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Multilateral Action

or Agricultural

Protection?

by Emile van Lennep, OECD Secretary-General

At a time when difficulties in agricul¬

ture have been very much to the

fore, it is important not to allow

today's problems to destroy the fabric of

international interdependence and co-oper¬
ation that we have built over the last

quarter of a century. Agriculture and food
are at the heart of international debate, as

much between OECD Member nations as

worldwide as was evident from the

recent Ministerial meeting of the GATT and

the meeting of OECD Agricultural Ministers
which followed.

The problems of agriculture are not new.

There are long-standing and interrelated
questions of farm income disparities, of

structural market imbalances for many

commodities, and of policies protecting

national producers against outside com¬
petition.

To these familiar longer-run problems
have now been added some serious short-

run difficulties and dangers, created by the

persistence of recessionary tendencies in
the world.

The OECD agricultural sector has con

tinued to improve its efficiency. It has

adjusted to technological progress and
innovation as well as to the new energy

situation. And it has generally continued to

release excess manpower to other sectors

of the economy, though at a slower rate
than before. It has shown its ability to

respond quickly to growing demand for
food imports in many parts of the world.

The present abundance of supplies in

agricultural markets should not reduce our

concern with world food security. It is true

that the capacity of the world market to

contribute to world food security has

improved in the last few years, but much

still needs to be done to develop adequate

policies in this respect. Furthermore, it is

clear that the solution to persistent, and

sometimes worsening hunger and malnu¬

trition in many developing countries, in

particular low-income countries, is basi¬

cally linked to their economic development.

Therefore, a global but diversified approach

is required. The OECD nations can make a

substantial contribution to this, as efficient

producers of food, as countries willing to

work towards freer trade, and as countries

conscious of the need for increased devel¬

opment co-operation, particularly in res¬

pect of food and agriculture.

Against the background of adjustment

and improved efficiency, we have to recog¬
nise that, as demands for assistance are

increasing, the results of public spending to
help specific sectors have to be assessed

more critically in terms of their efficiency in
achieving economic and social objectives.

This is already apparent with regard to
agricultural policies in various countries.

There is also increasing recognition of the
need for more coherence with other

domestic policies and more compatibiity
between the agricultural policies of indivi¬
dual countries.

Longer-term Problems

The volume of agricultural trade over the

last decade has grown almost twice as fast

as production, demonstrating the growing

economic interdependence of our nations

despite adverse forces. But adjustments in

supply and demand have not been as

smooth as might have been hoped. To this

one must add the unpredictable nature of

some of the new markets which are emerg¬
ing, both in the developing countries and in

the centrally-planned economies.

To deal with these problems, it is not
sufficient for governments to act indivi¬

dually. The solutions have to be sought in a
broad multilateral framework, which en¬

sures that the interests of all trading
nations are kept in mind and that the

problems in one commodity area are not

shifted to another commodity. No matter
how important the OECD economies are in

terms of world production and tj-ade, they
are not the only actors. But they are, in
most cases, the countries which command

the largest part of available and potential

supplies. Solutions to these problems are

therefore clearly facilitated by discussions
among the OECD countries themselves.

It was in recognition of this that the

OECD decided last May, in the light of its
recent study on "The Problems of Agricul¬

tural Trade", to undertake an important

programme of work. Its purpose is to

strengthen co-operation on agricultural

trade issues and to develop practical solu¬

tions which should bring about adjust¬

ments in agricultural policies and improve

the functioning of agricultural markets. The

great political significance of this under¬

taking and the need to participate in it as

fully as possible will surely be recognised

by all Ministers of Agriculture.

Shorter-term Problems

Although inflation and interest rates are
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declining, longer-term structural problems

have been seriously aggravated by reces¬
sion, rising unemployment, declining world
trade, historically high real interest rates

and growing public sector deficits which

limit the scope for financial assistance.

This unfavourable environment has par¬

ticularly accentuated the cost/price
squeeze in many parts of the agricultural

sector. Indebtedness has grown to levels

often difficult to bear, and farm incomes

have declined in many countries, especially
where farmers' returns are directly related

to the international market price.

At the same time, recession has streng¬

thened pressures for protection in most

OECD countries, with domestic markets

being increasingly insulated from the inter¬

national market and equally serious

from the working of the forces of supply
and demand.

Inevitably but regrettably agriculture

has not been immune from these pres¬

sures. Producers, backed by governments,

are engaged in a self-defeating struggle for

shrinking or stagnating markets, with

potentially dangerous consequences which

may go well beyond the agricultural sector.

This situation calls for pragmatic action

inspired by a sense of urgency and collec¬
tive self-restraint. But if we allow such

problems to be tackled unilaterally, or at

best bilaterally, there is a serious danger

that the adjustment burden will often be

transferred to others, and that a chain

reaction of defensive measures will develop
which in the end will be detrimental to

all.

The OECD Committee for Agriculture
and its working groups are responsibe for

monitoring developments in major agricul¬

tural markets, considering them within the

general economic context and taking par¬
ticularly into account the inter-relation¬

ships between commodities. In view of the

urgent problems we are facing at the

moment, I proposed at the meeting of
OECD Agricultural Ministers that the Com¬

mittee, in co-operation as appropriate with

the Trade Committee, should consider the

various actions which Governments could

take in concert to remedy the present

market imbalances. I shall be consulting
Governments to facilitate this process.

In seeking to solve present problems we

should not only try to keep the longer-term

issues in perspective, but more especially

recognise that, unless we work together,

the solutions that each country might be
tempted to seek unilaterally, at national

level, could aggravate the overall situation.

Unless governments work hard, together,

to find a solution to the present serious

agricultural problems, there may be nega¬

tive effects, contributing to a deterioration

in overall international economic relations,

which the world can ill afford.

Ministers Discuss

the Agricultural
Problem

The Committee for Agriculture of the
OECD met at Ministerial level at the

Château de la Muette on 2nd and

3rd December, 1 982 under the chairman¬

ship of Mr. Niels Anker Kofoed, Minister of

Agriculture of Denmark. Mr. John Block,

Secretary of Agriculture of the United

States, Mr. Poul Dalsager, Member of the

Commission of the European Communities

and Mr. Jean-Claude Piot, Director of the

Federal Office of Agriculture of Switzer¬
land, were the other Members of the

Bureau.

The meeting enabled Ministers to hold a

wide-ranging discussion on likely future

developments in agricultural policies and

markets. They considered in particular the

policies that might be required to

strengthen the efficiency of the agricultural

sector, to improve international agricultural

trading relations and to enhance world

food security.

Ministers reviewed the present food and

agricultural situation as well as the

medium-term outlook. They noted the

report on The Outlook for Agricultural

Policies and Markets (see page 6). This

report states that the present situation is

characterised, on the one hand, by a

cost /price squeeze for some parts of the

farm sector and by persistent imbalances

"The United States views thefree market as a
path to the most efficient growth ofproduction
and trade to meet the world's demands. Most

ofour trade problems in the world today stem
from interference with market forces and
market signals. "

John R. Block

Secretary of Agriculture for the United
States

"Variable export refunds were not and are not
conceived as a means ofconquering new export
markets. They are simply the means by which
the Community enables its producers to con¬
tinue trading on inherently unstable world
markets. "

Poul Dalsager

Member of the EC Commission Responsible

for Agriculture

resulting in surpluses in many commodity

markets and, on the other, by the ability to

meet the growing food import demand in

some regions outside the OECD area.

In reviewing the extent to which existing

policies can respond to current economic

difficulties, Ministers stressed the impor¬

tance of improving the transparency of

agricultural policies in particular, their cost

effectiveness and their efficiency in

achieving their social and economic objec¬

tives. More selective and better targeted

measures were necessary if the problems

of disadvantaged farmers were to be

relieved. Ministers urged the Committee to

pursue actively the discussion of positive

adjustment policies in agriculture with a

view to their implementation by Member

countries, taking into account the specific

characteristics of the sector. Recognition

was given to the idea that agricultural

policies had multiple goals and no single

policy measure could adequately address

all needs. For producers with inadequate

resources, price supports were likely to

achieve desirable results mainly in conjunc¬

tion with other policy measures. Such a

combination might also avoid side effects
that lead to international difficulties.

Ministers noted that weakness of eco¬

nomic growth had affected the structure of

food consumption in the OECD area, while

in particular high interest rates and rising

unemployment had made adjustments in

production more difficult to achieve. They,

therefore, agreed that more adequate

stocking policies and better supply man¬

agement had become an urgent matter for

large sectors of production, notably grains,

dairy products and sugar, not only because

of current developments, but also because
of the structural nature of some of the

market imbalances.

The present excess of supply over effec¬

tive world demand had depressed farm
incomes in most countries and contributed

to reduced investment. While a reduction in

investment could in some cases be consid¬

ered an element in the adjustment process,

the need for maintaining flexibility in

resource use was however important if the

farm sector was to respond to require¬

ments in the longer-term. Such flexibility
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/V/e/s Anker Kofoed, Chairman of the Ministerial Meeting, and Emile van Lennep, OECD's
Secretary-General.

"We are facing a crisis in world agriculture; a
crisis of structural imbalance and over-
supply. Australia believes the answer to the
problem can be found. What is urgently
required is:

immediate action to stem theflow ofsurplus
commodities

some modification of domestic policies so
that markets play a greater role in influencing
supply and demand; and

a concerted move towards the harmonisa¬

tion ofpolicies pursued in the OECD agricul¬
tural producing countries. "

P. J. Nixon

Minister for Primary Industry for Australia

was all the more important because the

longer-term outlook was still characterised

by a number of uncertainties stemming in

particular from developments in parts of
the world outside the OECD area. The

question of improving net incomes by the

more efficient use of inputs in agriculture
was also raised.

Persistent market imbalances had in¬

creased protectionist pressures and re¬

course to import restrictions and export

aids. More than in the recent past, certain

national policies had had the consequence

of limiting the effects of world develop¬

ments on the domestic agricultural sector

and of exacerbating the problems in inter¬

national agricultural trade. Ministers

stressed the need, when formulating and
implementing policies, to take into account

the interests of each country and the

desirability of ensuring an orderly develop-

"If there is no international market, we must
endeavour to limit production to domestic
requirements and the existing volume of
exports. Where we have markets, we must try
to get the support system dismantled in stages
and perhaps come to some kind of price
splitting, with producer prices for the volume
ofproduction going to home consumption and
world market pricesfor the amount that has to
be exported. "

Gunter Haiden

Minister of Agriculture and Forestry for
Austria

"I fully recognize that agricultural policies
need to be the subject of adjustment at any
time. However, I wish to emphasize the need to
take account of all relevant policy factors
(such as regional policy, habitation patterns,
security of supplies, consumer policy, trade
policy, etc.), when formulating goals, and
when adapting them. Let me also add that, in
our case, situated as we are on the world map,
the maintenance of a certain, stable popula¬
tion pattern has an obvious political signifi¬
cance as well. "

Johan C. Loken

Minister of Agriculture for Norway

ment of the international market. The

consequences of a double-price system

with different prices for internal and
external outlets were also discussed and

there was agreement that it would be
useful for Governments to have a further

examination of this question.

Large new and unstable agricultural

trade flows had emerged in recent years
and there was a need to integrate new
market participants more fully within the

international trading system. The problems
involved in achieving greater world market

stability, including greater security of sup¬

plies and a better access to markets, had

focussed attention yet again on the need
for further multilateral initiatives aimed at

improving the international trade situa¬
tion.

Governments had therefore to address a

number of important issues both in the

longer and the short-term context. Minis¬

ters discussed the implementation of the
decision of the OECD Ministerial Council in

May 1 982 to undertake further work in the

light of the results of the recently published

report Problems of Agricultural Trade. This

work is oriented towards seeking longer

term solutions to agricultural trade prob¬

lems faced by OECD countries. Ministers

expressed their support for this work to be

undertaken in the Organisation, and
decided to review its outcome at the

appropriate time. Also of great importance

is the Organisation's work on agricultural

policies, the development of agricultural

markets in the medium and long term, as

well as the specific problems of farm
incomes.

The present situation called for imme¬

diate action, as the problems arising from

market imbalances could have potentially

dangerous consequences. Pragmatic and

multilateral action was required, inspired

by a sense of urgency and collective

self-restraint. Ministers requested the

Committee for Agriculture and its appro¬

priate bodies, in co-operation as appro¬

priate with the Trade Committee, to con¬

sider these problems without delay and to

bring forward possible solutions that Gov-

"Probably the most distressing feature of the
current economic situation is an accelerating
trend toward inward- looking, essentially pro¬
tections! measures at a time when more

outward- lookingpolicies would provide one of
the very few alternatives that would yield a
sustainable economic recovery. Reducing the
numerous barriers to trade in agricultural
products would improve resource allocation
both nationally and internationally, and pro¬
vide the basis for a sustainable, export- led
growth phase in the world economy. "

Duncan Maclntyre

Deputy Prime Minister & Minister of Agri¬
culture for New Zealand

"The Agri-Food Strategy for Canada is a
comprehensive and long-term effort to shape
our agriculture and food industry's future
development. And its success depends pretty
heavily on maintaining those export markets
that have been Canada's traditional strength,
and capturing a fair share of new markets
opening up. "

Eugene Whelan

Minister of Agriculture for Canada

ernments might consider for remedying the

present market imbalances. Ministers also
welcomed the Secretary-General's inten¬
tion to undertake consultations to facilitate

this process. These endeavours are desir¬
able to defuse market tensions and restore

a climate of confidence and stability in

agricultural markets.

Ministers also noted a proposal for work

to be considered at a later stage on the

consequences of the current structure of
international markets for agricultural inputs

and the consequences of over-concentra¬

tion of research and technology in agricul¬
ture in a limited number of countries and

enterprises.

In reviewing world food security issues,

Ministers emphasised their concern at the

unsatisfactory performance of the food and

agriculture sector in some developing coun¬

tries. The problems of high energy costs

and high interest rates were mentioned as
important factors. Ministers welcomed the
fact that a number of these countries were



"In our eyes, the solution to the problem of
world food security lies in the realisation of
two objectives, which must be considered
complimentary, not contradictory:
* at national level, to seek development and
diversification offood resources in the direc¬
tion of self-sufficiency
* to organise international marketsforfood in
such a way that prices and supplies are
appropriate and acceptable. "

Edith Cresson

Minister of Agriculture for France

"In the context of world food security, food
strategies and other plans for food and agri¬
culture cannot be treated independently of the
problems associated with control of demo¬
graphic pressures. "

Jean-Claude Piot

Minister of Agriculture for Switzerland

"We face a situation of food surpluses in a
hungry world. Is this a problem or is it an
opportunity?"

