly with producers in the hope

of obtaining additional supplies. The
increase in state-to-state deals reduced the

flexibility of traditional supply channels.
Some economies appeared ready to pay

a very high price for oil rather than make
energy cutbacks that would be politically
difficult and in their view damaging to their

economies.

Changes in traditional patterns of sup¬

plies aroused some heated debate between
the United States and European countries

after the US imposed a $5 entitlement

programme to redirect oil supplies from the
Rotterdam market, where spot prices were

highest, back to the Caribbean.

In response to such a situation, the IEA
and the Tokyo Summit both tried to imple¬
ment measures which would reduce com¬

petition among industrialised nations. IEA
countries in March of 1979 set an overall

objective to reduce their oil demand on
world oil markets by 5 per cent. This action

was followed by the Tokyo Summit which

adopted the concept of oil import ceilings.
But these mechanisms were still not suffi¬

cient. Why was the general response inad¬

equate?
The IEA decision to reduce oil demand on

world oil markets was too general and

probably should have been taken by Minis¬
ters who could have encouraged stronger

implementation at Cabinet level.

The Tokyo Summit helped to identify
more precisely individual contributions to

overcoming the problem by adopting indiv¬
idual oil import ceilings. However, the oil

import numbers were somewhat inflated,
and no effective means for monitoring

compliance was implemented. (After about
a year's effort the IEA in May 1980
established a system for oil-import ceilings

which will permit more effective and con¬
sistent implementation of this important

option when and if it becomes necessa-

ry).
Where supply and demand for the IEA as

a whole was relatively balanced, some
nations were less well off and had to enter

the spot market for some cargoes. This,
coupled with continued stock building by
some countries already in a relatively com¬

fortable position, put severe pressure on
markets.

The Record since 1973

Prices have increased just about
tenfold (in 1970 dollars) from 1973

to the present.

OPEC exports have declined from
about 30 mbd in 1973 to an esti¬

mated 26 in 1980. Most of this

decline has been during the last

year.

Imports into IEA countries have
declined from over 24 mbd in 1973

to an expected 22 in 1980.

Overall oil consumption in the OECD

area has remained relatively level.

The principal reasons for declining

OECD imports from OPEC are: a
substantial increase in OECD oil

production, rising imports from non-
OPEC sources including Mexico, fuel

substitution, and declining oil use
due to conservation and most

recently a reduction in economic
activitv.

Few attempts were made to collectively
discourage undesirable purchases, even
those with very high premiums.

Lastly - and this is not a criticism but an
observation - companies which had gener

ally put a very high priority on maintaining
the balance of the world oil market system

in 1973/74 obviously placed a much

higher priority on consolidating individual
company positions in 1979.

Thus while oil supply and demand were

in fragile balance throughout most of the

year, the competitive attitudes gave oil
producers the impetus to increase prices

some 140 per cent. This, according to
OECD estimates, will have a cumulative

effect of reducing OECD GNP by some

4V2 percentage points by the end of 1981.
This means that total OECD GNP by the

end of 1 98 1 will be almost $400 billion (or

almost $500 per capita per a year) below

what it might have been if oil prices had

remained stable in 1979 and 1980.

The Situation Today

Clearly we cannot afford to repeat the

experience of 1979. Yet there are some

important similarities between the situa¬

tion we faced in the early part of that year

and the situation we face today. Firstly, the

anticipated shortfall is of about the same

magnitude about 1 to 2 mbd. Secondly,

some of the warning signs are again rather

clear: swelling and erratic price movements

in the spot market coupled with added

surcharges to official prices by some OPEC

producers and the willingness of some oil

IEA countries have agreed to draw on stocks in the first quarter of 1981 to reduce pressure on
the oil markets.
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companies to pay these surcharges in
exchange for term contracts. However, an

important difference between 1979 and

the current situation is that overall IEA

stock levels are much higher.

Over the last three months IEA countries

have collectively established a strategy to
deal with the oil market in quite a different

manner than previously.

On 1st October 1980 - a very quick

response this time IEA countries agreed
to lower their stocks. Our statistics reveal

that stock draw does in fact seem to be

taking place - at a rate of about 2.5 mbd.

This, coupled with increased production

from some producers of more than 1 mbd,

made up for most of the 4 mbd of Iraqi and
Iranian oil exports the world has lost.

