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What

Threatens

Jobs?

Economic comment periodically expresses the fear that innovation may breed
lasting unemployment. The fear has yet to be borne out, even though
blacksmiths and grooms have had to give way to bus drivers and garage

hands. What has mattered, to date, has been the speed with which new skills were
learned and the degree of compassion (not protectionism) that society has accorded

to those too old to learn. Countries which have willingly embraced new technology
and high investment have found that a good recipe for rising living standards and

low unemployment.

The so-called robotic revolution of today and tomorrow is discussed on page 1 6

of this issue. Dire prophecies that it will occasion the mass dumping of labour seem,

to say the least, premature. Demand for software to feed the new electronic

hardware will increase, and new goods and services will come to the fore as a result

of the new technologies. Moreover rising productivity resulting from new

technology leads to rising real income for the economy as a whole. Subject to

distributional policiestax policies par eminencewhich ensure that the growth of

income is spread reasonably (but not unreasonably) throughout the population,

there seems no reason why technological progress should not lead to rising

opportunities for jobs and/or voluntary leisure, and every reason why it should.

But whether, in fact, our economies manage to exploit technological progress for
the advantage of all depends on their flexibility. The analytical material which the
OECD Secretariat submitted to the recent meeting of Labour Ministers and, more
importantly, the declaration by the Ministers themselves (page 4), accentuate a
wide variety of ways in which the creation of jobs can be thwartedeach of them

arguably more menacing to full employment than the implications of applied
scientific advance.

Fundamental to the analysis emerging from the Ministerial discussion is the

danger that OECD economies will be unable to proceed very far along the path of
non-inflationary recovery unless they are able to escape from the syndrome of low

investment in physical and human capital and high risk-aversion. Investment to

create new jobs in productive economic sectors has been hampered by a
combination of slow growth, inflation, low profitability, and the consequences of the
two quantum jumps in OPEC oil prices with their attendant loss of real income in

OECD countries. At least five conditions would seem essential if recovery in the job
market is not to be frustrated. Growth of real wages has to be restrained in relation

to productivity growth to reduce costs and enhance profitability. Public-sector
deficits have to be curbed if profitable private sector investment is being crowded
out in an environment of high real interest rates and tax pressures. Legal minimum
wages must not be set so high as to reduce job opportunities for the inexperienced.

Lack of new skills must not be allowed to hamper the reconstruction of industry.
And heavy reliance on imported energy has to be reduced (page 35).

The Ministerial discussion was based on a broad survey of conditions across the

OECD area (page 8). It is instructive, at the same time, to look at the problem of job
creation from the point of view of individual countries. The structural problems of
Austria, Denmark and France are discussed in pages 30-34 of this issue, these

countries having been selected not because their difficulties are thought to be
especially acute, but because they are among the latest to be scrutinised by OECD's
annual review procedure. Though the comparative advantages and the relative
gravity of individual problems differ between countries, the same fundamental

needs shine through if they are to adapt their economies to changing circumstances;
the need to increase the flexibility of wages as between sectors and avoid the worst

excesses of indexation; the need to temper the growth of public sector expenditure

(particularly for consumption and transfers); and the need to restrain the growth of
real wages and to ensure the buoyancy of profits that is required if the investment

needed to enable full employment is to be secured through the working of a
managed market economy.



Ministers

Discuss the

Unemployment
Problem

The Manpower and Social Affairs Committee of the Organis¬
ation for Economic Co-operation and Development met at

Ministerial Level on 4th and 5th March, 19821 under the

Chairmanship of Mr. Johannes Marten den Uyl, Minister for Social
Affairs and Employment and Deputy Prime-Minister for the
Netherlands. Vice-Chairmen of the meeting were M. Jean Auroux,

Ministre du Travail for France; the Honourable N.A. Brown, Q.C.,

M.P., Minister for Employment and Youth Affairs for Australia; the

Honorable Raymond J. Donovan, Secretary of Labor for the United

States; and Mr. Ingemar Eliasson, Minister of Labour and Energy
Affairs for Sweden.

General Conditions for Increasing Employment

Ministers recognised that the process of recovery from the
economic difficulties of the 1 970s had been slow and is likely to be

protracted in many countries. Unemployment in the OECD area as a
whole is forecast to reach 28 Vi million by the end of 1982,

corresponding to 8 per cent of the total labour force, and to remain
at that level until at least mid- 1 983. It is recognised that the extent

and persistence of unemployment varies from one country to
another.

Ministers expressed their deep concern about the human and

social implications of the extremely grave economic and social

problems induced by such high levels of unemployment. They
expressed their firm determination to combat unemployment in the

short and medium term and to contribute to speeding up the

creation of jobs in various sectors of the economy, as well as a more

even distribution of jobs among the working population. They
underlined that such efforts could only be pursued with success in

the framework of a concomitant and effective combat against

inflation, as well as in the context of active international co¬

operation and open trading relationships, bearing in mind the
conclusions of the OECD Council at Ministerial level.

In seeking solutions to these problems, Ministers recognised that
employment is affected both by factors common to all Member

countries and by features special to individual countries. For all
countries a better employment performance will inevitably be

conditioned by a better economic performance, involving a wide

range of macroeconomic and labour market policies.

Ministers expressed their concern about high interest rates, but

recognised the need to continue to fight against inflation, and to

keep industrial costs in check, so as to contribute to the expansion

of employment. In that context they noted the desirability for the

parties to collective bargaining in many countries to take into
account constraints on the growth of real incomes under present

economic conditions, bearing in mind the need for maintaining an

equitable distribution of income. This, together with appropriate

action to contain non-wage labour costs and social benefits, would

foster productive investments. It will also enable governments,

1. Text of Communiqué.

where appropriate, more readily to take measures to accelerate the

pace of economic recovery.

Having regard to both the challenge and potential of technolog¬

ical progress, Ministers stressed the need for the creation of

sufficient new jobs to absorb the growing labour force and reduce

present levels of unemployment. They regarded the encourage¬
ment of investment as an essential basis for employment

growth.

Ministers emphasized that labour market policies are an impor¬

tant form of investment, notably those which improve the quality of
human capital, productivity and mobility of the labour force. There
was a clear need for such labour market policies to augment the

productive potential of the OECD economies and thereby to

promote non-inflationary growth. Quite as important as the

question of more resources is the reallocation and effective

management of existing resources, given constraints on the growth
of public expenditure. Ministers also emphasized that expenditure

cuts should not undermine those social programmes which they

deemed essential for social solidarity in difficult times.

Ministers agreed that the success of policies to combat

unemployment would depend, to a considerable extent, on active
co-operation by working people and employers. Realism about

trade-offs between wages, social benefits and employment-

creating investment is necessary if a sustained recovery leading to
higher levels of employment is to be achieved. They therefore
welcomed the frank and positive discussions which took place in

the consultations with trade unions (Trade Union Advisory Com¬

mittee) and employers (Business and Industry Advisory Committee)
prior to the meeting, and agreed that it was important in the
present economic and social situation to promote a climate of

co-operation between governments, employers' organisations and
trade unions, both nationally and internationally; to improve the

quality of information exchanged between the parties; and in other

ways to help to create the conditions for an effective social

dialogue within firms and in society at large.

The Role of Labour Market and Social Policies

Bearing in mind the above fundamental conditions and con¬

straints, Ministers agreed that employment, manpower and social
policies had an important role to play, in the short as well as
medium term, in efforts to achieve:

sustained non-inflationary growth as a basis for returning to full

employment

labour market flexibility so as to facilitate positive adjustment to

rapid structural change

a more equitable distribution of employment opportunities

adequate standards of social protection, whilst ensuring the

efficiency and effectiveness of social policies

a climate of co-operation between working people, employers

and governments.

Recognising the différencies between Member countries in the
methods used to solve their problems, they agreed that Member

countries should consider and, where appropriate, develop national

policies in the following areas, whilst at the same time respecting
the need for international co-operation in economic, labour market

and social policies.

Assisting a non-inflationary recovery

Ministers noted the efforts of several Member countries to

introduce a variety of policy measures to fight unemployment,

including comprehensive employment plans. They agreed that the

emphasis should now, wherever possible, be on measures to

underpin a non-inflationary economic recovery by reducing indus¬

trial costs and encouraging investment, and particularly on those to

create new jobs and assist workers to adapt to new skills, new

locations and growing sectors of the economy. The relative merits



"Negotiations among the social

partners must be encouraged at all
levelswithin the economic sector,

nationally and between trade unions,

management and the government-with

due regard for trade union independence

and pluralism. I should be uneasy if the

social dialogue were to focus exclusively
on crisis management and coping with

unemployment to the exclusion of more

positive matters. Nor should negotia¬

tions between the social partners be

confined to wage restraintto ways of

tightening the belt. They should be

conducted in a context of the recovery
to comeand should deal with many other subjects of concern in
the economic and social field. "

Jean AUROUX, Minister of Labour, France

"The new Administration opposes

incomes policies and is against imposing
labour-management co-operation at the
national level. We believe that labour

and management know the problems in

their own industry better than we do

sitting in Washington. The agreement
between Ford and the United Automo¬

bile Workers is the best example we can

give to defend the non-interventionist

attitude of the government.
But lack of intervention is not a

synonym for 'let management take

advantage of labour'. There were con¬

cessions on the part of labour in the Ford

agreement. But there were management concessions too. There
were no failures at that table-only successes. "

Raymond J. DONOVAN, Secretary of Labor, United States

"In the post-war period when Japan

found itself with more unemployment

and more inflation than Europe or the

United States, trade unions demanded

job security. The result was the system

of lifetime employment and salaries

based on seniority. The trade unions got

the right to training within the firm and

accepted the need to improve productiv¬

ity, to change occupation and to move,

even to distant places. These are the

factors that have permitted Japan to

avoid large amounts of unemployment
even in a time of recession. "

Hideo AIZAWA, Vice Minister, Ministry of Labour, Japan

of specific tax-cuts, selective employment subsidies, incremental

investment subsidies and the reform of payroll taxes were

discussed. It was recognised that each country would need to

design measures to meet its own economic and political circum¬
stances, but also to avoid distortions in both national and

international competition. Ministers also agreed that it is now
important and timely to reinforce skill training programmes and to
develop more flexible and responsive education and training
arrangements.

Ministers discussed whether the big and growing expenditure on
unemployment compensation could in some degree be more
productively used to provide jobs and training for the unemployed,
without however undermining its role as a safety net. They
recognised, however, that such measures would have in some
cases a net cost. They agreed that it was worthwhile to discuss the

merits of partly using these funds for training schemes to help the
unemployed to get into new jobs; short-time work combined with

partial unemployment compensation; temporary public jobs with a
strong training element; subsidies for net additions to employment;
and financial support for unemployed people who wish to create
their own enterprise.

Fostering the return to more satisfactory medium-term
employment growth

Ministers considered the far-reaching employment implications
of new patterns of economic growth resulting from structural
change of an economic, technological and social nature. They
agreed that it is highly important to ensure that the employment
potential of new patterns of economic growth is fully exploited as
part of a medium-term policy for returning to full employment. For
that reason public authorities should give some priority to the
employment effects of policies for which they have a major
responsibility such as energy, technology development, transpor¬
tation, urban renewal and community social services. This could be
accomplished either through direct public investment or support to
private investment. More generally, taxation and the composition
of public expenditure have significant employment effects, and
should be taken into account in decisions. In some countries, public
authorities are exploring ways and means of stimulating efficient,
small-scale business enterprises on a local or regional basis.

The redistribution of working time

Large-scale unemployment has raised the question in some
countries whether those employed could not work less in order to

permit the unemployed to work more. This is not only a question of
lower weekly hours, but of a whole range of possible measures
such as early retirement, longer holidays, restrictions on over-time
work, shared jobs and part-time work. Ministers underlined that

"Labour Ministers can bring some¬
thing of a different perspective to eco¬
nomic and social policy, based on our
more prosaic experience with workers

who are unemployed. We are very fond
of talking about the statistics and num¬

bers of unemployment. We haven't yet
articulated the very deep and very sor¬
rowful situation many of the unem¬
ployed are in. I've just come back from a

tour of many of my own country's
depressed areas which have been exper¬
iencing the worst ravages of markets,

and I can tell you that watching mature
men with good skills go on soup lines is

not something I find very rewarding.

In Canada we believe that labour market policies have a very
important role in preparing for non-inflationary growth by adding to
the productive capacity of our economies. If this investment is not

made now, we will face two dire consequences:
skill and experience bottlenecks will restrict the recovery itself,

and excessive wage competition will lead to further inflation

individuals will be offered no hope for participating in the
eventual turn-around and social cohesion will deteriorate. "

Lloyd AXWORTHY,

Minister of Employment and Immigration, Canada



where the redistribution of working time takes place, it should be

achieved without increasing production costs, so as to avoid

harmful inflationary and employment consequences. Such a
non-inflationary approach could be facilitated if workers have a
wider range of choices for trading-off leisure against income. A
more ambitious objective in some countries could be that, on
grounds of solidarity with the unemployed, workers and their
representatives would opt for taking substantial parts of achieved
productivity gains in the form of leisure and improved working
conditions rather than real income. If reductions in working time

were implemented they should permit a more flexible use of both
capital and labour, thereby improving enterprise efficiency and
labour market flexibility.

Ministers saw this as a very complex question and some of them

expressed caution about the feasibility of worksharing in their
countries. Some strongly emphasized that because economic
circumstances, productivity growth and technical production

requirements vary substantially from sector to sector, any redis¬
tribution of working time will need to be developed through

collective bargaining and on an industry and enterprise basis.
However, a number of Ministers pointed to the need for national

policy guidelines so as to avoid inequities between sectors and
others to the need for studying the possibilities of internationally

coordinating such measures.

Promoting a dynamic, flexible and efficient labour market

Ministers recognised that slow growth had weakened the
propensity of workers to change jobs, regions and occupations and
of firms to invest. Despite this, they stressed that it was vital for

structural adjustments to changing economic, technological and
trade conditions to be actively pursued and they discussed possible

impediments to labour market adjustment of some labour market

policies. A number of possible measures to support adjustment
were considered: more active involvement of workers and

employers in the process of change, including profit-sharing in
some countries; more extensive and flexible vocational education

and training, involving systematic co-operation between education
and labour market authorities and the social partners; measures to

reinforce labour mobility within and between firms, in balance with
policies to foster capital flows into labour-surplus areas, e.g. by
establishing enterprise zones, and by improving housing condi¬
tions. Ministers recognised the key role of public employment

services in providing up-to-date labour market information, coun¬

selling and placement services. They also stressed the importance
of the employment services in assisting employers to improve

personnel practices and in adapting employment and manpower

policies and programmes to local conditions in the labour mar¬
ket.

Ministers discussed the rapid growth of temporary and precar¬

ious jobs which resulted, in part, from high unemployment and
growing non-wage labour costs. Some Ministers expressed the
view that labour markets sharply segmented between a rigid,

highly protected sector and a flexible and insecure sector are

socially undesirable and a source of growing inequality. This
underlines the need not only to achieve more flexibility in the labour

market, but also to combat the undesirable aspects of certain

employment practices.

Sharing the burden of economic slack

Ministers stressed the particular seriousness of youth unemploy¬

ment and underlined the importance of assisting the proper and

equal integration of young men and women into society and the

labour market. They recognised the important role to be played by

education and training. Ministers discussed the relative merits of

private vs. public training and the appropriate level of remuneration

for trainees. They noted the commitment of some countries to a

"youth guarantee" whereby unemployed young people are guaran-

"It has been suggested that what we

should be doing is to set up new

activities of which one example given is

urban renewal. Urban renewal is highly

desirable, but it would be false to

suggest that that sort of activity-

creating artificial employment-is going

to solve the whole problem. It simply

cannot. We are dealing with far too large

numbers. Let us not forget that

someone has to pay for such activities.

And it will usually be the workers,

through their income tax. And that is a

very unfair burden to impose on them.

There is a better way of solving these

problems. Instead of increasing the burden of taxation we could be

looking at reducing it in order to stimulate demand and to make it

more profitable and worthwhile for people to go into business. "

N.A. BROWN,

Minister for Employment and Youth Affairs, Australia

"We should try to identify areas

where new jobs could be created

without increasing the public sector

dramatically, without increasing taxa¬

tion. By co-operating with the private

sector I think we could identify such

areas. I can see nothing artificial about

doing something in such fields as

energy, urban renewal or collective

transportation. I can see nothing artifi¬

cial in focussing on creating new jobs in

leisurein utilizing the free time people

have gained through reduction of

working hours. It seems to me a paradox

that we have decrepit urban centres and

a decrepit public infrastructure and lots and lots of young people

and skilled workers out of a job. Why can we not construct our

societies in such a way as to match free labour and the true social
needs of societies. I think it can be done. "

Svend AUKEN, Minister for Labour, Denmark

teed an offer of training and work experience as soon as possible
after leaving school and becoming unemployed. They also agreed
on the need to ensure adequate provision for young adults who are

experiencing special difficulties in securing stable employment.
Some Ministers stressed the need to encourage more realism in the

setting of wage rates for young people. Others underlined the
importance of a system combining work and training so as to
facilitate the transition of young people into the labour market
before they become eligible for adult wages.

Ministers also reaffirmed the commitment of their governments

to the OECD Declaration of April 1980 on the employment of
women which emphasized that governments should "adopt
employment policies which offer men and women equal employ¬
ment opportunity, independently of the rate of economic growth
and conditions in the labour market". Such policies are particularly

necessary in a period of slow growth in those countries where
women are disproportionately represented among the unem¬

ployed.

Ministers felt that due attention should be given to help,

according to national circumstances, those groups which are
particularly vulnerable to long-term unemployment, notably ethnic
minorities, the disabled, older workers including women re¬

entering the work force. However, Ministers stressed that in order
to avoid merely transferring employment problems from one group



to another, policies increasing overall employment have to be

pursued.

Ministers agreed that migration between OECD countries,

particularly within Europe, had helped and, in a balanced and

equitable form, could continue to assist the promotion of dynamic

and flexible labour markets. It was noted that foreign workers and
their families should not be allowed to become a reserve of insecure

labour simply to compensate for increasing labour market rigidities.

They emphasized the importance of economic and social integra¬

tion measures particularly for women and second-generation

youth, and their coordination with other manpower and social

policies. Taking into account the difficulties of less industrialised

Member countries, Ministers emphasized that one of the conditions

supporting the voluntary return of migrants is economic develop¬

ment and employment creation in the countries of origin, as well as

maintaining the cultural and linguistic identity of their children.

Ministers agreed that continued co-operation between the Member

countries concerned would help to assure a better concertation of

policies on migratory movements.

Improving the interaction between social policy, the economy
and labour markets

Sluggish economic growth has placed an increasing burden on
the provision of social services and benefits, in particular unem¬
ployment benefits, and at the same time constrained the resources

to finance expenditure on social welfare. These developments have

led to the political debate about whether the continued growth of

social benefits can be afforded, whether social policies are efficient

in achieving their goals, and whether desirable market incentives to

save, invest and work are being helped or hindered by the side

effects of social policies. Ministers agreed that there was a
common will to recognise the human costs of economic and social

change, and to ease the financial and personal burdens on

individuals. Social and labour market programmes were even more
necessary under conditions of low growth and rapid structural

change. It was also recognised by some countries that there was a

need for redrawing of priorities, for efficient management and for

adequate levels of social benefit. This was not only a matter of
national solidarity, but also of decentralisation in some countries

where feasible, so as to harness the energy and imagination of local
communities.

Recognising the need to achieve a balance between equity and
efficiency, Ministers discussed the unintended labour market

effects of a variety of social measures, reaching the conclusion that
there is no definite evidence as to the nature and size of distortions.

"Though there are widely differing
views about how to improve overall

economic conditions, there is a large
measure of agreement that the develop¬

ment of the necessary skills must be

tackled more intensively now and in
future. The considerable structural

changes to which our economies are

exposed must, with the help of basic

vocational training and retraining, be

mastered at the labour-market-policy
level as well as at the macro-economic

level. In the medium term, investment in

vocational training brings growth in

national economies. Improved skills and

the successful integration of the unemployed more than compen¬
sate for the cost of the training measures. "

Anke FUCHS, Parliamentary Secretary of State,
Federal Ministry of Labour and Social Affairs, Germany

"I was a Minister of Economic Affairs

in the Sixties and a Prime Minister in the

Seventies. Now in the Eighties I am

Minister of Social Affairs and Employ¬
ment, and I have to confess that this last

is the most burdensome. Not because of

the character of the office but because

none of us can isolate ourselves from the

fact that no social phenomenon in our
societies has hit as hard as the wides¬

pread unemployment we have to face

today. It is destroying personal perspec¬

tives. It is burdening family life. It is

taking away perspectives for younger

people. Our first responsibility is to
combat unemployment and to work for a society in which
everybody who can workyoung or old, woman or man-has the
opportunity to do so. "

J.M. den UYL, Minister for Social Affairs and Employment, the

Netherlands, Chairman of the Ministerial Meeting

However, reforms are desirable and being made in some of these

measures, in accordance with national conditions and needs, so as

to sharpen their effectiveness. Some countries relying heavily on

payroll taxes for financing social security, are considering modifi¬

cations to alleviate the cost to enterprises. Some Ministers noted

that job security and minimum wage provisions, while designed to

protect the majority of workers, can act to exclude weak groups,

like youth and women, from employment, especially when there

are insufficient employment opportunities. They also felt that while

the level and duration of benefits for the unemployed should be

adequate, they should encourage, not inhibit, the search for and

acceptance of available and suitable jobs.

Strengthening consultation and dialogue between workers,
employers and governments

While the methods and content of consultation and dialogue

would differ between countries, Ministers agreed that it could help

to create the conditions for a resumption of non-inflationary

employment growth nationally and in the OECD area as a whole. It

was agreed that consultation and dialogue could include a wide

range of topics including many of those discussed above.

Further Work of the Manpower and
Social Affairs Committee

During the meeting it was suggested that the future work of the

Manpower and Social Affairs Committee should reflect not only the

areas of work and priorities which emerged at the meeting, but

also, within the framework of the Programme of Work and Budget

of the Organisation, the following issues

measures to promote the access of women to the labour
force

the effectiveness and efficiency of selective labour market
interventions

a possible action programme on local initiatives for employment

generation

a review of current and medium term employment problems and

policies in the OECD Member countries

Member countries' experiences and further policy options for

dealing with youth labour market problems

a study of the methods of shortening working time and its

economic and social implications.

Under the present conditions, the Committee considers that it

would be desirable to hold another meeting within two years.



28 Vi Million Unemployed

!

With 281/2 million unemployed pro¬

jected for 1982-eight per cent of
the labour force and three times

more than in 1970-and inflation still a

constraint on demand management,

dealing with unemployment presents a

difficult challenge to governments.

In "a remarkable departure from earlier
Keynsian approaches"1, a host of new
theories are being advanced as to why

unemployment is so high and, equally

important, why it coincides with so high a

level of inflation or, put another way, why

the amended Phillips curve has moved up
and out (Chart A).

Explanations of the coincidence of high

unemployment and inflation range from the

existence of structural factors (e.g. labour-
saving technological change, insufficient

capital formation) to changes in behaviour

for example the appearance on the scene of

collective bargaining devoid of money illu¬
sion and based on real, after-tax wages.2
At the outside extreme is the theory of

"rational expectations" which holds that

unemployment may be voluntary: workers

trade off present for future leisure in the

expectation of higher real wages or refuse

to work until wages substantially exceed

their unemployment compensation. (The
latter theory is firmly rejected in documen¬

tation prepared for the Ministers.)

Ministers of Labour are particularly
conscious of another dimension to the

problemthe continuing increase in labour

supply.

More Workers...

Most simply-but descriptivelythe ex¬
planation of unemployment is reduced eco-

A. INFLATION AND UNEMPLOYMENT IN

THE MAJOR SEVEN OECD MEMBER COUNTRIES
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nomic growth and hence reduced employ¬
ment, combined with a steep rise in the

labour force (see Chart B). Or put another

way, a growing gap between the number of

people who want jobs and the number of

jobs available.