Maurice Williams

Executive Director of World Food Council

now assigning higher priority to the devel¬

opment of the agricultural sector and rural

areas, in particular through the preparation

and application of food strategies. In this

context they emphasised the need to assist

developing countries, in particular the low

income countries, in promoting agriculture,

primarily by increasing domestic produc¬

tion and adopting a more comprehensive

approach to agro-food problems, a major

element in the general economic develop¬

ment process. In this process the important
role of food aid was also stressed.

Furthermore, Ministers confirmed the

commitment of their countries to contri¬

bute to the strengthening of world food

security. They recognised that appropriate

policies for production, prices, trade and

stocks would have to be implemented by

all countries concerned, both importers and

exporters, and where appropriate through

international commodity agreements. In

this context, they also agreed that food

security considerations in developed coun¬

tries, however justified, should not imply

the pursuit of total self-sufficiency policies

for food. Ministers agreed that food

security could also be enhanced through a

more open and better functioning trading

system, while it could be reduced and the

stability of the world economy impaired, by

policies based on purely national perspec¬

tives. Lastly, they encouraged the OECD to
pursue consultations between Member

countries on how to strengthen co-opera¬

tion with the developing countries through

existing channels and how to enhance

world food security.

The Out!

for Agricultural

Policies and Markets

The overall economic environ¬

ment, with instability in the money

and foreign-exchange markets as
well as slow growth, has increased

the uncertainty of agricultural
trade and has affected the balance

of payments of countries in which

agriculture is an important com¬

ponent of trade. The appreciation

of the U.S. dollar in which prices

of key products such as grains,
feeds and oilseeds are measured

has influenced the economic situa¬

tion of farmers in many countries.
Increased protectionist pressures

resulting from the economic situa¬

tion have also affected the agricul¬
tural sector.

In the OECD area, the demand for food is

relatively price- and income-inelastic,

and thus agriculture has a stability and

continuity that are not as apparent in other
sectors. But outside the OECD, demand for

food, and in particular for food imports, is

much more affected by the recession.

Moreover the availability and relative price

of substitute products is having an effect

on food consumption patterns, and the

resultant changes in demand may not be

reversed when economic recovery even¬

tually takes place. Consequently, even if

there is a slight recovery soon, the stimulus

to demand may not be sufficient to solve

the deep-seated problems in sectors cur¬

rently suffering from structural over-

supply. There is a risk that policies which

may be justified to deal with exceptional
short-term conditions such as levels of

farm income may become an obstacle to

better resource use and positive adjust

ment over the long run. Despite the efforts

by governments to introduce more effec¬
tive measures to ensure a better balance

between supply and demand for agricul¬

tural products, there is a continuing need

for even more intensive efforts to bring

about the necessary adjustments, not just

within the agricultural sector but also

between agriculture and the rest of the

economy.

The attempts of a number of countries to

restrain budget deficits has led to re¬
examination of the level and distribution of

government expenditures, including those

of the agricultural sector. Current over-

supply and low world prices have meant that
the cost of maintaining market-support pro¬

grammes has been rising rapidly. In
order to limit these costs, a variety of

measures have been taken, including limits

on production covered by guaranteed

prices, levies on producers and the holding
down of producer price increases.

Prices, Costs and Incomes

There has been a severe decline in real

incomes from farming in many OECD coun¬

tries (but growth in a few). With depressed
demand for farm products, over-supply and

consequent low prices for most of the

major products, growth in real farm
incomes over the next few years will be
difficult to achieve.

Also relevant to incomes are farm costs,

and these have continued to increase

rapidly, especially interest charges and

debt servicing. In spite of the recent

decline, interest rates are still high in real

terms. Energy costs have stabilised over

the last year or so, and their impact on

agriculture, while important, has probably
not been as big a problem as expected a

few years ago. However, energy prices

may rise again and efforts to economise on

energy use in agriculture should not
slacken. -*



TRADE IN FARM PRODUCTS

Where Do OECD's Exports Go?

1980 share of OECD exports by product
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Foodgrains and

preparations
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Feedgrains and
other feeds

(except oil-meals)
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Where Do OECD's Imports Come From?

1 980 share of OECD imports by product
100-

Feedgrains & other

feeds (except oil
90 meals)	

Oilseeds and meals Fruit and

vegetables

Sugar, preparations

and honey

Coffee, tea, cocoa,

spices and

preparations	

a) Average annual growth rate 1972-1980 in real (inflation-adjusted) exports
b) Average annual growth rate 1972-80 in real (inflation-adjusted) imports.

Note: OECD includes Yugoslavia and Intra-EEC trade.
1 . Argentina, Brazil, Mexico, Hong Kong, South Korea, Singapore and Taiwan.
2. Countries in which the per capita GDP was below $500 in 1977 (UNCTAD definition)

6.2 -2.8 4.4 -3.3

Destination/ Origin: OECD
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LDCs of which

OPEC | Others
Poorest LDCs2
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Cereals and feeds

In 1982/83 as in 1981/82 the world

market for cereals, high protein and other

animal feeds, will show a substantial excess

of supply over demand and further down¬

ward pressure on world prices, as a result not

only of climatic conditions and sluggish

demand but also longer term technical

improvements and the effects of price poli¬

cies. This underlines the need for policy

measures aimed at restoring and then main¬

taining better balance. While the current

excess supply has led to a build-up of global

stocks to levels which may at first sight

appear favourable to world food security,

higher world prices are essential to obtain an

adequate level of production to ensure food

security in the longer term.

World wheat production in 1982 is esti¬

mated at 467 million tonnes1, exceeding
previous record levels. Global production of

both maize and soyabeans also remained

high and reached new records in the largest

exporting country, the United States. Only

Australia is experiencing a sharp decrease in

cereal production as a result of drought.

World trade in wheat and coarse grains in

1 982/83 is likely to be slightly less than the
previous year's record level of about 200

million tonnes. Carryover stocks of cereals in

the United States at the end of the 1 982/83

season are expected to reach record levels.

Significant increases in production and in

stocks are also anticipated in the EEC.

The build-up of stocks is likely to lead to

increased international competition even

though in the United States policies to reduce

crop acreages have been stepped up and

more support is being given to the promotion

of cereal exports; the EEC is also likely to

intensify its search for export markets.

In animal feedstuffs, record world produc¬

tion of oilseeds is anticipated, the main

element being soyabeans in the United

States. Some recovery in demand for protein

concentrates is expected, particularly in the

EEC where domestic cereal prices remain

high compared with prices for oilcakes. More¬
over, the increased use of cereal substitutes

(cassava, etc.) is strengthening demand for
protein supplements. Increasing demand for
cereal substitutes, depressed demand for

livestock products and changes in respective

shares of various meats in world production

have longer-term implications for the stability
of feedgrain and oilseed markets.

Meat

A major factor influencing world meat

markets, particularly beef, has been weak

demand. This has triggered shifts in con¬

sumption towards cheaper types (pigmeat
and poultry) and cheaper cuts of meats.

Sluggish demand and high interest rates are

depressing investment in the expansion of

livestock production, particularly for beef
with its long production cycle. The cattle herd

has virtually stopped increasing in many
OECD countries and may even be declining in
some instances. This virtually excludes a

rapid increase in beef production in the

medium term. Pigmeat and poultry producers
in many countries have reacted to the

depressed meat market by sharply cutting
back production or substantially reducing
rates of expansion. This has led to some

recovery in market prices which may in turn
result in some increase in production in 1 983,

particularly if animal feed costs were to

remain relatively low. Despite uncertain

medium-term market prospects, sheep flocks
and sheep production in Australia and New

Zealand are increasing, reflecting to some
extent a diversion of resources from beef.

Sheep production is also increasing in the
EEC.

Although the situation in North America

remains the dominant factor in the interna¬

tional meat market, some important struc¬
tural changes have recently occurred in inter¬
national meat markets for OECD exporters.

The increasing importance of non-OECD mar¬

kets is particularly significant as access to
OECD markets has become more restricted.

Moreover competition is increasing, with the

emergence of new meat-exporting countries

on the international market and the growing

importance of poultry in international trade.

The future development of the international

meat markets will be critically influenced by

the timing, strength and duration of eco¬

nomic recovery. If the current recession were

to persist, or the recovery to be slow, meat

markets would remain depressed, with

demand continuing to favour pigmeat at the

expense of beef and sheepmeat. Even if

economic recovery were to be more rapid,

demand for beef may not return to the levels

suggested by historical trends, and this has

implications for both domestic and interna¬

tional trade. Over the longer term it seems

likely that markets will grow less rapidly than

in recent years.

Dairy products

The dairy situation has been one of surplus

for a long time and, despite measures to bring

supplies into line with demand, milk produc¬

tion continues to increase. In 1982, the

United States, Canada and the EEC are

expecting increases in milk production of

about two per cent; the long-term decline in
Australia has been temporarily checked,

1 . International Wheat Council estimates,

27th November, 1 982.

Investment, Indebtedness and

Taxation

The financial problems faced by agricul¬
ture have led to a reduction in investment

over the last two or three years. This can

affect the long-term production capacity of
the sector and also related input and

processing industries. Some recovery in

investment in farm machinery and equip¬

ment seems to have taken place recently,

reflecting rising confidence among farmers,
falling interest rates and a need to re-equip

farms after a period of under-investment.

Debt restructuring programmes, low-inter¬
est-rate loans and accelerated depreciation

have been introduced to stimulate capital
investment, but many farmers still face a

difficult liquidity situation.

Agricultural indebtedness has been

rising as a proportion of the total value of

agricultural assets because borrowings
have increased as land values have

decreased. These ratios have reached cri-
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while favourable weather has given New

Zealand a near-record season. Except for

cheese, consumption growth in OECD coun¬

tries has been very slow. This situation has

led to a large build-up of stocks of dairy

products in the United States and renewed

growth in the EEC. Notwithstanding the

introduction, in both the EEC and the United

States of more intensive supply-control poli¬

cies, the medium-term outlook is for further

increases in stocks as production is

expanding more rapidly than consumption

plus exports.

Faced with these growing problems, OECD

countries, and most recently the United
States, the EEC and Canada, have taken

measures to check production and stimulate

consumption. A number of countries Ca¬

nada, Austria and Switzerland apply

quotas to restrain production, and Norway is

about to do so. These measures of supply

control seem unlikely to bring about a suffi¬

cient reduction in aggregate world produc¬

tion. It has become increasingly evident that

there is an urgent need to ensure that the

growing problems of certain producing coun¬

tries are not solved at the expense of others.

In the longer term, all producing countries,

small as well as large, have a role to play in

bringing about the necessary improvements

in the supply/demand balance.

Sugar

During the past year, world sugar prices

have continued to decline from the high levels

of 1980. In late October 1982, prices had

fallen to a low point of around 5.5 cents per

pound, the lowest in real terms since 1 968.

The reasons for this fall: during the 1981 /82

season, world production increased by an

estimated 10-14 per cent over the previous

year (to 96-99 million tonnes) due to a

substantial increase in beet sugar output in

the European Economic Community (up by
22.8 per cent to 15.98 million tonnes) and

an increase in the cane sugar output of

several countries. In 1 982/83, despite some

reductions in acreage, for example a nine per

cent reduction in the EEC, it seems likely that

world production of sugar will be similar to

that in 1981/82. In this case, the likelihood

of continued depressed demand implies that

world stocks will again increase substantially

(at the end of the 1 98 1 /82 season they had
already reached a level equivalent to 30 per

cent of annual world consumption).

Despite the introduction of national meas¬
ures and the renewal of the International

Sugar Agreement (which however cannot
have much effect on prices unless both

modified to improve its operative conditions

and expanded to include the EEC) it seems
that the world sugar market may be in

over-supply during the next few years, with

consequent downward pressure on prices. In

particular, in the face of slower income

growth, consumption is tending to stagnate;

competition from sugar substitutes, for

example high fructose corn syrup, seems
likely to continue to undermine demand in

several important markets, particularly while
the price of corn remains low. As a conse¬

quence, any lasting solution to the problem of

depressed prices will be dependent on a
significant change in the policies of a number

of major producing countries, so that adjust¬
ment to changes in demand and supply may
be equitably shared throughout the world
sugar economy.

Fruit and vegetables

For the fruit and vegetables sector,
favourable climatic conditions of 1982 were

in contrast to the unfavourable ones the year

before, and crops were large. In many cases,

marketing difficulties were precipitated, or

are likely to follow. These problems reflect

the difficulties encountered by most Member

countries in the formulation of a policy
framework which ensures a reasonable sta¬

bility of supplies and prices, while still per¬

mitting an appropriate response by producers

to changes in demand. Medium-term

demand prospects are very uncertain, with

market prospects for apples a particular

cause for concern. Despite the measures

taken by some countries to curb the increase

in structural surpluses, current production

prospects in most OECD Member countries

suggest that increases in production are likely
to outrun increases in demand.

tical levels on some farms. Concessional

loans have been granted to enable these

farmers to continue operation and to pro¬
vide an incentive for eventual wider res¬

tructuring.

More emphasis is being given to taxation

as it can have an important impact on

income, the rate of adjustment, investment

decisions, and the use and mobility of

resources. Financial policy and taxation

may also affect trade by influencing a
country's competitive position.

Structures, Manpower and
Social Action

Structural change has lost some of its

momentum under prevailing economic con¬

ditions, but governments have neverthe¬

less put in place a wide array of policy
measures to alleviate structural deficien¬

cies. The measures fall more and more

within the wider context of general land-

use policies, town and country planning

and resource conservation. Governments



are also seeking to improve land consolida¬

tion programmes, irrigation and drainage,

tenant-farming, control of land transfers,
etc.

Younger farmers are given special assis¬

tance in many countries, and part-time

farming has been a stabilizing element,
contributing to the adjustment process.
Measures in the social field contribute to

the maintenance of agriculture, particularly

in disfavoured areas and aim to give
farmers social services equivalent to those

available to other groups. But budgetary

cuts have pared down the support available

for such programmes.

The slowdown in rural out-migration and

difficulties in finding non-farm sources of

supplementary income have sometimes

aggravated the income problem. The agro-
food sector as a whole has had difficulties:

for example, the industries up-stream have

been selling fewer farm inputs and invest¬

ment goods to the farmer.

Trade

In 1981, as the total value of world

merchandise trade fell for the first time

since 1 958, so did trade in agricultural

products. Volume of agricultural trade

however was 5 per cent higher than in
1980, a rate of increase close to the

average for the previous twenty years and

well in excess of the 2.5 per cent increase

in the volume of world agricultural produc¬

tion. This is explained in large part by the

abundant supplies of most agricultural

products.