Yet regrettably the hostilities in the

Middle East have not disappeared and
while the measures of 1st October have

been successful to date in moderating price
increases, it was felt that Ministers needed

to meet to take further action.

I am confident that the new measures

will work and that pressures on prices will

be reduced. We all hope for an early
resolution of the conflict between Iran and

Iraq. That is the best solution for calming oil
market concerns. On the other hand, if the

active conflict continues, Ministers may
have to meet on short notice if it becomes

necessary.

Perhaps the most fundamental differ¬

ence between our response in 1979 and

now is that we are attempting to put in

place means for stabilising the situation at

an early stage rather than having to react to
bigger problems later.

Longer Term Energy Issues

Ministers at their meeting also looked
into a number of longer term energy issues.
We have tried to keep these issues in the
forefront because, unless effective action is

taken to promote structural changes in
energy economies to reduce our depen¬
dence on oil, our nations will remain vuln¬

erable to short-term disruptions in the oil
market. And, as we have learned in the

1970s and early 1980, any number of
events can upset the fragile balance of the

world oil market. The only true surprise
would be if there are no surprises over the
coming years.

First, bringing on alternative sources of

energy takes time. And, even with signifi¬
cant efforts, oil as a percentage of total
energy is only likely to be reduced from

50 per cent today to 40 per cent by the
year 1 990. If we can really get behind coal
and nuclear energy, then it is possible that

oil as a percentage of the total energy
balance can be reduced to 30 per cent by
the year 2000. This would require a tripling

of coal production and use (see below)

and a five-fold increase in nuclear energy.
Such an increase on the supply side,
coupled with continuous efforts to use

energy more wisely would result in a
decline of IEA imports from 24 mbd in

1978 to 20 in 1990 and 17 mbd in the
year 2000.

This is a goal worth pursuing, and
without underestimating the obstacles, we
may be confident that these are realistic
targets that can be attained.

Experts'
Recommendations

on Coal

The International Energy Agency (IEA)
Coal Industry Advisory Board (CIAB)1
has presented its first report to

Energy Ministers of the 2 1 IEA nations. The

Report contains recommendations to gov¬
ernments and industry for a Coal Action
Programme to rapidly expand world coal
production, trade and use.

The CIAB report concludes that current
world coal growth is too slow to meet the

goals of doubling world coal production
and use by 1990 and tripling it by the year
2000.

Over the next twenty years, the major
market for coal will be in electricity gener¬
ation. The Board's assessment of potential
suggests that tripling coal use by 2000 will
require a tripling of current coal-fired gen¬
eration capacity within the OECD, from
today's 350 Gigawatt electric (GWe) level
to 1 100 GWe by the end of the century.
(One Gigawatt equals one billion watts).

Uncertainty about the future role of coal
is constraining its ability to reduce oil use in
the industrialized countries, even though it
is clear that coal is an economically attrac¬
tive option. The CIAB believss that this

uncertainty can be reduced by firm and
prompt government and industry action.

Among the report's recommendations to
governments are that:

OECD countries make specific commit-

(V The CIAB was formed in April 1980, as a
result of the commitment taken at the Tokyo
Economic Summit in June 1979 which esta¬
blished a high priority among Western countries
for shifting from oil to coal wherever possible.
Its mandate is to provide practical advice on
how to remove bottlenecks to doubling coal
production and use by 1990 and tripling it by
the year 2000. The CIAB brings together more
than 30 high-level individuals from major coal
related industries around the world. They
include coal companies, electric utilities, steel,
oil and manufacturing companies; and national
coal and electric boards.

ments to create conditions for increased

coal-fired electricity generating capacity to
be put, in place and measures are needed
to:

- allow oil and gas prices to adjust to world
levels;

- prohibit the construction of new oil-fired

utility boilers for baseload and, wherever

possible, for intermediate power genera¬
tion;

- encourage the planned conversion of

existing oil-fired boilers to coal, for both

utilities and large industrial users;

coal producing and exporting countries
adopt measures to permit an increase in

Tripling of coal production and use by the year 20

;p:;
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coal production and transportation by pro¬

viding a stable climate for investment,

clarity and continuity of energy policies,
expanded leasing policies, and clear and
stable royalty and taxation policies;

urgent action should be taken at all
government levels to streamline adminis¬
trative, regulatory, planning and environ¬

mental procedures for efficient production,

transportation and use of coal;
action should be taken to solve and

coordinate land-use conflicts in densely

populated areas for new transportation

systems, coal-use facilities and coal
mines;

finance and technology assistance
should be facilitated for Third World coun¬

tries where opportunities exist for coal

production and use.