There has been a steady increase in the

size of the total labour force during the

1 970s. This rise has amounted to 1 3.3 per

cent over the last decade, up from 308 mil¬
lion in 1970 to 349 million in 1980. The

labour force increased much more rapidly in

North America than in Europe; in Germany

and Switzerland it actually fell.

The most important factor has been the

number of people reaching working age.
OECD's labour force has been marked in

recent years by a strong increase in the

number of young people (aged 15 to 24),
reflecting the baby boom of the 1 950s and

early 1960s. (The flow of migrant workers
into OECD countries which resulted in a

1. From an analytical report prepared by
OECD's Secretariat for the meeting of Ministers
of Labour to be published under the title The

Challenge of Unemployment.

2. Many of these questions are being
explored by OECD's Economic Policy Commit¬
tee. See page 37 for article on the structural
changes caused by energy price rises.

More workers and more work. But only the service or

nant and agriculture declining.



stock of just over five million in 1979

reached its peak in 1974.) Many of the
young people were girls, and the increase in

the number of working women, particularly
married women, has been the second most

important factor responsible for swelling
the labour force. The fact that more women

worked reflected an increase in labour

participation rates (the proportion of

working age people who actually want a
job). In a few countriesDenmark, Italy,
Norway and Swedenthis rise in labour

force participation was more important

than the increase in the size of the working-
age population, but in other countries

participation rates fell, and for the OECD as

a whole the higher participation rate con¬

tributed only about 1.3 percentage points

to the increase in labour force as against
8. 1 percentage points for the rise in work¬

ing-age population (figures for 1973 and
1980).

If labour supply is measured, as it should

be, in person-hours rather than number of

persons, the increase in labour supply is
less marked than shown on the chart. A

steady downward trend has been evident

in the average number of hours worked per
person since 1960-about 0.7 per cent a

year on average. (In the 1976-78 period,
some countries-Finland, Italy, Japan, and
in 1978-80 Sweden-reversed the down¬

ward trend, a surprising phenomenon at a

time of strong labour force growth and high
unemployment, but this did not change the
overall fact of decline.) Working hours can
be seen as a strategic variable in balancing
both long-term and short-term labour

supply and demand trends, and reduction

of working hours during periods of high
unemployment has become a major issue in
collective bargaining.

tertiary sector has expanded. Manufacturing is stag-

THE EMPLOYMENT GAP, 1960-1982

million

360

1960 61 62 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 82

per cent

Participation Unemployment
rate rate

1960-70 68.4 2.6

1970-79 68.2 4.3

1970-73 68.0 3.3

1973-75 68.0 4.4

1975-79 68.5 5.3

1979-80 68.9 5.3

1980* 69.1 6.2

1981* 69.1 VA

1982** n.a. 8

* provisional

** projection
Source : Labour Force Statistics, 1959-70,
1968-79; OECD Economic Outlook, No. 30,
December 1981.

Part-time work is also on the rise, and

this too brings down the effective rise in

labour supply, with part-time jobs
increasing between twice and four times as

rapidly as total employment (except in the

US where the boom in part-time work
occurred earlier). Statistics on part-time

employment are sketchy, and its impor¬

tance varies greatly, from less than ten per
cent of total employment in Finland, Ireland

and Italy, to over 40 per cent in Denmark,

Norway, Sweden and the United King¬
dom.

... and More Work ...

Meanwhile employment growth has
been sluggish, though more bouyant in the
United States than in Europe. (Some argue

that this is because real wages adjusted

more quickly in the US.) In agriculture,
employment has continued its long-term
decline while in manufacturing the number
of jobs was only slightly larger in 1980
than in 1970. Only the tertiary or service
sector has steadily expanded-from
143.2 million in 1970 to 173.7 million in

1979, 90 per cent of this in community,
social and personal services, trade, restau¬
rants and hotels.

... but Not Enough

Between the labour force and the growth
of employment lies unemployment. As low
growth continues, it has become increas¬

ingly important for policy makers to know
who the unemployed are because some
groups are much harder hit than others

(Chart C).

Although more and more people in all

age groups and of both sexes are finding
themselves without jobs for a period,

unemployment has hit most seriously
those whose supply has expanded most
rapidly-young people and women.

Unemployment rates are high for young
peoplethe OECD average is forecast at
151/2 per cent for 1982-but decline with

age before rising again during the final

years of working life. This U-shaped pat¬
tern is less true for females, whose unem¬

ployment rate seems to fall with age, but in
many countries, female unemployment
rates are higher than male rates within

similar age groups. Youth unemployment
rates are typically double or triple those of



HOW BADLY ARE VARIOUS GROUPS HIT BY UNEMPLOYMENT

1973 FRANCE (1) 1980

Youth both sexes |
Adults - both sexes

Older workers both sexes

Males

Females

Total

T
r r

j

1973 GERMANY 1980

I II I

I I
I I

I I I
I I

1977 SWEDEN 1980

I I 1 1
I I 1

I I 1

1 J 1
1 1 , 11 I 1

1973 UNITED KINGDOM (2) 1980

I ' [ I I
I I I

I 1 !

I I 1 1
I I 1 1

I I 1 1

1973 NORWAY (3)

aï
I

1973 UNITED STATES 1980

I I 1 1
I 1 I I

1 1 i i

1 ;

1 if 1 1

1 1 1

10 9876543210

(1) Youth: 15-24, adults: 25-49 and older workers: 50 and over

(21 January figures, including school-leavers
(3) Youth: under 30, adults 30-59 and older workers: 60 and over
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adults, but in Italy and Norway they are

six times higher.

More people tend to remain on the

unemployment register for longer periods
of time, and more of the labour force is

becoming increasingly vulnerable because
of long-lasting or recurrent unemployment
or-worselack of opportunity to acquire

work experience after having left school.

The most disturbing thing about long-

term unemployment is that the longer

people remain unemployed, the more diffi¬
culty they experience in finding a job again.
A study of flows through the unemploy¬
ment register in the U.K. during the period
1963-80 found:

that people unemployed for more than
six months (all age groups, both sexes) are
less likely to go off the register than those

who are unemployed for shorter periods
that rates of exit from the register almost

invariably decrease with age. The problem
of the long-term unemployed has been
explained by their diminishing skills, confi¬
dence and motivation for work. Employers'

attitudes towards these people may also

be more negative. Long-term unemploy¬
ment thus can be considered a proxy for

Unemployment has most seriously hit those whose supply has expanded most rapidly - young
people and women. Youth unemployment in the OECD area is expected to reach 15 'A per cent in
1982.
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structural unemployment; research in

France has supported this hypothesis by
showing that an improvement in economic

conditions is likely to have only a minor

impact on the long-term unemployed since

new jobs go first and foremost to those

who have been unemployed for shorter

periods.

Analysis of unemployment in terms of its

impact on the family unit throws up a

complex picture. Against the background
of a decline in marriages, a reduction in the

size of families, increased divorce rates and

a rise in the number of single-parent fam¬

ilies (most of which are headed by women),
it is perhaps not surprising that the most

striking feature is the high rate of unem¬

ployment among single heads of families.

There also appears to be a concentration of

unemployment within families, to judge by

the high unemployment rate of unem¬

ployed men's wives. This is the result of the
fact that both husbands and wives are

subject to the difficulties of the same local

labour market and possibly of the tendency

for persons of relatively low employability

(in terms of education and training) to be in
the same family. Wives whose husbands

become unemployed may also be forced to
seek work as new entrants in a soft

market.

More Flexible, More Rigid

There is considerable disagreement as to
whether the way today's labour markets
function contributes to unemployment.
Some argue that the presence of a large
pool of unemployed makes for greater
flexibility and offers greater potential for
structural adjustment, and that, as and

when jobs are offered, the unemployed will
move quickly to take them up.

Others insist that labour markets are

becoming increasingly rigid as a result of
social regulations and welfare programmes
which both discourage employers from
hiring labour and inhibit mobility in the
labour market. Adjustment to structural
change is thus hindered, economies

become more prone to inflation, and the

"natural" rate of unemployment (the rate
consistent with non-accelerating inflation,
also called the full-employment/unem¬
ployment rate) shifts upward. But this
presently popular theory does not appear
to be supported in the aggregate by the
available evidence. In fact an empirical
study of the factors that govern the labour

market points not towards greater rigidity
but towards a two-fold trend-more rigidity
but also more flexibility.

Changing composition of the work
force

Both young people and women enter and
leave the labour force more often than

other groups in the population. Thus a

"threshold" or "marginal" labour force is

formedmarried women and young people
who move between home or school on the

one hand and working life on the other. This
group acts as a buffer to fluctuations in

demand, thus contributing to short-term
fluidity and flexibility.

Skill shortages

The coexistence of skill shortages and
unemployment suggests that labour mar¬

kets are not functioning properly, but the
evidence is inconclusive. In countries like

Japan, the work force can be redeployed at
short notice so shortages will not be
reported. But countries which recruit from

outside are more likely to advertise their

vacancies during recession than during
buoyant periods because they are confi¬
dent of finding the skills they need on the
market.

Worker mobility

Spontaneous mobility has probably
declined during the long period of labour

Unemployment is Costly for the Public Purse

High direct and indirect costs are associated with present
levels of unemployment. As well as the loss of output and
welfare and the budgetary cost of unemployment compensa¬
tion, there are less tangible costs, such as recession-related
lower rates of technological progress and the social and
psychological injury caused to large numbers of unemployed
people and their communities.

One measure of the loss implied by high unemployment is the
gap between actual and potential gross domestic product (GDP)
at the "full employment/unemployment rate". A static estimate
of this for the year 1981 indicates that the cost amounted to

$US 340 billion for the OECD area as a whole, equivalent to the
combined GDP of Canada and Denmark or almost half the GDP

of France. This estimate does not include losses in potential
growth entailed by low investment in physical assets and human
capital, lower rates of technical progress, or constraints on
growth associated with the pressure of financing high levels of
unemployment.

The direct impact on government accounts associated with

unemployment is easier to quantify. On the one hand, there are
the cash transfers made by governmentprimarily unemploy¬
ment compensation (see table) but including also subsidies for
special employment schemes, short-time working arrange¬
ments, early retirement programmes, and the like. On the other

hand, government revenues are diminished by lower tax
payments and social security contributions. Cash payments for
unemployment compensation represent less than half the total

costs in some countries, such as France and Italy where
employers' social security contributions are particularly high.

TOTAL EXPENDITURE

ON UNEMPLOYMENT COMPENSATION
AS A PERCENTAGE OF GDP

Australia

Austria

Belgium
Canada

Denmark

Finland

France

Germany
Greece

Ireland

Italy
Japan
The Netherlands

New Zealand

Norway
Spain
Sweden

Switzerland

United Kingdom
United States

. . Not available.

Source : National sources.
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market slack, but here again the evidence is

impressionistic. Policy measures to en¬
hance mobility in the Sixties had limited
results, and mobility has probably declined

since then with the growth of multi-earner
households, increased home ownership

and political resistance to depopulation of
rural areas. Greater insecurity may also

contribute to the tendency to stay put.

Minimum wage

Strong warnings have been voiced about
the possible distorting effect of minimum

wage legislation on factor allocation, and it
probably has led to some reduction of
employment but so little as to be treated
with reservations, especially for young

people: it is not clear what part of the job
loss is attributable to minimum wages and

what part to changes in the age at which
young people leave school, or to changes
over time in the real wage.

Unemployment compensation

Higher unemployment benefits margi¬
nally reduce work incentives but also cut
the costs of job search and can thus
facilitate a more efficient matching of

workers and jobs.

Enterprise manpower practices

Internal labour markets within com¬

panies are characterised by employees'
willingness to accept technological change
and by employers' readiness to provide
more on-the-job training and to redeploy
manpower within the enterprise.

Job-protection provisions

Legislation and collective agreements on
job protection have led to more flexible
working hours and new types of manpower
utilisation for unprotected workers, such as

part-time work, sub-contracting and man¬

power leasing.
The net result of all these trends may

well be that no major deterioration has
occurred in the functioning or flexibility of
the labour market. But the overall situation

masks some significant economic and
social developments. If many workers are
secure in their jobs, the working lives of
others are far more unstable. The labour

market has become increasingly seg¬

mented between the economically strong

and protected who have "good" jobs and
the economically weak and disadvantaged
who move between "bad" jobs. Those who

are forced into involuntary mobility carry a

disproportionate share of the costs of
structural change. Yet a third group is even
more handicapped: older workers with
obsolete skills who cannot, under present

demand conditions, enhance their em¬

ployability by a willingness to be mobile
and flexible or retrain. They face the grim

prospect of long-term unemployment,

unless they opt for the alternative of
withdrawing from the labour market al¬

together.

No Employment Boom in
Prospect

Labour-force growth is expected to con¬
tinue at an annual rate of 1 per cent.

Productivity growth is likely to recover
from its present annual rate of under 1 per
cent to 2 per cent or more by 1983.
However, the OECD area will need an

annual growth rate of 3 per cent a year
simply to maintain unemployment at its
present level. A growth rate of 4 per cent a
year, it is estimated, would have the effect
of bringing unemployment down to 14 mil¬
lion after a little more than four years-the

level at which it stood in the period

immediately following the first oil-price

jump. Since the OECD area recorded an

annual growth rate of 31/2 per cent over the
period 1975-80, the task need not be
considered an insurmountable one.

While the OECD labour force will con¬

tinue to grow, the entry of young people is

declining in most countries, now that most

of the baby-boom offspring have reached

working age (see Chart D). Only in Ireland,
Japan and Australia will the numbers of

young people entering the labour force

continue to grow in the 1980s. For Aus¬

tralia, the peak will be reached around

1 987, while for Japan it will not peak until

1989. At the other end of the spectrum,

however, fewer people will be retiring each

year over the next decade, so that overall

there will be a continued growth of the

labour force in virtually all countries. The

D. THE BABY-BOOM EFFECT

Trends in the number of 16 year olds as per cent of working age population

The curves below show the "products" of the baby boom 1 6 years later at school-leaving age when they have
the option of joining the labour force. The peak entry into this age group was reached in the mid Seventies for
the United States and Canada whereas European countries are only reaching it now. The peak is still to come in

Australia, Ireland and Japan. The curves below show only the pattern not the level of the effect.
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rate of growth will be slower than in the

1970s, however, and will continue to

decelerate during the decade.

Technological change in the coming
years, especially the increasing application

of micro-electronics, will contribute to sig¬
nificant rises in productivity, but this is not

expected to have a strongly negative
impact on employment opportunities.
Computerisation, automation and robotics

will transform production processes, but at

the same time will constitute major growth
markets in which new ranges of both goods

and services will evolve. Technology multi¬
plier effects arising from the investment

required to install the new technology and
manufacture the new products will com¬

pensate overall for any loss of potential
employment due to the substitution of

capital for labour. Whatever the macro-

economic spin-off, however, there will be

structural problems at the micro-economic

level, insofar as the level of employment in
different sectors of industry is modified and

the types of qualifications and training
needed are altered. Low-skill jobs will be

most at risk, but some highly skilled

functions, such as computer programming,
may also be assumed by machines in the
future. (See page 16).

Energy is another sector in which invest¬

ment in recent years has generated addi¬

tional employment, but its future employ¬
ment effects are likely to be less marked.
Domestic energy production in the coun¬

tries belonging to the International Energy
Agency is forecast to grow at 2 per cent a

year during the 1980s. Coal production, in

fact, is expected to increase fully 50 per
cent between 1979 and 1990, but the

growing capital intensiveness of coal

mining and of other processes in the energy
sector implies a very limited increase in
their demand for labour.

Policies for Easing the Impact

The limited scope for increasing employ¬
ment at a time when inflationary pressures,

though decreasing, are still strong means
that governments must target policies to
those most in need, as well as devise

strategies for improving the allocation of

resources and raising the efficiency of the
labour market. Appropriate labour market

policies will generate wider macro-eco¬

nomic benefits, by maximising the capacity
for future growth.

Governments introduced a whole array
of incentives and subsidies, training
schemes and early retirement pro¬
grammes, in the 1970s (see box page 14).
These were designed to keep the level of
employment as high as possible, to redis¬
tribute jobs from the old to the young and
give school leavers the opportunity to train
for work when they were unable to find

\

Can existing training schemes be tailored to provide the new skills required by growth
industries?

employment. These measures still have

value. Without them, unemployment fig¬
ures would be much higher in countries like

Sweden and the United Kingdom. But their
limitations have led policy-makers to look
for additional approaches.

Reducing real wages-and raising the
share of profitsrequires institutional and

behavioural changes of which there have

been clear signs in a small number of

countries. Labour-market policies to con¬

tain real wage costs or to increase produc¬
tivity will improve the conditions for future

employment growth and thus reduce

unemployment.

The possible methods of job stimulation
include:

Income tax cuts: Cutting income tax as
a means of increasing aggregate demand

and consequently output has a strongly
negative impact on public sector deficits

initially, because of the loss of revenue. But

if demand and employment do respond,

this will be partially offset over time by

increased tax revenue arising from higher
sales of goods and services, increased

income tax and social security contribu¬
tions and a reduction in unemployment-
related government expenditure. The rise in

after-tax incomes may also prove an incen¬
tive to effort and have the effect of

moderating wage claims.

Payroll-tax cuts: The impact of a cut in
employers' social security contributions
depends on the direction in which the

benefits are shifted. Unless wages rise to
offset the gain, two positive effects could
flow from the cut in costs. Employers could
pass on part of the reduction in lower

prices, which in turn would increase effec¬

tive demand. Secondly, there would be a
favourable change in the price of labour
relative to other factors of production.
Although this would favour labour-inten¬

sive industries and make labour more

attractive to employ, the immediate

employment effect might be limited.

Marginal employment subsidies: This

13



How lovernments Responded to Unemployment

Governments tried numerous different ways of limiting the
rise in unemployment during the 1970s, ranging from direct
measures to keep people in jobs and create new jobs to
measures designed to facilitate the employment prospects of
the most disadvantaged and to create better labour market

balance, both quantitatively and qualitatively.

Job preservation measures: Some countries, such as Ger¬

many and France, have encouraged employers to introduce

short-time working rather than lay off surplus labour, compen¬

sating workers for their loss of earnings. Other countries,
notably Sweden and the UK, however, opted for subsidies paid

to employers to keep workers on the payroll whom they would
otherwise have made redundant. At a more general level, many

countries took steps to keep specific industries afloat, such as

shipbuilding, steel-making and motor vehicle manufacturing, as

a means of preserving productive capacity and hence employ¬

ment. Some Scandinavian countries financed stockpiling

schemes and used government procurement to maintain an

artificially high level of economic activity.

Job creation measures: Traditional counter-cyclical public

sector employment programmes were stepped up, notably in
the US. Other countries provided financial support at local level

to decentralise job creation in the public sector, in particular

Canada, Denmark, Finland, the Netherlands, Norway and New

Zealand. The persistence of the unemployment problem and the

intrinsically temporary character of public sector job creation

prompted some governments to put greater emphasis on direct

measures to stimulate employment in the private sector. France

has been especially resourceful in this area, introducing an

employment subsidy scheme as early as 1975 and following it
up with a series of "national employment pacts".

Measures for special groups: Almost all member countries
have paid the most attention to youth unemployment. France,
Denmark, the UK and Belgium have opted for subsidising

employers who take on young workers they would not

otherwise have recruited. Other countries, such as Germany,

Austria and Switzerland, have preferred to concentrate on the

supply side by expanding vocational training. Special measures
to help the long-term unemployed have been introduced in
Denmark and the US.

Adjusting labour supply to slower growth: Measures
designed to reduce the number of workers in the labour force or
reduce the number of working hours were evolved in response to
continued slack in the labour market and the prospect of high

unemployment in the medium term. The concept of "sharing
out" the total amount of work available also emerged. Measures

in this area have concentrated on reducing the working week,
however. France, with cuts ofan hour in 1978, 1979 and 1982,

has brought the statutory working week down to 39 hours. Its
target is to arrive at a 35 hour working week in the medium
term. Early retirement has been the most widely used device to
reduce labour supply.

Better matching of supply and demand: Slow growth, low
investment and protective industrial policies have prompted a
need for corrective policies and positive adjustments in the

labour market. Government employment agencies have been

strengthened in many countries, while others have concentrated
on special training schemes to train people in skill areas where

there is a labour shortage (Australia, Canada and the UK, for
instance). Added incentives to improve mobility have also been

tried, in an attempt to move people from high unemployment

areas to areas of labour shortage. Both France and New Zealand
have introduced schemes aimed at inducing young people to

seek work away from their home town.

Unemployment compensation: The trend towards ex¬
tending eligibility for unemployment benefit and raising the level
of compensation that had been evident in the 1960s was
reversed in the late 1970s because of the enormous cost that

resulted from the continuation of the recession and the build-up

of long-term and structural employment. Eligibility criteria were
tightened, benefits became taxable in those countries where
previously it was not, and more effort was made to eliminate
abuses.

approach was widely adopted after the

1974-75 recession and has two objec¬

tives: a counter-cyclical effect through

increasing or protecting aggregate employ¬

ment during a period of depressed eco¬

nomic activity and a structural effect

through promoting more equal access to

employment opportunities and improving

the functioning of the labour market. Most
countries devised subsidy schemes which

combined both elements, but on the whole

they proved more useful as temporary,

anti-cyclical devices during a recovery

period than as a stimulation to structural
adjustment. Targeted recruitment sub¬
sidies could be more effective in facilitating

structural change, though these would
have to be maintained on a longer term
basis.

Public sector job creation: This is similar

to employment subsidies for the private

sector insofar as a public-sector job crea¬

tion programme is equivalent to a 100 per

cent employment subsidy. Many countries
Can unemployment insurance funds be used more constructively
example?

to finance small business for
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have introduced schemes for increasing
public sector employment and on the

whole they have been useful. Conclusions

to be drawn about them are: young males
benefited most from them, but they gener¬
ally lacked a serious training element;

although they did not prove very valuable

as a bridge to permanent employment,
they did provide needed community ser¬
vices. The cost of such programmes is
probably not excessive when compared to
that of unemployment compensation.

A comparison of these four policy
options suggests that public-sector job

creation has the most immediate impact,
followed by marginal employment subsi¬
dies. Income tax and payroll tax cuts both

act with a greater lag and are less cost

effective as employment-generating de¬
vices.

Redistributing working time: Another

means of easing the impact of unemploy¬
ment is to redistribute the available work

among more people. This can be done

either by taking people out of the labour

force-through longer schooling, retraining,
earlier retirement and so on-or by
reducing the average number of hours

worked-through longer holidays, more
parental leave, sabbaticals, restrictions on

overtime work and multiple job-holding,
more part-time or short-time work and a

shorter standard working week.

The crucial question is whether public
policy can influence personal choice in
favour of increased leisure rather than

increased real incomes. If work is to be

redistributed from the employed to the
unemployed without adding to inflation, it

must be accompanied by a corresponding
redistribution of incomes. Workers might
be willing, out of solidarity with the unem¬
ployed, to forego some real income in

exchange for more leisure. In particular,
some people do seem to be willing to take
additional leisure if they are offered more
flexible work schedules, but safeguards are
needed to prevent the development of a

secondary labour market, such as the

emergence of a pool of cheap, part-time,

short-term labour. Above all, average
working time reductions should be concen¬
trated on sectors where there is an excess

supply of labour and avoided in areas

where skill shortages are apparent.

To maximise both the economic and

social cost-effectiveness of these man¬

power policies, they should be specifically
targeted on the most disadvantaged

Is early retirement an appropriate way of sharing out the available work?

'.'MF.JL

Efficiency Versus Equity

Governments have the responsibility of ensuring that their
policies are both equitable and efficient, but their ability to
reconcile these two objectives is limited. The considerations

which tend to dominate include the need to encourage structural
change in the future to take account of changing energy prices,
evolving trade patterns and the appearance of new technolog¬
ies, the pressure on public resources as a result of slow growth
and persistent deficits which reduces governments' scope for
action, and the need to maintain a highly productive and
adaptable labour force as a contributing factor to non-
inflationary growth.