In 1983 the outlook is for continuing
stagnation in the value of world agricultural
trade, with weakness of prices due to the

depressing effect of lower income growth
in both OECD and non-OECD areas and to

ever increasing supplies of some products.
In the short-term, the current weakness in

the very import markets which have been

the main sources of growth for OECD

exports in recent years is likely to persist as

imports by centrally planned and devel¬

oping countries are affected by reduced

economic growth and balance-of-pay-

ments problems. The slowing of economic

growth in OECD countries affects food

consumption not only within the area but

also indirectly in the rest of the world

through its effect on their exports, foreign

exchange earnings and incomes.

In the major agricultural markets, the

growing imbalance between supply and

demand has led to relatively low world

prices and a build-up of surpluses. To

combat this, governments have introduced

a variety of measures, especially supply

control. This reflects the range of policy

objectives that governments have to con¬

sider, the maintenance of adequate levels
of farm income on the one hand and the

transmission of appropriate market signals
to producers on the other. Governments

are tending to encourage farmers to take

more responsibility for financing cover

against risk and market instability, and in

particular for the disposal of surplus pro¬
duction.

In the longer term, if economic growth

were to remain weak and world agricultural
markets depressed, it would be even more

important for OECD countries to reinforce

their adjustment policies, and particularly
those which control supply. It will also be

necessary to consider how the burden of

adjusting to weak demand might be equit¬
ably shared, since there are considerable

differences between countries in the close¬

ness of the linkage between their domestic

agricultural sectors and world markets.

Despite the current high level of stocks,

world food security remains a fundamental

concern. In the past, attention has centred

on stockholding policies but these are only
one aspect of the problem. The major issue

for OECD governments is how to plan and
execute a more coherent and comprehen¬

sive set of policies, taking account of

existing inter-relationships and inter-

dependencies not only North-South but
also East-West.

Trade Measures

Agriculture has not escaped the general

drift towards protectionism, and an

increasing number of disputes between

countries on the subject of trade measures

are making themselves felt. The necessity

to pay greater attention to the international

effects of policies aimed primarily at

domestic problems must be kept in mind.

Measures to aid exports or restrict imports

may aggravate problems on world mar¬

kets, although export-support measures

that comply with internationally agreed

procedures for surplus disposal on conces¬

sional terms give rise to relatively few
difficulties.

A number of new bilateral trade agree¬

ments were introduced during the year,

particularly with East European countries

and some developing countries one

response to the problems associated with

new market participants and the uncer¬

tainty prevailing on international markets.

Although such arrangements tend to con¬

tribute to transparency, they may increase

instability on the residual market by tying
up a significant proportion of trade in key
commodities, and their overall effect on

particular commodities (such as wheat) is

not clear. With regard to commodity arran¬

gements, there has been no recent pro¬

gress in this field and OECD governments
must consider what new initiatives are

possible to bring about an improvement in

the functioning of agricultural markets.

Non-OECD Members

The OECD agricultural sector is be¬

coming more sensitive to developments in
countries outside the OECD area, because

these countries are becoming large
importers of OECD products, particularly
grains and animal feeds. The key develop¬
ment in the USSR and Eastern Europe has
been increased emphasis by these coun¬
tries on self-sufficiency, based on con¬

sumption restraints and expanded produc¬
tion. But the prospect of a fourth consecu¬

tive small Russian grain harvest will prob¬

ably result in further substantial grain
imports into the USSR in 1 982/83, though
these are likely to fall short of last year's
record 46 million tonnes. In Eastern

Europe, financing problems coupled with

higher domestic production will probably
lead to reduced grain imports. In the

longer-term, cereal imports by the USSR
are expected to decrease, but it is difficult

to determine how rapidly.

China has fundamentally changed its
agricultural policy in recent years, moving
towards a greater role for individual incen¬

tives and private trade and greater reliance

on imports of wheat, which have grown
steadily over the last few years. They hope
for an increase in the output of food in
1983 but, subject to financial constraints,

will probably import about 16 million

tonnes of grain in the coming year to meet
increased consumption requirements. In

the medium-term, these imports are likely
to be of the order of 1 0-1 5 million tonnes

per year.

It is apparent that agricultural production
in many developing countries has not

grown in line with the growth of domestic

demand brought about by population
growth, urbanisation and, in some cases,

rising incomes. Some countries have been

able to fill the gap with imports. During the
period 1972-1980, for example, the total

volume of agricultural exports by OECD

countries increased by 58 per cent while

exports to developing countries increased

by 141 per cent, the biggest rise being in

exports to OPEC and newly industrialising
countries (NICs). On the other hand, the

total volume of food aid has stagnated over

the last few years. Despite climatic prob¬

lems, in some areas, overall grain output in

developing countries this year seems likely

to remain comparable to last year's. In
poorer countries, the effective demand for

grain imports is unlikely to increase sub¬

stantially, primarily because of the growing
burden of foreign debt; nevertheless some

increase in imports is foreseen for India,

Egypt and Mexico. In OPEC countries and

the NICs, the key issue is to what extent

their demand will be affected by world
recession.
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Pressures on

the Developing Countries:
the OECD Response

In almost all developing countries, the

current world recession is compounding
structural development problems and

stifling economic growth. The economic
setbacks for the peoples of most of the

developing countries are a matter of deep
concern and disappointment to all of us and

in particular to those responsible in OECD

governments for development co-opera¬
tion policies.

Looking back to the situation before the

onset of present world economic malaise

we find that substantial progress had been
made in many developing countries. We

have always been impressed by the
remarkable resilience of most of the mid¬

dle-income countries which, in spite of the
problems arising from oil price shocks and

sluggish world markets, continued during
the 1970s to expand investment, eco¬
nomic growth and exports. A few lower-

income countries, notably India, also were

recently showing signs of accelerating eco¬
nomic growth. In other less advanced

developing countries encouraging progress
had also been made towards laying the
foundation for more sustained and acceler¬

ated economic and social development,
even though this had not been reflected yet
in statistics on GNP growth. But in the

present situation depressed global trade,
protracted adverse terms of trade and

burdensome deficits are forcing nearly all
developing countries to take strong action
to restrict domestic spending, investments

and imports. Severe balance-of-payments
constraints have had particularly harsh
disruptive effects on developing coutries'
imports of essential production and main¬
tenance inputs. The fall in domestic and

external demand has reduced their public
revenue, public and private investment and
services.

No country, whether rich or poor, can
escape the need to adjust to the realities of
the new economic situation. Resource con¬

straints can even have positive energizing

effects and spur the often difficult and

painful steps which developing countries
must take to make their economies more

efficient. We have indeed seen a new

determination to tackle the problems of

agriculture and rural development and to

rationalise pricing systems and general
incentive structures. But severe and pro¬
longed external blows can also be paralys¬
ing.

How can the poorest countries be helped to
overcome current strains?

Jt J7.-HJU

There is considerable international dis¬

cussion now about means of assuring that

developing countries will have continued

access to new external financing, so as to

allow the adjustment process to be orderly,

to strengthen their economies, and to

enable them to restructure and service their

debts (see page 12). The international
financing system has proved to be shock-

resistant and capable of effective response

and reform. With appropriate support by
governments, the private banks and the

international financial institutions, in¬

cluding the recent developments towards

strengthening the role and capacity of the

IMF, the system should be equal to the task

especially in those countries able to rely
largely on market finance.

However, we must also ask ourselves

how the particularly difficult task of

assisting the poorer developing countries in
overcoming current strains can be tack¬
led.

The acute current problems and struc¬
tural weaknesses of these countries are

such that most of them require assistance

at long- and concessional terms. The IMF

has an important role to play in fostering
and assisting adjustments in the low-
income countries and the World Bank has

been encouraged to work closely and
flexibly with the Fund. But we must ask

ourselves whether this will be enough,
particularly in a situation where the World

Bank itself faces resource constraints. (See

page 16).

The OECD governments have never

failed to respond positively when faced

with a situation of compelling urgency. But

aid agencies are legitimately reticent when

they are asked to use scarce aid resources

for balance-of-payments support. There

are some quite painful choices to be made

here between immediate needs and long-
term objectives. There are no easy answers
to this dilemna.

I think that it is basically right that aid
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agencies concentrate their efforts on get¬

ting on with the job of building the long-

term development potential of developing
countries. But we must follow the situation

in the vulnerable low-income countries very
carefully and be ready to use our resources

flexibly where they are required to meet the

most urgent needs. We must, therefore,

re-examine and adapt our policies and

procedures where this is required to be able

to respond effectively.

More extensive but sound provision of

maintenance aid is one way of reconciling

urgent immediate needs and long-term

development requirements (See page 1 9).
In some cases, however, this will not be

enough. What should aid programmes do

and how could they co-operate more effec¬

tively with the international agencies in this
situation?

Some DAC countries have taken coura¬

geous decisions to increase their aid.

Others have felt obliged to restrain aid

budgets in varying degrees. Each individual

country may find the reasons for restraining

its own aid compelling, and of limited

impact overall. However, the aggregate

effect of such reductions is a significant

weakening of our joint endeavour.

Adequate amounts of aid, effectively

applied so as to enable developing coun¬

tries to maintain minimum growth of

imports must be seen today as a com¬

ponent of a global strategy of world eco¬

nomic recovery and longer-term growth.

I am concerned over the growing
influence of commercial considerations in

the use of aid, not only in the form of mixed

credits, which is only part of the larger

problem of the growing intervention of

governments in the free flow of goods and

services with all the risks of distortion,

escalation and retaliation. I have recently

felt obliged to express my grave concern

about tendencies in the trade field and the

danger of a chain reaction of beggar-

thy-neighbour policies.

In a situation where the developing

countries are under severest resource pres¬

sure and where our quantitative aid

response is bound to be limited, we must

apply the highest standards in the use of

scarce aid resources. We must make sure

that undue concern with export promotion

or other non-developmental considerations

does not affect the ability and willingness

of donors to co-operate fully and construc¬

tively in helping developing countries make

the difficult policy adjustments that are

required and to use their resources as

effectively as possible.

Statement by OECD's Secretary General

to High Level Meeting of the Organisation's
Development Assistance Committee (DAC)

How Serious is

the Debt Problem

of the Developing
Countries?

The viability and success of capital-

transfer processes cannot be as¬

sessed in isolation from the general

economic environment in which they occur.

In the current world economic environ¬

ment, characterised by what are generally

recognised to be the most serious eco¬
nomic difficulties experienced since the

1930's, both developed and developing
countries are affected. Financial stresses

are increasingly evident in all countries and

at all levels in both the public and private
sectors. The overall debt situation of devel¬

oping countries, (see Tables 1 and 2), with
the recent emergence of an increasing

number of problems and a few very acute

cases, must be seen in this broad con¬

text.

A comprehensive assessment of the

total financial position of developing coun¬

tries and its implications for the global

financial situation would require a much

wider range of information and analysis.
Moreover, statistics on debt are difficult to

handle, involving a range of different finan¬

cial instruments, terms and conditions.

Debt aggregates and averages are there¬

fore not easy to interpret, and such para¬

meters as outstanding debt and debt-

service ratios can often be misleading for

inter-country comparisons and policy as¬
sessments.

Eight Points

Bearing this need for caution in mind,

there are eight main points that emerge
from the analysis and data.

The sharp change in world economic

Note: Based on a new OECD Study, External
Debt of Developing Countries, 1982.

1. DEBT AND DEBT SERVICE BY INCOME GROUP

Total debt disbursed at year-end, total annual debt service during 1976-1982, $ billion

Income Group 1976 7977 1978 7979 7980
1981

prel.

1982

est.

DEBT

1. Low-income countries

of which: least-developed

47 56 66 76 86 95 110

countries 10 12 14 16 19 21 26

2. Middle-income countries 48 60 75 91 107 124 144

3. Newly-industrialising countries 89 111 141 165 192 226 266

TOTAL Non-OPEC 184 227 282 332 385 445 520

4. OPEC 36 48 64 74 79 85 106

TOTAL less developed countries 220 274 345 406 465 530 626

DEBT SERVICE:

1. Low-income countries

of which: least-developed

3.6 4.4 5.2 5.8 7.9 9.3 11.5

countries 0.6 0.6 0.7 0.9 1.2 1.4 1.8

2. Middle-income countries 6.3 7.9 12.1 14.4 16.8 20.2 23.5

3. Newly-industrialising countries 15.3 19.9 28.8 37.1 40.5 52.3 63.3

TOTAL Non-OPEC 25.2 32.2 46.1 57.4 65.2 81.8 98.3

4. OPEC 6.7 9.9 12.8 18.3 21.7 27.5 33.0

TOTAL less developed countries 31.9 42.1 59.0 75.6 86.9 109.3 131.3
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2. THE 20 DEVELOPING COUNTRIES WITH THE LARGEST DEBT-SERVICE PAYMENTS DURING RECENT YEARS

$ billion

Country
ranked by average debt service

in 1980-1 981s

Debt Service Paid
Disbursed Debt

Year-End

Total Reserves

Year-End

GNP

growth
rate

GNP per

capita

1979 1980
1981

prel.

1982

est.
1979 1980

1981

prel.
1979 1981

1970-

1980
1980

% per
annum

$

1. Brazil

2. Mexico0

3. Venezuela"

4. Spain

5. Algeria"

6. Iran"

7. Yougoslavia
8. South Korea

9. Argentina
10. Saudi Arabia"

11. Chile

1 2. Indonesia"

13. Egyptc
14. Peru"

1 5. Greece

16. Morocco

17. Nigeria"
18. India

19. Turkey

20. Philippines

11.4

11.4

2.8

3.0

3.2

2.0

2.7

2.9

2.1

2.9

1.7

2.2

1.3

1.1

1.1

1.0

0.8

1.1

0.9

1.3

13.7

9.3

4.7

3.7

3.9

2.0

3.3

3.3

2.8

3.1

2.2

2.0

1.8

1.6

1.3

1.3

1.2

1.4

1.1

1.1

17.3

13.4

6.0

5.0

4.4

(6.1)
4.2

4.0

3.7

3.4

3.1

2.7

2.2

2.0

1.7

1.5

1.6

1.4

1.6

1.6

18.5

15.2

7.8

5.7

4.8

(4.0)
4.7

4.8

(4.9)
3.9

3.3

3.4

2.4

1.9

2.1

1.9

1.9

1.7

1.9

2.1

50.8

37.6

12.3

16.3

17.0

10.5

13.5

15.5

12.6

3.2

7.1

15.1

12.2

6.5

5.6

6.7

4.2

16.5

11.6

7.4

57.0

43.5

14.7

20.7

17.2

(10.3)

15.1

17.6

15.6

3.3

9.0

16.6

13.8

7.1

6.9

7.3

5.5

18.0

14.5

8.5

65.6

54.4

14.9

25.1

17.0

(6.0)

16.8

20.8

20.0

3.5

12.3

18.2

14.0

7.3

7.6

8.0

6.0

19.4

15.5

9.5

9.0

2.2

7.8

13.9

2.9

15.4

1.3

3.0

9.6

19.5

2.0

4.1

0.6

1.6

1.5

0.6

5.6

7.8

0.9

2.3

6.7

4.2

8.7

11.4

3.9

(3.5)

1.7

2.7

3.4

32.4

3.3

5.1

0.8

1.3

1.2

0.3

3.9

5.0

1.4

2.3

8.7

5.4

4.8

3.7

5.9

2.9

6.2

8.1

2.5

13.6

3.9

7.0

7.0

3.0

4.7

5.9

7.3

3.5

5.1

6.4

2 050

2 135

3 631

5 345

1 924

1 937

2 623

1 523

2 395

11 265

2 160

422

582

935

4 522

864

1 009

237

1 457

717

Total 20 Countries 56.9 64.8 86.9 96.9 282.2 322.2 361.9 116.9 103.2

20 as % of Total LDCsd 75 75 80 74 70 69 68 68 55

a. Next-ranking countries include United Arab Emirates. Portugal, Taiwan, Iraq and Thailand. Debt-service payments by China PR in 1980 are
tentatively estimated at $1.4 billion.

b. OPEC Member. c. Net oil exporter. d. Including OPEC.

conditions at the beginning of the 1 980's

with the advent of rising real interest rates,

low trade growth and falling commodity

prices has fundamentally affected the
relative positions of creditors and debtors

as compared with the previous decade.
Whereas for most of the 1970's the real

burden of debt and debt service was being

eroded by inflation, it is now being radically

increased in a context of economic stagna¬

tion (see Table 3).