Among the report's recommendations to

industry are that:

suppliers, transporters and users of coal
explore and enter into joint ventures for
investments in the mining, movement and

use of coal;

electric utilities thoroughly examine

further opportunities for reducing the use of

oil by using more coal, and industry

urgently examine the potential to shift to
coal as a matter of highest priority;

industries prepare to respond to the need

for supporting new equipment, supplies
and services such as mining equipment,

delivery systems, and coal combustion and
processing equipment;

those involved in moving coal, particu-

00 will require vast expansion of mining equipment,
ports, rail and slurry lines.

larly railroads, ports and coal slurry pipe¬

lines develop a capability to respond to
future increased trade in thermal coal on

land and sea;

industry take the initiative together with

government authorities to minimise health,

safety and environmental hazards asso¬

ciated with the mining, movement and use

of coal;

research, development and demonstra¬

tion be increased in all aspects of the

mining, processing and movement of
coal;

coal-use installations should be designed

to allow the use of as broad a range of coals

as possible.

The Board plans to follow the IEA
Ministerial meeting with an action pro¬

gramme of its own to convey the detailed
conclusions and recommendations of the

Board back to industry and governments in
the Member Countries.

Siting of
Nuclear Plants
Licensing Authorities Express
Common Views

Since the 1979 accident at the Three

Mile Island nuclear power station in
the United States, the authorities in

that country have been studying proposals
for new siting criteria, which would place
greater weight on the density of popula¬
tion in the neighbourhood of any nuclear
site. These proposed criteria are such that
they would rule out nuclear power plants
being located in certain regions where
local population densities are higher,
despite the possibility in practice of
maintaining the level of public protection
by introducing additional "engineered"
safety features.

If these criteria are accepted, the United

States would be adopting an approach to

nuclear siting different from that presently
established within most NEA Member

countries.

This makes obvious the interest of an

exchange of views at international level.
To facilitate such a discussion, the OECD

Nuclear Energy Agency arranged a special
meeting of a group which brings together
the regulatory authorities of Member
countries1. As a result of this meeting, an

agreed statement was drawn up, placing
siting in the context of overall safety. The
statement makes the following main

points:
. Site selection alone should not replace

engineering and operating measures to
achieve safety, although the choice of a
site can evidently also make a contribution

to public health and safety.
. Selection of a site is, naturally, governed

by practical conditions in the country or

region concerned (population density,
availability of land and cooling water, etc.).
In some countries, the choice is made in¬

dependently of the specific plant design; in
others, however, engineered features are
considered as factors in the final site

selection in order to provide an adequate

level of safety independent of a particular

population density.
When selecting a site it is important to

consider the feasibility of implementing an

emergency plan in case of an accident ex¬
tending beyond the plant site, as the
ability to take quick emergency measures
is also a factor in achieving protection of

the public.

Analysis of the relationship between
siting, emergency planning and engin¬
eered safety provisions enables regulators
to judge the overall safety of a nuclear
plant. To improve definition of this
relationship, further research should be
continued at national and international

levels on certain topics, including: the ex¬

pected amount and composition of fission
product release from the core as a result of
a hypothetical accident (the "source
term"); the dispersion of radioactive
materials released in such an accident and

their deposition within the plant and in the
environment; assessment of potential

health consequences; and development of
risk assessment techniques for nuclear

plants.

(1) The Sub-Committee on Licensing of the
Committee on the Safety of Nuclear In¬

stallations.
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Focus on Africa

The tendency to bring Africa centre-stage just now is unmistakable,
and it has several dimensions. First and foremost, the urgency of the
continent's needs appears increasingly to be in a class by itself. At the
same time, there is a heightened sense of development opportunities,
for appreciation of the continent's undertapped physical potentials is
keener, both in Africa and elsewhere. In addition, some of the
obstructions to coherent development in southern Africa have been
cleared away with the political breakthrough in Zimbabwe. The con¬
ditions for exemplary act/on are thus present, and such action is the
subject of the 1980 report by John P. Lewis, President of OECD's
Development Assistance Committee (DAC) just published.

The Urgency

"On the basis of all the economic

projections we have seen so far, Africa in
the year 2000 will not be in the ditch it is

in now. It will be in the bottom of a deep,
black hole".