The effect of welfare benefits on the labour market is the

subject of keen debate and sharp differences of opinion,

especially as the financing of social expenditure is becoming an

increasing burden. The slowdown in economic growth, a

reduction in the revenue base, the ageing of the population, an
unfavourable shift in the ratio of contributors to beneficiaries in

funded insurance systems, public resistance to higher levels of
taxation, the price indexation of transfer payments-all these
factors have contributed to what has been called "the crisis of

the welfare state".

Unemployment compensation is criticised by some people for
aking the unemployed work-shy, but in many respects existing

systems of benefit are inadequate. Where entitlements are

linked to past contributions, many categories of unemployed

peopleschool-leavers, married women re-entering the labour
force, people with a record of illness or past spells of
unemploymentdo not have adequate cover. Moreover, a

system designed merely to sustain people for relatively brief
periods out of work is not sufficient to maintain their skills and

confidence when unemployment is prolonged; simply financing
the search for anotherjob is no longer enough to achieve labour

market adjustment. While unemployment compensation may be
a disincentive to work for some people, may prolong periods of

job search (although this may pay off in better matching
between jobs and people) and may induce people to work

temporarily simply to qualify for benefits, these negative effects
are not of substantial quantitative importance.

The existence of a minimum wage may give rise to distortions

at the same time as providing a guarantee to low-paid workers

and ensuring some margin between social security benefits and

earned income. It appears to have some adverse impact on the

demand for the youngest workers and the unskilled, especially
during recession when it prevents downward adjustment of

wages. Introducing a youth differential could be the most

positive step governments could take, therefore, in countries

where unemployment is exceptionally high among the young.
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groups in society and on the hardest hit

regions. Taking long-term unemployment
as the criterion for severest disadvantage,

recall systems should be instituted in

unemployment offices to identify people
who have been unemployed for more than

a certain length of time. Such people would

then be singled out for appropriate action,
whether for training schemes, work exper¬

ience programmes, counselling or priority

in placement. The most obvious need for

the long-term unemployed is training,
which should be directed towards the

acquisition of broad-based skills suitable

for growth industries.

Training is also the primary need at the

regional level, especially in those areas
where industry was concentrated in sec¬
tors that have undergone a drastic contrac¬
tion in the industrialised countries in recent

years-such as textiles, shipbuilding and
steel. Small enterprises could be encour¬

aged, since they appear to be particularly
important in generating fresh employment,
although this may be partly because, in the
process of technical change, large com¬

panies shed labour when developing new
products and processes while small firms
more often go out of business and are
replaced by new ones. Governments
should endeavour to remove inhibitions to

the creation of small businesses, therefore,

and bear in mind that small firms are also

usually the first casualties of tight mone¬
tary policies.

Whatever policies may be adopted to
alleviate the hardship of unemployment

and improve the employment chances of
the long-term unemployed, the fact
remains that there are insufficient jobs to

absorb the total working population, and

the supply of labour is continuing to
increase more rapidly than demand. Inter¬
vention at the micro-economic level,

though it can do little to expand the amount
of work or the number of jobs available, can

share out employment and unemployment
among a larger number of people. Policies
aimed at substituting the long-term

unemployed for the currently employed
may help to preserve the skills and flexi¬
bility of the labour force for the future, and
may also do something now to ease the
misery of those who are beginning to lose
hope.

Is the battle against unemployment

more important than the struggle against

inflation? Or is the dichotomy false? Per¬

haps what OECD economies need now,

more than ever, is policies which attack the
micro-economic foundations of both these

evils so as to prepare the way for an

economic recovery based on a skilled and

responsive labour force.

The Electronic
Revolution

in the Workplace
by David Z. Beckler, OECD Director, Science, Technology and Industry

Simon Kuznets once referred to modern economic growth as a process
of "controlled revolution ", directed by the market and by changes in social
institutions, in which the mass diffusion of innovations creates opportu¬

nities but also the need for continuous adjustment. In its work on the

impact of electronics on productivity and employment, OECD's Science,

Technology and Industry Directorate has been exploring the opportunities
and seeking to identify the necessary adjustments. 1

Since the 1974 oil price shocks the

OECD countries have experienced a

prolonged economic slowdown,

mounting unemployment, persistent infla¬

tion and stagnant productivity. In marked

contrast to this sombre backdrop is the

continued dynamism of the high-techno¬

logy industries, and especially of electron¬

ics. However, the increasingly widespread

diffusion of electronics-based systems is

giving rise to controversial debate, pri¬

marily about the employment impacts of
automation.

Partly in response to public concern,

governments in a number of countries have

undertaken extensive studies on the impact

of electronics. Drawing on these studies,

this article seeks to put this issue into

perspective. It provides an overview of the

major technical developments in the appli¬

cation of electronics to the workplace and

then examines the impact of those applica¬

tions on productivity, employment and
international industrial structures.

Innovations in Electronics

Despite an unfavourable economic situa¬

tion, the last decade has been a period of
sustained innovation in electronics. At the

heart of these innovations are develop¬

ments in semiconductor technology, where

improved fabrication processes and in¬

creasingly sophisticated circuit design have

allowed an increasing number and range of

logical functions to be performed by a

single semiconductor device. "Learning"

economies in the production of these

devices, combined with ferocious competi¬

tion in the world market, have lowered

semiconductor prices: semiconductors

storing some 16,000 units of data now

cost less than $ 1.50; 1 8 months ago they
cost closer to $5.00; five years ago, they
didn't exist.

Applications

To date, these advances in the techno¬

logy have had two interrelated impacts:

an increasingly broad range of functions

involving the processing, storage or

retrieval of information is being carried out

automatically

the capacity to handle those functions

automatically is being incorporated into an

ever greater range of equipment.

In the office...

Both these impacts have been apparent

in the changing nature of office equipment.

Word processing-the merger of type¬

writers with mini-computersnot only

makes typing a more efficient process, for

example by facilitating revisions or correc¬

tions; it also enlarges the range of functions

associated with typing to encompass the

storage, manipulation and transmission of
text. Similarly, the incorporation of micro¬

processors into telephone terminal equip¬

ment makes the use of this equipment

easier, for example, by enabling the auto¬

matic rerouting of calls; but it also extends

the functions of this equipment to include

1. Proceedings of a recent meeting on the

subject organised by the Working Party on
Information, Computer and Communications

Policy and attended by some 130 senior repre¬
sentatives of government, industry and trade
unions, will be published shortly.
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Elements of the automated office are already in wide use.

monitoring of usage (as in itemised billing),
data-communications-handling and access
to directory information.

...and in the factory

Manufacturing equipment is also being
transformed under the impact of electron¬

ics. Until recently, the principal manufac¬

turing applications of electronic systems
were in continuous-flow industries such as

chemicals or petroleum refining. In these

industries, specialised industrial computers

were used for the real-time monitoring and

control of continuous processes, replacing
or complementing earlier hydraulic or elec¬

trical control devices. The range of manu¬

facturing applications of electronic systems
is now expanding, mainly in two direc¬
tions:

First, electronic systems are carrying out
manufacturing functions formerly under¬
taken by human operators, leading to
labour savings, to the suppression of dan¬
gerous or highly repetitive tasks and

making it possible to execute complex
activities in such hostile environments as

outer space, radioactive areas or the ocean
floor.

Secondly, in a broad range of machinery,
electronic systems are replacing more
primitive electro-mechanical control de¬

vices. Because these devices were not

programmable, they were highly inflexible,

and could economically be used only to
automate mass-production operations. By
contrast, the electronic control systems
currently being incorporated into industrial

machinery are increasingly easy to pro¬
gram; they can, therefore, be adapted at

relatively low cost to automatically monitor
and control operations carried out on a

fairly small scale.

As a result, a growing number of pro¬

cesses involved in manufacturing industry
can now be automated. Computer Aided

Design (CAD) allows product-and process-
design engineers to draw on vast quantities

of engineering data and sophisticated cal¬

culation programs stored in specialised
mini-computers, as well as automating

much routine draughtsmanship. Numeri¬

cally Controlled Machine Tools (NCMTs)

can be programmed to execute automati¬

cally complex sequences of machining
operations, substantially reducing the

down-time involved in changing tool set¬

tings and removing and inserting parts.
Industrial Robots can be used for a broad

range of handling and manipulation tasks

including assembly, spot welding, spray

painting and certain types of maintenance.

Finally, ancillary processes such as mate¬

rials handling, quality control and the man¬

agement of inventories and of parts being
processed are also increasingly carried out
under computer control.

Integration and
Interconnection

The Next Stage

Overall, the last decade has seen a

remarkable proliferation of equipment cap¬

able of receiving, processing and acting

upon information. Over the next decade,

this trend is likely to continue: the informa¬

tion-processing capability of existing

equipment will be enhanced, and new

varieties of "intelligent" equipment devel¬

oped. However, from a technological point

of view, the salient feature of the next

decade is likely to lie in integration and
interconnection as equipment which is now

stand-alone is incorporated into increas¬

ingly complex networks.

Thus, in the office environment, the

increasing interconnection of information-

processing equipment is resulting in what is
now known as "office automation". At the

centre of office automation systems are

integrated digital communications net¬

works, capable of transmitting voice, com¬

puter data, text and images. These net¬

works connect word and text-processing

systems; advanced reproduction and xero¬

graphy equipment; communications termi¬

nals ranging from telephone handsets to

high-speed facsimile machines; and com¬

puter terminals for accessing the informa¬

tion-storage and manipulation power of

distributed data processing.

High-speed data-communications net¬
works are also at the centre of the

emerging integration of electronics-based

manufacturing equipment. These data links

serve to connect four basic phases of the

overall manufacturing process: the design
of products; the planning of production;

materials handling; and the actual ma¬

chining and assembly operations. A sim¬

plified version of how the sequence of these
phases could evolve is as follows:

Computer Aided Design (CAD) will be

used to engineer the product, drawing on

large technical data bases containing infor¬

mation on the properties of materials and

components, and on software for modeling

solid shapes and for the dynamic simula¬
tion of movement.

The product specifications, including

details of product variants, will be fed in the

form of computer data, from the CAD

system to the computer used for planning

the production process; this computer will

optimise the organisation of the production

process, using what is now known as

"group technology". This techniquewhich

relies on highly sophisticated engineering

softwareconsists of first identifying

"parts families" (that is, groups of parts
which are similar in terms of form, dimen¬

sion, tolerance and material), standardising
manufacturing process plans, and then

developing a preferred plan for each family,
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Robots making cars in Emden, Germany.

including a preferred routing through the

factory.

The output of the methods and design
analysis, in the form of data on machining

and assembly sequences, will serve as the

control program for the factory's "flexible

manufacturing system" (FMS)-that is, a

complex, controlled by a central computer,

of numerically controlled machine tools

linked by programmable handling devices

which transfer the part through the

sequence of fully automated operations.

The output from the methods and design

analysis will also be used to schedule the

flow of materials through the manufac¬

turing process; while inventory control

software will aid in managing the output of

intermediate and finished products.

Substantial technological obstacles to
the full realisation of these tendencies do

persist, however. In large part, these
obstacles arise from the lack of standard

languages in which machines fulfilling dif¬

ferent functions (and often produced by
different manufacturers) can communicate.

Thus, it is frequently the case that the

output of a CAD system must be entirely

rewritten so as to be intelligible to the

control system of a numerically controlled

machine tool. Equally, it is often difficult to
transfer information from one manufac¬

turer's computer into the data base of a

word processor made by a competing
manufacturer.

But progress is being made in standar

dising these interface procedures. Thus,
the American National Standards Institute

(ANSI) has defined a preliminary standard
for CAD output, IGES (Initial Graphics
Exchange Specification). Further, stan¬

dards developed by private firms are

entering into widespread use for purposes
as diverse as local data networks, and for

simplifying the link between CAD systems
and numerically controlled machine tools.

Accelerating Diffusion

The pace with which technological

opportunities are being realised in applying

electronics to the work place must in large
part reflect the strength of users' demand

for electronics-based systems. In effect,

though fully accurate indicators do not

exist, the available evidence suggests that

the diffusion of these systems has been

rapid and is accelerating.

In 1975, some 300,000 computers (in¬
cluding mini-computers, small business

computers and desk-top computers)
shipped by U.S. computer manufacturers

were in use worldwide; by 1981, the
number of systems in use had increased to
over 900,000. At the same time, the value

of computer systems in use had increased

from slightly under $70 billion to close to
$170 billion. By 1985, the number of
systems in use is expected to exceed
9 million, for a total value of over $300 bil¬

lion, with mini- and micro-systems

accounting for much of the growth.

Turning to industrial electronics, U.S.
output of numerically controlled machine
tools was valued, in 1 975, at $500 million,

Japanese output for the same year at

around $130 million. Five years later, U.S.
output was valued at around $ 1 billion, and
that of Japan at $1.3 billion. A trend
towards accelerating diffusion is also

apparent in robotics, Computer-Aided

Design and Flexible Manufacturing Sys¬
tems (Table).

Propelling Forces

Accelerating diffusion partly results from

supply-side factors, namely, the improved

quality and declining cost of information-

processing systems. But the increasingly

widespread use of these systems must also

be seen as a response by firms to the

challenges of the changed economic envi¬
ronment of the last decade.

This is particularly clear as regards man¬

ufacturing industries, where firms have had

to deal not only with slower, more erratic

demand growth, but also with a combina¬

tion of unfavourable changes in input mar¬

kets and greater international competition

on output markets. Consequently, firms'

competitive position is increasingly depen¬

dent on their ability to increase factor

productivity while at the same time

increasing (or at least not reducing) manu¬
facturing flexibility; that is, their capacity to

design new products, to alter product lines

relatively quickly, and to develop high
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United

States
Japan France

PRODUCTION OF NUMERICALLY

CONTROLLED MACHINE TOOLS

(NCMT) - number of units

1973 2,865 2,765
1974 4,210 3,040 535

1975 4,136 2,182 612

1976 3,856 3,286 576

1977 4,482 5,436 574

1978 5,688 7,336 867

1979 7,174 13,514 1,068

1976 18

1977 27 47

1978 31 67

1979 65 102

1980 92 266

MARKET FORECAST FOR FLEXIBLE

MANUFACTURING SYSTEMS

(FMS) - $ million

1980 175 200

1985 280 1,050
1990 1,200 3,250

value-added products tailored to the requi¬

rements of particular customers.

It is here that the application of elec¬

tronics to manufacturing processes can
make its critical contribution: for while

traditional manufacturing technologies pri¬

marily achieve cost savings by sacrificing

product range and product-line flexibility to
economies of scale, electronics-based

manufacturing systems can reconcile these

conflicting objectives.

Examples can be cited from virtually

every phase of the manufacturing pro¬
cess.

Design of manufactured goods and of

the equipment needed to produce them is

traditionally long and difficult. In the auto

industry, for example, for each new model

launched, these two steps have taken

design and methods departments four to

five years. The growing use of CAD (Com¬
puter Aided Design) shortens the time to
two or three years, according to some

sources, and permits greater linkage

between the two steps.

There are more spectacular examples of

this kind of productivity gain from the use

of CAD. In one application, General Elect-

ric/Calma reduced the time required for

drawing die designs from two hundred to
four hours.

In the production process proper, the

introduction of electronic equipment in¬

creases productivity and flexibility, particu¬

larly in the manufacture of electrical and

electronic equipment and in the auto indus¬

try. At Hitachi-where the new techno¬

logies are used in every area of the firm's
activityrobotisation of two assembly lines
in a video tape-recorder factory yielded

reductions of 80 per cent in the time spent

per unit of production, 30 per cent in costs

and 80 per cent in stocks. General Electric,

which is carrying out an extensive robotis¬
ation of its factories, has noted productivity

gains of 20-25 per cent in its metal-

forming operations and 50 per cent in
painting; in welding, G.E. notes that a robot

can replace two workers and produce a
neater weld with less distortion of the

components. For auto producers, the ben¬

efits of the new technology are more often
associated with flexibility of assembly than
with productivity gains as such. At Renault,

Volkswagen and Toyota, it is now possible
to make different versions of a model or

even different models interchangeably on a
single assembly line. Fiat has improved and
integrated this type of equipment into a
"Robogate System" which uses computer
controlled trolleys to move car bodies and

components to work stations for assembly
where car bodies of different kinds are put
together almost entirely by welding robots.

Above: computer-aided design at Ford's research department in Detroit.
Below: a flexible manufacturing system (FMS) in which an automatic trolley (left) carries the metal
pieces to be worked to a computer-controlled machine tool (right).
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The Robogate system has also been

adopted by Chrysler.

The Impact on Productivity...

Clearly, the new technologies can help

firms strengthen their competitive posi¬

tions, and adjust to changing input and

output and market conditions. However,

the increasingly widespread diffusion of the

new technologies has also given rise to

growing concern, particularly about the

implications for employment, for industrial

structures and for patterns of international
trade.

It is widely accepted that the application

of electronics to the work place can lead to

significant increases in labour productivity.

In fact, increasing labour productivityand

hence reducing labour cost per unit of

outputis often an important motivation

underlying the introduction of new produc¬

tion technologies.

The most noticeable impact of diffusion

of new technologies is of course on labour

productivity at the micro-level, that is, in

the firm applying the new technology.

However, there may also be important

secondary or indirect productivity in¬
creases in firms downstream from the

innovating unit.

The full range of these direct and indirect

impacts is apparent in the telecommunica¬

tions industry's transition to electronic

switching equipment. With small numbers

of highly integrated electronic circuits being
used to replace thousands of electro¬

mechanical devices, the labour force

needed to assemble switching systems has

declined by over two thirds. At the same

time, labour productivity has increased in

the units using electronic switching sys¬

tems, since these systems are substantially

easier to maintain and can automatically

execute tasks which were previously car¬

ried out manually (for example, call for¬
warding or wide-area direct dialing).
Finally, those systems permit significant
improvements in the quality of telecommu¬
nications services and facilitate the devel¬

opment of entirely new services, yielding

productivity gains in those industries which

rely heavily on telecommunicationsfor
example, banking or tourism. Perhaps more

importantly, by lowering the costs and

extending the variety and scope of commu¬

nications for the consumer generally, they

will increasingly have a major impact on the

economy and employment as a whole.

Significant as these micro impactsboth

direct and indirect-may be, great caution is

needed in seeking to estimate the new

technology's effect on productivity at the
macro-level. The diffusion of new techno¬

logies is a gradual process, occurring "at
the margin" of established industrial prac¬

tice. In periods of slow economic growth,

Production of an integrated circuit using a remotely controlled laser.

the weak cash flow position of firms and

their reluctance to invest in expensive (and

often risky) equipment, tends to brake the

diffusion process. In addition, productivity

reflects a complex of factors (including
capacity utilisation, the volume and com¬

position of investment, the quality of the

labour force) which may outweigh or coun¬

teract the influence of technological

change. Overall, therefore, the diffusion of

those new technologies will certainly have

a positive impact on productivity levels; but

their impact will be complex and not readily

quantifiable or even predictable.

...and on Employment

Historically, productivity growth has

been strongly positively associated with
output growth, both at macro economic

and at sectoral level. This is for two

reasons: first, productivity growth leads to

lower output prices, stimulating demand
and hence the growth of output; secondly,
industries with above-average rates of

output growth find it easier to exploit
economies of scale and to introduce new

processes, leading to above-average rates
of productivity growth.

Overall, therefore, the "employment-
creating" impacts of stimulated output
growth have tended more or less automa¬

tically to compensate the potential reduc¬

tions in employment arising from increases

in the rate of growth of productivity.

This harmonious relationship between

productivity, output and employment

growth may not apply, however, to any

specific industry or activity. Income and
price elasticities of demand will differ

greatly between industries, so that the

extent to which increases in output com

pensate for increases in productivity will

vary. A classic case of this in the advanced

economies is agriculture, where low price
and income elasticities of demand, com¬

bined with high rates of productivity
advance, have led to a sharp contraction in

the working population.

The impacts of technological innovation

on specific skills can be even more drastic.

In some extreme cases, entire occupations

can disappeartypesetters are a good

example. More frequently, the "task con¬

tent" of an occupation can be redefined, so
that less skill is needed to exercise the

occupation.

In the case of the new information-

processing technologies these impacts are

likely to be greatest on workers engaged in

repetitive, information-handling tasks-

many of whom are women. In fact, in the

service sector, the automation of highly

routine clerical tasks is already affecting
the demand for white-collar workers

particularly in banks and insurance com¬

panies. At the same time, the functions of

these workers are changing-less and less
time is spent actually handling information,
more time monitoring machines. This can

lead to substantial changes in the quality of
working life, as interaction with machines

replaces interaction between people.

In manufacturing, the occupations af¬

fected are likely to cover a fairly broad
range. At one end of the range are the

highly skilled jobs involved in setting and
monitoring general purpose machine tools.
These involve technical know-how which is

increasingly being incorporated into the

control unit and data bank of numerically
controlled machine tools. At the other end

of the range are the unskilled jobs involved
in the assembly of parts and the insertion of

20



components, for example in the electrical
and electronic industries. Automatic and

programmable insertion equipment (in

some cases industrial robots), together
with a fairly general trend towards greater
modularisation and reduced component

counts, is making a number of these

unskilled jobs obsolete.

Electronic equipment will also be used, in

manufacturing industry, to automate tasks

which are particularly hazardous or

unpleasant. For example, the spray
painting of automobiles-a task which

poses substantial occupational health and

safety problems-is increasingly being car¬
ried out by industrial robots, as is spot

welding and the handling of dangerous
wastes.

While the application of electronics to

the work place may eliminate certain jobs
and significantly change the content of

others, it also up-grades the quality of
some jobs and creates a substantial

number of completely new occupations
and employment opportunities.

This up-grading can be documented in a

wide range of cases. Thus the evolution of

typewriters, first into word-processors and
then into full "text treatment centres", is

altering the nature of secretarial work away

from being a sophisticated but boring form
of character and pattern recognition (deci¬
phering more or less legible text and
entering it into a machine) towards tasks

which involve computer programming.
Similarly, a recent study by the Italian
engineering industries association exam¬

ined the impact on skill levels of the use of

robots in the automobile, white goods and
colour-TV industries. The results are strik¬

ing: though the skills required of the

workers directly involved with the new

equipment declined, those of maintenance

and auxiliary staff increased, often drama¬

tically.

New Job Opportunities

Even more important, the increasingly
widespread diffusion of electronic-based

systems is creating a substantial number of

completely new employment opportunities

both in the industries producing these
systems and in user industries. In the

United States, for example, total employ¬
ment in the computer-equipment industry
more than doubled over the period 1972-

1 980 (to around 400,000) despite above-
average increases in productivity. Most of
these new jobs, however, are not involved

with the actual manufacture or assembly of
electronic systems, since these activities

are increasingly being automated; rather
employment growth is concentrated in the

provision of software and of computer-
related information services.

In effect, the expanding range of corn-

Above: robots making robots at Fanuc Ltd. in Japan.
Robots are used in dangerous or inaccessible work spots.
Below: Robot Tim developed by Elf Aquitaine to work off-shore oil wellheads.
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puter applications is fuelling an explosive

growth in the demand for application soft¬
ware instructions needed to make the

computer run. And while the production of

electronic hardware is being automated,

the writing of software remains a highly

labour-intensive task. As a result, an

increasing part of user expenditure goes to

software: two decades ago, software

accounted for less than 20 per cent of the

cost of computers; now it accounts for over

80 per cent. Increasingly, therefore, addi¬
tional user expenditure on information pro¬

cessing technology goes to hire program¬

mers and systems analysts. Currently,

these two occupations comprise about

0.5 per cent of the labour force in the

United States which is probably double the

proportion in the other advanced econom¬

ies. Over the next decade, it seems reason¬

able to expect the proportion to approach

0.5-0.6 per cent of the labour force in the

advanced economies as a whole, and

around 0.7 per cent in the United States.

Though this implies job creation on a

very substantial scale, it is questionable

whether these new jobs will absorb the

labour released from other occupations.

This is largely because the jobs being

created require considerable training,
which may be difficult for those workers

adversely affected by the new technology

to obtain. Clearly, appropriate manpower

and education policies are needed to

ensure that training for these jobs is avail¬

able; highlighting the importance of these

policies is the fact that an inadequate

supply of trained personnel could act as a

significant bottleneck on the diffusion of

the new technologies.