It appears in retrospect that certain

developing countries have borrowed un¬

wisely (as indeed have some other borrow¬

ers), using some of the resources to finance

consumption and investments of dubious

value, rather than to strengthen their pro¬

ductive potential; overeagerness by banks

to lend has sometimes allowed borrowing

governments to delay necessary adjust¬
ments.

The emergence of debt problems is

concentrated on two very different kinds of
developing countries: a small number of

poorer commodity-dependent countries

with mainly official debt (Official Develop

ment Assistance and officially extended or

guaranteed export credits) and amounts
which are minor in world terms; a few

advanced developing countries which have

massively increased their borrowing from

commercial sources at high floating
interest rates and now suffer from

depressed export markets.

For most other developing countries,

external debt cannot be isolated as a major
constraint and their debt structures are

such that they are not much affected, at

least directly, by major fluctuations in

floating interest rates. The overall deterio¬
ration of the world economic and financial

environment, especially with its conse¬

quences for trade and commodity prices, is
however a real concern for these coun¬

tries.

On the basis of outstanding stocks, the

overall lending of the private banking com¬

munity to the developing world represents
about one-third of their total international

lending but only about 6 per cent of their
total domestic and international lending

combined. These shares include significant

amounts of bank credits which are guaran¬

teed by OECD governments (see Ta¬
ble 4).

There is an extreme concentration of

private bank exposure in a few countries

Argentina, Brazil, South Korea and Mexico

(which, however, present highly differen¬
tiated cases in terms of both their debt

profiles and their economic structures and

policies). Between end-1978 and end-

1982, there have been major increases in

net floating-interest debt (including short-

term) for Argentina (from $0.8 billion to
$20.5 billion), Brazil (from $18.5 billion to

$45.5 billion), South Korea (from $1 .2 bil¬

lion to $1 5.5 billion) and Mexico (from

$19.9 billion to $59.3 billion). The expo¬
sure of banks in these four countries alone

is thus estimated to have increased by
about $100 billion (from $40 billion to

$1 40 billion) between end-1 978 and end-

1982. About one-half of this increase is

accounted for by short-term lending (matu¬

rities of less than one year) and about

one-half by medium- and long-term lend¬

ing. Signigicant increases in the floating-
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RELATIVE TRENDS IN INTEREST, DEBT AND EXPORTS OF NON-OPEC,

NON-OECD DEVELOPING COUNTRIES, 1970-1983

Medium- and long-term debt

Interest payments and exports
(annual percentage change)

Gross interest payments

Exports

Receipts
Prices

Volumes

Nominal interest cost (per cent)

Current cost of floating-interest debt

Average cost on total outstanding debt
Newly-industrialising countries
Middle-income countries

Low-income countries

Outstanding debt
(annual percentage change)

Newly-industrialising countries
Middle-income countries

Low-income countries

7970

-73

20

23

12

10

22

8

17

7973

-78

27

19

13

6

26

21

21

7 979

40

28

18

9

12

10

6

3

18

21

15

7 980

48

25

17

8

15

12

8

4

16

17

13

prel.
1981

31

5

-5

10

17

14

8

4

19

16

10

est.

1982

25

-6

-8

3

17

15

10

5

17

16

16

proj.

1983

10

1

-2

3

13

12

10

5

12

14

15

a. Assumes constant exchange rates.

4. LENDING3 AND "EXPOSURE" OF BANKS TO NON-OPEC

DEVELOPING COUNTRIES

Estimated outstanding disbursed amounts at year-end 1977-1 982, $ billion

1977 1980 1981 1982

1. Short-term credits 37 89 110 134"

2. Medium- and long-term credits 82 165 195 231

A. Officially guaranteed export credits 13 33 39 49

B. Financial loans and credits 69 132 156 182"

3. Total outstanding (1+2) 119 254 305 365

of which: 4 countries0, in % 44 50 54 52

4. Deposits 87 132 147 157

of which: 4 countries0, in % 23 18 19 19

5. Total net bank "exposure" (3-4) 32 122 158 208

of which: 4 countries0, in % 100 84 86 77

6. Net bank "exposure" excluding guaranteed
export credits (5-2A) 19 89 1 19 159

of which: 4 countries0, in % 142 703 103 89

b.

c.

International lending by commercial banks and other financial institutions, including participa¬
tion of non-OECD banks in international syndicates. Data exclude bonds, shares, property and
other bank assets which are not loans. They also exclude interest payable. Short-term debt
covers credits with an original maturity of less than one year; an unknown amount of these
short-term credits is guaranteed by governments in capital-exporting countries. Deposits are
those with BIS banks.

Assuming some consolidation of short-term debt into medium-term debt during 1982.
Argentina, Brazil, S. Korea and Mexico.

interest debt of some other countries

(e.g. Chile) have also occurred.

The increase in the volume of floating-

interest debt, together with the sharp rise

in its cost, largely explains the major

increase in interest payments of developing

countries in recent years. A decrease in

floating interest rates (such as has been

occurring since mid-1982) will thus bring

significant reductions in interest payments

of those developing countries holding large

volumes of floating-interest debt. The

much lower interest payments of other

developing countries will not be much
affected.

While much of the banking systems'

f

Three of the countries on which private bank expo

exposure is to the governments of devel¬

oping countries (whether directly or

through guarantees), significant amounts

are owed by private sector enterprises. In

some countries, individual entities (in both

public and private sectors) have come to

rely heavily on external financing. In such

cases, changes in international interest

rates and also, where revenues are

entirely or mainly in local currency, changes

in the exchange rate have major effects
on the financial balances of such entities.

Thus, problems associated with reliance on

external financing may arise not only at the
macro-economic level but also at the enter¬

prise level, often compounding the diffi¬

culty of retaining or restoring overall eco¬

nomic stability and growth.

Two Essential Conclusions

These various elements suggest that

two essential factors need to be kept in the

foreground in discussions of the debt prob¬

lems of developing countries:
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sure is concentrated: Brazil (top left), Argentina and Mexico (right).

World economic environment

A basic component of the debt picture is

the sharp change in the world economic

environment occurring from 1979. Recy¬
cling after the first oil shock was accom¬

plished with the balance-sheet positions of

developing countries suffering a relatively

small deterioration, partly because of the

effects of inflation on debt and generally
permissive monetary conditions accom¬

panied by relatively low interest rates. But

in addition, developing countries for the

most part succeeded in raising their invest¬

ment and domestic savings ratios (as a

percent of GNP) and maintaining relatively
high rates of economic growth. They also

managed to restore foreign exchange
reserves. In contrast, the smaller OECD

countries suffered a major deterioration in
their balance sheets because their bor¬

rowing from capital markets was accom¬

panied by falling investment and savings
ratios, relatively low growth and a fall in
foreign exchange reserves.

The recycling experience after the

second oil shock, however, has taken place

in quite different circumstances. Interest

rates are a quite dramatic illustration of

this. But equally dramatic has been the

trend in the export revenues of non-OPEC

developing countries (including Mexico),
especially on the side of prices, but in the

current period also on the side of volumes.

The abrupt break in the trend of export

receipts which occurred between 1 980
and 1 981 is evident in Table 3. The deter¬

ioration in the net external-asset position

vis-à-vis GNP has been, in these circum¬

stances, much more serious and of about

the same magnitude as in the case of the
smaller OECD countries.

The data thus reflect the importance of

the relationships between the level and

structure of capital flows, world trade

volumes and prices and economic growth
rates. While the evidence is that the much

increased degree of external indebtedness

of developing countries has a "real" coun¬

terpart in increased productive capacity,

this can only be turned to positive account

in the context of renewed growth in world

trade and economic activity. The financial
structures created over the last decade are

hardly tenable in a context of prolonged

stagnation in world trade and economic

activity.

Concentration of private bank expo¬
sure

For the international financial system,

the essential problem may be seen to be
the concentration of private bank exposure

in a few very large developing countries.

Just four advanced developing countries

Mexico, Brazil, Argentina and South
Korea - account for more than half of the

total outstanding loans of private banks to

non-OPEC developing countries, for some

85 per cent of the net floating-interest debt
and almost all of total net private bank

"exposure" (excluding guaranteed export

credits) to non-OPEC developing coun¬
tries.

Essentially, there is no "developing
country debt problem" in any general

sense. Debt problems are country specific.

Broader financial problems currently af-
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fecting developing countries are related to

conditions in the world economy. Ad¬

vanced and middle-income developing
countries should remain fundamentally cre¬

ditworthy and have good growth potential.

New bank lending to developing countries

is in the process of being adjusted to more

realistic levels, but this adjustment is con¬

centrated largely on lending to Brazil,

Mexico and Argentina. The level of bank

lending to most other developing countries

and regions is likely to be maintained or

even increased. Reduced lending to the

three countries mentioned may, in fact,
help to maintain or increase flows to those

developing countries which presently retain

a capacity to productively use a higher level

of external financing. Low-income coun¬

tries have, in the past, received about

80 percent of their external financing in the

form of low-cost aid loans or grants. Bank

lending to such countries is largely in the

form of officially guaranteed export credits.

"Debt problems" among these countries

usually reflect broader underlying develop¬

ment problems and/or depressed com¬

modity prices.

In principle, the main features of financial

and economic stress at the present time are
reversible. A return to more moderate rates

of interest should already ease the situation

significantly in 1 983 (see Table 3). A

recovery of commodity prices in the con¬

text of an improving world economy would

also do much to restore and underpin the

positive role of private capital transfers to

developing countries. However, for those

countries which have borrowed heavily

while not implementing the kind of eco¬

nomic policies which enable these capital

flows to be adequately productive, a major

period of adjustment lies ahead, in which

the financial community will need to play a
constructive role. Effective economic ad¬

justment must rest on retaining or

achieving adequate social consensus and

political cohesion. This underlines the need

for parallel and co-operative action by

governments of debtor countries, interna¬

tional financial institutions, central banks

and private banks.

Clearly, the combination of increased
debt and current world economic condi¬

tions is reason for concern. It is important

that the competent international organisa¬

tions, including the OECD, follow closely

the debt situation of developing countries.

Particular attention has to be paid to the

questions of how far the external deficits of

problem countries can realistically be

expected to be brought down by appro¬

priate adjustment policies; the scope and

nature of the remaining financing require¬

ments; and the potential further difficulties

if real interest rates were to continue at

high levels, commodity prices to remain
low and world trade to remain de¬

pressed.

The Futureof

MultilateralAid:

NewProblemsfor

the PoorestCountries

The part played by international financial institutions1 and other
multilateral agencies2 in Third World development is central to develop¬
ment assistance, both qualitatively and quantitatively. Flows from these
sources amounted to $ 13 billion in 1981 (net disbursements) and over

60 per cent of this amount, namely $8 billion, or one-quarter of
developing countries' total net official development assistance (ODA)
receipts, was on concessional terms. The action of IFIs is largely
concentrated on low-income countries (16 per cent of those countries'
ODA receipts from 1976 to 1980) and on agriculture (about 35 per cent
of concessional commitments in recent years). This means that such aid
is crucial not only to the poorest countries but also to the poorest people

within those countries. But contributions to multilateral agencies have
ceased to increase. The OECD's Development Assistance Committee

(DAC) has analysed this situation, which would be disturbing but for the
fact that, in spite of the present difficulties, donors seem to realize the

value of these agencies. For instance they rely increasingly on them to
play a central role in giving policy advice to developing countries, and
more generally are trying to capitalise on the very large store of
knowledge and experience at their command.

The current overall trend of contribu¬

tions to multilateral agencies ap¬

pears at best as one of stagnation,

the DAC finds, even allowing for the

distorting factors that affect the annual

figures shown in Table 1 . These factors are
the erratic trend in contributions from the

United States in recent years and the

bunching of contributions to the interna¬
tional financial institutions for technical

reasons : frequently two successive annual

tranches fall within one calendar year. The

third factor is the dollar's appreciation

which, to some extent artificially3,

depresses the 1981 figures. Excluding the

United States, there was a small nominal

annual increase in multilateral contribu¬

tions between 1978 and 1981. If one

takes the 1977-78 and 1980-81 aver¬

ages, to reduce the effect of bunching,
there has been an annual increase (United

States included) of 6 per cent in nominal

terms (8 per cent excluding the United
States), still not enough to maintain the

real value of future expenditures unless the

rate of inflation falls sharply.

If the DAC countries' multilateral contri¬

butions are expressed as a percentage of

their total ODA and their GNP, the picture is

7. World Bank organisations, regional devel¬
opment banks (Asian, African and Inter-Ameri¬

can), the International Fund for Agricultural
Development (IFAD). In the jargon these insti¬
tutions are called IFIs.

2. Mainly the EEC and the United Nations.

3. As with bilateral aid, the effect is "artificial"

to the extent that the reduction in the figures
expressed in dollars will normally be greater
than the reduction in the real value ofgoods and

services supplied by countries whose currencies

are depreciating. However, in the case of
multilateral aid there is also a substantial real

impact. The rates paid to technical co-operation

personnel by UN agencies, for instance, are

normally set in accordance with scales specified

in US dollars. As a currency depreciates,

therefore, a given amount of that currency will

buy fewer experts (and pay them more, if they
convert their fees back into a depreciating

currency), unless the agency alters its rates.