This harsh reading of the present
economic indicators for Sub-Saharan

Africa, by a senior African official of the

United Nations Economic Commission for

Africa, is widely shared1.

Today each person in the region has, on
average, considerably less access to food

than was the case ten years ago, and
average dietary standards have fallen

below nutritional requirements. Average
food production per person has steadily
declined since 1 960.

During the 1970s Africa's annual pop¬
ulation growth (2.7 per cent) was 14 per
cent higher than the average for develop¬
ing countries generally; during the 1980s,
when population growth in the rest of the

developing world is projected to turn

downward, it is expected to rise to 2.9 per
cent.

During the 1970s the growth of per
capita income in the low-income coun¬

tries2 of Sub-Saharan Africa averaged
only 0.2 per cent annually compared with
1.1 per cent in the low-income countries

of Asia and 2.9 per cent in developing
countries generally. According to pro¬
jections based on assumptions the World

Bank regards as optimistic, per capita in¬
come in low-income Africa is expected to
go up only 0.1 per cent annually between

1 980 and 1 985 and 1.1 per cent between

1986 and 1990, compared with growth

rates respectively of 2.0 per cent and

2.6 per cent in low-income Asia and of

2.6 per cent and 3.3 per cent in develop¬

ing countries generally. More conservative

estimates have real incomes in the poorer

African countries declining by 0.3 per cent

annually between 1980 and 1985, then

edging barely positive 0.1 per cent

between 1986 and 1990, compared with

annual rates respectively of 1.1 per cent

and 1.5 per cent in low-income Asia and

2.0 per cent and 2.3 per cent for the

totality of developing countries.

The Challenge

This situation is all the more deplorable
because Sub-Saharan Africa may indeed

be the world's remaining land of
opportunity. Much of Africa is rich in min¬

eral resources, some of which have yet to

be discovered, let alone developed. It may
have a fair amount of still-hidden oil and

natural gas. It has the world's largest un¬

tapped potentials of hydro-electric energy.
Eventually, if these natural physical

resources are exploited sensibly, efficiently

and equitably, they should bring benefits
to Africans as well as supplies to the rest

of the world. The interest in blocking the

degradation of the continent's ecology is

manifest. So what accounts for the lag¬
ging performance of low-income Africa?

Agriculture

Agriculture is at the core of these

perverse dynamics. Access to export

markets, trends in export prices, obstacles

to more indigenous processing,

(11 Chicago Tribune, 3rd April 1 980, article
by Ray Moseley. The indicators referred to in

this article are taken from the Organisation for
African Union (OAU), the Economic Commis¬

sion for Africa (ECA), the African Development
Bank, the Food and Agricultural Organisation,
the World Food Council and the International

Fund for Agricultural Development.

(2) Defined by the World Bank as those

countries except China having a 1978 GNP
per person of US$ 360 or below.

Today each person in the Sub-Saharan region has, on average, considerably less access to food
than was the case ten years ago. Below: emergency feeding centre in Uganda.
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Much of Africa is rich in mineral resources.

Above: uranium mine in Gabon.

aggravated balance of payments and
structural adjustment needs, and so on,

complicate this issue, but no acceleration

strategy will get much of a purchase on

the problem of mass poverty until the per

capita outputs of the total rural labour
force, including the under-employed, start

climbing convincingly, thereby narrowing
the bloated rural-urban income

differentials and until low-income Africa's

food output catches up with and sub¬

stantially surpasses its population growth,
thereby beginning to staunch the drain of
foreign exchange into food imports.

Why has African agriculture been lag¬

ging so badly? Why, for example, has it
not matched the slow, still fragile, but dis¬

tinct momentum that agriculture has ac¬

quired in South Asia during the past ten to

fifteen years, also under difficult con¬
ditions? There are many answers to these

questions. In view of the different types of
climate, African crop conditions may be

more differentiated than in other develop¬

ing regions. Much more work is needed on
local adaptation and delivery of

appropriate new-varietal technologies.