New job opportunities may also be
created in user industries, particularly in

those where the new technologies permit

the provision of new or enhanced products

or services. In banking, for example,
advanced information networks serve to

provide customers with virtually instanta¬

neous access to a broad range of interna¬
tional financial informationa service which

is particularly valuable to international

firms. Producing and updating this informa¬

tion is an extremely labour intensive activ¬

ity, requiring programmers, documentalists

and data entry personnel.

Industrial Structures...

While the new technologies will affect

the composition of the labour force

directly, they may also, over the longer run,

alter the structure and location of industry,
thus indirectly changing employment pat¬
terns.

At the national level, it is clear that the

share of the electronics-based industries in

each advanced economy's output (and
employment) will continue to increase. At

the same time, the diffusion of electronic

systems may affect the structure of user
industries. Thus, in the metal-working

industries, batch production has typically

been the province of small firms-partly
because these firms have proven most

flexible in coping with the frequent changes

in product line which small-lot manufacture
implies. However, in the future, a growing
part of batch production will be carried out
by Flexible Manufacturing Systems, which,
though economical to run, have high instal¬
lation costs. Consequently, the balance

between large and small firms in this
activity may change in the direction of
greater concentration.

In other industries or activities, the new

technologies may create significant new
opportunities for smaller firms. In the elec¬
tronics industries themselves, the shift

towards mini- and micro-computers has

been associated with entry by new firms
into the market-witness the success of the

Apple personal computer. At the same
time, small firms account for a substantial

share of the rapidly growing software
market; in the US alone there were, in

1980, over 1400 vendors of large-scale

software products. Finally, at the user-

industry level, the declining cost of infor¬
mation processing technology is encou¬

raging its diffusion in small firms, allowing
these firms to compete more effectively

with their larger counterparts.

...and International Trade

Rapid technological progress in elec¬

tronics is also affecting the pattern of

international trade (and hence of output
and employment) as industries in different

countries adjust at differing rates to the

opportunities created by new technologies.

Particularly in the smaller countries, whose

exports are heavily concentrated in the

product lines being transformed by elec¬
tronics, this has major policy implications:

for if the environment is not sufficiently
conducive to innovation and its diffusion,

these countries may find their competitive

positions being rapidly eroded.

Changes in trade patterns are already
apparent in the electronics industries them¬

selves: Japan's share of OECD exports of

electronics products2 increased from

1 5 per cent in 1 965 to 29 per cent in 1 980.
Over the next decade, international shifts in

trade patterns may become equally
apparent in user industries, as the unequal
diffusion of the new technologies across
countries alters relative productivity, pro¬
duct quality and overall competitiveness.

This is illustrated by the change in

competition between the United States

and Japan in the colour television industry.

In the early 1970s, as the wage-cost gap
between the Japanese and US industries

narrowed substantially, the Japanese

industry sought to increase its international
competitiveness by making greater use of

integrated components and automated

assembly techniques. The US industry, by
contrast, took a very cautious attitude to
automation, preferring to concentrate its

cost-reducing efforts on the transfer of

assembly facilities to low-wage coun¬
tries.

Combined with a number of other factors

(including a shift in the US purchases
towards smaller-sized sets) this led to a

sharp increase in US imports from Japan.

The resulting protectionist pressures by US

producers led to an Orderly Marketing

Agreement between the US and Japan in

May of 1977. This agreement in turn

encouraged the establishment of produc¬

tion facilities in the US by Japanese
colour-TV manufacturers.

In summary, the next decade is likely to

see the continued rapid diffusion of elec¬

tronics based systems in factories and

offices. This will lead to significant

increases in labour productivity, and may

substantially alter the content of a wide

range of jobs. In some cases, jobs will

disappear, particularly those which pri¬

marily involve the routine handling of infor¬

mation. But new jobs will also be created:

in the electronics industries themselves,

and in the industries which use electronic

systems to provide new goods and ser¬

vices. Major compensation effects on

employment are also expected to occur at

the level of the macro economythrough

investment in installing the new techno¬

logy, in the production and marketing of

new products and their servicing, and

through reduced unit costs leading to

higher real incomes. Moreover, from an

international perspective, comparatively
advanced use of electronics in the work¬

place will lead to greater international

competitiveness and improved market

prospects. Conversely, lagging behind for¬

eign competitors in adopting the new

technology will cost far more jobs than

those immediately displaced by produc¬

tivity improvements.

All of these changes will involve adjust¬

ments which, though they

may be costly, are part of the price we pay

for the benefits, in terms of higher real

income, of technological innovation. Given

this trade-off, the role of governments is

two-fold: to assist in removing the obsta¬

cles to innovation and growth; and to

facilitate the adjustment of those adversely

affected. This role is particularly important

given the pace with which developments

are occurring in the application of electron¬

ics, and the broad-sweeping impacts which

these applications may have, both nation¬

ally and internationally.

~2. Defined as SITC 714, 724 and 7293.
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The OECD OBSERVER presents in this issue a set of tables showing the diversity of the economies of the twenty-four
Member countries of the Organisation. Unless otherwise stated, these tables set forth the final statistics for the year 1980.
They are not intended to provide all the comparative data needed for an understanding of each country's economic situa¬

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

For further information, readers are referred to other statistical
publications of the Organisation : Main Economic Indicators,

Statistical Bulletins of Foreign Trade, Labour Force Statis¬
tics, Statistics of National Accounts, Financial Statistics,
Sectoral Statistics, Agricultural Statistics and others.

SYMBOLS EMPLOYED: () OECD Secretariat estimate; Nil; .. Not available



Because of frequent statistical
revisions, figures for population
and employment may be noti¬
ceably different from those
published in the preceding
"OECD Member Countries".

(a) Standardised unemploy- 1
ment rates.

APRICML-

AREA

1,000 sq. km 1,000 sq. km

AUSTRALIA

AUSTRIA

7,686.8 464.6

83.9 37.4 16.3

BELGIUM 30.5 14.5 7.8

CANADA 9,976.1 647.9
1978

413.9
1978

DENMARK 43.1 29.1 26.5

FINLAND 337.0 27.3 25.6

FRANCE 549.1 319.1 190.1

GERMANY 248.6 128.1 77.6

GREECE 132.0 88.6 39.3

ICELAND 103.0 22.7 0.1

IRELAND 70.3 48.5 12.5

ITALY 301.2 175.9 124.6

JAPAN 372.3 57.0 54.6

LUXEMBOURG 2.6 1.3 0.6

NETHERLANDS 41.2 20.2 8.6

NEW ZEALAND 269.1 143.7
1979

11.7
1979

NORWAY 324.2 9.3 8.3

PORTUGAL 92.1 42.0 36.7

SPAIN 504.8 272.9
1979

205.3
1979

SWEDEN 450.0 37.0 29.7

SWITZERLAND 41.3 20.1 3.9

TURKEY 780.6 540.7
1979

279.4
1979

UNITED KINGDOM 244.0 184.8 70.1

UNITED STATES
llillllllifl

9,363.1 4,281.6 1,906.2

POPULATION

thousands per sq. km

I	
14,616 2

7,509 89

9,857 323

23,959 2

5,125 119

4,780 14

53,713 98

61,566 248

9,599 73

229 2

3,401 48

57,042 189

116,782 314

365 140

14,144 343

3,131 12

4,087 13

9,966 108

37,381 74

8,316 18

6,373 154

45,078 58

56,010 230

227,658 24



CRUDE BIRTH

RATES

per thousand

15.4

UNEMPLOYMENT

RATE

I	

as % of iota! labour

force

1981

12.1

12.7

15.4

(a)

6.0

(a)

1.9

(a)

9.0

(a)

7.5

(a)

5.7

(a)

2.5

(a)

10.9

(a)

7.5

TOTAL CIVILIAN

EMPLOYMENT

6,242

3,070

3,751

10,655

AGRICULTURE,
FORESTRY

AND FISHING

6.5

10.5

3.0

5.5

INDUSTRY

31.0

40.3

34.8

28.5

OTHER

62.5

49.2

62.2

66.0

11.1

13.2

14.9

10.1

(6-9)

(a)

4.7

(a)

6.3

(a)

3.1

(8.3)

(a)

7.5

(a)

4.3

(2,470)

2,192

21,142

25,265

(8.1)

11.6

8.8

6.0

(28.6)

34.4

35.9

44.8

(63.3)

54.0

55.3

49.2

15.9

20.4

m (2.2)

0.4

(3,347)

(101)

(29.7)

(12.0)

(30.0)

(37.9)

(40.3)

(50.1)

21.9

11.5

13.6

6.0

(a)

7.4

(a)

2.0

(a)

8.3

(a)

2.2

1,149

20,572

55,360

19.2

14.2

10.4

32.4

37.8

35.3

48.4

48.0

54.3

11.4

12.8

0.7

(a)

4.9
(a)

7.5

159

4,669

5.7

6.0

38.4

31.9

55.9

62.1

16.1

12.5

2.2

(a)

1.7
(a)

2.0

1,270

1,914

11.0

8.5

33.6

29.7

55.4

61.8

16.4

15.1

11.7

7.6

"TiJ-

11.2

(a)

2.0

13.7

(a)

2.5

3,951

11,254

4,232

28.4

18.9

5.6

35.7

36.1

32.2

35.9

45.0

62.2

11.6 0.2 0.2 3,012 7.2 39.5 53.3

31.1

13.5

15.8

14.5

(a)

7.4

(5J

7.0

(a)

11.2

7.5

14,610

24,397

97,270

60.4

2.6

3.6

16.3

38.0

30.6

23.3

59.4

65.8



Notes:

a) Fiscal year starting 1st April or
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b) Natural sciences and engineering
, only.

* Old SNA (Standardised National
Accounts).

BLEU: Belgium-Luxembourg Economic
Union.
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at current prices

I 0 and exchange 1980 140.04 76.98 116.48 253.34 66.38 49.90 651.88 819.12 40.41 2.84 17.80 393.95 1,039.98 4.58 167.63
(a)

23.30 57.29 24.08 211.11 122.75 101.47 52.87 522.86 2,587.10
tZ m

| "J H -z
billion US $ 1S81 (159.5) (66.1) (95.7) (279.2) (56.6) (48.3) (564.5) (678.7) (38.2) (2.8) (16.6) (345.1) (1,126.9) (3.7) (138.4) (24.0) (55.4) (23.3) (186.2) (109.3) (92.8) (53.6) (480.8) (2,869.4)

average annual volume (a)
	

o s *"
X û o change 1975-1980 2.55 3.5 2.85 3.05 4.6 3.05 3.3 3.55 4.35 3.75 .3.95 3.85 5.1 2.35 2.55 0.75 4.65 5.2 2.15 1.2 1.65 2.8 1.6 3.9
Q O "h per year;
52 m

* .

1980-1981 % (3.0) (-1.25) (3.0) (-0.5) (1.75) (0.5) (-10) (-0.25) (1.25) (2.0) (3.75) (-3.25) (-2.0) (2.25) (1.5) (2.5) (1.5) (1.25) (4.0) (-2.0) (1.75)

per capita at current
/

(a)

prices and exchange
rates US $

9,580 10,250 11,820 10,580 12,950 10,440 12,140 13,310 4,210 12,410 5,190 6,910 8,910 12,570 11,850 7,440 14,020 2,430 5,650 14,760 15,920 1,170 9,340 11,360

total

% of GDP

at current prices 1 22.8

machinery and
equipment

% of GDP at

current prices

10.1
1979-80

25.0

9.8
1979

21.4

6.0

23.1

8.4

18.3

6.6

24.6

9.7

21.2

9.2
1979

23.6

8.9

23.5

10.2

26.5

7.4

27.9

13.9
1979

20.0

8.8

31.7

10.7
1979

25.3

9.0
1978

21.0

5.6

(a)

17.8

(a)

7.8
1979

25.0

9.7

20.9

5.5
1976

19.6

6.9
1978

20.3

8.1

23.8

7.1
1979

18.0

8.8
1977

17.8

9.2

18.2

7.4
1979

% of GDP

at current prices

US $ per capita
at current prices

and exchange rates

60.5

5,800

8'MEiiaMiwmsagK*s«' I

55.1

5,650

63.8

7,540

56.2

5,950

56.1

7,270

54.7

5,720

63.3

7,690

55.2

7,340

65.3

2,750

60.9

7,560

63.7

3,310

61.8

4,270

58.6

5,220

58.9

7,430

60.8

7,200

(a)

61.1

(a)

4,550

47.1

6,600

73.8

1,790

69.9

3,950

51.7

7,630

63.6

10,130

lOtWfflfl'»

72.5

850

59.8

5,580

64.9

7,370

h- UJ UJ
, ZCCD
t UJ3Z

Shiu

til?
3uJu]a:

uOxz
OUJ<

current disbursements

% of GDP

current revenue

%> of GDP

NET OFFICIAL DEVELOPMEJ

ASSISTANCE

to developing countries
multilateral agencies

°U of GNP

29.7
1979-80

32.7
1979-80

42.4

45.9

48.1

43.3

36.1
1979

36.0
1979

34.6
1979

38.2
1979

43.1

45.4

41.2

42.8

33.7

34.1

25.0
1977

34.0
1977

42.4

1979

36.2
1979

41.1

37.5

24.7

27.6

44.9
1977

53.6
1977

55.1
1979

55.8
1979

45.4

54.3

30.9
1976

28.1
1976

28.9

28.5

56.8
1979

57.4
1979

29.9
1979

33.2
1979

18.0
1972

27.1
1972

40.9

40.4

31.5
1979

32.5
1979

0.48 0.22 0.49 0.42 0.72 0.22 0.62 0.43 0.17 0.32

GROSS DOMESTIC EXPENDITURE

ON R & D

% of GDP J
(a)

1.0
1978-79

1.4
1979

(a) (b)

1.2
1980-81

1.0
1979

1.1
1979

1.8
1979

2.4
1979

0.2
1979

0.7
1979

0.8
1979

0.8
1979

(a)

2.0
1979-80

2.0
1979

1.4
1979

0.3
1978

(b)

1.9
1979

2.4
1979

2.2
1978-79

2.5
1979

<X

S »
2 UJ
D O

O °-
o

increase 1 98

%

(Dec. 80-Dec. 81)

mmwmm:>

average annua!
increase 1976-1981

% per year

11.3

9.8

6.4

5.2

T

8.1

6.1

12.1

9.7

i |	

12.2

11.0

9.9

10.2

14.0

11.2

6.3

4.4

22.5

18.5

__

47.4

45.3

23.3 18.1

14.5 17.2

4.3

5.7

8.0

5.7

7.2

5.6

15.7

14.5

11.9

9.3

25.0

22.0

14.5

18.0

9.1

10.9

6.6

3.3

28.6

54.9

12.0

13.4

8.9

9.8

TOTAL OFFICIAL RESERVES I 1 71
million snn ' >' 'million SDR

31.12.1981 u 5,279 5,451
BLEU

3,755 2,246 1,319 21,991 40,886 722 199 2,290 19,631 25,083 5,451
BLEU

9,562 573 5,414 1,054
30.11.81

9,974
30.11.81

3,306 14,925 1,236 13,757 25,502



a) International transport
excluded except for Canada
and Turkey.
b) 1974 to 1979.

BLEU: Belgium -
Luxembourg
Economic Union
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monetary unit
Australian

Dollar
Schilling

Belgian
Franc

Canadian

Dollar
Krone

Finnish

Mark

French

Franc

Deutsche

Mark
Drachma Krona

" ' 3*' '
St; currency unit per US $

AC ! 31st December 1981
fv> at market rates

0.88 15.89 38.46 1.19 7.33 4.36 5.75 2.25 57.63 8.17

T%
1.03 18.45

30.12.81

44.77 1.38 8.53 5.07 6.68
30.12.81

2.62 67.00 9.56

IMPORTS (goodsonly)

total (CIF)
million US $ 20,212 24,257 71,679

BLEU

58,992 19,322 15,614 134,852 185,854 10,627 1,001

from other OECD

countries

million US $
14,474 18,789 58,003

BLEU

50,424 16,054 9,694 90,100 135,492 6,782 850

from rest of world

million US $

(excl. unspecified)
5,658 5,468 13,626

BLEU

8,568 3,268 5,920 43,937 50,236 3,835 151

total imports
as percentage of GDP

at current prices

14.4 31.5 59.2
BLEU

23.3 29.1 31.3 20.7 22.7 26.3 35.2

volume change
of total imports

from 1975 to 1980

percentage per year

+ 1.0 + 9.8 + 5.6
BLEU

+ 3.2 + 3.2 + 2.3 + 8.7 + 7.3 + 3.9

total (FOB)
million US $

to other OECD

countries

million US S

to rest of world

million US $

(excl. unspecified)

22,063

13,231

8,703

+ 3.7

17,370

12,610

4,760

22.6

+ 9.3

64,499
BLEU

54,969
BLEU

9,044
BLEU

«rViV

BLEU

+5.9
BLEU

84,939

55,269

9,670

25.6

+ 6.3

16,742

14,042

2,674

25.2

+ 6.2

14,154

9,765

4,389

28.4

+ 10.5

111,311

77,903

33,121

17.1

6.8

191,688

146,425

44,453

23.4

+ 6.4

5,190

3,000

2,178

12.8

+ 8.9

930

753

177

32.7

receipts
millions of US $

725 6,441.1 1,810.4
BLEU

2,284 1,337.4 683 8,235.0 6,639.5 1,733.5 23.3

FOREIGN TOURISM<a
percentage change

over 1979
+ 36.5 + 14.8 + 10.8 + 13.7 + 1.9 + 23.5 + 20.0 + 14.2 + 4.3 + 5.0

expenditures
millions of US $

715 3,162.9 3,271.7
BLEU

3,121 1,560.2 593 6,026.9 20,827.2 190.2 42.4

percentage change
over 1979

+ 3.9 + 6.7 + 10.1 + 13.9 + 1.2 + 17.4 + 16.2 + 17.3 -5.8 + 10.1
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UNITED KINGDOM UNITED STATES
Irish

Pound Lira Yen

Luxem-

bourger
Franc

Guilder

New

Zealand

Dollar

Krone Escudo Peseta Krona
Swiss

Franc

Turkish

Pound
Pound Dollar

0.63 1,200.00 219.90 38.46 2.47 1.04 5.81 65.25 97.45 5.57 1.80 114.80 0.53 1.00

0.74 1,396.75 255.96 44.77 2.87 1.21 6.76 75.95 113.21
30.12.81

6.47
30.12.81

2.09 133.62 0.61 1.16

11,153 99,702 141,108 71,679
BLEU

76,874 5,466 16,956 9,305 34,177 33,415 36,336 6,253 120,152 241,195

9,933 62,579 47,521 58,003
BLEU

55,808 14,834 6,359 17,792 25,983 31,227 3,333 90,764 121,456

1,158 37,097 93,581 13,626
BLEU

21,064 2,122 2,932 16,384 7,432 5,109 2,920 29,158 119,735

62.7 25.3 13.6 59.2
BLEU

45.9 23.5 29.6 38.6 16.2 27.2 35.8 11.8 23.0 9.3

+ 10.2 + 7.6 + 4.4 + 5.6
BLEU

+ 4.7 + 0.9 + 4.4
(b)

+ 2.7 + 0.8 + 9.1
(b)

-7.2 + 3.9 + 6.6

8,502 77,908 129,584 64,499
BLEU

73,841 5,419 18,493 4,638 20,824 30,919 29,618 2,751 115,176 220,705

7,426 53,545 59,743 54,969
BLEU

61,986 16,514 3,742 13,453 24,811 21,835 1,634 83,287 127,691

970 23,273 69,841 9,044
BLEU

10,289 1,979 806 7,210 6,108 7,783 1,117 31,561 91,898

47.8 19.8 12.5 53.3
BLEU

44.0 23.3 32.3 19.3 9.9 25.2 29.2 5.2 22.0 8.5

+ 9.6 + 5.9 + 9.2 + 5.9
BLEU

+ 4.6 + 8.1 + 9.1
(b)

+ 12.0 + 2.0 + 6.4
(b)

+ 0.9 +4.7 +6.7

611.7 8,913.9 644 1,810.4
BLEU

1,640 213,7 742,0 1,145.9 6,967.7 960 3,149 326.7 6,932 10,100

+ 16.1 + 8.7 + 16.2 + 10.8 + 21.2 + 12.1 + 16.8 + 21.7 + 7.5 + 7.9 + 22.6 + 16.4 +15.3 +21.2

mm 1,907.4 4,593 3,271.7
BLEU

4,637 540,8 1,304.4 289.4 1,228.6 2,230 2,357 114.7 6,454 10,385

..
+ 26.6 -4.5 + 10.1 + 16.6 + 8.4 + 9.7 + 17.2 + 33.3 + 10.3 + 16.1 + 20.6 +42.3 +10.3



IftlEAMT AUriDTAMTW y'f'ini" :
AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK

7.7
1979

FRANCE GERMANY GREECE ICELAND

deaths in 1st year
per t, 000 live births

11.0 13.9 11.2
1979

10.9
1979

8.8
1979

10.0 13.5
1979

18.7
1979

5.4
1979

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER-

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

11.2 14.3 7.4 11.5 8.7
1979

12.6
1979

8.8
1979

26.0
1979

11.1 6.7 8.5
1979

11.8

|

12.6

FULL-TIME SCHOOL ENROLMENT AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND l

for children aged 15-19
percentage of age group (44.4)

1979

32.0
1977

61.3
1975

64.9
1977

57.4
1977

68.5
1979

55.9
1979

45.4
1978

45.4
1975

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

50.5
1979

43.9
1976

71.4
1979

37.3

1978

65.0
1979

44.8
1977

65.0
1979

33.4
1976

41.3
1978

56.3
1976

70.1
1977

12.7
1975

46.2
1977

75.0
1979

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

COMPLETED

number per 1,000 inhabitants

8.1

new only
1979

10.5 7.15
1979

7.45 5.8 10.4 7.0 6.3 14.2 9.0

new only
1979

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

8.2 2.4

1979

14.7

1979

6.0
1979

6.4
1979

4.6 9.1
1979

3.9
1979

7.0 6.2 6.7 3.2 4.5 6.6

AllllllflAI DDnTCIIM
AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

grams per inhabitant and per day
1979

71

1978

59 63
BLEU

66
1978

69
1978

66 78 68

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
SPAIN SWEDEN SWITZER- TURKEYLAND TURKEY

UNITED

KINGDOM

UNITED

STATES

63 55 37 63
BLEU

66 78
1977

67 39
1977

55 72 68
1978

24 55
1978

74

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

ENERGY CONSUMPTION

total primary energy requirements
in tons of oil equivalent

5.19 3.56 4.75 9.29 3.75 5.59 3.69 4.42 1.68 5.90

IRELAND ITALY JAPAN
LUXEM¬

BOURG (1)
NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

2.52 2.49 3.19 10.03 4.63 3.58 5.88 1.08 2.01 5.74 3.92 0.70 3.54 7.95

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

AUSTRALIA CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

TELEPHONES

per 1,000 inhabitants 489 401 369 686 641 496 459 464 289 477

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

187 337 479 547
1979

483
1979

550 453 138 315 796 727 39
1979

477 789

TFI EulQln M CFT5
AUSTRALIA AUSTRIA BELGIUM CANADA

I DENMARK | FINLAND j FRANCE GERMANY GREECE L ICELAND !
number per 1,000 inhabitants

. :
383 282 293 466 358 316 292 337 147 270

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

223

"

231 245 245 293 278 288 122 253 374 312 70 394 635

THE OECD OBSERVER N" 115 - MARCH 1982



Comparing Real
Standards of Living

What is the standard of living of a Spaniard compared to that of a Japanese, a German or an American?
Use of so - called purchasing power parities (PPPs) gives a more accurate reading of the comparisons than
the more usually used methodand completely upsets the ranking order1 .

P
urchasing power parities are interna¬
tional price indices. As consumer
price indices or deflators compare
prices within a single country over

time, PPPs present a picture of how one

country compares with another at a given
moment. And as domestic price indices are

used to obtain "real" changes over time,

13,000-

12,000-

GROSS DOMESTIC PRODUCT PER HEAD, 1980
Current prices, in US dollars

-§1 ^

Converted by exchange rates1

Converted by purchasing
power parities
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1. See pages 26-27. 3

the PPPs give "real" comparisons between
countries. They are particularly useful for
comparing GDP per capita, a surrogate for
living standards.