16



hardly any better (Table 1 ). Two main

factors seem to have had a restraining
influence. First, several major donors have

been passing through a period of severe

budgetary constraint, exacerbated in the

case of multilateral obligations, as already
noted, by the appreciation of the dollar.

Second, certain donors seem to have

reacted against the unconcerted way in
which major increases were achieved in the

1970s. These increases, which were

largely the outcome of the efforts of the

individual agencies themselves, were

seldom reviewed collectively. They have
given rise to what might be seen as
imbalances between multila¬

teral and bilateral programmes or between

various types of multilateral agency -
which donors may now be trying to
redress.

Consequences for the Low-
Income Countries

It will be some time before the recent

slowdown in the rate of increase of contri¬

butions to the international financial insti¬

tutions shows up as a reduction in the

receipts of the low-income countries,

which are the principal recipients (Table 2).

The operations of these institutions have a

long disbursement profile, and commit¬

ments outstanding are in principle covered

by resources already made available. The

first effect of a reduction in resources,

therefore, is a slowdown in the rate of new

commitments, which will be reflected in

disbursements some years ahead.

Although the present funding problems
of the international financial institutions

can to some extent be kept separate from

1. ODA CONTRIBUTIONS TO MULTILATERAL

DEVELOPMENT AGENCIES AND FUNDS FROM DAC MEMBERS

Total Contributions3 (1970-1981)

7970 7977 1980 1981

A verage
annual

growth %

1970-

1979

7978-

1981

Total

$ million at current prices
Percentage of total DAC ODA

Excluding United States:

$ million at current prices
Percentage of total DAC ODA

excluding United States

1,1 19

16.1

619

16.3

4,934

31.4

3,149

28.5

7,581

27.8

4,809

23.9

5,792

22.6

4,326

21.8

24.2

26.8

-2.9

1.5

As a Percentage of Total ODA and of GNP (1976-1981)

the immediate difficulties of low-income

countries arising from the current economic

climate, the fact remains that, in the longer

term, the low-income countries could be

seriously affected. Even in the short term,

the disruption to planning and program¬

ming brought about by a slowdown in

commitments can be unnerving. Also, the

international institutions may think it pru¬

dent to try to slow down their disburse¬

ment rates, in order to spread the balance-

of-payments impact of the commitment

cuts on recipients over a longer period.

Resource Replenishments in a

Climate of Uncertainty

In 1981, the decision of the United

States to stretch its contributions to IDA-6

(i.e. the sixth replenishment of IDA, cov¬
ering the three fiscal years 1 981-83) over a

four-year period, together with its severely
reduced offers as regards replenishment of
the concessional funds of other interna¬

tional institutions, seemed to have a

strongly adverse effect on the positions of
other donors. Most DAC Members talked

of using the statutory possibility of res¬
tricting their contributions to IDA-6 to

amounts made available for commitment

pari passu with the United States, and of

making the level of their contributions to

future replenishments of IDA and other

concessional funds conditional on mainten¬

ance by the United States of what they
regarded as its proper share. It was a

position which gave rise to real fears that

the institutions' crucial role in support of

low-income countries and for agricultural

development, as well as their ability to

DAC members ranked
As % of ODA As % of GNP

by contributions as a percentage
of GNP, 1980-1981

1976-1977

average

1978-1979

average

1980-1981

average

1976-1977

average

1978-1979

average

1980-1981

average

47.2

*

43.8

#

42.8

*

0.36

-It

0.40

*

0.36

#

Norway
Denmark 39.4 44.1 39.0 43.8 39.1 47.0 0.23 0.25 0.30 0.33 0.29 0.35

Sweden 36.0 36.5 30.1 0.33 0.34 0.24

Netherlands 22.7 30.3 21.8 28.5 16.9 24.5 0.19 0.26 0.20 0.26 0.18 0.26

Canada 46.5 41.3 38.0 0.22 0.21 0.16

Finland 44.3 54.9 41.4 0.07 0.11 0.10

Japan 34.7 28.6 34.5 0.07 0.07 0.10

Australia 14.2 27.1 21.4 0.06 0.15 0.10

Italy 33.6 73.3 57.3 93.1 51.7 81.0 0.04 0.09 0.06 0.10 0.09 0.15

Germany 24.6 37.4 26.1 34.4 18.9 32.3 0.08 0.13 0.11 0.15 0.09 0.15

New Zealand 19.3 20.5 26.6 0.08 0.07 0.08

United Kingdom 35.6 42.9 33.6 48.9 19.5 34.4 0.15 0.18 0.17 0.21 0.08 0.14

Belgium 16.2 31.0 26.0 35.9 14.1 29.5 0.08 0.15 0.15 0.20 0.08 0.16

United States 36.6 27.0 32.8 0.09 0.06 0.08

Switzerland 41.2 44.1 30.6 0.08 0.09 0.07

Austria 26.6 38.7 17.5 0.05 0.09 0.06

France 6.7 14.7 8.9 15.0 7.0 16.0 0.05 0.09 0.05 0.09 0.05 0.11

Total DAC 29.5 34.0 27.1 31.2 25.3 31.2 0.10 0.11 0.09 0.11 0.09 0.11

a) Excluding EEC. * These figures include contributions to EEC aid programmes.
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2. ODA RECEIPTS OF LOW-INCOME COUNTRIES, 1976-1980

Composition of Net Disbursements, by Region and by Level of Total Aid Receipts3

Composition of receipts, in percentages

Annual ave¬

rage total

receipts
$

million

DAC

bila¬

teral

Com¬

mon

Mar¬

ket

Inter¬

na¬

tional

Deve¬

lop¬
ment

Assoc.

Other

IFIsb

Other

multi¬

lateral

excl.

OPEC

OPEC

bila¬

teral

and

multi¬

lateral

Annual

average

receipts

per

capita
$

Africa (thirty-nine countries) 52.6 6.8 5.7 4.7 6.6 23.6 6,308.3 23.6

of which: Countries (fourteen)

with low receipts 60.2 8.5 9.7 7.4 9.7 4.5 1,537.1 70.3

America (six countries) 53.3 1.4 6.6 30.5 7.7 0.6 361.5 20.1

of which: Countries (two)

with low receipts 49.9 0.6 9.3 30.1 9.3 0.7 747.3 16.2

India 41.5 2.5 28.0 9.4 5.7 12.9 1,578.9 2.4

China 32.0 - - - 68.0 - 16.6 0.02

Other Asia (fourteen

countries) 56.8 2.1 8.5 6.4 9.2 17.0 3,980.3 8.9

of which: Countries (ten)

with low receipts 67.3 2.2 9.2 6.5 9.6 77.2 3,288.5 7.7

Oceania (six countries) 82.7 4.9 1.0 6.0 4.4 0.9 95.0 164.4

Total 52.8 4.5 9.4 6.6 7.4 19.2 12,340.7 5.3

a. Countries "with low receipts"

b. Regional development banks,

are those with average annual per capita receipts under $20.
World Bank third window, and IMF Trust Fund.

carry weight in co-ordination and in the

supply of policy advice, could be seriously
eroded.

More recently, there have been some

signs of at least a partial softening of

attitudes. As regards IDA-6, most of the

remaining fifteen DAC contributors are now

releasing the full amounts as scheduled. At

the annual meeting of the World Bank and

the IMF in Toronto, it proved possible, after

long and difficult negotiations, to put

together a package which will enable IDA

to continue its commitment authority at an
annual rate of $3.5 billion for the two fiscal

years ending in June 1 984. However, there

is continuing uncertainty about the contri¬
bution of the United States for this same

period. The United States Administration

said it would try to get Congress to vote
about $ 945 million for IDA in fiscal 1 983

(ending next June) and about $1.1 billion
in the twelve months after that. If there is a

hold-up in Congress, a continuing resolu¬

tion will be necessary, holding contribu¬
tions to the 1982 level of $ 700 million.

What is at issue in these arrangements,

it needs to be reiterated, is the rate at

which IDA can enter into commitments,

since resources to cover disbursements

under existing commitments are, subject to

re-evaluation, already secured. There is

considerable flexibility in the precise timing

of commitments within the project cycle. If

the problems of IDA-6 could be seen as

merely temporary, it might be possible for

the World Bank to continue making IDA

commitments at a rate which would not fall

drastically short of the rate projected when

the replenishment figures were agreed,

while storing other commitments until the

resource position had eased. The final

effect on disbursement flows would thus

be relatively limited. However, present

indications are that the negotiation of

IDA-7, which looms ahead, may if anything

prove even more difficult than the imple¬

mentation of IDA-6, in which case a pro¬

longed hold-down on the commitment

rate, ultimately working its way through to

disbursements, may be unavoidable.

IDA-7 will be the crucial test of donors'

continuing resolve to support the interna¬
tional financial institutions as a central

instrument of development co-operation

and of assistance for the development

efforts of the poorest countries. Negotia¬

tions started in November in Washington,

and the World Bank hopes that basic

agreement can be reached in time for its

next annual meeting (together with the

IMF) in autumn 1983. Figures which have
been mentioned include an upper range of
$16-1 8 billion. A level of $1 6 billion would

imply no growth in real terms over IDA-6 as

originally negotiated, though the growth
over the commitment levels now planned

would be considerable. However, several

donors not only those whose shares are

already declining, but also several others

who have previously been strong sup¬
porters of IDA - have said that these

figures are unrealistic. They expect to
reduce their shares, at least in dollar terms,

and no other group of donors appear willing
to see their shares increased.

The question of burden-sharing, which

has already been contentious, seems likely
to become acute. If present attitudes pre¬

vail, IDA-7 will almost certainly be set at a

level of commitment authority which will
entail a decline in real terms once the

disbursements from the admittedly very
high commitment levels reached at the end

of IDA-5 have been worked through. This in

turn will give rise to problems of allocation,

both between countries (exacerbated by
the difficulty of accommodating China

while maintaining increased commitments
to Sub-Saharan Africa) and between sec¬

tors. With a view to raising the overall level

of commitments, the possibility is now

being considered of augmenting the
resources traditionally made available to

IDA in grant form with direct loans from

governments. Already, however, devel¬

oping countries are expressing concern at

the parallel proposal to introduce differen¬

tial interest rates in IDA-7. Such concerns

can be expected to be more and more

sharply uttered.

As to the other concessional funds, a

number of provisional measures, varying
according to agency, have been taken to

keep lending programmes at their present
levels or to ensure some increase, in

nominal terms at least and possibly in real
terms.

Current developments are making the
future role of the multilateral agency
system one of the major issues now facing
the international development community.
Key questions in this regard include :

the appropriate level of operations and

rate of expansion of non-concessional

lending by the international financial insti¬
tutions

new ways of maintaining or increasing
the level of operations that these institu¬

tions can support on the basis of their

ordinary capital resources

measures to sustain and ensure their

concessional lending
distribution of the international financial

institutions' concessional and non-conces¬

sional resources between different groups
of recipients

distribution of their resources between

different sectors. This has become a more

problematical issue as a result of the failure

to bring a World Bank energy affiliate into

being, since an increase in energy financing
now implies a decrease in financing for
other sectors

clarification of the role, and the

resources required to sustain that role, of

the technical co-operation programmes of
UN agencies.
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overall priorities within a coherent medium-

term policy framework.

Aid for Maintenance:

Essential but Neglected

Aid for maintenance is hardly spectacular or prestigious, and it is often
given low priority by both donor and Third-World countries. Now the

deep-seated structural problems of developing countries, caused by the

scarcity of budgetary and foreign exchange resources, have been
exacerbated by the unfavourable world economic situation. In this

context, ensuring adequate maintenance and use of existing installations

and the proper functioning of essential public services is an urgent
priority.

At its recent high-level meeting, OECD's Development Assistance
Committee (DAC) adopted a number ofguidelines designed to encourage
Member countries to focus more on this problem. The following article
outlines the main points covered by these guidelines1 .

Design of a Project

Adequate provision for effective main¬

tenance has to be built into new projects
right from the design stage. This may call
for two-phased agreements: first, on the
implementation of the project as such and,
second, on continuing technical and finan¬

cial assistance during the years of opera¬
tion of the installations (guarantees as to
the provision of capital equipment, essen¬
tial inputs, participation in payment of
salaries and provision of working capital,
technical expertise and training).

Responsibility for maintenance should

pass gradually from donor to project-
owner, provided that the latter can assume
it, and the likelihood of this transfer should

be taken into account when selecting aid
projects. It implies local participation
including, wherever feasible, provisions for
setting and collecting users charges to
recover costs, if this seems appropriate.

7. The complete text of these guidelines
which are an addendum to Guidelines on Local
and Recurrent Cost Financing adopted by the
DAC in 1979 can be obtained from the OECD
Observer. *

Under-utilised productive capacity and

the break-down of public services
and facilities a common occurrence

in the developing countries, particularly

the poorest ones can be ascribed to
several causes:

the absence of technical expertise and

training to service and repair the installa¬
tions

inability to provide the necessary

working capital or to cover the costs of

fuel, raw materials and technical staff

relative scarcity of budgetary resources

and/or foreign exchange needed to pur¬
chase imported spare parts, to maintain

essential public services (e.g. health, agri¬
cultural extension), and to finance salaries

and supplies (e.g. vehicles, medica¬
ments).

Donor practices may also contribute to

the maintenance problem: there may be

inadequate project design, over-estimation

of recipients' capacity to assume operating

and maintenance expenditures, use of inap¬

propriate technology, or premature with¬
drawal of aid.

This being so, donor countries need to

ensure that existing facilities and services

are adequately maintained, upgraded and,

where necessary, made operational again.

For new projects they should give appro¬

priate attention to long-term viability. This

twofold approach will require consultation

with recipient governments to determine
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Such participation can be facilitated if

ownership of the assets involved (e.g. village
wells) are transferred to the local com¬

munity. To this end agreements with both

local project authorities and central govern¬

ments are necessary so that, when the

project is completed, the financial and

technical means with which to operate are
really available.

Sectoral and Institutional Aid

Non-project aid to restructure a partic¬

ular sector or provide broader budgetary

assistance, for example may be well-
suited to support changes aimed at
achieving balance between new invest¬

ment and the urgent need to make the best

use of existing productive capacity. Agree¬

ment by donors to provide aid for rehabili¬

tation, restructuring, and maintenance in

the context of careful forward planning and

multi-year commitments can be a good
starting point for the efforts of the reci¬

pients. Donors may help to strengthen
recipients' ability to analyse the structural

obstacles which impede growth of produc¬

tion and to deal with the problem of
recurrent costs.