The findings of the international crop

research institute system need to be more

effectively mediated at national and sub-

regional level. Irrigation must not be

neglected, of course, but there is a ten¬
dency to concentrate on it to the detri¬

ment of dry land farming. More generally

there is great scope for improved water

management some of it on a large river
system basis but a great deal at the small-
project and field levels. Epidemic diseases
afflicting both people and animals need
curbing. There is not the same need for
classic land reforms as in other developing

regions, but land-man relations as bet¬
ween private and communal holdings es¬
pecially in the case of recently and/or still
nomadic groups, are complex. Bur¬
eaucratic efforts to mobilise local in¬

itiatives have often been weak. So is the

networking of the private market. In much
of the area extension systems are thin and
ineffective; there are gaps in input

supplies; farm-to-market transport is lack¬
ing; there are gaps in marketing and
storage systems; the parastatal
organisations created to fill them or to
pre-empt the field from the private sector
are often cumbersome, inept and
sometimes venal. In many countries

government price and procurement
policies have dampened farmers'
incentives.

This is almost a tiresomely familiar list.

But though every one of these issues
deserves urgent pursuit, one's general im¬
pression is not of a sector that stands in
need of a whole new policy paradigm.
Most of the issues are known, and so are

reasonably reliable processes for gen¬
erating solutions, piece-by-piece. What
has been lacking, rather, have been suf¬
ficient implementation and, in particular,
sufficient political and bureaucratic energy
and grasp of the composite problem to
build the partial answers into effective
strategies.

What Has Inhibited the

Effectiveness of Investment?

To understand the perverse dynamics
that are at work, the cause must be

identified: what underlying factors have

slowed and impeded momentum along

development paths that already are broad¬
ly visible? Neither "under-investment" nor

"external neglect" is a sufficient answer.
The World Bank estimates that in 1978

(and there was no particular peaking in

that year) gross domestic investment of all
sorts accounted for about 18 per cent of
GNP in the low-income African countries.

Almost surely, too little of this amount

was allocated to agriculture; yet the strik¬

ing thing, given the sluggishness of
African performance, is that the invest¬

ment rate was so high. In addition, while
there has been variance among the in¬
dividual African countries, for two decades

average per capita ODA to low-income
Africa has been comparatively high by in¬
ternational standards.

So the problem has not simply been
under-investment in the aggregate, but

the productivity of investment. What have

been the main, systematic constraints that
have inhibited the effectiveness of in¬

vestments so far? Three factors weigh

particularly heavily: unbridled population

growth, inherited political complexities,
and infrastructural gaps.

The population explosion

Although low-income Africa has the

highest death rates among major regions,

its rate of population growth surpassed

African crop conditions may be more differentiated than in other developing regions. Below:
planting "gao " trees in Niger which may help to triple or quadruple millet and sorghum yields.
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Unbridled population growth, inherited political complexities, and infrastructural gaps are three
factors weighing heavily in the inhibition of investment effectiveness, (a) The effects of turbulence
and political fragmentation are seen in refugee camps such as this one (Ethiopia), (b) In Kenya,
family planning is combined with nutrition: as women learn better ways of feeding their families,
they usually prove more receptive to birth-spacing ideas, (c) Road construction will permit Gabon

to develop inaccessible hardwood forests, (d) To fight illiteracy - a major gap in human
infrastructure Tanzanian students are encouraged to teach their elders to read.

that of developing countries generally dur¬

ing the 1970s. In the 1980s, with death
rates declining faster than birth rates,

Sub-Saharan Africa, including its low-

income countries, is the one region in

which the growth rate promises to rise
further. Obviously this is no reason to slow

the attack on mortality. Such a proposition

not only would be ethically monstrous; it

would overlook the evident linkage bet¬

ween mortality and fertility: lowering the

former, especially infant mortality, is

clearly a powerful, even necessary means

of reducing the latter.

While the average population density of
rural areas is far less than in some other

regions, notably in South Asia, this cannot

camouflage the fact that high fertility is

one of the pervasive retardants to low-

income Africa's development per¬

formance, in particular by slowing

progress towards agricultural self-reliance.

Whereas the welfare gains that will flow

from fertility reduction in Sub-Saharan

Africa are particularly clear, no other major

region still has so many governments

which still are avowedly pro-natalist or so

few promoting significant population

restraint efforts. Latterly, moreover, most
of the external actors have tended to

tiptoe around the issue. The question of

how to relax the fertility constraint on

development during the balance of the

century deserves a prominent place on any

new agenda for the region.

Political complexities

The colonial experience left the new

States with an intense jealousy of their

sovereignty, a reluctance to intrude on the

sovereign prerogatives of each other, and

an allergy to external interference. It has
also made for a degree of Pan-African

solidarity which, properly directed, is a

potential plus for development purposes.