The alternativeuse of exchange rates-
is far less satisfactory, particularly in recent
years when they have fluctuated widely.
Even in the 1950s and 1960s, before
floating exchange rates, conversion of per-
capita GDP with exchange rate tended to
distort real comparisons: for example fig¬
ures for the United States were systemati¬
cally over-stated in comparison with Euro¬
pean countries, while in recent years they
have tended to be systematically underes¬
timated, as is shown in the chart.

How PPPs Are Calculated

Much of the pioneering work on PPPs
was carried out by two economists
working in OECD's predecessor, 0EEC,
during the Fifties2, but the detailed-and
costlyprice surveys on which PPPs are
based are now organised by the Common
Market's Eurostat3 and the United Nations,

International Comparisons Project4.

To compile the PPPs, data are collected

on the prices of a basket of goods and

services which would be typical for the

group of countries studied. The Eurostat
survey collected some 1300 prices in all.

(Consumer goods are listed by brand name,

7. National Accounts 1952-80, Volume I.

Main Aggregates, OECD, March 1982.

2. An International Comparison of National
Products and the Purchasing Power of Curren¬
cies, Milton Gilbert and Irving B. Kravis, OEEC
1954 and Comparative National Products and
Price Levels, Milton Gilbert and Associates,
OEEC, 1958.

3. Eurostat findings based on a 1980 survey
and covering the same 15 countries as the

OECD are published simultaneously with those
of the OECD. Comparisons of per capita GDP
are expressed in EEC units of account, while

OECD's are expressed in dollars.

4. Irving B. Kravis, Alan Heston and Robert
Summers: "New Insights into the Structure of
the World Economy, the Review of Income and
Wealth, December 1981, pp. 339-355. The

complete results for 1975 will be published in

detail by the Statistical Office of the United
Nations later in 1982.
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but the brands chosen for this purpose are

under the seal of statistical secrecy.) Also
covered in the index are non-consumer

goodsconstruction and capital goods, in
fact the whole range of goods and services
included in the GDP. Some countries may

already have some of the price information
because they have collected it for other
price indices, but the specifications of the
international comparisons are very strin¬
gent and must cover the country as a
whole.

Once the data are collected, the cost of

the representative basket of goods and
services is calculated in the local currency

of each country. For example, in France,

the basket in 1980 may have cost F400

while in Germany it cost DM180. In calcu¬
lating PPPs for a large group of countries,
one currency must be chosen as the point
of reference or "numéraire". In the case of

the Common Market it is the Ecu whereas

OECD's figures are based on the dollar. The
parities are then obtained by comparing the
costs of these standard baskets in each of

the countries taking part in the survey5.
Thus the PPP is not unlike an exchange rate

but one based on all goods and services

rather than simply those which enter into
international trade.

The Findings

Use of PPPs instead of exchange rates

for instantaneous comparisons of per
capita GDP among countries reveals some
striking differences. In 1980 US per capita
GDP ranked 7th out of the 15 countries

studied using exchange rates, but ranked

first when PPPs were used. A longer time
series indicates that the US per capita GDP

has always ranked first.

Within Europe the main effect of basing
comparisons on PPPs instead of exchange
rates is to reduce the gap between coun¬

tries with relatively high and low levels of
per capita GDP. For example, in 1980 the

GDP per capita of Germany was five and a
half times higher than that of Portugal
using exchange rate conversions but only
two and a half times higher using PPPs.
Similarly France was nearly three times
higher than Greece when exchange rates
were used for conversion but less than

twice as high with PPPs. In general the
differences between countries are consid¬

erably reduced. Even between countries

whose levels of per capita GDP are not far

apart, the differences tend to shrink. For

example, the per capita GDP of Denmark

was 9 per cent higher than that of the
Netherlands in 1980 with exchange rates
but only 5 per cent higher using PPPs.
There is also a systematic tendency for per
capita GDP in countries with low per capita
GDP to be undervalued with exchange rate
conversions.

5. In practice, the method used to calculate

PPPs is a lot more complicated than this, but
the underlying idea is similar.

Country Problems
and Strategies :
France, Austria,
Denmark

The following are based on three recent

country surveys.1

FRANCE

New Government

New Strategy

etween 1976 and the change in

majority in 1981, the main thrust of

government strategy, with certain

variations in emphasis, was to control

inflation. Public finance equilibrium, mone¬

tary discipline and maintaining a stable

exchange rate were the instruments con¬

sidered essential to keeping prices and

incomes within bounds. By fighting infla¬

tion, the Government hoped to reverse the

tendency for the wage share in the distri¬

bution of income to climb, a trend which

began in France in the late 1960s and

became more pronounced from 1973 on.

The purpose was to permit modernisation

of the production base and thereby restore

external competitiveness, accelerate

growth and reduce unemployment.

The inflation target was not met, and
from 1 977 to 1 980 the rate at no time fell

lastingly below ten per cent, even though

domestic costs steadied and import prices

eased from time to time. No progress was

achieved in restructuring national income

and demand. The public finance deficit was

kept in check, unlike the situation in most of

the major industrialised countries, but the

weight of the public sector increased more

than in many OECD countries (primarily

owing to the growth of social benefits). A

relevant point here is that in 1980 France

moved into first place among OECD coun¬

tries for social security contributions as a

share of GDP.

But it was above all in the field of

employment that France's performance

was poor. The rise in the number of

unemployed, from which most OECD coun¬

tries suffered, was extremely high in

France. The labour force projections drawn

up by the French Government for the

Vlllth Plan showed that, with no policy

change, and assuming a growth rate similar

to that recorded from 1976 on (about

2.5 per cent per year) and no change in the

trend of productivity, the unemployment

level would reach some 2.6 million by

1985. Of course, France is not the only

country where unemployment has got

worse, but it has for a long time been

accustomed to full employment and the

unemployment figures have certainly, for

this reason, had a major influence on the

change of strategy.

A New Course

The new economic strategy, while

intended to control inflation, is primarily

directed towards combating unemploy¬
ment. It is built around a number of

objectives: faster growth, a reduction in

inequalities and greater national solidarity,

and building up the public sector in conjunc¬
tion with the formulation of a new industrial

policy. These orientations are described in

the Interim Plan worked out between July

and October 1981. Rather than giving a set

of quantified projections like earlier French

medium-term plans, it sets out the broad

lines of the strategies and economic policy

priorities for the coming two years. How¬

ever, the Interim Plan is linked to an annual

GDP growth target (in volume) of three per
cent for 1982-832.

Growth

The achievement of sustained and more

rapid growth is regarded by the new

government as vital if unemployment is to

1. Each OECD Member country is surveyed

each year by OECD's Economics and Statistics
Department and its Economic and Development
Review Committee, and the findings are

published in a country survey.

2. The medium-term plan itself, work on
which is due to begin in early 1982 and which
probably will contain a set of quantified projec¬
tions, will cover the period 1984-88.
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be reduced. The three per cent target

would represent a distinct improvement on

1 980-8 1 (one per cent a year on average),
but would still be far short of the growth

performances achieved in the 1960s and

early 1970s. In the opinion of the French
authorities, the main characteristics of this

growth should be:

a lower degree of external dependence

as a result of reducing energy dependence,

"recapturing" the domestic market and

developing exports as a consequence of the

modernisation of productive capacity

more focus on household consumption

(the raising of the minimum wage and

social benefits will inject into the economy

the equivalent of one per cent of GDP in

additional purchasing power in 1982).

Employment

In the opinion of the national experts, the

growth targeted in the interim plan should

make it possible to stabilize the level of

unemployment, but other action must be

taken if the deteriorating trend in the labour
market is to be reversed. Thus the Govern¬

ment has worked out a national solidarity

project based on the finding that wide

inequalities exist in France. These inequali¬

ties are to be reduced through more pro¬

gressive taxation, a tax on capital, higher

unemployment and old-age benefits, etc.

These are all part of the traditional armoury

of social policies developed in most OECD

countries over the past twenty years or so.

As to that part of the national solidarity

policy designed to reduce the level of

unemployment, a number of measures aim

to bring about a better distribution of Work:

progressive reduction of the working week

to 35 hours in 1985; lowering of the

retirement age under what are called "sol¬

idarity contracts3"; encouragement of part-
time working.

Public Sector

Enlargement of the public sector's role is

regarded by the French authorities as vital

to the achievement of economic policy

goals of growth and the reduction of

external dependence. In direct contrast

with the previous government's overriding

strategyand the course currently being

followed by many Member countries-the

new government accepts, within certain

limits, an increase in the public sector

deficit but is seeking to use that deficit

"actively" to support demand (via the

growth of social expenditure) and to

finance direct job creation in the govern¬

ment sector. However, it is acknowledged

that, as from 1983, public expenditure will

have to be directed more towards research,

energy conservation and productive invest¬

ment whether in the private or nationalised

sectors. Industrial nationalisation plans

focus chiefly on basic industries, where unit

investment costs are very heavy, and

high-technology industries where research

spending is high. The Government con¬

siders that bringing these sectors under the
direct control of the State will enable them

to modernise and become more competi¬

tive. In addition, nationalisation of most of

the banking system is expected to enhance

industry's willingness to take risks and to

improve allocation of the country's

resources by financial institutions in

accordance with the industrial priorities set

by the Plan.

Industrial Policy

Industrial policy has changed somewhat.

It is true that emphasis continues to be

placed on the restructuring effort under

way since the beginning of the 1970s. But

two conclusions have been reached: first,

specialisation has led to the decline of

whole industries, many of which provided

large numbers of jobs (steel, textiles);

secondly, it has not prevented increasing

penetration of the home market by foreign-

produced industrial goods, even in those

sectors where France is most competitive.

The new strategy will focus on the firm

instead of the sector (on the reasoning that

in every sector, even one seemingly

"doomed" by foreign competition, there are

firms which are basically healthy and effi¬

cient though perhaps experiencing tempo¬

rary difficulties) and on the product instead

of the industry (since even in industries

which are losing ground there are products

which can successfully withstand competi¬

tion). With this shift of strategy, measures

may be taken to help the activities most

threatened. The interim plan refers to wood

and paper, textiles and clothing, steel and

machine tools. The plan also puts forward

the aim of "recapturing" the home market

through close collaboration among produc¬

ers, distributors and users and especially

by building up competitive productive

capacity-a process in which public enter¬

prises would play a major role. To promote

the necessary adjustment the Government

may use marginal actions (financial aid to

enable a firm to acquire new technology)

but it may also pursue a policy of active

intervention, which would be facilitated by

the existence of a large nationalised sector.

Emphasis is also being placed on aid to
small and medium-sized businesses in the

private sector, since these are considered

to be a vital link in the industrial chain.

Evaluation

The medium-term strategy is ambitious:

stronger growth, reduced unemployment,

modernisation of productive capacity,
recapture of the domestic market, reduc-

3. National solidarity contracts may be con¬
cluded between the central government and
enterprises or local authorities with a view to

encouraging either a reduction in working time
(in order to create jobs) or the introduction of
early retirement and part-time working or
promoting new activities that create new
jobs.

The new economic strategy, while intended to control inflation, is primarily directed towards
combating unemployment.
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tion of inequalities, greater national solidar¬

ity. Its success, however, hinges on a

number of prior conditions. Clearly, results

in 1 982- 1 983 in terms of activity, employ¬

ment, prices and the foreign balance will

make the achievement of these new gen¬

eral medium-term objectives easier or more

difficult, as the case may be. But in any

case, the fundamental reforms the govern¬

ment wishes to carry out could well come

up against a number of obstacles.

As regards "work sharing", the details

will have to be carefully worked out in order

to prevent certain perverse effects.

Reducing the working week is a possible

way of creating new jobs, provided that

there is optimal utilisation of plant and that

workers agree to a more moderate trend of

earnings in return for shorter hours. If these

conditions were not met, a wage

cost/price spiral would start up which,

through its negative effects on external

competitivity, would give rise to a further

increase in unemployment. Lowering retire¬

ment age may make some job creation

possible. But in view of demographic trends

and the ageing of the population, it will

bring with it a marked and growing imbal¬
ance in the 1980s between labour force

and inactive population, and therefore

major financing problems for pension

funds. This measure may also encourage

the development of a parallel economy,

with the younger retired wishing both to

maintain a link with working life and to

make up for loss of income. All told, it

would seem desirable, when applying the

various methods of work sharing, to avoid

centralised and irreversible measures,

which might at the outset have effects

opposite to those intended and, in the

longer term, after the turnaround in demo¬

graphic trends takes place, result in difficult

financing problems.

The general government borrowing

requirement rose steeply in 1981 but

should grow much more moderately in

1982, ultimately stabilizing at a level equi¬

valent to 21/2-3 percent of GDP. This would

still be lower than the level in many

Member countries, but the development of

quite a substantial deficit over a relatively

short period is liable to increase inflationary

pressures. Apart from the size of the

deficit, the latter's relation to the saving

surplus of the private sector also has to be

considered. In the longer term there is the

risk that the deficit might widen. Under the

strategy adopted by the government (ex¬

pansion of social benefits, more active

industrial restructuring policy, research

policy, etc.), the coming years will probably

see a steep rise in spending. Conversely, on

the revenue side, there does not seem to be

room for further increases in social security

contributions without exceeding a toler¬
ance threshold of both households and

firms. In this connection a complete rear¬

rangement of the social security system,

which the government itself considers

desirable, appears to be eventually neces¬

sary. The planned adjustments in taxation

(wealth tax, higher tax scales for the

highest income brackets) will probably not
produce sufficient additional resources to

offset the increase in expenditure. On the

other hand, more consistent progress than

in the past in the fight against tax evasion

would be highly desirable.

If the budget deficit were to widen, this

would pose serious financing problems
which would make it harder to control

money creation or could crowd out of the

capital market private investors. In any

event, a larger budget deficit would add to

the public debt burden in a period of high

interest rates. However, even more than

the size of the deficit, it is the weight of

general government in the economy that

may become excessive: here, the situation

at the outset is disquieting enough, after

ten years of steeply increasing general

government expenditure and revenue. The

experience of other OECD countries shows

that if the share of national income redis¬

tributed by the authorities and the share of

total revenue in domestic product are too

high, this inevitably has adverse effects on

incentives and on the efficiency of resource
allocation. These considerations must be

borne in mind when assessing the chances

of success of the ambitious projects the

authorities are planning to launch.

Industrial policy should make it possible

to support industries and regions, the

decline of which was a factor in the steep

rise in unemployment during the last
decade. However, the shift in industrial

policy should be implemented in such a

way as not to reduce overall competitivity.

The French economy operates in an inter¬
national framework where certain rules of

competition and specialisation apply and

the new government has undertaken to

abide by these rules. But the efforts

towards renewal that the govern¬

ment wishes to make in a number of badly

threatened sectors will take a few years to

produce results in terms of gaining foreign

market shares and reducing domestic

dependence. There might thus be a great

temptation to turn towards more or less

disguised protectionist measures. How¬

ever, such a policy would be very prejudicial

both to the French economy (with the

inevitable emergence of inflation in the

sheltered sectors no longer subject to
foreign competition) and to the interna¬

tional community, by creating the risk of an

escalation of protectionism.

The Austrian economy is one of the

healthiest in western Europe, al¬

though it is barely growing at the
moment and its current external

balance is heavily in deficit. Both inflation

and unemployment have been maintained

at comparatively low levels at a time when

they have become chronic problems in

other OECD countries. But recently, as in

most other OECD countries, unemploy¬

ment has begun to increase.

Social Partnership

The relatively high and stable long-term

rate of growth of the Austrian economy is

in large measure a product of the unique

approach to economic policy embodied in

the so-called "social partnership" between
labour and business. Instituted after the

Second World War, the social partner¬

ship's central institution is the Joint Com¬

mission for Prices and Wages, composed

of representatives of government, the

Chambers of Trade, Agriculture and Labour
and the Federation of Trade Unions. Its

activities extend well beyond the realm of

wage bargaining, since it is actively
involved in the formulation of social and

economic policies. The government would
never take decisions in these fields without

the prior agreement of the social partners.

The system is, perhaps, reinforced by the

size of the public sector, which accounts for

about 30 percent of total dependent

employment and controls two-thirds of the

50 largest companies in the country.

While it is involved in economic policy

formulation at the most general level, the

bulk of the Joint Commission's day-to-day

work involves the control of wages and

prices. All prices which are not under the

direct control of the public authorities (such

as foodstuffs and some energy prices) are

subject to voluntary price control by the

Commission's Price Committee. This gives

that committee control over the prices of

some 200 standard articles, or about 20

percent of consumer prices. Price rises

have to be justified by cost increases, and

the Price Control Law provides for govern¬

ment sanctions on companies which raise

prices by more than the approved amount

or do not submit their proposed price rises

for approval. In practice, these sanctions

have never been applied.

The Wage Committee does not control

the amount of wage increases, only their

timing. Wage claims are forwarded via the

Federation of Trade Unions, which dis¬

cusses the merits before submitting them
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to the Joint Commission. The success of

wage control thus largely depends on union
self-restraint.

The main benefit of this system has been

to allow demand management to be more

expansionary than would have been pos¬

sible if wages and prices were not under
reasonable control.

Exchange Rate Policy

Following large wage increases in 1 975,

the government began to emphasize the

role of the exchange rate in economic

policy. It was the unions, concerned about

international competitivity who proposed

the adoption of a hard currency policy; the

employers accepted the idea in principle.

Indeed the hard currency approach became
and remains a cornerstone of social con¬

sensus. Support by the trade unions for this
policy is remarkable as it imposes consid¬

erable self discipline on them.

The hard currency policy has been oper¬

ated in a pragmatic way. Originally the

authorities intended to keep the exchange
rate constant vis-à-vis a basket of stable

currencies, but the objective was later

changed so as to maintain constant com¬

petitivity. When the US dollar strongly

appreciated in 1980, more emphasis was

put on the maintenance of the exchange
rate vis-à-vis the Deutschemark even if the

result was a decline in competitivity.

For several years the hard currency

policy proved to be too ambitious, the

social partners finding it difficult to bring

incomes policy into line with the exchange

rate target: although price and wage

increases decelerated year after year up to

1977, currency appreciation, determined

mainly by movements in the Deutschemark

(Germany accounts for 30 per cent of
Austria's exports and 40 per cent of its

imports) more than offset the low price rise

resulting from wage moderation, and com¬

petitivity deteriorated. This plus the fact

that the Austrian economy was undergoing

a stronger expansion than elsewhere
resulted in a deterioration of the current

account balance and required stabilisation
measures in 1978.

Since the weakening of the Deutsche¬

mark at the end of 1 979, Austria has again

become more competitive in many mar¬

kets. But because of the counter-cyclical

orientation of wages under the social part¬

nership which excludes a fall in real wages

in time of recession, Austrian wage rates

have risen more than in Germany and the

competitive position of Austria vis-à-vis

Germany has deteriorated.

Thus the interaction of the hard currency

policy and the social partnership meant
that Austrian stabilisation benefitted for a

long period from developments in Ger¬
many. But there have been associated

costs. In periods of comparatively rapid

economic growth and low inflation in

partner countries, the exchange-rate con¬

straint on policy may be broadly consistent

with the requirements of domestic recov¬

ery, but it can run counter to them when

economic growth in the partner slows

down as has recently tended to happen.

What of the Future?

The key to Austria's immediate eco¬

nomic prospects lies in its export competi-

The hard currency policy is a cornerstone ofsocial consensus and imposes self discipline on the trade
unions.

tivity for only through a vigorous expansion

of exports will the country be able to
maintain a high level of employment. An

improved competitivity with Germany
would seem essential: the achievement of

this however will mainly depend on a

moderate development of unit labour costs

given the commitment to the present

exchange rate policy.

In view of the need to reduce the current

external constraint to growth over the

medium term and to maintain high employ¬

ment, it is essential that the hard currency

policy continue to be operated in a prag¬

matic way in response to changing circum¬
stances.

The Austrian policy of maintaining

employment growth by increasing public-
sector employment and by hoarding labour

in the nationalised industries has adversely
affected productivity growth and hindered
structural adjustment, apart from its bud¬

getary costs. The room for continually

increasing employment has therefore sub¬

stantially narrowed, and unemployment

has risen during the present recession. As a

result the achievement of consensus poli¬
cies may be more difficult in future than in

the past.

r DENMARK

Social Benefits

DENMAl

Social Benefits

and Economic Policy

Denmark finds itself in a difficult

economic pass at the moment, suf¬

fering from serious imbalances in

crucial areas of the economy which leave it

very little room for manoeuvre.

After two years in which domestic

demand fell 7 per cent, at the end of 1981

the rate of inflation was high (10-11 per
cent) and so was unemployment (9 per

cent), combined with a large budget deficit

(around 7 per cent of GDP) and a relatively

hefty current external deficit (3.5 per cent
of GDP).

Traditional demand management stra¬

tegy and fiscal and monetary tools will be

insufficient to overcome these persistent

imbalances, which OECD's survey judges

to be as much a product of political

objectives, social policy and institutional

rigidities as of the economic climate. The

government will only succeed in restoring a

measure of balance to the economy if it is

both willing and able to cut the public

sector down to size, not only through cuts

in public services but also through reduc¬

tions in transfers. At the same time, it will

need to come to grips with the mechanisms

that determine prices and wages and with
the inefficiencies of the labour market. -

35



The Budget Deficit

In 1973, Denmark's public sector repre¬

sented 40 per cent of GDP and ran a

healthy 5.8 per cent surplus, as a percen¬

tage of GDP. By 1981, total public expen¬

diture accounted for 60 per cent of GDP,

and the government's financial balance

was in deficit. During the same period, real

GDP rose only 1 1 per cent, while real

national disposable income is estimated to

have fallen slightly. The growing deficit

that accompanied this explosion in the

relative size of the public sector was to a

large extent the result of so-called "auto¬
matic stabilisers". These exist in both the

tax system and the unemployment insu¬

rance system and they combined to pro¬

duce a strong increase in the number of

income and transfer receipts. It was the

increase in the number of recipients rather
than the amount each received that was

the decisive factor in determining the rapid

expansion of the public sector. While this

may have had a positive effect on the level

of demand, the pressure on interest rates
that has become the unavoidable conse¬

quence of the large deficit increasingly risks

exacerbating any recovery in private-sector

fixed investment. Now there is the danger

that some expenditure measures to combat

unemployment may prove difficult to

reverse so that there still may be a consi¬

derable budget deficit as and when normal

rates of capacity utilisation are restored.

The government has adopted a medium-

term strategy aimed at restoring external

and internal balance during the 1 980s. The

first steps included the 1979 devaluation

of the krone and the exclusion of energy

prices from the price index on which

indexation of wages and salaries is based;

both contributed to a significant reduction

in relative costs. But although there has

been a marked improvement in exports,

higher production has been engendered

solely through the utilisation of spare capa¬

city; in the medium and long term, Den¬

mark will need to expand capacity and

further increase production in its export

industries if any impact on the level of

employment and the balance of payments
is to be achieved.

A primary objective, therefore, should be

a reduction of the budget deficit to ease the

pressure on domestic interest rates and

make capital more available to the private
sector.

This may be difficult to achieve under

present circumstances, however. An in¬

crease in the tax burden would go against
the need to dampen domestic cost trends

while cuts in public consumption would not

be sufficient as they would be partly offset

by rising unemployment benefits. It may,

therefore, be necessary to reduce trans¬

fers, such as unemployment benefits,

ASir 4%
Denmark's labour market shows signs of
increasing rigidity. Unemployment spells are
lengthening, geographic mobility has declined,
and the duration of unfilled vacancies has

lengthened.

which are absorbing an excessive part of

national income. This may not be easy to
achieve, but it should be borne in mind that

policies on unemployment insurance and

other areas of public spending were
evolved in a period of full employment,
when expectations were for continued

strong growth in incomes. Since Den¬

mark's real national disposable income was

hardly higher in 1981 than it was in 1973,

there would seem to be a strong case for
reconsidering the cost implications of

income maintenance systems in view of
what the economy can provide without

jeopardizing long-run growth and full
employment prospects.