Coming to grips with the maintenance

problem also involves assisting developing
countries to address policy and institu¬
tional weaknesses that undermine their

ability to mobilise the technical and finan¬

cial resources to fully utilise existing pro¬

ductive capacity. It will probably be neces¬
sary to strengthen the capacity of the
institutions involved to:

appraise and programme recurrent costs

in national budgets and development
plans

assess claims on current budgetary
resources and allocate funds according to
agreed priorities

make the nature and accessibility of
public services consistent with the capacity
of the government and its citizens to pay
for them

identify and delegate maintenance re¬

sponsibility by favouring the growth of
institutions at the grass-roots level.

Co-ordination of national aid efforts will

be required to ensure that recurrent cost

implications of on-going and already com¬

pleted projects are compatible with the

priorities and resources of recipient govern¬

ments. In cases where it is unlikely that

local financing of recurrent costs for the

operation and maintenance of an intended

project can be obtained within a reasonable

period, donors and the recipient should

consider whether the project should be
scaled down or even abandoned in favour

of alternative projects having a smaller

operation and maintenance cost.

Revision of the Convention

on Third-Party
Nuclear Liability:

Compensating the
Victims of an Accident
by Patrick Reyners, Head of Legal Affairs,
OECD Nuclear Energy Agency (NEA)

Two international agreements, the Paris Convention and the Brussels
Supplementary Convention, regulate the compensation of victims of a
nuclear accident in the OECD area and establish the liability of nuclear
operators for third parties. Originally adopted some 20 years ago, these
conventions have just been updated. The following article outlines the
principles on which the conventions are based and examines the
improvements which have been incorporated into it.

T
I he production and use of atomic

energy involves hazards unlike
those with which the world has

long been familiar." These are the opening
words of the official commentary to the
Paris Convention. Are they still valid today?
Despite the emotion aroused four years ago
by the Three-Mile Island accident, the

safety record of nuclear energy over the
thirty years since its inception has been
satisfactory. Meanwhile, industrialised so¬

ciety has been the victim of accidents

caused by other factors chemicals

and oil pollution, for example which have

had disastrous consequences for the pop¬
ulation and the environment.

Although the risks inherent in the

peaceful use of nuclear energy must there¬
fore be put into perspective, the serious¬

ness of the potential damage justifies the
protective measures taken by the Signa¬
tory countries of the Paris and Brussels

Conventions - adopting, well before the
need arose, a special system for compen¬
sating victims of nuclear accidents.

These Conventions have not had to be

applied in cases involving substantial
damage, since there have been no serious

accidents in any signatory country, but this
fortunate fact has in no way diminished the
determination of the countries concerned

to ensure that the special system will be

implemented nationally if the need arises
and that there will be substantial harmon

isation in its implementation an essential

point, in view of the possible international

implications of nuclear accident. In this

context, the NEA has set up an interdisci¬

plinary group of national experts which

keeps under review the way in which these

Conventions would be applied.

Paris and Brussels

Conventions:

Main Features

Signatories of the Paris Convention

and its Brussels Supplementary Conven¬
tion declare themselves to be "desirous

of ensuring adequate and equitable com¬
pensation for persons who suffer damage

caused by nuclear incidents whilst taking

the necessary steps to ensure that the

development of the production and uses of

nuclear energy for peaceful purposes is not

thereby hindered". (Preamble of the Paris
Convention).

Innovatory law

The principles governing the third party

liability of the operator of a nuclear instal¬

lation were innovatory at the time of their
adoption in the early 1 960s but by now are

fully accepted; their scope goes well
beyond the original Signatory countries
since they serve as a model for national
laws throughout the world. One of the
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matters on which the Paris Convention is

revolutionary from a legal point of view is

the very basis of liability in this area.

The nuclear operator: the only liable

party

The law of liability - inherited from
Roman Law had for centuries been based

on the notion of fault committed by the

party causing the damage. With the pro¬

found economic and technological changes

experienced by society since the Industrial
Revolution and with the more recent devel¬

opment of activities presenting global risks

for the community, it has become apparent

that new concepts must be found which are

better able to ensure protection of potential

victims. Such is the case with the develop¬

ment of nuclear power which involved risks

which were aggravated by the fact that no

one knew how to measure them accurately

and which were so complex that proof of
fault in the accident would be difficult to

establish.

This was the reason for adopting a

system of "absolute" or "strict" liability

which designates in advance the legal

"person" liable in case of an accident

caused by the operation of a nuclear

installation or by the transport of radioac¬

tive materials. Under this system, the

victims of damage are not obliged to prove

the existence of fault or even of negligence

on the part of this person. Nor can the latter

free himself from his liability by proving that

the accident was not due to any fault on his

part. In practice, the liable person is desig¬

nated by the competent national authori¬

ties who have authorised him to operate

the nuclear installation in the first place.

The operator's liability vis-a-vis the vic¬

tims is not only absolute but exclusive.
There are two main reasons for "channell¬

ing" liability onto the operator: first, it

simplifies and therefore expedites actions

for damages brought by the victims since,

where normal rules apply, parties com¬

monly lay the blame on each other;

secondly, this "channelling" of liability has

a financial advantage since it relieves the

various persons who contribute to the

operation of a nuclear installation - sup¬
pliers, carriers etc. of the need to take out

additional insurance to protect themselves

against the effects of an accident in which

their liability might otherwise be involved

a duplication of insurance which would

manifestly be uneconomic.

A challenge for the insurance com¬
panies

Another important feature of the system

set up by the Paris Convention is the

requirement that the operator take out

insurance - or provide some other form of

financial security for an amount corre¬

sponding to his liability. Today this idea

seems quite normal, but at the time the

requirement represented a real challenge
for insurance companies which neither

possessed the necessary resources nor
were familar with the novel features of this

kind of risk. They were obliged therefore
first of all to make a substantial effort to

increase their financial capacity. This they

did through a system of joint insurance,

which led to the setting up of national

nuclear insurance associations ("pools"),

and through reinsurance, made possible by

co-operation between the national pools,
of which there are now 23 in the OECD

area.

A twofold limitation

The usual corollary to a system of

absolute liability and compulsory financial

security is a limit: first, on the amount of

liability and, second, on the period within
which claims for compensation can be filed.
The reasons for this twofold limitation are

both financial and practical: to impose

absolute liability on operators of installa¬

tions without setting a limit to this liability
seemed to be a serious obstacle to the

development of nuclear energy. Moreover,

it would have been impossible, from a

practical point of view, to obtain unlimited
insurance to cover such liability. One could

argue that it is illogical to limit liability from
the outset in the case of an activity likely to

cause substantial damage. However, a

practical consideration prevailed: it is

better to provide potential victims with real

if limited compensation than with compen¬

sation which, because it is unlimited, is

unlikely to materialise. For any nuclear

accident, the maximum amount fixed by
the Paris Convention was 15 million EMA

units of account1 which, at the time the

Convention was adopted, was equivalent
to the same amount in dollars.

The time limitation for victims on filing

compensation claims (theoretically within
ten years from the date of the nuclear

accident) is due to the fact that nuclear

insurers cannot maintain the necessary

financial reserves over too long a period. In

either case the solution adopted represents

a compromise between the interest of the

victims, those of the nuclear industry and

those of insurance companies.

State intervention

The system of limited liability set up by

the Paris Convention leads the government

concerned to add to the compensation out

of public funds. Such intervention could

prove necessary in two sets of circum¬
stances:

First, if the financial security intended to
compensate the victims of an accident

were not available, e.g. in the unlikely

event (in view of the supervision exercised
by governments) that an operator or his

insurer were to default. National legislation

generally provides that, in such circum¬

stance, the State assumes responsibility

for compensation in lieu of the operator and

up to the maximum amount of the latter's

liability.

Second, if the nuclear damage were to
exceed the amount of the operator's lia¬

bility and thus the corresponding financial

security. It is to deal with such a contin¬

gency that most OECD countries have

made provision for additional compensa¬

tion to victims, to be paid for out of public

7 . Units defined by the 1 955 European Mon¬

etary Agreement as equivalent to

0.888671 gr. of fine gold.

Paris Convention

(1960)

Brussels

Supplementary
Convention (1 963)
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Moderate-sized reactors like the one at Calder Hall in the United Kingdom (above) have given way to a new generation ofnuclearpower plants, ten times
more powerful, like the one in Forsmark, Sweden (below). This is one reason why the Convention has had to be revised.
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funds. Such arrangements are based on the

principle that the State, which authorises

and supervises nuclear activities, also has a

duty - as the logical result of the limitation

on the operator's liability - to face the

consequences should a catastrophe oc¬

cur.

It was for this reason that thirteen of the

sixteen Signatory countries to the Paris

Convention adopted the Brussels Conven¬

tion in which the governments undertake to

provide additional compensation for nu¬

clear damage over and above the amount

of the operator's financial security, up to a
maximum amount of 120 million units of

account. The Brussels Convention provides

for a three-tiered system of compensation.

The first is covered by the operator's

insurance or other financial security, in

accordance with the Paris Convention; as a

general rule, the ceiling on this portion,
depending on national legislation, is
between 5 and 1 5 million units of account.

Second-tier compensation -from this
amount to 70 million units of account

(before the revision) - is borne by the
government of the country in which the
liable operator's installation is located.

Third-tier compensation, from 70 to

120 million units of account, is to be

provided jointly by the countries party to
the Convention according to a formula
based on gross national product and the
thermal power of the reactors located in

each country's territory.

The Brussels Convention thus consti¬

tutes a system of international solidarity
which, because of financial commitment on

the part of governments, substantially
increases the amount of funds available for

compensating victims of a nuclear acci¬

dent. It is a unique mechanism which has

influenced other comparable systems, for

example in the matter of oil spills.

A New Situation

In the space of only twenty years, the

nuclear industry has developed from its

somewhat tentative beginnings to indus¬

trial maturity. The relatively small experi¬

mental reactors (100-150 megawatts)
installed in only a few countries have given

way to new generations of reactors with

ten times this power, and there are several

hundred of them throughout the world.

Furthermore, in many countries, private
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industry has taken over research and devel¬

opment of nuclear equipment from the

government.

This leads to two questions. Can the

rules designed in this very different context

still deal effectively with the consequences

of accidents caused by the larger, more

numerous installations? Do they fully

reflect the social and legal changes which

have taken place since then?

Despite evidence in a number of studies

on the probability of nuclear accidents,
there is still no clear consensus on the first

question; first, constant progress in nuclear

safety has tended to offset the increase in
size of installations; second, there is still a

lack of statistical and actuarial data on the

likely consequences of a serious nuclear

accident involving third party liability.

Nevertheless, one of the key features of
the Conventions the limitation of the

operator's liability has been challenged in

some countries by critics who object to

governmental protection of the nuclear

industry. They contend that, while there

may have been some justification for "so¬

cialisation" of the risk during the period

when the nuclear industry needed exemp¬

tion from traditional rules of liability and

governmental support to encourage its

growth, there is no longer any reason for

such sharing of risks. By the same token,

maintaining a ceiling on the operator's

liability might be seen as confirming the

public's impression that nuclear installa¬

tions are too dangerous to be subject to the
same rules as other industries.

One may point out that, to a certain

extent, the argument over the relative

merits of limited or unlimited liability for

nuclear operators is an artificial one. For

obvious financial reasons, unlimited liability

cannot imply the need for unlimited com¬

pensation. No one, except the State, could

possibly assume an obligation of this kind,

simply because of inability to pay. The real

problem is to decide whether it is advisable

and financially feasible (particularly from an
insurance point of view) to transfer more of

the burden of compensation for nuclear

damage to industry. The Paris Convention

allows a fair amount of flexibility, and some

of the contracting governments have

already taken advantage of this feature to

impose on the operators very high insu¬

rance requirements.

The question is a very complex one, and

attitudes are strongly influenced by a

country's political context and its progress

in developing nuclear power. This is one

factor explaining why the competent
national authorities decided to revise the

Conventions without however altering

the basic principles to preserve their tech¬

nical effectiveness and the level of protec¬

tion for victims of nuclear accidents.

Parallel to the development of nuclear

energy, the last ten years have been

marked by events - particularly in the
monetary area - which have no direct

bearing on the conventions on nuclear

third-party liability but are nevertheless

likely to affect - or even jeopardize - their

practical application. This is what led NEA
countries to revise the Paris and Brussels

Conventions by focussing on a change in
the unit of account and the amounts of

liability and compensation.

The Revision

Changing the unit of account

The international monetary crisis of the
1970s led to the abandonment of an

official price for gold and its role as a
common denominator for currencies. The

result was floating exchange rates and

dizzying changes in the "free market" price

of gold. This affected the implementation
of numerous international conventions,

including the Paris and Brussels Conven¬

tions, where the unit of account was based,

directly or indirectly, on the official gold

price of $35 an ounce. The monetary

upheavals created considerable uncer¬

tainty about the financial terms of such

conventions and made reform an urgent

necessity. The solution adopted was to

replace the original unit of account with the

Special Drawing Right (SDR) which is the
IMFs official unit of account2. This switch¬

over to SDRs should re-establish the sta¬

bility which should be the aim of any body
of law.

Increasing the compensation

In the absence of data on the financial

consequences of a nuclear accident, the

figures fixed by the Convention for the

liability of operators and for the amount of

compensation payable from public funds

were decided mainly on the basis of the

insurance market's capacity at that time

and the average financial commitment that

governments had agreed to accept. The

persistent lack of data was also a problem

when the national experts discussed the

increase in amounts of compensation. They

discovered that it was difficult to quantify,

in terms of financial cover required, the
effects of the increase in the number of

nuclear installations and of progress on

safety on the probability of an accident. It
should however be noted that what is

crucial in third party liability is not so much

the risks of an accident occuring as the

assessment of the worst possible conse¬

quences for the victims.

Recognising that it was impossible to

make further headway on this problem, the

experts turned to the only hard fact they

had with which to assess the change in the

real value of compensation prescribed by
the Conventions the extent to which the

amounts had been eroded by inflation since

their adoption. It was agreed to increase

the compensation provided for in the Brus¬

sels Supplementary Convention by a factor

of 2.5, to take account of both the average
rate of inflation and the technical and

financial effect of adopting the SDR as the
unit of account. With this amendment, the

compensation payable by the State and the

ceiling on the joint contribution of the

contracting governments were increased

to 1 75 million SDRs and 300 million SDRs

respectively.

By contrast, no agreement could be

reached on readjusting the nuclear opera¬
tor's liability, which is therefore still 1 5 mil¬
lion units of account (now SDRs rather than

EMA units) despite the fact that the con¬

straints on insurance capacity of 20 years,
ago no longer apply because the latter has

considerably increased since then. Some
observers think the balance between the

government's and the industry's commit¬

ment to pay has been upset. It should,

however, be stressed that the revision has

resulted in a substantial overall increase in

the amounts available for compensating
the victims of a nuclear disaster which,

after all, is the main concern.