Two other legacies of Africa's recent

history may stand in the way of develop¬
ment. The first is political fragmentation.
The combination of traditional Africa's

tribal organisation and the boundary

drawing done in European chancellories in
the late 19th and early 20th centuries en¬

dowed africa with a remarkably large
number of states in all south of the

Sahara. In 1978 only six were estimated

to have populations in excess of 15 mil¬
lion, 26 numbered less than 5 million

each, and 14 had populations of less than
1 million.

Secondly, history undoubtedly con¬
tributed to a high level of internal political
turbulence and violence. It may be difficult

to claim that African political instability

has been exceptional, but it has been con¬

sistently high and widespread. And among
its explanations are both the delayed start
in political self-management and, in terms
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It is difficult for a mini-State to support by itself a full-scale university. Above: the University of
Ibadan in Nigeria one of Africa's most populous nations and one of the larger geographically.

of tribal and other indigenous groups, mis¬

fitting boundaries that were imposed from
outside.

These circumstances have naturally had

a variety of impacts on development.

Fragmentation, for instance, means that

many African States are too small to be

governed efficiently or to provide a full

panoply of public services. There are

certain economies of scale in government.

The mini-State cannot, for instance, by

itself support a proper medical college.
Unless it opens outward, its internal

market is, for reasons of sheer size, less

competitive and dynamic. In addition, any

national government, big or small, needs

only one principal planning secretary; in a
mini-State the associated costs are not

proportionately smaller, and the incum¬

bent is drawn from a smaller pool of ta¬

lent. Political fragmentation creates an a

priori case for a great deal of batching of

industrial, commercial, training, public

health and other activities in contiguous

sub-regions. It creates many landlocked

countries with problems and insecurities

vis-à-vis access outward. It puts a

premium on transnational transport and

communication linkages. In general it in¬

creases the horizontal interdependences

among African States.

At the same time, the level of internal

political turbulence acts in the opposite

direction by impeding interconnections or

making them very difficult and often short¬
lived. The combination of turbulence and

fragmentation has led to a high average

flux from one state to another of refugees

seeking escape from political adversity

generally with dislocating and pre¬

emptive effects on development. Secon¬

dly, the combination injects an exceptional

degree of uncertainty into needed

developmental undertakings which are
premised on continued congenial relations

between two or more contiguous national
regimes.

Finally, fragmentation within Africa has

tended to be mirrored by, and to com¬

pound, fragmentation of the efforts of
donors and other external actors.

Suppose, hypothetically, that all
relationships remain bilateral and that, for

good co-ordination, every actor, internal or

external, should sustain a working
relationship with every other. If there were

only two actors, this would require only
one such relationship, but when the
number of actors reaches 40 that

still substantially understates the com¬
bined number of countries and external

donors concerned with low-income

African development under the bilateral
mode of co-ordination the number of

relationships to be tended already has
become 780. The need for a different co¬

ordination model is beyond dispute.

Infrastructural gaps

Malnutrition, missing or weak primary
health services and protected water

supplies, the resulting infant mortality,

massive illiteracy, especially among
women: these things are not just intrin¬

sically bad. They impede reductions in

fertility, erode productivity, and diminish
the energy available for self-reliant local

development. African governments are

committed nearly all of them in principle

and a number in practice to attacking
these basic dimensions of human develop¬
ment and the poverty syndrome to which

they belong.

In the case of in-country agricultural
research and of the extension services

charged with propagating the results of

such research, in the case of decentralised

bureaucracies meant to nurture local in¬

itiatives and the central bureaucracies

from which decentralisation draws staff, in

primary education, primary health
networks, and commercial, service and in¬

dustrial establishments in both public and
private sectors, and in all manner of

development project authorities one

pervasive shortage is that of appropriately

trained personnel with sufficient continuity

in place to be effective. The shortage, in

terms of skills, is at both medium and high
levels. It makes the cost of skilled services

for example, school teaching ex¬
orbitantly high relative to general income
levels. It diminishes the net effectiveness

of the scarce resource itself by causing ex¬
cessively rapid repostings and by diverting
fresh professionals into executive

positions where their technical skills

waste.