The Competitive Position

The system of wage formation in Den¬

mark is characterised by highly centralised

collective bargaining, through which two-

yearly wage settlements are negotiated by

employee and employer organisations for a

large majority of the country's workforce,

although these are subject to modifications

at local level. Cost-of-living adjustments

are made twice a year at a flat rate for all

income levels. Productivity adjustments

are made at the local level in the private

sector, and public sector wages are

adjusted for wagedrift in the private sector.

Up to 1980, public sector wages had,

nevertheless, lagged behind the private

sector, but since then a reverse trend has

been evident.

The government has little scope for

pursuing a policy of nominal wage flexibility
in a system comprising so many elements
of inbuilt rigidity, especially given the fact
that a 9 per cent unemployment rate has
failed to put an effective brake on nominal

wages. These are projected to increase by
12 per cent in 1982. It has been shown

that the real - disposable - income loss

incurred by wage earners through a marked
cut in nominal wage rises would be rela¬

tively minor: the July 1979 OECD Survey
of Denmark argued that if all the favourable

effects of improved competitiveness, re¬
duced unemployment and the lower tax
burden were taken into account, the result

would probably be a net gain in the medium

term for the working population as a
whole.

However convincing the theoretical

arguments, it is difficult for governments to

gain acceptance of moderate wage settle¬
ments well below the existing rate of price
inflation. One way might be to institute a

new sort of incomes policy based on
tripartite consensus, in which settlements

have no index clauses and no wage-wage
links.

It may also be that an unemployment
insurance system offering a high degree of
social security may not be entirely compa¬
tible with economic efficiency. There are

three ways in which unemployment benefit
schemes might be modified to reduce their

negative effects:

Benefits could be reduced over time,
both to remove disincentives to work and

reduce budgetary costs.

Given that the main objective is to relieve
hardship due to loss of income, more

attention might be given to the economic
situation of the household rather than to

the past earnings of unemployed people.
The potential savings of such a reform
could be considerable.

Other disincentives to work could be

reduced through changes in the income tax
system and in other social transfers. For

many unemployed people, the net impact

on disposable income of re-employment is
often too insignificant to constitute an
incentive.

For the Danish government to risk the

political costs that might flow from an

endeavour to reduce the generosity of
social security schemes, it would have to

create acceptance on the part of the

general public that harsh measures are

required just as trade unions would have to

be convinced of the long-run benefits of

moderation in wage settlements if they are
to persuade their members to accept
increases that do not compensate for
inflation. Denmark's economic problems
look as if they can only be solved by some
courageous political initiatives.
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The Cost of OPEC II
by Sylvia Ostry, John Llewellyn and Lee Samuelson1

Oil shocks are very costly, not only to OECD economies but also to the

rest of the world. This is not always fully understood: attention often

focuses on the direct transfer of income from oil-consuming nations,

large and small, to oil producers. But to the extent that economic activity
is weakened in the large oil-consuming countries, the economic

performance of much of the rest of the world can be harmed too.

This article attempts to put numbers on a few of the key magnitudes

involved. It concentrates mainly on the virtual tripling of oil prices

between the end of 1978 and the beginning of 198 1, although the tenor

ofmuch of the analysis would also apply to the equivalently large increase

of 1973/74. And it considers only some of the effects, because these

two large increases in the price of oil have had, and are continuing to

have, substantial consequences in many areas, including for example,

financial markets, and the supplypotential of industrial economies. Not all

of the influences are by any means fully understood, and the more they

are examined, the more it becomes clearjust how complicated, pervasive

and resonant many of these effects are.

Three broad issues stand out:

First, the fairly aggregate results of

research carried out by the OECD

Secretariat into the magnitude of the initial

(one-to-two year) effects of the rise in oil

prices on incomes, aggregate demand and

output.

Second, in broad brush and without quan¬

tification - the effects of higher energy

prices on the productive potential of our
economies and the nature of the structural

adjustment processes that have been set in
train.

Finally, and here inevitably the comments

must to some extent be speculative, the

macroeconomic policy responses that have

been adopted to deal with the rise in energy

prices, and the rationale for them.

Demand-side Effects

The terms-of-trade effect

The first and most immediately obvious

consequence of a rise in oil prices is an

increase in the price of all oil and oil-related

products. This reduces the real value of the

money income of non-oil producers, and

correspondingly increases the income of

oil-producers. A not insignificant redistribu¬

tion takes place among OECD countries

(from those which do not produce oil to

those which do), as well as between

sectors within oil-producing economies.

But the most substantial redistribution is

from OECD countries to non-OECD oil

producers, mainly OPEC. For the OECD

economy as a whole - netting out the

transfer of income which took place within

and among OECD countries the 1 70 per

cent rise in the price of internationally

traded oil in 1 979/80 resulted in a transfer

of real income to non-OECD oil producers

of about 2 per cent of total OECD income in

1 980. And in every subsequent year during

which real oil prices remain at about that

level, a similar rent will be paid, except to

the extent that the higher prices induce

continuing reductions in the volume of oil

imported.

Large though such sums are, if this

redistribution of income were all that hap¬

pened, the performance of the real side of

OECD economies might be little affected:

OECD economies on average would see

their real income reduced by around 2 per

cent, but thereafter income might be

expected to grow at much the same rate as

before, with GNP and employment growth

all the while showing little interruption. But

unfortunately experience of two major oil

shocks shows that the story does not stop

simply with a change in the terms of trade.

Because of induced changes in aggregate

demand, activity typically is depressed.

The main reason appears to be as fol¬
lows.

Aggregate demand effects

If all oil producers, both within and

outside the OECD area, were immediately

to spend their additional income resulting

from higher oil prices, total spending on

OECD-produced goods and services would

show little change. Spending by OECD

citizens would fall, but it would be counter¬

balanced by higher spending by non-OECD

citizens, much of it on OECD-produced

goods and services. Of course there would

be changes in the structure of demand, and

hence in the structure of supply, and these

would be important, but for the moment

these are abstracted from. Some oil pro¬

ducers, it is true, do spend their additional

income quite soon. Typically these are the

high-population, low-income countries. But

other producers, generally those with small

populations and high per capita income, do

not immediately spend their extra income,

but instead experience a large increase in

national savings, which manifests itself as

a substantial surplus on their current

account of the balance of payments.

This increase in savings tends to reduce

world spending. The OPEC surplus is of

course not lodged as dollar bills stuffed

under mattresses. Rather it is redeposited

in banks, generally banks in OECD coun¬

tries, from which it is available to be

borrowed. The ultimate deflationary im¬

pulse of the increased savings of low-

absorbing oil producers therefore depends

upon the willingness of the world at large
to borrow these savings and spend

them.

To some extent such borrowing does

take place. OECD countries have borrowed
from OPEC countries on an official basis,

the corporate sector also borrows, to a

limited extent, on world markets, and the

1. Head of OECD's Economic and Statistics

Department, Head of Economic Prospects Div¬
ision and Head of Econometric Unit.
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non-oil developing countries too have bor¬

rowed importantly. Nevertheless, the sum

of this borrowing turns out to be less than

the initial increase in oil-producers' sav¬

ings, so that an increase in the price of

internationally traded oil does turn out to

be demand-deflationary for several years

at least. It is not possible to be anything like

so precise about the extent of this effect as
it is about the size of the initial terms of

trade loss. But taking into account all the

major factors, the increased OPEC surplus

resulting from the 1979-80 oil price

increases may have reduced total real

spending on OECD-produced goods and

services in 1980 by almost 3 per cent,
relative to what it would otherwise have

been, and by about 4 per cent in 1981.

So much for two separate sources of

OECD income loss following an oil price

rise -first, a terms of trade effect, which is

a loss to OECD countries but which has its

counterpart in a gain to oil-producing coun¬

tries; and second, an OECD GNP loss, for

which there is no counterpart gain else¬

where.

Further induced effects

Finally, in the wake of the 1979-80 oil

price rise, aggregate demand policies in

virtually every OECD economy moved

towards restriction. This response was a

deliberate attempt on the part of OECD

governments to limit the pass-through of

higher oil prices into domestically gener¬
ated inflation. This issue is returned to

below. OECD estimates are that the discre¬

tionary swing in fiscal stance measured

on a constant-employment basis was

about Vi of a per cent of OECD GNP in

1980, nearly 2 per cent of GNP in 1981,

and on currently-announced policies will be

another Vi per cent in 1 982. The impact of
these shifts in fiscal stance on GNP is

amplified by familiar multiplier and other
feed-back effects.

So what have the oil price rises cost?

Adding up the assembled elements pro¬

vides a very rudimentary order-of-magni-

tude estimate of the costs of the oil-price
rise to OECD economies and to the rest of

the world. They are very large. To summar¬
ise:

First, the terms of trade shift. From the

point of view of OECD countries, this

amounted to a loss of over 2 per cent of

OECD area GNP in 1980, and about that

figure for every year that real oil prices and

volumes stay around their present level.

OPEC experiences a terms-of-trade income

gain of about the same absolute size.

Second, the GNP loss caused by an

increase in world savings. This loss is

transitory, because ultimately all OPEC

REAL INCOME LOSSES TO OECD

COUNTRIES DUE TO 1979/80

OIL PRICE RISE

AND POLICY RESPONSE

percentage of OECD's GNP

1980 1981

Due to:

Terms of trade

deterioration 1% 1%

GNP loss:

OPEC-induced extra

saving
OECD-induced

3

Va

4V4

1%

TOTAL 5 7%

countries can be expected to spend all their
income. But in 1980 this "extra world

saving" reduced OECD GNP by almost

3 per cent, and in 1981 the figure may

have been 4 per cent. This year the figure
should be significantly smaller. This loss to

OECD countries has no counterpart in any
gain to the non-OECD world; indeed it
actually loses: exports of these countries

may have been reduced by 10 per cent in
1980 and by 15 per cent in 1981, with
consequential harmful effects on their
GNP.

Third, there is the policy-induced GNP

loss to OECD countries, which we estimate

at about !4 per cent in 1980 and a little

under 2 per cent in 1981. This too will have

reduced exports of the non-OECD area.

Taking the three elements that can be

quantified, the total income loss to OECD

countries runs at around 5 per cent of

OECD GNP in 1980, and nearly 8 per cent
in 1981. Five to eight per cent of GNP is a

large figure. It compares with a figure of

less than Vi per cent of GNP spent by the

majority of OECD countries on foreign aid,
and with about 4 per cent of GNP that the

larger OECD countries spend on defence.

Furthermore, only the first item, the terms-

of-trade loss, represents a gain to oil
producing countries. The other two items-

the GNP losses due to OPEC-induced

"extra savings" and OECD policy-induced

deflationrepresent losses to OECD which

do not have their counterparts in gains
elsewhere, but instead represent a loss to
non-OECD economies, in the form of

reduced exports and hence lower GNP.

Supply-side Effects

Each of the three major effects outlined
so far has been on the demand side of the

economic system. But there are also impor¬
tant supply-side effects.

Although a great deal has been written

and said about the influence of two great oil

shocks on the supply side of our econom¬

ies, it is worth stressing the basic signifi¬

cance of what has happened. What the

world has seen are two supply-side shocks,

two changes to the ex ante balance of

supply and demand for oil. Like coal before

it, oil has been of primary importance in

fuelling industrial expansion. Indeed a

major part of the industrial revolution was
and continues to be the development of

new and better ways to harness the energy

released by combustion. Energy enters

virtually all industrial activities, and many

personal activities too. Society has grown

accustomed to it, so that it is very hard to

do without, and oil in particular has become

rather difficult to replace, at least in the

short run.

It is for these reasons that even a small

disruption to the supply of oil can push its

price up enormously. And it is through such

price rises that the serious effects of a

disturbed oil supply/demand balance work

themselves through. There are many such
effects:

Changed relative prices for oil and oil-

related products lead to a change in the

structure of household demand, with a

reduction in the level of demand for rela¬

tively energy-intensive products; as well,

production and transportation switch

towards processes that are less intensive in

their use of energy, and correspondingly

more intensive in their use of labour, capital
or both.

Demand for fuel switches to some extent

away from oil to other fuels, which begin to

climb in price.

Demand for fuel in total falls in relation to

output as a consequence of higher overall

fuel prices.

If all of these adjustments could take

place smoothly, with all fixed capital equip¬

ment able to be freely transformed into

now more appropriate forms, there would

be no more reason to be concerned with

the supply side of industrial economies
than there was before 1973. But unfortu¬

nately the process is not that easy. Capital

equipment is not in general smoothly

malleable. Faced with a technological

structure that can produce goods for which

there would be only little demand at a price

which fully covered costs, entrepreneurs in

some sectors have to search for a different

technology which combines inputs in a way

that does permit a profit to be earned.

There are two important features of this

process: first, it takes time. And second, if

output prices are constrained, it involves

the economic obsolescence of part of

society's capital stock, and hence a reduc-
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tion in the level, if not the longer-term

non-inflationary rate of growth, of out¬

put.

The importance of these effects in turn

depends on the response of business

investment. Accelerated scrapping coupled

with high investment would lead to a rapid

adjustment of the productive structure and

maintain future potential output. Low

scrapping and weak investment the char¬

acteristic pattern in most countries over the

1973-78 period - has led to persistence of

structural imbalances, with longer-term

implications for potential output.

These effects are likely to be quantita¬

tively important, and it is known that

previously reliable measures of capacity

utilisation are now highly suspect and will

remain so for a period yet. The Economics

and Statistics Department is currently

engaged in a programme of work which,

through an investigation of the effects of

higher oil prices on the productive potential
of OECD economies, should in due course

enable some tentative numbers to be put

on these supply-side phenomena. At this

stage it is too soon to provide even

tentative figures, although there are rather

clear indications that the rate of unemploy¬

ment which corresponds to a non-infla¬

tionary growth of output has increased in

virtually all countries for at least two

reasons:

Because of the low level of investment in

recent years, total capacity has grown

much more slowly than the labour force,

which, at the same time, has been impor¬

tantly influenced by demographic

changes. (See page 9.)
Since profitability of the capital stock

very much depends on the development of

output prices relative to input prices, much

of existing spare capacity would be eco¬

nomically viable only in an environment of

faster price inflation or lower wages.

Thus a key element in determining how

the supply side of the OECD economies

adapts to the rise in oil prices is the

behaviour of real wages. If real wages

decline (relative to productivity growth) so

as to absorb the major portion of the

terms-of-trade loss, then enterprise profi¬

tability and investment demand is likely to

be better maintainedthereby easing the

process of structural adaptationand at the

same time the decline in labour costs

relative to capital and energy will support

employment by encouraging substitution.

Whille the evidence is not all in yet, and

other factors are also important, it would

appear that the OECD economies have

absorbed the second oil shock somewhat

better than the first one, largely for the

reason that a smoother real wage adjust¬
ment has been achieved.

The Policy Response

A natural question that arises in consid¬

ering the sort of global arithmetic pre¬

sented above is whether this is simply a

mixing of apples and oranges. Granted that
the terms-of-trade loss in OECD income,

and a corresponding gain by oil exporters,

is an unavoidable consequence of the rise in

oil prices, are not the other, indirect, effects

avoidabletheoretically at least? To put it in

extreme form, could not OECD countries

have avoided the GNP decline arising from

excess world savings by increasing govern¬

ment dis-saving by a corresponding

amount, so as to maintain aggregate

spending levels? Indeed, could not such

government dis-saving have been financed

quasi automatically, by borrowing directly

or indirectly the surplus OPEC funds? Why

is it, finally, that governments by and large

found it necessary to adopt policies that

accentuated the weakening of aggregate

demand, rather than offsetting it?

This line of reasoning, which looks very

attractive in theory, would be germane if

the OECD economies were very flexible,

highly controllable through macroecon-

omic policies, and capable of close coordi¬

nation of policies among countries. In the

world as it is, however, such a strategy was

judged as far too risky.

The overriding concern was the inflation

risk. The terms-of-trade loss experienced

by OECD countries showed up, in the first

instance, as an acceleration in prices.

Accommodating policies would almost cer¬

tainly have risked this acceleration building

into wages and thereby into the underlying
momentum of inflation. While for some

countries this problem might in principle

have been mitigated by very careful policy

designfor instance by using cuts in indi¬

rect taxes to simultaneously sustain

demand and reduce price pressurethe

practical difficulties of implementation are
not to be minimised.

The importance of achieving not only a

moderation of nominal wages to contain

inflation, but also the adjustment of real

wages to promote appropriate supply-side

responses, has already been emphasised.

Since real wages are not directly controll¬
able in market economies, the burden falls

on macroeconomic policies to foster condi¬

tions that make real wage adjustment

possibleunfortunately implying conditions

of greater economic slack, at least for a
time.

A third reason for restrictive demand

policies was linked to the risk that even the

reduced levels of aggregate demand might

prove excessive relative to the altered

supply situation. As noted above, the shift
in relative prices has affected supply poten

tials in substantial, if highly uncertain

amounts. Attempts to maintain demand in

the face of such a reduced supply capacity

might have severely intensified already

serious inflation problems. Given the uncer¬

tain size of the supply effects, it is not

possible to know how much demand res¬

traint would have been required on this

score, butgiven the stubbornness and

momentum of an inflation process once it

gets goinga good deal of caution in this

regard was warranted. It must be allowed,
however that to the extent, that demand

restraint discourages investment it also has

adverse effects on potential output.

The consensus of OECD governments

therefore has been that, in addition to the

terms-of-trade loss, and the GNP loss

caused by the increase in the OPEC surplus,

there is an additional and probably una¬

voidable loss arising from aggregate

demand policy itself. The alternative of

using aggregate demand policies to offset

the income loss, might have resulted in less

foregone GNP in the near term, but risked

an accelerating inflation and perpetuation

of imbalances with even greater long-term

costs.

It would be wrong to lay the blame for all
the current economic woes at oil's door.

The present performance and prospects of

the OECD economy reflect an inheritance of

past policies and structural changes and

are not simply a consequence of the supply

shocks of the 1970s. Indeed the impact of

those shocks has thrown into sharp relief

many problems stored up from the past

which might have been exposed more

slowly and less painfully under other cir¬

cumstances, but were problems to be

tackled sooner or later. Focusing on the

effects of the oil-price increase is not meant

to imply that the present economic

dilemma stems from that single cause. Oil

is obviously not the whole storythough it

is certainly a key chapter.

Furthermore, oil continues to be a matter

of prime importance. At the moment the oil

market is weak, as a result of strong

conservation, destocking, and sluggish

economic conditions. Weaker oil prices

bring with them some inflation relief, which
taken of itself is welcome. But to the extent

that this might weaken conservation effort,

or lead to the postponement of the devel¬

opment of alternative fuels, their tempo¬

rary inflation relief is much less of a

blessing. If it leads to future profligacy, and

permits yet another damaging oil-price

shock, the short-term gain will most

certainly not have been worthwhile. OECD

economies have not yet by any means

adjusted to the damaging effects of the

two major oil shocks. They must not be

subject to another.
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Protectionism

vs.

Economic Policy

by Emile van Lennep, OECD Secretary General

The multilateral market-oriented inter¬

national system of trade and pay¬

ments is coming under increasingly

severe pressures. These stresses and

strains relate not only to traditional trade

restrictions. There is also the more general

tendency for governments, faced with

rising unemployment at home, to seek to

promote exports, pick winners and gain a

jump on the competition. However sensible
such measures may seem in a national

context, they risk being self-defeating
because of the international context.

How, in this context, can we best work

together to defend and strengthen our

market-oriented trading system?

The immediate origins of the stresses we

are seeing in the world trading system

clearly lie in our poor general economic

performance over the last few years - and,

in particular, the lethal combination of high

inflation and rising unemployment.

It is important to note the close inter¬

relation between our macroeconomic diffi¬

culties and the pressures arising in specific
international markets.

Free Trade, Productivity

and Exchange Rates

Under the right conditions, free trade can

be a positive sum game for all concerned.

This is true not only for each trading

partner, but even for the businesses and

workers displaced by foreign competition,

since they can be shifted into areas where

their country has a greater comparative

advantage.

But even the most ardent supporter of

free trade must recognise that, if the basic

macroeconomic conditions are wrong -

that is, if price signals are distorted by high

and uncertain rates of inflation, if slow

growth provides insufficient jobs for dis¬

placed workers to go to, and if there are
wide fluctuations in interest rates and

exchange rates - then the benefits and

costs of free trade can become very

unevenly distributed both between and
within countries.

Let me illustrate. It is a basic tenet of the

case for free trade that trade between

countries with widely different levels of

productivity and real wages can be

mutually beneficial. What matters is not

the level of a country's real wages, but

that, as translated into foreign markets

through its exchange rate, they should be in

line with its productivity performance. If a

country's real wages run ahead of its

productivity, or if its exchange rate is too

high in relation to its relative cost perfor¬

mance, profits will be squeezed, invest¬

ment depressed, and a cumulative process

of de-industrialisation may set in.

If, on the other hand, a country's real

wages and domestic demand lag behind its

productivity potential, or if its exchange
rate is too low in relation to its relative cost

performance, this can lead to strong pres¬

sures for export-led growth which create

problems for other countries.

What is crucial is that it should be fully
understood that trade restrictions are pre¬

cisely the wrong way of trying to deal with

these kinds of macroeconomic maladjust¬

ments. In the first place, they run counter

to the market forces working in favour of
adjustment. For example, import restric¬

tions by a country with an over-valued

currency, or export restraint by a country

with an under-valued currency, will only

make things worse by reducing the flows of

foreign exchange which would otherwise

help to restore more appropriate exchange

rates. Equally, import restrictions by a

country with a poor productivity perfor¬
mance will slow down the shift of

resources into more productive uses. And

export restraint by a country with a good

productivity performance will penalise it

precisely in those areas in which it has

comparative advantage, to the detriment
of consumers at home and in the world at

large. Thus, underlying the complaints

about specific trade problems which are the

daily bread of the GATT, lie these broader

issues of macro-economic adjustment.

Challenge No. 1

As I see it, therefore, the first challenge

is: how can we best use the respective

procedures and rules of our international

organisations to arrest the ominous and

increasing tendency to try to deal with the

symptoms of macro-economic maladjust¬

ment by trade measures which, over any¬

thing but the very short run, only make

matters worse? At the global level, this is a

challenge to the IMF and to the GATT to

see to it that their efforts in their respective

spheres of responsibility are as comple¬

mentary as possible. It is also a challenge

to the OECD because problems of this kind

are currently particularly acute between a
number of OECD Member countries. The

question we must ask ourselves is whether

more could, and should, be done to com¬

bine our efforts so as to ensure that these

issues are tackled within a multilateral

framework, with proper weight being given
to macro- and micro-economic considera¬

tions, and to the interests of all parties

directly concerned.

Challenge No. 2

The second challenge results in part
from earlier successes. As traditional trade

barriers have been dismantled, the degree
to which domestic policies can distort trade

patterns has become more apparent. More¬

over, confronted with rapid structural

change and poor economic performance,

there has been a tendency for industrial,

regional and manpower policies to be

increasingly directed to easing the strains

on industries which are suffering from rapid

structural change. Such action has often

been a complement to - or a substitute

for - trade measures, so that the dividing
line between trade policy and most

domestic micro-economic policies has

become increasingly blurred.

It was a major achievement of the Tokyo
Round of Multilateral Trade Negotiations
that this was not used as an excuse to slow
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down or reverse the post-war movement to

trade liberalisation, despite the increasing

tensions caused by high inflation and slow

growth. Instead, a courageous effort was

made to bring these matters within the

ambit of internationally agreed rules and

consultation and negotiation procedures in

the GATT. I am thinking here, in particular,

of the so-called Subsidy Code and the Code
on Government Procurement.

We are still at an early stage in the

implementation of these agreements. Con¬

cern has been expressed in some quarters

about the increasing number of cases being

submitted to the GATT. But this, surely,

should be regarded as a positive sign, since

it is only by bringing these kinds of issues
within the multilateral framework of the

GATT that the effectiveness of the proce¬

dures can be tested and the necessary case

law built up.