The day-to-day application of these

Conventions has inevitably entailed prob¬

lems of interpretation and other difficulties

which the contracting governments have

jointly tried to solve. In the past, solutions

have frequently taken the form of recom¬
mendations to national lawmakers. The

recent revision provided an opportunity to

make a number of amendments which,

though not as important as the change in
the unit of account or the increase in

compensation, did make it possible to

modify the text of the Conventions to

reflect present conditions.

The adoption of the Paris and Brussels

Conventions, which marked a step forward

in the control of science and technology,
subjected the nuclear risk to rules which

give the public equitable protection. At a
time when industrialised countries are

being encouraged to move into nuclear

energy on a large scale and when this

policy may at times arouse strong public

opposition, it was useful for signatory
governments to demonstrate their adher¬

ence to this system of nuclear liability and

their will to maintain its efficacity and
credibility. The validity of the legal princi¬

ples on which the Conventions are based

have thus been confirmed by the exper¬

ience of the last twenty years.

2. The value of the SDR is quoted daily in
terms of a "basket" of five of the world's most

important trading currencies. The value of the

SDR is currently about $1,106.
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Textiles and Clothing:
Economic Forces Stronger
than Government Policies

Among the industries that have undergone the most severe structural
change over the last two decades within OECD countries and

internationally are textiles and clothing. Within the OECD, employment
in these industries declined sharply, reaching a nadir in the wake of
the 1973 oil crisis when growth of demand for textiles and clothing
slowed down while imports continued to rise.
Governments of OECD Member countries have endeavoured to influence

the restructuring process in these industries by imposing quotas to limit
imports. They have also introduced investment schemes and employ¬

ment subsidies to promote the adaptation and specialisation of these

industries so as to alleviate the impact of their decline on employment.

However the main effect of these measures has been to delay the closure

of plants condemned by the apparently inevitable shift in comparative

advantage towards the developing countries, a recent OECD report
concludes1 . As a backdrop to this general pattern, however, the example
of Italy, the world's largest exporter of textiles, clothing and leather

goods, demonstrates that there is nothing congenital about the decline of

the industrialised countries' ability to successfully withstand new

competition.

The textile and clothing industries

currently account for about six per

cent of manufacturing output and

1 2 per cent of manufacturing employment
in OECD countries. In 1 963, their share of

OECD manufacturing output was 8.7 per
cent. While production increased up

to 1973, employment had already begun
to decline well before that. Total OECD

employment in textiles and clothing fell
from a level of 10.4 million in 1 963 to

8.4 million by 1979; the rate of decline

accelerated throughout the period; over the

entire six-year period it averaged 2.6 per

cent a year.

The geographical shift in world produc¬
tion is illustrated in Table 1 . The OECD's

share has fallen significantly, especially in
the clothing industry, mainly to the benefit

of the centrally planned economies. Devel¬

oping countries have increased their share

of world output only marginally

since 1 963, and their performance has

been substantially weaker in textiles than in

clothing.

The increasing share of non-OECD coun¬

tries in world output and employment can

be largely ascribed to the faster growth in
their domestic demand for textiles and

clothing . In the OECD economies on the

other hand, slower population and income

growth, together with changes in the

pattern of consumption, have combined to

constrain demand; these facts are more

important than changes in trade patterns in

explaining the shift of output to the non-
OECD world.

A Changing Environment

The structure of the textile and clothing
industries in all countries has traditionally
been characterised by a large number of
small and medium-sized businesses. The

minimum efficient scale of operation was

low, and entry was easy so that concen¬
tration remained well below the manufac¬

turing average.

Since the Second World War, though,
the structure of the industry has changed
rapidly in the OECD area as a result of a

number of factors. These include the

increasing share of man-made fibres in

1 . Textile and Clothing Industries: Structural
Problems and Policies in OECD Countries. The

study was carried out on the basis of 1 980 and
earlier data.

TEXTILE AND CLOTHING INDUSTRIES

Percentage share in world3 production

Textile

industry

Clothing

industry

1963 1980 1963 1980

Developed market economies'5 of which: 57.5 48.2 70.2 52.3

OECD Europe of which:

(EEC)
North America

Japan

27.9

(23.4)
21.7

6.4

20.5

(15.7)
20.2

6.7

24.7

(22. 1)

42.6

2.1

11.9

(14.4)
31.8

2.6

Centrally planned economies0 28.6 37.5 24.7 41.0

Developing countries of which: 13.9 14.3 5.1 6.7

Asia 5.4 5.4 2.1 2.8

Production: value added in constant prices.

a) Excluding China and other centrally planned economies in Asia.
b) OECD countries plus South Africa and Israel.
c) Soviet Union and 6 European members of CMEA.
Source: United Nations: Yearbook of Industrial Statistics.
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DOLLAR PRICES OF TEXTILE FIBRES
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textile production, the development of

mass production, particularly in the cotton

industry, the growth of trade which offered

new opportunities for exploiting economies

of scale, particularly in EFTA and the

Common Market, the absorption by rich

conglomerates of weakly capitalised com¬

panies and, finally, government policies

designed to promote mergers and

takeovers with a view to improving the

efficiency of the industry. The result was a

strong movement towards concentration in

textiles, especially in the United Kingdom

where the industry had been particularly

fragmented. But this movement has not'

persisted.

It now looks as though the textile and

clothing industries are developing quite

separate corporate structures; while both

industries need to be increasingly flexible in

responding to changes in taste, demand

and output, this seems best achieved by a

high level of concentration in textiles,

whereas in clothing a system of small and
medium-sized firms seems to be the best

adapted. This development reflects the

fact that technological progress in the

assembly of clothing has been limited and

that innovation has come mainly in the

form of new materials, designs and pro¬
ducts.

Demand for clothing is the key determi¬

nant of demand for textiles since clothing
accounts for roughly a half of total final

fibre consumption in OECD countries.

Engel's law (Ernst not Friedrich) on the

declining share of basic necessities in total

consumer expenditure appears to be

broadly valid for the consumption of
clothing within the OECD area. This trend is

partly due to the long-term fall in relative

prices of clothing, but its share is falling
even in real terms in many countries such
as Australia, Denmark, Finland and Swit¬

zerland.

The decline in the relative price of

clothing since World War II has largely

been due to developments in textiles,

where the prices of inputs have declined in

relative terms, competition between pro¬
ducers and between distributors has been

increasingly fierce, productivity has in¬

creased sharply and low-cost suppliers

have emerged in the developing coun¬
tries.

The industry has been even more

affected by the composition of the demand

for clothing than by its level. Changes of

fashion, centred mainly on the growth in

casual wear, have required greater flexi¬

bility in terms of design and colour on the

part of clothing manufacturers. There is

less scope for diversity in terms of fabrics
and fibres, though, so the persistent taste
for denim and courduroy has been a deci¬
sive factor for both clothing and textile
producers.

The growth of synthetic fibres such as

polyester has been rapid and continuous

over the past two decades. The sharp rise

in input costs engendered by the two

sudden jumps in oil prices has not braked

their development, partly because the

commodity boom of the early 1970s

bumped up natural fibre and rayon prices

even more severely (Chart A). All in all,

synthetics increased their share of world

fibre production from 5 to 36 per cent
between 1960 and 1979.

During the 1960s and early 1 970s,

there was a gradual shift away from
clothing manufacture and towards textiles

in the OECD area as a whole, but this trend

has been reversed since 1973. In recent

years, clothing output in the area has

increased significantly faster than textile

production, reflecting a shift in value-added

towards clothing and changes in compara¬

tive advantage. Within textiles, OECD pro¬

ducers have increasingly specialised in the

more capital- and technology-intensive
branches. -*
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2. OECD TRADE IN TEXTILES AND CLOTHING

Billion dollars and share of total

7963 7970 7973 7979

$ % $ % $ % $ %

1 4.7 44.6 4.1 24.8 7.8 23.8 10.1 13.9

Raw materials E 3.4 33.5 3.1 19.3 6.9 23.1 9.9 16.2

B -1.3 -1.0 -0.9 -0.1

1 1.1 10.4 2.1 12.8 4.0 12.1 8.8 12.1

Yarn E 1.4 14.0 2.8 17.4 5.0 16.7 9.4 15.4

B 0.3 0.7 1.0 0.7

1

E

3.0 28.5 5.1 30.5 10.1 30.7 22.1 30.5

Fabrics 3.5 35.0 5.7 35.2 10.1 33.5 22.3 36.3

B 0.5 0.6 0.0 0.2

1 0.3 3.0 0.8 4.8 1.4 4.3 3.0 4.2

Special products E 0.4 3.6 0.9 5.5 1.7 5.8 3.6 5.9

B 0.0 0.1 0.3 0.6

1 1.4 13.6 4.6 27.2 9.6 29.1 28.5 39.4

Clothing E 1.4 13.9 3.7 22.6 6.3 20.9 16.1 26.2

B 0.0 -0.9 -3.3 -12.5

1 10.5 100.0 16.7 100.0 32.9 100.0 72.4 100.0

All textile

products
E 10.1 100.0 16.3 100.0 30.1 100.0 61.3 100.0

B -0.5 -0.5 -2.9 -1 1.1

Note: I = Imports E = Exports B = Balance (Exports - Imports)

Three major export flows grew well
below the world average between 1955

and 1 979: fibres from developing to indus¬
trial countries; fibres among industrial

countries; and textiles from developed to

developing countries. Exports of clothing
from developing to industrial countries
increased three times as fast as world

trade, on the other hand. In terms of OECD

imports, these trends amounted to a mas¬

sive shift from raw materials to clothing. A
similar but much less pronounced shift was
also evident in trade within the OECD area.

Hence, whereas in 1963 the small overall

OECD deficit ($0.5 billion) resulted from

the deficit in raw materials (other products

showed a small surplus), by 1 979 the raw

materials deficit had virtually been elimi¬

nated and the much larger OECD deficit
($1 1 billion) was entirely attributable to the
deficit on clothing (see Table 2).

Italy's performance is quite exceptional.

In 1979 it was the largest exporter of

textiles and clothing, with an export sur¬
plus of $5.7 billion; Korea, Taiwan and

Hong Kong followed with surpluses of $4.2
billion , $3.3 billion and $2. 1 billion respec¬
tively. The largest Eastern European
exporters are Poland, Czechoslovakia and

Romania.

Italy, the worlds' largest exporter of textiles,
clothing and leather goods, shows that OECD

countries can withstand the new competi¬
tion.

Adjusting to Today's Market

Up until 1973, the OECD's textile and

clothing industries enjoyed a substantial
investment boom, led by the United States

and Japan. In most European countries,
investment had begun to fall off in the
late 1 960s; the 1 975 recession resulted in

a sharp all-round drop in investment (which

has not yet been reversed) and the

emphasis of capital expenditure pro¬
grammes shifted to rationalisation and

modernisation.

The decline in employment in the
industry has accelerated meanwhile, and

there has been a significant shift in the
geographic distribution of textile and

clothing activity within the OECD area.
North America increased its share of OECD

employment in this sector from 24 per cent

in 1963 to almost 29 per cent by 1979,
while the four Southern European countries
-Italy, Spain, Portugal and Greece -
increased their share from a little over 1 6

per cent to 23 per cent. Job losses have

been concentrated in the other European

countries, whose share of OECD employ¬
ment in the sector fell from 47 to 35 per
cent during the period.

The adjustment problems arising from
this accelerating decline have been aggrav¬
ated both by the deterioration in the overall

employment situation and by the particular
characteristics of the labour force in the

textile and clothing industries. Two out of

every three workers are women, average
skills levels are low, and skills acquired in

these industries cannot easily be trans¬

ferred to other sectors. In textiles espe¬
cially, employment is concentrated in

regions offering few employment alterna¬

tives and where unemployment rates are
above the average. Redundant textile and

clothing workers may therefore face pro¬
longed periods of unemployment.

While high labour costs have put
clothing manufacturers in most industrial¬

ised countries at a considerable disadvan¬

tage vis-a-vis developing countries, it

would be wrong to conclude that their

textile and clothing industries are doomed

to disappear. A large part of these indus¬

tries remains highly labour intensive
throughout the world, but at the same time

the textile industry is becoming increas¬
ingly capital intensive and here differences

in labour costs have a relatively small
impact on total costs. In these branches,

OECD producers retain an important com¬

parative advantage. Moreover, consumers

in industrialised countries are placing a
greater and greater premium on fashion

and quality, and there is a growing range of
industrial uses for textile products; the

low-wage producers are not equipped to

compete for this fast-growing part of the
textile market. Moreover in sectors where
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quality and innovation in terms of materials

and design are all-important, close contact

between producers and consumers gives

the OECD's indigenous industry a strong

competitive edge.

Policies to Ease the Pain

The rapid and far-reaching changes that

have overtaken the OECD's clothing and

textile industries have engendered serious

adjustment problems, whose effects gov¬

ernments have tried to alleviate through a

blend of trade, industrial and manpower

policies. Trade policies have been the

preferred instrument, partly because the

slow growth of domestic consumption has

caused imports to be seen as the main

cause of market disruption, and partly

because they are cheap and easy to admin¬
ister.

Textile and clothing products in OECD

countries have for many years benefited

from tariffs that are higher on average than

for any other industrial product group. They

have been included in both the Kennedy

and Tokyo Rounds of general tariff cuts but

have maintained their position as the most

protected industries. Chart B illustrates the

average tariff rates for the major OECD
countries combined, both before and after

the implementation of the Kennedy and

Tokyo Rounds cuts. Once the Tokyo Round

cuts are fully applied, the average tariff on

textiles and clothing entering OECD coun¬
tries will be 1 3 per cent, compared to an

average of four and a half per cent for all

industrial products.

Non-tariff restrictions on the textile

trade date back to the 1950s and have

evolved through a series of arrangements,

initially applying solely to cotton, but more

recently to all fibres through the Arrange¬

ment regarding International Trade in Tex¬

tiles (known as the Multi-Fibre Arrange¬

ment), which came into force in 1974.

Under this arrangement certain ground
rules were laid down under which individual

importing and exporting countries con¬

cluded bilateral agreements covering the
level and growth of quotas. Initially

adopted for a four year period, the MFA

was renewed in 1 977 and again at the end

of 1981, with some modifications being
allowed each time in the actual bilateral

agreements.

In almost all OECD countries, the textile

and clothing industries have benefited from

general governmental policies promoting

industrial restructuring and adjustment.
Given the large number of small firms and

the regional concentration of these indus¬

tries, they have been able to take particular

advantage of policies designed to assist
small and medium-sized enterprises as well

as of investment incentives and regional aid

schemes. Apart from these general provi¬
sions for industry as a whole, a number of

countries had at times specific schemes to

provide immediate relief for firms in diffi¬

culty. Most schemes have been geared to
one of several possible objectives: pro¬

moting mergers; regulating the capacity of

the industry; modernising plant through

investing in new machinery; encouraging
redeployment to cheap labour areas; facil¬

itating specialisation; securing a shift in

marketing policies towards higher-value

lines; and improving the quality of manage¬
ment, especially in the areas of design,

quality control and export marketing.