The Near-Term Macro- Problem

A further burden has been added to the

numerous problems and constraints low-

income Africa faces in the medium and

longer term. The countries of the group
have been hit by a radical worsening of
their balances of payments which, in part,
is because the growth of their export
volumes slowed down or went into

reverse during the 1970s. But the bigger
problem recently has been a jolting decline
in their terms of trade due partly but not
entirely to the oil price increases which
were the traumatic factor in 1979 and

1980. Oil imports, which absorbed 10 per
cent of low-income Africa's export ear¬
nings in 1970, are now claiming 22 per
cent. The United Nations Secretariat has

assembled for 21 African countries es¬

timates of the increase in import bills dur¬
ing the two years 1 978-80: for two of the
countries the increases have been more

than 50 per cent, for six more than 40 per
cent, and for 19 more than 25 per cent.

The consequence has been to force

cutbacks in the quantities of total imports,
but even so the combined current account

deficits of the low-income African

countries have risen from 1.8 per cent of

their combined GNPs in 1970 to 3 per
cent in 1977 and 5.4 per cent this year.
These countries have little temporary
cushioning against such shortfalls left: the

few who could do so have already exten¬
ded their commercial borrowing, and
virtually all have run down their reserves.

In any event, there is no reason to think

the present squeeze is temporary. With
the trend of real oil prices likely to remain
upward, the oil-importing African
countries have no option but, by means of

some combination of export expansion
and import substitution, to adjust their ex¬
ternal balances to a permanent worsening
of their terms of trade and to effect the
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redeployment of internal economic activity
needed to bring this about.

A New Push Forward

How can an immediately accelerated

response to the problem of lagging low-
income African development begin to get

translated into action? A programme for a

new development: thrust in Africa would
involve several strands of action.

A monitoring system

In terms of chronological priorities, the
first need is at once to organise an ade¬

quate monitoring system to identify the
emerging scale and comparative urgencies
of needs for near-term assistance. This

system would assist structural ad¬
justments by formulating ad hoc respon¬
ses to individual cases. The logical frames

for response would be standing aid con¬

sortia or consultative groups or equivalent

special agencies in each country (or
groups of small and mini-countries)
encountering balance of payments

emergencies. Particular efforts should be
made to encourage the OPEC donors to

join these exercises.

It would give quick impetus to Pan-

African regional institutions if this near-
term monitoring could immediately be
centred on them. But here one must be

realistic: time is of the essence; much of

the information and expertise required is

concentrated, right now, in the IMF and
the World Bank; and the quickness and

adequacy of donor responses will be a
function of the authority as well as the

fullness of the financial analyses with

which they are presented. The best

formula, therefore, seems to be for the two

Washington institutions to take the

monitoring lead on what have been called
low-income Africa's near-term macro

problems. However, if the strategy of

building up the Pan-African regional in¬

stitutions is correct, then they should be
associated with this immediate exercise in

a far fuller, more explicit way than would

have been the inclination heretofore,

thereby helping prepare them to "take
over" the next time such a set of balance

of payments emergencies befall.

Skilled manpower

This is the second item on the agenda

for a push: the skilled manpower
bottleneck should be the chief medium

and long term target for a regionally-
centred acceleration programme. It is a

subject on which the regional

organisations have already done fairly im¬
pressive homework and about which they

have organised commitments by their own

members. If the outside actors are ready

to join a low-income African push, this is

an area in which they can quickly

demonstrate their willingness to channel

incremental efforts to and through the

Pan-African regional organisations.

Infrastructure

In the third place, the whole panoply
of sectoral and cross-sectoral studies of

infrastructural gaps at both the national

and regional levels needs to be taken up
on an urgent basis. The studies regime

Alternate energy sources must be developed. Below: a solar stove in Kenya.

needs to be African-led but to command

effective external participation. Most of it

should consist of country studies but with

the guidelines for these components and

the promotion of transnational com¬

ponents coming from the regional centres.

The studies regime must be freshly and

comprehensively designed, with the

purpose not of rejecting good components

already in hand but of evaluating them, of

filling in the gaps, and in particular of

testing the internal consistency of different
combinations of activities within alter¬

native resource availabilities. Finally the

whole regime must be time-bound, so that
one will be able to begin drawing from it

initial guidelines for major allocations of
incremental resources within, say, two

years.

During the past year, discussions in and
around DAC have touched on a variety of

substantive matters that are plainly central

to low-income Africa's development

prospects example, the linkages

among water, crops, research, environ¬
ment and energy; or again, the way the
issue of firewood ramifies into forestry,

agriculture, energy, nutrition and the con¬
dition of rural women; or still further, the

symbiosis among employment, road
building, and a constructive use of the
food aid that would seem to be available

to much of the region during the next

decade if only the management and
maintenance (skilled human resources)

constraints can be eased. These are

precisely the kinds of subjects that a fresh,

joint and comprehensive regime of action-
oriented studies should address.