But the many aspects of domestic poli¬

cies which can distort international compe¬

tition and factor allocation according to

comparative advantage are far from trans¬

parent. In the OECD we have devoted

considerable attention to these problems.

In 1978 the OECD Council at Ministerial

Level approved some general orientations

for a further shift to more positive adjust¬

ment policies and since then we have made

considerable efforts to analyse the structu¬

ral, macro-economic and international

implications of various domestic micro-

policies and to increase the awareness of

policy makers in OECD Member countries.

The OECD has developed considerable

expertise in this field and we will continue

to devote attention particularly to the

aspects of transparency and policy evalua¬

tion, in hoping that our work might be of
use to the GATT in its difficult task.

Challenge No. 3

Looking forward through the 1980s, I

believe the OECD countries are reaching a
turning point in our relations with the

developing countries.

Over the last decade, an increasing

number of the more advanced developing
countries discovered the enormous bene¬

fits they could obtain from an open trade

and payments system. Through their

access to world financial markets, they

have been able to draw significantly on

world savings to speed their own develop¬

ment. Through their access to the domestic

markets of the industrialised countries they

have been able to benefit from the dynamic

effects of export-led growth on their indus¬
trial and general development, and, at the

same time, earn the foreign exchange
needed to service their debts.

This experience has led to a growing

appreciation in developing countries of the

contribution that market forces can make,

more generally, to the process of economic

development, within, of course, the limits

set by the special social and economic

conditions which they are striving to over¬

come.

This also means that these countries are

becoming increasingly conscious of the

value to them of the principles of non¬

discrimination and progressive trade liber¬

alisation on which the GATT is based,

despite the fact that they themselves are

still benefitting from special provisions

which permit many of them to maintain

extensive and sometimes discriminatory

trade restrictions and export subsidies.

At the same time, developing countries

have, in a number of cases, seen their

exports to the markets of the industrialised

countries being restricted by a variety of de

facto selective and discriminatory devices

in precisely those areas in which they have

comparative advantage. And suggestions

are put forward here or there in our

countries which seem to put in question the

basic principle the most-favoured nation

treatment - of our approach to trade mat¬

ters.

The maintenance of very high and

opaque trade restrictions by some but by

no means all of our most important

trading partners in the Third World is not

only against their own self-interest. It is

also a potent factor generating protec¬

tionist sentiment in our own OECD trading

community. At the same time, because of

the degree to which we have already

opened our frontiers, there is not very much

in the way of general concessions we have

to offer them. What these developing

countries really need, however, if they are

to continue on a trade and export-oriented

development path, is a greater assurance
that we will not break or circumvent the

rules of the game in an unpredictable way

as they become increasingly competitive in
our markets.

The recently renewed Multilateral Fibre

Agreement is an attempt to provide a
framework for such an assurance. But we

cannot ignore the fact that the MFA

involves a major derogation from the rules

of the GATT, and that the developing

countries can rightly claim that it also

involves, over a further extended transition

period, a continuing infringement of the

workings of comparative advantage.

It is encouraging that the developing

countries are beginning to play an

increasing role in the GATT. Looking ahead,
what I think we must ask ourselves is

whether there may be the basis for a

mutually beneficial bargain to be struck

between the developed and developing

countries and implemented progressively

over the coming years. In such a bargain,

we would have to offer greater assurance

of continued access for the successful

developing countries to our markets within

the framework of agreed multilateral prin¬

ciples and rules. What we should ask for in

return is a commitment on their part to

reform and simplify their systems of pro¬

tection, wind them down over a period of

years, and progressively join in imple¬

menting the GATT codes on non-tariff
barriers.

I am well aware of the complexity of

these issues and of the practical and

political difficulties that such a bargain

would involve on both sides. But I am not

convinced that if we were to tackle the task

with sufficient imagination, making full use

of the experience we acquired and the

procedures we used when carrying forward

the great first wave of trade liberalisation

after the war, we might not succeed.

If we fail to meet this challenge, then we

must recognise the real danger that the tide

of growing economic dynamism in impor¬

tant parts of the Third World, based

increasingly on a market economy ap¬

proach, could be at risk. This would not

only hit them, it would also hit us in the

industrialised countries. We have a large

surplus in our trade in industrial products

with the Third World, particularly in the

high-skill and capital-intensive sectors
where our own industrial future lies.

We must emphasize again the crucial

importance of maintaining and streng¬

thening our market-oriented economic sys¬
tem. It is in this context that I have drawn

attention to the links between trade and

macro-economic policies, and trade and

the development process.

The major countries and the European

Commission are making strenuous efforts

in bilateral contacts to prevent a relapse

into self-defeating protectionism and to

maintain existing trade flows. And this can

only be welcomed. But international trade

and payments issues in a market-oriented

economic system are not only interrelated

but also basically multilateral in nature.

It is the vocation of the IMF GATT and

the OECD to provide a multilateral frame¬

work for analysing the issues and settling

disputes in as objective and neutral a way

as we can. We must continue to work

together and explore ways to deal more

effectively with the complexity of the

issues thrown up by the rapid changes in

the structure and dramatis personae of the

world economy.
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World Interdependence

Maintaining Biological
Diversity

In the process of increasing yields, the genetic base of many of the

world's crops and livestock has narrowed, making them more vulnerable
to pests and diseases and changes in soils and climate. The dangers of
this course of action have been realised, and new genes are being pulled
in to broaden the base. But at the same time the genetic resources which
can be drawn upon for this purpose and which are also used to make

pharmaceuticals and industrial products have been depleted, and this

trend continues. Some 25,000 plant species and more than 1,000

vertebrate species and sub-species are now threatened with extinction,

and as much as ten per cent or more of all species on earth could be

extinguished over the next two decades. Extinction of species on this
scale is without precedent in human history.

The problem has important implications for national development
policies in both developed and developing countries as well as for aid and
was discussed at a Workshop held by OECD's Environment Directorate
on Global Environment and Resource Issues. 1

The breeding of plants for high yields,

quality and resistance to disease and

pests has been one of the most

spectacular successes of agricultural re¬

search. Over the last three decades, about

one-third of the gain in agricultural produc¬

tivity in OECD countries resulted from

animal and plant breeding, with much of

the germplasm originating from tropical

and sub-tropical areas. It is estimated, for

example, that US wheat production has

been boosted by about $500 million a year
because of imported germplasm. More

than 70 per cent of crop production in the

United States is based on plant species
brought in from outside, and as in other

OECD countries, almost all crops contain

genetic material from a number of devel¬

oped and developing countries.

Such advances, together with increasing
farm or regional specialisation, have heigh¬
tened OECD countries' vulnerability, first
because for the OECD countries as a whole

it is estimated that ten plant species

account for 70 per cent or more of total

cash receipts from crops. Secondly

because many major crops in OECD

Member countries (probably all of them)

have a restricted genetic base. For exam¬

ple, only four varieties of wheat produce

75 per cent of the crop grown on the

Canadian prairies; and more than half the

prairie wheatlands are devoted to a single

variety (Neepawa). Similarly, 72 per cent
of US potato production depends on only

four varieties, and just two varieties supply

US pea production, while the US soybean

industry had its early origins in just six

plants from one place in Asia, although

since then it has benefited from genetic
material from other countries.

The dangers of this narrowing of the

genetic base have made themselves felt
both in OECD and in the developing coun¬
tries where the Green Revolution has also

concentrated on a few species. In 1 970 the

US maize crop was attacked by a new

strain of fungus: total production fell by

15 per cent but in some counties by as

much as 50 per cent. In India, high yielding

varieties were attacked also in the early

Seventies by wheat rust and in the

Philippines by a virus.

Response has been rapid the creation
and introduction of new varieties with a

broader genetic base, and greater recogni¬
tion of the fact that future increases in

productivity and decreased vulnerability to

new pests and diseases, or changes in soils

or climate, will depend on the admixture of

new genetic resources, mainly originating
outside OECD Member countries.

Unfortunately, the genetic resources

which can be drawn upon are eroding
rapidly mainly because of destruction of

habitat. Many wild and domesticated var¬

ieties of food plants such as wheat, rice,

millet, beans, yams, tomatoes, potatoes,

bananas, limes and oranges are already
extinct, and many more are in danger.
Useful breeds of livestock are also at risk:

1 1 5 of the 1 45 indigenous cattle breeds in

Europe and the Mediterranean region are
threatened with extinction. As genetic div¬

ersity erodes, so does the capacity of
scientists to develop new and improved
commercial species.

A preliminary inventory of 50 countries
carried out for the International Board for

Plant Genetic Resources in 1980-81

showed that, among the wild relatives of
crop-plant species and subspecies, at least

25 are now known to be threatened by
extinction and urgently require protec¬
tion.

Diminishing biological diversity of gen¬
etic materials is also a danger for industry.

Medicines and other pharmaceutical pro¬
ducts are heavily dependent on plant and
animal species. It is estimated, for exam¬

ple, that more than 40 per cent of the

prescriptions written each year in the

United States contain a drug of natural
origin - either from higher plants

(25 per cent) or microbes (13 per cent) or
from animals (3 per cent) - as the main or

one of the main active ingredients. The

commercial value of all medical prepara¬

tions in the US derived from natural origin
now surpasses $10 billion a year. The
most important applications of higher
plants and animals in the biomedical area

are directly as therapeutic agents, as

starting materials for drug synthesis, as

models for drug synthesis, for toxicity
testing and for serum preparation. Here too

1. Other subjects discussed at the Workshop
included CO2 and Climatic Change, Environ¬
mental Aspects of Bilateral Development Co¬
operation and the International Movement of

Hazardous Wastes. The term "biological diver¬
sity" embraces both genetic diversity (the
variability in a given species) and ecological
diversity (the number of species in a commun¬
ity).
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OECD countries are vitally dependent on

species now threatened with extinction.

Another example of dependence on dis¬

appearing species is the use of exotic
animals from developing countries for a

wide range of biochemical programmes. An

important part of these specialised pro¬

grammes cannot be carried out on captive-
bred specimens or cannot be met by the

limited quantities available through captive

breeding; a continuous supply of wild-

caught animals is needed. For example,
African chimpanzees, now on the endan¬

gered species list, have been considered as
"an irreplaceable surrogate for man" in

biochemical research especially for the

development of vaccines against infectious
diseases such as hepatitis.

Many other primate species, including all

of the great apes, are now considered as

endangered. Less than 20 per cent of the

primates currently used in biomedical

research are produced by captive breeding.

The success of major breeding pro¬
grammes, existing or planned, as potential
suppliers for the research needs of OECD

countries will depend primarily on the
conservation of suitable habitats for the

species concerned.

As yet, only about one per cent of the

world's plant and animal species have been

investigated for their medical value or for

other commercial applications. No one can

predict what other species may become

useful to man. Many species that may

seem to be of little consequence at present

could in fact have important medical and

commercial applications, or be key parts of

major life-support systems and processes
on which mankind depends. The increasing

loss of genetic resources is an issue which
needs to be addressed for reasons of ethics

for some, and of self-interest for all.

The Causes of

Diminishing Diversity

The most serious threat to species is the

destruction of their habitats - mainly trop¬

ical forests. In addition to containing about

a third of the world's plant and animal

species, tropical forests provide a wide

variety of goods, useful to affluent indus¬

trial and poor rural communities alike,

including timber, pulpwood, fuelwood, fod¬

der, fruit, fibres, pharmaceuticals, resins,

gums, waxes and oils. Many developing

countries are heavily dependent on their

tropical forests; eight of them each earn

more than $100 million a year from

exports of forest products.

Tropical forests, however, are being

exploited today at an unsustainable rate,

with little regard for their global, regional

or, even, local ecological value. They are

contracting rapidly as a result of the

expansion of shifting agriculture, sponta-

Breeding for high yields may narrow the genetic base and make a crop more vulnerable. Above:
corn-leaf blight in Illinois in 1970.

neous settlement, planned colonisation,

clearance for plantations and ranching,

cutting for fuel and logging. In order to

protect their usefulness as habitats, scien¬

tists estimate that at least ten and possibly

20 per cent of the total area of tropical

forests needs to be set aside as protected

areas. At present, only two per cent of such

forests are protected, and many devel¬

oping countries lack the institutional and

financial capacity to protect even this.

Opportunities for Action...
and Constraints

In spite of the fact that the United
Nations Stockholm Action Plan of 1972

gave special attention to genetic resources

and the need to preserve them as a matter

of priority, they are not yet viewed as a

strategic global resource. Consequently,

the economic, social and political implica¬

tions of rapidly declining genetic resources

have only begun to be assessed.

About 70 per cent of the world's genetic

resources are located in developing coun¬

tries which have little capacity to protect or

exploit them and which, for the sake of

their own economic development, en¬

courage activities such as the exploitation

of forests, which pose the greatest threats

to these resources. At the same time,

genetic resources, especially in developing

countries, are dealt with as "free-goods",

and the host country derives little or no

economic benefit from their exploitation.

But, on the other hand, OECD country

recipients of this genetic material generally

preserve it in germplasm banks and supply
it to developing countries free of charge.

Furthermore the OECD area provides the

bulk of the finance for the principal research

centres of the third world exploiting genetic
resources.

It is difficult for most developing coun¬

tries simply to set aside any sizeable

territory in order to preserve forest ecosys¬

tems and their concentration of genetic

resources because of the high short-term

opportunity costs. In addition there are the

costs of actually managing the protection

of designated areas. For many developing

countries, and the rural poor which consti¬

tute the majority of their population, it is

simply not a choice. Without alternatives or

assistance for management, their short-

term requirements for economic develop¬

ment, fuelwood and physical survival take
precedence over the need to, preserve the

tropical forest and its genetic resources.

Environmental policies in OECD coun¬

tries may also be contributing to the

destruction of the tropical forest. In a

report to the Japanese Government,
Saburo Okita observed: "An action that

may be reasonable in terms of protecting

one country's environment may not be so
in terms of environmental protection on a

global scale". As an example he cited the

"felling of tropical forests overseas because
forests in one's own countries are pro¬

tected"2. The example also serves to high¬

light the complexity of economic and eco¬
logical interdependence on a global scale:
the extension of protected parklands in

OECD Member countries may ultimately

compromise future agricultural production

2. Basic Directions for Coping with Global

Environmental Problems, Report to the Govern¬

ment of Japan, December 1980 (See OECD
Observer No. 1 10).
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Maintaining bilogical diversity: a seed bank at Fort Collins, Colorado, collects seed samples from all
over the world, preserves them and encourages their use.

by contributing to its loss of tropical forests

and biological diversity.

There are many possibilities for action
both at national and international level3.

Priority measures include:

making intensive surveys to identify spe¬
cies and habitats threatened with imminent

extinction

expanding existing national and interna¬

tional germplasm banks to cover a wider

range of plant and animal species

increasing the number and range of
protected habitats of international signifi¬
cance

establishing special programmes of
financial and technical assistance to help

developing countries protect unique habi¬
tats and species and developing alterna¬
tives for the economic activities which

threaten them.

Assistance to the developing countries in

which most of the genetic resources are

located appears to be the main solution,

but the possibilities for an international levy

on genetic resources could be explored as

could the marketing of such resources.

It has also been suggested that genetic

resources are, and should be, declared part

of the world's common heritage, to be

maintained on behalf of the global commu¬

nity. To this end, suggestions have been

made for a comprehensive convention on

the preservation of genetic resources on

site and in gene banks.

3. Several international programmes to main¬

tain the world's stock of species are managed

by FAO, UNESCO and other bodies. For
example the UNESCO effort to establish a

global network of biosphere reserves repre¬

senting the world's 200 biotic provinces. Major
sustained efforts to promote species conserva¬

tion have also been undertaken by IUCN and the

World Wildlife Fund whose funding has come

largely from non-governmental sources. Spe¬

cies conservation programmes also exist at
national level in the US, Netherlands and

Germany. The possible role of OECD in this area
is being explored.

World Interdepe

Loss of Cro

Degradatio
the Soil

Within 20 years, more than a third of
the world's arable land could be

lost, destroyed or severely da¬

maged if:

current rates of conversion of agricultural

land to non-agricultural uses in OECD
countries continue

the present pace of land degradation in

developed and developing countries per¬
sists or intensifies.

To appreciate the seriousness of the

situation, one must realize that all but

1 1 per cent of the world's land area (ex¬

cluding Antarctica) suffers from drought,
mineral stress (nutritional deficiencies or

toxicities), shallow soil depth, excess

water, or other serious obstacles to agri¬
culture. Even if croplands could be doubled

from their present 14 million km2, most of
the best and most easily developed land is

already being farmed and much of the

development would be so costly (up to
US$ 1 0,000 per hectare) as to preclude or
constrain use of the new cropland for basic

food production.

The Main Problem

In OECD countries

Within OECD countries large areas of

prime agricultural land have already been

lost, mainly through urban and industrial

development, recreation and the construc¬

tion of reservoirs and transportation infra¬

structure. At least 5,000 km2 of cropland
in OECD Member countries are lost each

year to urban sprawl, more than half of
them in the United States.

There are, of course, differences among
OECD countries in the kind and magnitude
of changes in land use. Over the last

twenty years, arable land has remained

stable or increased in less populated coun¬
tries such as Australia and New Zealand

but shrunk nearly everywhere else. Thus

natural-resource-poor countries like Japan
and the Netherlands lost around 10 and

5 per cent respectively of their cropland
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between 1960 and the mid 1970s. But

even where total arable land is increasing,

the amount of prime land in agricultural use

may be declining as in Canada for exam¬

ple.

Concomitant losses in food production are

compensated by intensifying production on

the remaining land, by developing new

cropland from existing pastures, forests or

wetlands or by increasing imports. These
measures have undesirable environmental

consequences however: drainage of wet¬

lands destroys habitats and threatens food
chains. Much of the new land is more

marginal than that which it replaces and
hence requires more fertilizer, soil erosion is
greater and loss of nutrients and pesticides
to surface and groundwater increases.

Erosion is already a serious problem in
some OECD Member countries. For exam¬

ple, in the United States and Australia as

much as 50 per cent of the cropland is
already degraded by wind and water ero¬
sion. In the United States, a third of the

cropland is losing topsoil. This loss is being
qatensified by the use of marginal land to
replace that lost to urban development,
and by the expansion of production for

other developed and developing countries.
Thus the amount of loss increased substan¬

tially in the mid 1 970s when the US rapidly
expanded grain production to compensate

for drought-induced shortages in Africa,
Asia and the USSR. For example in some
areas of Iowa, the annual losses of topsoil
increased from the equivalent of about
2 tonnes of soil for each tonne of maize

produced to 7-8 tonnes. These losses are

greatly in excess of the amounts consid¬
ered to be sustainable.

Once the soil has gone, the loss is
permanent for all practical purposes. It is

virtually a non-renewable resource. Nature

takes from 100 to 400 yearsor even

moreto generate 10 millimetres of top-

soil, and 3,000 to 12,000 years to gen¬

erate soil to a depth equal to the length of

the page on which this sentence is

printed.

In the developing world

Developing countries are losing arable
land, in part because of conversion from

agricultural to other uses, but largely
because of soil degradation. Soil loss has

accelerated sharply in most developing
countries which are generally more suscep¬
tible to erosion than most OECD countries.

More than half of India, for example, suffers

from some form of soil degradation. Out of
the total of 3.3 million km2 of the Indian

sub-continent, over 40 per cent of the land

is subject to increased soil loss and an

additional eight per cent is being degraded

by floods, salinity and alkalinity. An esti¬

mated 6 billion tonnes of soil are lost every

year from the 25 per cent of the land that

has been measured. With this land go more
than 6 million tonnes of nutrients which is

more than the amount applied in the form
of fertilisers.

Just as production of food for developing

countries without adequate soil conserva¬

tion measures is causing environmental

degradation in OECD countries, so devel¬

oping country production for the OECD

area can be environmentally detrimental.

Consequently the loss or degradation of

cropland in developing countries is also due

in part to demand for food and fibres on the

part of OECD countries as well as to the
activities of some OECD-based multina¬

tional enterprises (for example, the conver¬

sion of croplands to rangelands in some

parts of Latin America to meet increasing
demand for beef in North America and

Europe).

The Consequences

Some analysts argue that the agricul¬
tural land base in those OECD Member

countries which are net exporters of agri¬

cultural products is adequate to meet

domestic food and fibre needs for many

generations to come and, perhaps, indefin¬

itely. However, this perspective does not
adequately account for global interdepen¬
dence in basic commodities and natural

resources including most notably, energy
and food. If one takes into account inter¬

national food needs and the requirement

Cropland is being gobbled up by other uses. Above: a satellite city in Japan.
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that they be met without too much increase

of real production costs or serious degrad¬

ation of agricultural land or pollution of

ground water, the adequacy of this agricul¬
tural land resource base is at best uncer¬

tain.

As for those OECD countries which are

net importers of agricultural products, they
are even more vulnerable to the combined

effects of increasing world demand for food
and the increasing loss of arable land in

their own and in developing countries. Thus

there will be more competition for food on

world markets which will drive up food

prices and possibly limit the ability of low
income countries to purchase all of their
food needs.

Growing global interdependence for

basic food, energy and other resources will

increase the pressure on agricultural lands

in all countries. Within OECD countries, the

conversion of prime agricultural land to

non-agricultural uses may lower current

urban development costs. Although the

loss may not appear large compared to the

overall national endowment of agricultural

resources, the effects of such conversions

are cumulative. They contribute over time

to significant and avoidable reductions not

only in agricultural potential but also in

environmental quality.

For developing countries, any net losses

or degradation of their arable land will,

without compensating increases in agricul¬

tural productivity, increase their own

demands and dependence on other coun¬

tries, especially OECD Member countries,
for additional food and increased financial

and technical assistance. It should, how¬

ever, be noted that certain reductions in

arable land are unavoidable and indeed

necessary to development. Moreover, the

potential for increasing crop yields is great

in most developing countries.

The potential inflationary consequences
of deficits in the international food market

are noted in the report of the Brandt
Commission, which further pointed out

that "if additional assistance is not forth¬

coming, there will also be far more calls for
emergency food supplies, which are in the
long view an expensive and irrational way
of coping with food problems. Food relief
programmes often cost more in one year
than would the five-year local investment

programmes which might have made them
unnecessary."

Constraints on Action

The loss of arable land through conver¬

sion and soil degradation has not been

perceived as a global issue of priority
concern, and this has been a constraint on

international co-operation. Moreover, the

consequences of future conversion are

f .

Soil erosion is a problem in the OECD countries ... but even more so in the developing world.

uncertain, given the unpredictable nature of

future trends in agricultural productivity,

climatic conditions, resource quality and

conservation, energy resource needs and

opportunities, domestic food and fibre con¬

sumption and urbanisation.

In developing countries, there is a more

fundamental constraint: the poor who form
the majority of the population often have

little option but to sacrifice longer-term
concerns and security for the sake of

immediate economic and physical survival.
The seriously poor in rural areas of devel¬

oping countries constitute nearly a third of
the world's population and, of those,
another third suffer from malnutrition. In

their efforts to satisfy their needs for food

and fuel, the rural poor disrupt their own

life-support systems, impair ecological pro¬

cesses and destroy genetic resources (see
page 43). In the process they may limit or

even foreclose future possibilities for agri¬

cultural production. It is extraordinarily

difficult to deal with these problems

because of their huge scale, because there

are so many people and production units

with which to deal, and because of the pace

of change. Measures for the protection and

conservation of agricultural land and soil,

because of the lack of economic flexibility
among the rural poor, will need to be

complemented by measures that at least

maintain and preferably improve the stan¬

dard of living of the rural poor.
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Re-examining Equality
of Educational Opportunity

by David /stance1

The Need for a

New Starting Point

The observer of the educational scene

cannot but be struck by the comparative

absence now of debate, literature, or policy

initiative under the broad title of "equality
of educational opportunity"2. At one time,
the watchword for innumerable confer¬

ences, reports, reforms and policies, it no

longer has its former prominence in educa¬

tional discussion. Why this should be so is,

of course, the result of more than a single,

simple factor. Certainly the more familiar,

rather negative, reasons often forwarded -

pessimism and doubts about the benefits

of education, changing policy values fol¬

lowing the recession, financial stringency
carry a certain validity. But to put it down
to these factors alone would be too sim¬

plistic, and it is necessary to look in other
directions as well.