Subregional units

The kind of regionally-centred initiative

herein contemplated would not and

should not operate only at two levels

one at national, the other region-wide.

There are many opportunities for sub-

regional groups of contiguous countries to

batch themselves together constructively

for selected development purposes. The

present discussion has been dilinquent in

the paucity of its references to the CILSS
Club du Sahel effort. On balance, the

latter has been remarkably effective thus

far and the present scenario, far from im¬

plying its abandonment, would imply its

replication. Donors are not unaware of or

disinterested in such possibilities. But they

find it almost impossible, on their own in¬

itiatives, to reproduce the Sahelian case,

and they have observed that most other

special-purpose subregional groups in

Africa have not, because of the political

turbulence, exhibited great staying power.

In essence the point here reduces to a

reminder of one of the aspirations one
would have for an enhancement of the

Pan-African regional organisations: to

identify and promote subregional
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One of the major items on the agenda: raising the level and supply of skilled manpower. Above:
Sudanese apprentices learning about electrical systems so as to be able to maintain and repair

heavy earth-moving equipment.

collaborations (beginning with less
ambitious ones) of a useful and plausible
kind, but also increasingly to develop the
capacity to render such special-purpose
collaboration more reliable, whatever

happened to the politics of the partners.

Development problems

The final question, if one is con¬

templating the actual launching of a
renewed development push on low-

income Africa, is the ultimate one: if many
of the actors, internal and external, wished
to proceed with such a venture, how
would they signal its start to each other in

a mutually convincing fashion? The issue
is complicated by the existence both on
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the side of the Africans and the donors of

a set of allergies and constraints the other

side must recognise. The Africans for their
part, are tired of rhetoric, of international

endorsements of fine purposes and bold
goals that then turn out to generate no
follow-through.

The donor community, on the other
hand, not only is confined as to the scale
of the commitments it can make in the

near term; it usually refuses to write blank

cheques it will not bind itself to support
uses of resources that have not been spelt
out in some kind of convincing detail; and
at this juncture it almost surely would re¬
ject out of hand any proposal for the es¬
tablishment of a new separate fund for

low-income African development, certain¬
ly if this meant the creation of a new

funding institution. The donors would

propose to provide their augmented
support of low-income Africa through ex¬
isting bilateral and multilateral funding
channels. This might entail substantial
enlargement of the soft-loan resources of

the African Development Bank, but

otherwise it implies that the enlarged role
contemplated for the African regional in¬
stitutions would not envisage their
becoming themselves major centres of
disbursement. Instead, their guidance
would become much more central in

determining the disbursement patterns of
established programmes.

The Scenario for The Push

Under these circumstances, what would

be a "push" scenario that not only would
work but that everyone would take serious¬

ly? The question submits only to il¬
lustrative answers; there is a variety of
specific possibilities. One would go like
this: one of the Pan-African regional in¬
stitutions or the group in concert, having
secured the backing of their members and

checked with enough bilateral donors
(both DAC and OPEC) and global mul¬
tilateral to be sure of a positive response,
would call a conference on the accelera¬

tion of low-income African development.
The invitations would be universal, but the

conference call would be comparatively
substantive; it would outline low-income

African needs and explicitly suggest that
invitees attend only if they were prepared
to have their attendance signal a decision,
in principle, to participate in the proposed
effort. It would in any event agree on initial
actions and follow-up analysis in the area
of manpower training. Most importantly, it
would consider in detail, and establish, a

broad regime of studies along the lines
that have been discussed. Detailed un¬

derstandings would be reached about
participation in and assistance to such

studies. A common deadline for interim

reports would be fixed. It would be hoped
that at the conference the donors one by
one would volunteer contingent indicative
estimates of the increased contributions

they would hope to make through existing
institutions by 1985 if the quality of the
claims warranted it. This would reinforce

the initiative's credibility, especially if
these indications added up to the order of
magnitude of two to three billion dollars.

In any case, there would be a decision not

only to proceed with the intervening
efforts but within a couple of years' time,
once the first round of comprehensive
studies was in, to reconvene the con¬

ference and determine the next steps.

If the will is there, something on this or¬
der would serve to get things started.
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