One contributing factor can be seen in

the emergence into the educational policy
arena of groups or sections of the popula¬

tion with a greater awareness of their own

identity and interests. Whether these

"groups" are girls and women, the handi¬

capped, cultural and ethnic groups or those

of a particular geographical location, it

does not mean that equality of opportunity
is any less important. Rather that, with the

special claims, needs and interests of these

groups, a single dimension along which

equality and inequality can be measured is

less readily applicable. In part too, the

harsh realities of youth unemployment, for

example, or inner city decay, or racial
conflict, have forced a vision and a need for

response which cannot be met using global

headings such as "equality of opportunity"

alone. Going further, it can be said that
much of the discussion of reform under the

heading of equality of educational oppor¬

tunity assumed that the education system

could rightfully extend its influence into

many other social and personal domains in

order to realise more equal educational

outcomes. This is now less readily

accepted. Today there is diminished enthu¬

siasm for viewing education as a large,

all-embracing system which continually

encroaches into areas of responsibility bel

onging to the individual, the family and the
community.

It cannot be said that the realisation of

more equal opportunities is any less impor¬
tant now than it was. Rather, the broad

general heading alone is less evidently the
inspiring policy banner it used to be.

Despite the complex of factors involved

in both the changing reality and discussion,
it cannot be ignored that educational policy
and expenditure, and social policy more
generally, now face a climate of wide¬

spread concern about the scale of public
spending which is called upon to become
"efficient" where "efficient" means both

that education should cost less financially
and that its role in promoting other eco¬
nomic ends becomes a principal criterion of
its claim to public support. Of course the
very large expenditures being made on
education should come in for close scru¬

tiny, but this need not necessarily be
viewed defensively as an attack on educa¬
tion nor of itself in conflict with the

promotion of greater equality of opportun¬
ity. One of the driving forces behind
growing educational expenditures has been
the notion that it is a capital investment in
human beings which society makes in order
to reduce welfare expenditures and social
inequalities in the future, and it was a

conviction which governments in all OECD

countries took very seriously. In 1960
OECD average expenditure on education

was some 3.8 per cent of GNP. By 1 979 it
averaged 6. 1 per cent of GNP or more than

25.4 per cent of public welfare expendi¬
ture. It is perfectly sensible to ask, with this

scale of spending, how well the objectives
of public policy are being achieved.

To be sure, expenditures on education

are made for many reasons; some con¬

cerned with the noble objectives of the
pursuit of knowledge and excellence;
others with equally important objectives
such as equipping young people with the
skills and knowledge to be good parents
and to successfully and constructively par¬
ticipate in the world of work. The

underlying assumption here, however, is
that education in its totality remains a
central component of public policy and
that, within it, the pursuit of equality of

opportunity remains one of the primary
goals. Why it is important that this scrutiny
and re-examination take place is the suspi¬
cion that equality objectives are now being
achieved less well than they were; not
through any change of educational practice
but because of the altered social and

economic context in which schools oper¬
ate.

The need to examine anew the question

of equality of educational opportunity is not
only to see how well, as a prominent policy
objective, it is being realised in the very
changed circumstances of the 1980s com¬

pared with the 1 960s and early 1 970s. It is

also because the scale of these changes

could well have altered the very meaning of
the objective itself. In particular, the late

1970s have introduced major disfunctions
between the labour market and the educa¬

tion system especially for young people

where levels of youth unemployment now
average 14 per cent in OECD countries.

(See page 8.)

This means that the starting point should
be different from the one which typified
much of the 1960s discussion. There, in a

world of economic growth and seemingly
ever-expanding labour market opportuni¬

ties, the egalitarian thrust was squarely
upon allowing greater equality of access to
the more prestigious educational establish¬

ments and experiences. The hope was that

less advantaged social groups would then
enjoy readier access to the more rewarded

and rewarding upper rungs of society which
previously had been predominantly the
reserve of their more privileged contempo¬

raries. "Access to advantage", therefore
summarises its thrust. Disadvantage, and
the fate of those who cannot climb social

ladders, was not its main concern and

interest.

Economic recession, unemployment and
declining labour market opportunities make

this a decreasingly tenable starting point.
While it remains a perfectly worthwhile aim

1. OECD's Social Affairs, Manpower and
Education Directorate.

2. OECD's Education Committee has under¬

taken a re-examination of this issue in the

current social and economic context.
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to ensure fairer chances of access to

well-paid, rewarding jobs, it has now

become more necessary to focus mainly

upon the other end of the social spectrum.

In relation to education, this means exam¬

ining the extent to which the education

system can alleviate this social and eco¬

nomic disadvantage or, contrariwise
whether it acts to reinforce and consolidate

it. It is argued below that, contrary to the

intentions of policymakers, many educa¬

tional developments have actually consoli¬

dated and reinforced disadvantages even

the very measures whose purpose was

expressly the opposite.

Equality of Opportunity

or Equality of Results

Not only the starting point needs recon¬

sideration. A number of the concepts and

distinctions which were an accepted part of

the discussion ten years ago prove to be

distinctly less useful on closer scrutiny.

One such is that between equality of

opportunity and equality of results. Using

the metaphor of a race, the former can be

regarded as involving the removal of formal

and institutional hurdles hence allowing

everyone to compete together. The latter,

equality of results, argues that, since some

start further back than others, then

allowing them to race together is hardly

tantamount to giving everyone the chance
to cross the line at the same time and that

the race itself, its start and finish, should

therefore be made more equal.

While the distinction might have been a

useful one to make, there are three main

reasons why it is not pursued here. Firstly,

"opportunity" can be interpreted narrowly

or it can be interpreted much more widely

to encompass the broader concern for

outcomes. "Equality of Opportunity" is

potentially, therefore, able to cover both.

Secondly, it is notoriously difficult to make

precise or specific the concept of "oppor¬

tunity", and most analyses of educational

opportunity in fact rely on educational

participation rates or results. Thirdly, while

many may talk of "equality of results", few

if any serious observers ever suggest that

there should be actual uniformity or abso¬

lute equality of educational results or out¬

comes. "Equality of results" therefore

leaves open what the desirable distribution

of educational outcomes should be.

The distinction should not, then, be

taken as a profound or precise difference of

principle, nor one which is necessarily of

much help in actually analysing the real

world of schools, families, job queues and

so on. With this in mind, the rest of this

article will concentrate upon these real-

world developments rather than address

the very extensive conceptual and theoret¬

ical apparatus which has grown up around

the question of educational equality.

Education and the

Extension of Disadvantage

It is true that the aims of many of the

educational reforms of the last couple of

decades were distinctly egalitarian, com¬

prehensive schooling being a good exam¬

ple. Yet as expansion took place and

educational settings and certificates diver¬

sified and flourished, by the 1970s the

paradoxical effect was to create a popula¬
tion whose educational and credentials

profile had become increasingly heterogen¬
eous. This means that it allows individuals

to be distinguished, in these terms, far

more successfully, subtly and precisely

than they could when most of the popula¬

tion were indistinguishable in terms of the

public labels provided by certificates. As

opposed to élite education systems, where

the large majority of the population shared

the identical experience of leaving at the

end of compulsory school and only a few

continued on (which was to be sure very

inequitable), the just route was seen to be
to extend certificates and experiences to as

much of the population as possible. More¬

over, these public labels of difference

provided by the wider range of certificates

have widespread if not universal currency,

recognised as they are in the labour market,

among families and friends, in communities
and so on.

This process of growing heterogeneity

has been given a new impetus since the

latter years of the 1970s with the

mushrooming of a range of "youth" meas¬

ures in many OECD countries. Whether

under the administrative responsibility of

education ministries or outside, a new

extension of educational experiences and

public labels have been developed, often
for those who otherwise would not have

attained any certificates or credentials.

Their mushrooming has been in no small

degree ad hoc, and the emphasis has been

upon the immediacy of young people's

needs faced by the miserable prospects of
the labour market. Whatever their official

titles and even if little discussed in these

terms, these measures mark a significant

extension of the education systems of

many Member countries.

These developments have had signifi¬
cant effects. Those lowest on the educa¬

tional ladder suffered less social stigma or

economic disadvantage when the vast

majority of young people left school at the

same age. With the growth and greater

complexity of educational experiences and

certificates however, those with no basic or

additional credentials suffer from a much

increased visibility and disadvantage be¬

cause relatively speaking there are signifi¬

cantly fewer of them. And the young

people with the lowest educational attain¬

ment still come disproportionately from the

less advantaged strata of society. This
worsened position of those at the bottom

of the educational ladder coupled with the

deterioration of labour market opportuni¬

ties suggests that the education system

may actually be serving to make initial

disadvantage more determinate and diffi¬

cult to escape.

We can go a step further. If an effort is

made to solve this problem simply by
extending provision and opportunity, those
who still leave school with no certificates or

additional schooling will be even worse
off.

This is an observation with far reaching
implications. It argues for reconsideration

of the wisdom of continuing to use educa¬
tional credentials or diplomas as the chief

criterion for the allocation of people to

positions in the labour market and in

society. The larger the proportion who are

given some even minimal piece of paper,
the less valuable it is to its possessors,

while those who are still left with nothing
are relegated yet further down in the social

stakes. This is not to doubt the importance
of educational achievement for social

advancement in individual cases. It is to

doubt that this can be generalised across

the board simply through extended provi¬
sion.

A More Crowded Race After

Fewer Job Opportunities

Examining the inter-relation between

education and the labour market, and

assessing the prospects of educational

change to realise a more equal distribution
of life chances, a significant development

has been the "devaluation" of the occupa¬

tional and income rewards associated with

any particular level of certificate or qualifi¬
cation3.

In part, the "devaluation" stems from the

very expansion of education and prolifera¬
tion of diplomas discussed above. It is

hardly surprising that the crowding of the
race, without a concomitant expansion of

labour market rewards at the end of it,

should have this result.

Yet, labour market opportunities have

not only failed to grow, or grow enough,

they have actually diminished. The harsh

reality of unemployment, for young people
and older workers, hardly requires under¬

lining. At least on the basis of existing

prognoses, there seems little immediate

prospect that this will markedly improve.

But the labour market changes of impor¬

tance here are not just the high and

growing levels of unemployment, i.e. the
exclusion of the "bottom group" from a set

3. For a discussion of many of these issues
see: Selection and Certification in Education

and Employment, OECD, Paris, 1977.
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School systems, in trying to promote equality may actually have intensified inequality.

of job openings. There is also evidence in

several OECD countries of strengthened

and extended segmentation of the labour

market by age, by sex, by levels of qualif¬

ication, so that the barriers and hurdles in

the labour market are more insurmounta¬

ble.

Another element which is no less impor¬

tant is that the number of what might be

called secondary or marginal labour market

jobs jobs which are temporary or do not
form part of a promotion structure, or have

few benefits attached other than a money

wage have also grown much more than
proportionally in certain countries.

Therefore, the labour market changes
are both more extensive and more subtle

than a straightforward reduction in the

demand for labour. Their overlapping fea¬

tures markedly increase the costs to the

individual of not having educational qualif¬
ications, and the combination of educa¬

tional disadvantage and other forms of

social and economic disadvantage become

more all-embracing. Moreover, the dimin¬

ishing room at the middle and the top sees

even those with moderate qualifications in

fierce competition for a serious foothold in
the labour market.

The effect of the race for diminishing
opportunities turns out, then, to be more

serious than a "devaluation" of educational

certificates in labour market terms. Not

only does the cost of being educationally
empty-handed go up and the expected

pay-off in the labour market of a given level
of qualification come down ("devaluation"),

but the power of diplomas alone to alter the
labour market chances of the individual is

also reduced: as more present themselves

for vacancies or promotion with a plethora

of pieces of certified paper, the more these

certificates are considered necessary, but
insufficient, sets of screening devices. An

array of other sorts of personal or social
characteristics becomes decisive. And

indeed the personal and social characteris¬

tics which make up the difference between

the necessary and the sufficient for labour

market success for example, styles of

speech and dress, information and con¬

tacts, ambition are precisely those where

less advantaged groups find themselves

again at a disadvantage. This is, of course

not to suggest that the mere possession of

educational diplomas has ever been the

only criterion of selection or promotion in

the job market.

If the nature of educational develop¬

ments during the 1970s is examined more

closely, it is possible to say that there have

been increasing pressures to keep young

people within the institutionalised guar¬

dianship of education and training.
Whether full-time or part-time, whether

continouous or involving day- or block-

release, whether vocational or more recog-

nisably general, there appears to have been

a strengthening of the "front-end" organis¬

ation of educational provision as opposed

to opportunities organised more on a life¬

long or recurrent educational model. Yet a

major reason why international interest in

lifelong learning emerged in the first place

was precisely because it was feared that a

heavily "front-loaded" education system

would largely reinforce the initial advan¬

tage which the more privileged social

classes enjoy over the rest of the popula¬

tion. As far as equality of opportunity is
concerned, the entrenchment of the "front-

end" model of educational organisation

may be regarded in many countries as one

of the most striking characteristics of

educational development in the 1970s.
That much of this entrenchment has been

in the vocational and training sectors has
added a special twist to the process. The

proliferation of vocational measures tends

to push those who take such courses

towards specific types of jobs and rein¬
forces still further the links between educa¬

tion and the labour market. The very
measures of a short-term and instrumental

kind designed to redress labour market

disadvantage may thus, in total, have the

opposite effect.

No specific conclusions should be drawn

from such a brief and general analysis, but
one or two remarks can be made in

conclusion. The notion that "more of the

same" will produce greater equality has

been challenged in this paper. But this is

not to argue that fewer learning opportuni¬

ties are needed, though it does suggest

that treating education as always synony¬

mous with schooling should come in for

serious challenge. Making educational

opportunity more widely available both

over the life-cycle and for all sections of the

population can itself be seen as an impor¬

tant component of the rights and rewards

which comprise life chances in any society.

As the proportion of people's lives engaged

in the paid labour market, whether in terms

of the week, the year or the life-time,

appears to be in decline and as most

economies are unable to offer acceptable

paid work to all those who want it,

education ought sooner or later increas¬

ingly to see its role in terms other than as a
selective device to labour market chances

or to life chances defined solely in labour

market terms. In any case, no educational

strategy either alone or acting in concert

with other policy measures, should set

itself the overexacting objective of

smoothing out these inequalities entirely.

Nor, therefore, should disappointment

follow when it becomes evident that this is

not possible.
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New OECD

Publications
ECONOMIC POLICY

"OECD Economic Surveys". 1982 Series:

Detailed annual surveys of trends and pros¬
pects for each OECD country.

DENMARK (January 1982, 74 pages)
110 82 13 1) ISBN 92 64 12268 0

NEW ZEALAND (January 1982, 78 pages
110 82 05 1) ISBN 92 64 12260 5

AUSTRALIA (January 1982, 78 pages
110 82 04 11 ISBN 92 64 12275 3

FRANCE (January 1982, 96 pages)
110 82 14 II ISBN 92 64 12267 2

AUSTRIA (February 1982, 74 pages)
(10 82 11 1) ISBN 92 64 12278 8
Each survey 	 F18.00 £1.80 US$4.00 DM9.00

ISSN 0376 6438 Subscription

120 to 24 Studies to be published):
F300.00 £30.00 US$67.00 DM150.00

OECD ECONOMIC OUTLOOK No. 30 (De¬

cember 1981)

Surveys the latest economic developments in
the OECD area and, by means of an integrated
set of quantitative forecasts, assesses pros¬

pects up to mid-1983.
112 81 30 1) ISBN 92 64 12258 3

168 pages 	 F35.00 £3.90 US$8.75 DM18.00

ISSN 0474 5574 1982 Subscription

12 issues, July and December)
F96.00 £9.60 US$21. SO DM48.00

FINANCIAL AND FISCAL AFFAIRS

EAST-WEST TRADE: Recent Developments in
Countertrade (October 1981)

There has been growing insistence by East
European countries in recent years that Wes¬

tern exporters should accept goods or services
from them in partial or total settlement. With

few exceptions, such countertrade operations

represent a retreat towards bilateralism that is
of debatable interest for both East and West.

122 81 01 1) ISBN 92 64 12252 4

80 pages 	 F35.00 £3.50 US$7.75 DM18.00

"OECD Studies in Taxation":

INCOME TAX SCHEDULES. DISTRIBUTION OF

TAXPAYERS AND REVENUES. A Report by the
Committee on Fiscal Affairs (December

1981)

This report indicates, for 18 OECD countries,

the number of taxpayers in each bracket of the
income tax schedule and the amount of tax paid

by them to the central government.
123 81 03 1) ISBN 92 64 12257 5

44 pages 	 F29.00 £2.90 US$6.50 DM15.00

THE 1980 TAX/BENEFIT POSITION OF A
TYPICAL WORKER IN OECD MEMBER COUN¬

TRIES (December 1981)

This report examines the income tax and social

security contributions paid, and family benefits
received, by taxpayers at the income level of
the average production worker.
(23 81 04 3) ISBN 92 64 02235 X

56 pages, bilingual .... F29.00 £2.90 US$6.50 DM15.00

LONG-TERM TRENDS IN TAX REVENUES OF

OECD MEMBER COUNTRIES 1955-1980 (Jan¬

uary 1982)
123 81 05 1) ISBN 92-64 12266 4

38 pages 	 F27.00 £2.70 US$6.00 DM14.00

FINANCIAL MARKET TRENDS No. 20 (Nov¬

ember 1981)

Special Feature: Convertible Issues on External
Bond Markets (November 1981)
127 81 03 1) 122 pages
Per issue 	 F30.00 £3.30 US$7.50 DM 15.00

ISSN 0378 65 I X Subscription 13 issues)
F80.00 £8.90 US$20.00 DM40.00

FOREIGN INVESTMENT IN YUGOSLAVIA (Feb¬

ruary 1982)

Yugoslavia's 1978 Law on investment of

resources of foreign persons in domestic organ¬
isations of associated labour represents an

important development in the treatment of

foreign investment there. This study presents
and assesses the main features of this law in the

context of present economic conditions in that

country.
121 82 01 1) ISBN 92 64 12273 7

72 pages 	 F27.00 £2.70 US$6.00 DM14.00

"OECD Monetary Studies" Series:

BUDGET FINANCING AND MONETARY CON¬

TROL (March 1982)

This study focuses on (i) the problem of
financing large budget deficits without com¬
promising the achievement of monetary tar¬
gets; and (ii) the extent to which increased
public sector borrowing may constrain the
financing of the private sector.
111 82 01 1) ISBN 92 64 12290 7

124 pages 	 F58.00 £5.80 US$13.00 DM29.00

DEVELOPMENT

DEVELOPMENT CO-OPERATION: 1981 RE¬

VIEW. Efforts and Policies of the Members of

the Development Assistance Committee (De¬
cember 1981). Report by John P. Lewis,
Chairman of the Development Assistance Com¬
mittee.

"Aid Issues for the 1980s" is a major theme of
the 1981 report by the Chairman of OECD's
Development Assistance Committee. If the
developing countries are to advance, he argues,
they must further mobilise their own efforts
but the aid efforts of other governments and

multilateral agencies must be strengthened as
well, and he suggests ways of doing so.
The report includes analysis of recent trends in
national and multilateral aid policies and spe¬

cific questions such as aid for food, refugees
and energy development.
143 81 03 1) ISBN 92 64 12264 8

244 pages 	 F85.00 £8.50 US$18.50 DM43.00

GEOGRAPHICAL DISTRIBUTION OF FINAN¬

CIAL FLOWS TO DEVELOPING COUNTRIES:

Disbursements - Commitments External

Debt- Economic Indicators 1977/1980 (Jan¬
uary 1982)
A unique source of data on aid and other

external financing for 100 selected developing
countries. In addition, the report gives the
outstanding external debt service position of
each country, by main creditor source, plus an
estimate of the conditions of ODA commit¬

ments.

143 82 01 3) ISBN 92 64 02237 6

244 pages, bilingual . . F92.00 £9.20 US$20.00 DM46.00

CRITICAL ISSUES IN DEVELOPMENT IN THE

80s. Liaison Bulletin No. 7/1981. Seminar

organised by the OECD Development Centre,
Paris, 1st-3rd December 1980 (November
1981)
140 81 02 1) ISBN 92 64 12253 2

88 pages 	 F29.00 £2.90 US$6.50 DM15.00

DIRECTORY OF NON-GOVERNMENTAL OR¬

GANISATIONS IN OECD MEMBER COUNTRIES

ACTIVE IN DEVELOPMENT CO-OPERATION

Volume I: Profiles. Volume II: Index (November
1981)

(41 81 04 3) ISBN 92 64 0223 1 7 2 Vol.

1.520 pages, bilingual F290.00 £29.00 US$64.00 DM145.00

"Development Centre Studies":

THE BALANCE OF PAYMENTS EFFECTS OF

EXTERNAL SHOCKS AND POLICY RE¬

SPONSES TO THESE SHOCKS IN NON-OPEC

DEVELOPING COUNTRIES, by Bela Balassa,
André Barsony, Anne Richards (November
1981)

The present comparative analysis of economic

policy measures adopted by the developing
countries in response to external shocks after
1973, and of the economic effects of these

measures, provides clearer understanding of
the adjustment process in some regions of the
world.

(41 81 03 1) ISBN 92 64 12244 3

100 pages 	 F49.00 £4.90 US$11.00 DM25.00

AN INSTITUTIONAL APPROACH TO PROJECT

ANALYSIS IN DEVELOPING COUNTRIES, by
Olof Murelius (December 1981)
(41 81 02 1) ISBN 92 64 12226 5

110 pages 	 F29.00 £2.90 US$6.50 DM15.00

ENERGY

ENERGY RESEARCH, DEVELOPMENT, AND

DEMONSTRATION IN THE IEA COUNTRIES.

1 980 Review of National Programmes (October
1981)
(61 81 06 1) ISBN 92 64 12251 6

172 pages 	 F76.00 £7.60 US$17.00 DM38.00

"NEA/IAEA":

SAFETY ASPECTS OF FUEL BEHAVIOUR IN

OFF-NORMAL AND ACCIDENT CONDITIONS.

"Document" Series (October 1981)
(66 81 113) ISBN 92 64 02234 1

660 pages, bilingual . F126.00 £12.60 US$28.00 DM63.00

NEAR-FIELD PHENOMENA IN GEOLOGICAL

REPOSITORIES FOR RADIOACTIVE WASTE.

Proceedings of the NEA Workshop (January
1982)
(66 81 12 3) ISBN 92 64 02236 8

416 pages 	 Fl 10.00 £11.00 US$24.50 DM55.00

NUCLEAR LAW BULLETIN No. 28 (December

1981)
(67 81 28 1) 56 pages
ISSN 0304 3428 1982 subscription
(2 issues plus supplements)

F60.00 £6.00 US$13.00 DM30.00

Single issues not sold separately

SCIENCE, TECHNOLOGY ,

EDUCATION

SCIENCE AND TECHNOLOGY POLICY FOR

THE 1980s (November 1981)

These reports analyse the problems of innova¬

tion policy. They discuss interactions between

scientific and technological development and

economic and social progress, and international

co-operation. Scientific and technological

resources are seen as vital to meeting present
economic challenges.
(92 81 05 1) ISBN 92 64 12254 0

170 pages 	 F62.00 £6.20 US$13.75 DM31.00
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INNOVATION POLICY: Trends and Perspec¬
tives. "Document" Series (January 1982)
This report presents the information gathered
during a meeting of Senior Officials on innova¬
tion policy which was held at the OECD on

1 7th-18th June, 1980 with a view to drawing
up lessons and policy conclusions arising from
the comparison of a number of recent

appraisals of national innovation policies.
(92 81 06 1) ISBN 92 64 12263 X

200 pages 	 F48.00 £4.80 US$10.75 DM24.00

INNOVATION IN SMALL AND MEDIUM FIRMS.

Background Reports. "Document" Series (Feb¬

ruary 1982)
These reports (supplementing a synthesis
report publised separately) analyse the role of
the small firms in the technical change process,
the conditions for innovation within the small

firm and the relevant policies of 20 Member
countries.
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