Policy approaches have varied from

country to country. Japan has put the

greatest emphasis on sectoral policies

B. AVERAGE TARIFFS BEFORE AND AFTER THE GATT

...KENNEDY ROUND

(9 OECD COUNTRIES)
% (6EEC), US, UK, Japan)
30

...TOKYO ROUND

(17 OECD COUNTRIES)

/o (US, EEC, Canada, Japan, Austria, Switzerland, Nordics)
30-

Note: Tariff averages are weighted according to total OECD * Excl. petroleum
imports. Note: Tariff averages are weighted according to total imports of the 1 7
Source: UNCTAD document Evaluation of Kennedy Round negotia- countries.
tions on Tariff Barriers, page 70. Source: GATT and Secretariat estimates.
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South Korea has the world's largest export surplus in clothing and textiles. Above: manufacturing
synthetic fibres in South Korea. The shift in world production has been mainly towards the centrally
planned countries. Below: Textile factory in Romania.

geared particularly to a combination of

scrapping and modernisation. A similar

approach was tried in the United Kingdom,

but more recently there has been a switch

towards more general approaches: in Italy,
France and the Netherlands, policies

appear to have been changed recently in
favour of long-term sectoral adjustment
policies instead of immediate relief to

individual branches or companies. In the
United States, where most assistance is

currently provided under the Trade Act

of 1974, measures were adopted a few

years ago to give federal support to com¬

panies which boost productivity, with

increased emphasis also being put on the
development of export sales.

In a number of OECD countries, employ¬
ment policies geared specifically to textiles
and clothing were also adopted and sub¬
sidies paid for a limited period for each
worker employed (in Ireland and the United

Kingdom, for example) or for the employ¬
ment of older workers over a certain age
(Sweden). In Japan, subsidies were paid to
companies in other sectors which em¬

ployed elderly workers made redundant in

the textile and clothing industries. Belgium
had a scheme under which companies

could claim interest-free loans according to

the number of manual workers they
employed. France provided financial sup¬
port to firms to enable them to retain

workers or at least to lay them off progres¬
sively by avoiding bankruptcy. In Japan and

numerous European countries, short-time

working schemes were introduced, while in

France, Italy and Spain, employers' social
security contributions were reduced for

certain categories of workers and, in the

United States, employers were offered tax

credits in return for hiring specific groups of

workers. Many countries also introduced

policies to promote alternative employ¬

ment opportunities by encouraging other
industries to move to areas where textile

plants were closing.

The Consumer Pays the Price

The policies have been effective in pro¬

tecting the textile and clothing industries

from the full effects of competition from

developing countries. Although tariffs have

had little impact on the level of imports,

since they have not been high enough to

offset the comparative advantage enjoyed
by developing countries, quantitative res¬

trictions have curbed import growth into

OECD countries, especially since 1 976.
They have resulted in a redistribution of

trade shares in favour of relatively low-cost

producers, such as Greece, Portugal and
Spain, who are not restricted by the Multi-
Fibre Agreement.

One side effect of the combination of

quantitative restrictions and tariff barriers
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has been to increase the price level of

textile and clothing products within the

OECD area, since these measures have the

effect of restricting competition, raising

import prices and reducing the share of the

lowest-cost suppliers in total imports.

These impacts are difficult to quantify, and

only tentative estimates are available; for

instance, a United States study concluded

that in 1978 tariffs were responsible for

raising the wholesale prices of apparel by

23 per cent, while in Australia a recent

study calculated that, because of import

restrictions, domestic producers were able

to obtain prices 76 per cent above the

average for world clothing. The price

impact of import restrictions appears to be

stronger at the lower end of the market,

where the OECD's imports of clothing from

low-wage countries tend to be concen¬

trated. By reducing the quantity of low-

cost products available to the consumer,

both absolutely and relatively, import res¬

trictions are estimated to result in prices 50

per cent higher than they would otherwise
be at the bottom end of the market.

Whatever the consequences for the con¬

sumer, trade policies have probably pro¬
vided substantial short-term benefits to the

OECD textile and clothing industries. The

beneficiaries of these policies have tended

to be the low-wage producing countries

within the OECD and, within countries, the

most efficient domestic producers, but

they have also allowed a number of mar¬

ginal firms to survive.

The interaction between trade and

industrial policies has not necessarily been

positive, therefore. In those countries

which have adopted industrial policies

aimed at providing immediate relief to firms

in difficulty, restrictive trade policies have

by and large contributed to this objective.
But in those countries where industrial

policies were designed to facilitate the

adjustment of these industries in the

medium term by assisting them to moder¬

nise and rationalise their capacity and

thereby improve productivity, trade poli¬

cies may have been counter-productive.

Firstly, they have kept in existence less
efficient firms which would otherwise have

disappeared. Secondly, they have at the

same time provided incentives for efficient

firms to expand their capacity and to

modernise existing plants. Some countries

have attempted to curtail the growth of

surplus capacity by making investment

assistance conditional on closing some

plants or production lines. The main effect

seems to have been to accelerate scrap¬

ping and depreciation in the more efficient

firms with little impact on marginal firms.

Overall, trade and industrial policies

have both contributed to raising the capital

intensity of the textile and clothing indus¬

tries by increasing profitability for the
protected producer and offering invest

ment subsidies which have reduced the

cost of capital. Since employment has
continued to fall, this has also engendered
a rise in capital-labour ratios. Hence, indus¬

trial policies and, to a lesser extent, trade

policies have been in broad conflict with

manpower policies whose main objectives

have been to maintain employment levels
in the short run.

This conflict has been exacerbated in

some countries by a reliance on employ¬

ment subsidies and protection schemes. By

reducing the cost of labour to firms, they
have run counter to investment incentive

schemes designed to stimulate capital

expenditure on plant and equipment. In

some cases, the subsidies seem to have

been used by some firms to finance capital

expenditure, thus accelerating the process
of capital/labour substitution. Their main

impact, however, has been to keep some of

the more labour-intensive, inefficient plants

in operation and reduce the share of the

domestic market available to the more

efficient producers.

Manpower policies appear to have done

relatively little to ease the adjustment

process, therefore, largely because govern¬
ments decided, in the absence of alterna¬

tive employment opportunities, to put the

emphasis on preventing redundancies

instead of attempting to diminish the costs
of adjustment to redundant workers

through providing retraining, mobility as¬
sistance or job creation schemes targeted
on the worst-hit groups.

A main conclusion of the report is that
government policies have had a varied

impact on the industry. Neither by intent,
nor in their broad effect have trade policies
prevented the growth of imports from
low-cost countries; rather they have redis¬
tributed the gains from this growth, largely
at the expense of the consumer. At the

same time, industrial restructuring policies
combined with trade policies may in some
cases have led capacity to increase more
rapidly than it otherwise would have done.

Manpower policies have not substantially
reduced the costs of adjustment, while
attempts to prevent displacement of
workers have proved to be rather unsuc¬

cessful in the longer run. The effectiveness
of government measures however has

been impaired by the policies pursued by
low-cost exporting countries and the
resulting strategies of their textile and

clothing exporters. These have not simply
translated the broad pattern of compara¬
tive advantage but have gone beyond thus
interfering with the policies of OECD coun¬

tries and impeding orderly adjustment.

Structural change in textiles can create regional problems. Below: The Boras region in Sweden.
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Retrospect and Prospect
Highlightsfrom OECD Economic Outlook,

December 1982

Activity in OECD countries has weakened to an unexpected degree since mid-year, and 1 982 as a whole will
probably have seen a fall in the area's GNP and in world trade. At the same time, inflation has declined
considerably more rapidly than had earlier appeared probable. These recent developments must be seen in
the context ofexperience since the second oil shock in 1 979. At that time, the risksfacing OECD governments
gave them little alternative but to follow cautious demand policies, which broadly speaking they have done
ever since. After three years of sustained disinflation, the economic situation has changed profoundly.

The Last Three Years

Policies since the second oil shock

The OECD economy upon which the
second oil shock impinged had recovered
substantially from the effects of the first
one. Output in 1979 was 17 per cent
higher than in 1973. The average unem¬
ployment rate had fallen slightly from its
peak, mainly due to the rapid rise in
employment in North America. But the
average inflation rate had only briefly
dipped below 8 per cent in the whole
recovery period, and there was concern

that the underlying rate of inflation
might have been permanently ratcheted-
up. Then, with commodity and oil prices
pushing inflation up sharply, and with oil
market conditions pointing to the risk of
even stronger price-rises if OECD
growth in the short-term exceeded a

quite modest rate, policies became
tighter.

Initially, however, the strongest defla¬
tionary force on OECD economies was
exerted by the oil price rise itself, which
may have depressed OECD GNP by 2 to
3 per cent in 1980. Subsequently, of

course, output was stimulated by strong
growth of exports to OPEC - more
rapidly, indeed, than expected before¬
hand. For a time, too, OECD growth was
supported by the strong increase of
imports by non-oil developing coun¬
tries.

But these positive influences on
demand from outside the OECD area

were outweighed by the effects of
macroeconomic policy inside. According
to conventional measures, fiscal policy
became somewhat tighter in 1979 and
1980, and may have had its most impor-

1. GROWTH OF REAL GNP IN THE OECD AREA0

Percentage changes from previous period, seasonally adjusted at annual rates

Other OECD Countries

From From previous
1981 Average

1970 previous half-year

in

total

to

1980
year 1982 1983 1984

1981 1982 198J 1 // I // 1

United States 38.5 2.9 1.9 -V/a 2 -3.4 0 2 4 Vh

Japan 14.8 4.8 3.0 Vh Vh 2.6 2Va 4 VA 4

Germany 9.0 2.8 -0.2 -V/a -Va -0.6 -4'/4 1 V/a 2
France 7.5 3.6 0.3 Vh Vi 1.4 Va Va V/a Vh

United Kingdom 6.5 1.9 -2.2 Vi 1 1.3 -Vi l Va V/a Vh

Italy 4.6 3.1 -0.2 % Va 3.6 -V/a Va V/a Vh
Canada 3.6 4.1 2.9 -5 V/a -7.3 -AVa Vh 3 V/a

Total of above countries 84.4 3.2 1.3 -Vi V/a -1.1 -Va 2 3 3
Other OECD countries* 15.6 3.1 0.7 Vi Va 0.5 Va Vi 2 2

Total OECD 100.0 3.2 1.2 -Vi Vh -0.8 0 V/a 23/4 23/4

Major four European
countries 27.5 2.8 -0.5 Va Vi 1.1 -Vh Va Vh Vh
Total OECD less the
United States 61.5 3.4 0.8 Vi V/a 0.8 -Va Vh 2Va Vh

Industrial production :
Major seven countries - 3.0 0.8 -4'/4 2 -6.1 -4 3 5'/2 5

Total OECD - 3.0 0.7 -V/2 V/a -5.1 -Vh 23/4 5'/4 AVi

1981 Average From previous
Share in 1970 year

to

1980OECD 1981 1982 1983

Austria 0.9 3.7 0 Vi 1

Belgium 1.3 3.2 -1.7 ->/2 Vi

Denmark 0.8 2.3 0.1 VA 0

Finland 0.6 3.6 1.4 Vi VA
Greece 0.5 4.7 -0.7 Vi 1

Iceland 0 5.0 1.5 -m -VA

Ireland 0.2 4.1 1.1 l'/4 VA

Luxembourg 0.1 3.0 -1.8 -W 1

Netherlands 1.8 2.9 -1.2 -m -Vh

Norway 0.7 4.7 0.8 0 Vi

Portugal 0.3 4.8 1.7 2 V/2

Spain 2.4 3.7 0.4 VA V/2
Sweden 1.5 2.0 -fl.8 Vi l'/2

Switzerland 1.2 1.2 1.9 -2 Vi

Turkey 0.8 5.1 3.5 4 4

Total smaller Euro

pean countries 13.1 3.2 0.2 Vi 1

Australia 2.1 3.1 4.1 Vi Vi
New Zealand 0.3 2.2 3.7 -Vi V2

Total of above coun

tries 15.6 3.1 0.7 Vi Vi

OECD Europe 40.7 3.0 -0.3 'A V2
EEC 32.2 2.9 -0.6 Vi lA

&) Aggregates were computed on the basis of 1 98 1 GNP/GDP
values expressed in 1981 US dollars.

b) Half-yearly data must be interpreted with care sincefor ten
of these countries, amounting to nearly 50 per cent of the total
GDP of the smaller countries, half-yearly growth rates were
obtained by a purely mechanical interpolation.
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2. PRIVATE CONSUMPTION DEFLATORS IN THE OECD AREA0

Percentage changes from previous period, seasonally adjusted at annual rate

From previous
Average

1970

to

From previous

year

half-year

1982 1983 1984

1980
1981 1982 198i I // 1 // I

United States 7.0 8.6 6 Vh 5.1 5'/2 Vh VA Vh

Japan 8.6 4.5 23/4 V/a 2.1 2lh Vh 3'/2 va

Germany 5.1 6.0 5 V/a 3.9 AVa V/a 4 A

France 9.4 12.5 Wh 9 12.0 IVa 9Va 8!/4 8

United Kingdom 13.2 10.9 8'/2 6 8.3 1 5>/2 5'/4 43/4

Italy 14.6 19.0 16V2 153/4 16.6 17 16 14'/4 13'/2

Canada 7.7 11.4 10 Va 7'/2 10.8 SVl 7>/2 7 7'/2

Total of above countries 7.9 8.9 6Va 6 6.3 6 6 53/4 6

Other OECD countries6 9.9 12.3 12 11 11.8 ll3/4 11 10 11

Total OECD 8.2 9.4 Th 63/4 7.2 7 7 6'/2 6'/2

Major four European
countries 9.2 11.1 944 8 9.5 8'/4 8 Vh 7'/4

Total OECD less the United

States 9.2 10.0 83/4 73/4 8.5 8 73/4 IVa Vh

Other OECD countries

Average
1970 1981 1982 1983

to 1980

Austria 6.3 7.2 5'/2 AVi

Belgium0 7.1 7.7 9 8

Denmark 10.2 10.7 9 7

Finland0 11.3 11.9 9'/2 10

Greece 13.3 23.9 22 20
Iceland0 34.0 50.9 50 55

Ireland 13.8 19.6 17 12'/2

Luxembourg0 6.7 7.7 11 9

Netherlandsd 7.8 6.5 53/4 AVi

Norway 8.2 13.6 IVA 11

Portugal 16.4 20.0 12V2 20

Spain0 15.2 14.6 15 13'/2

Sweden 9.4 11.6 10'/2 12

Switzerland0 5.3 6.5 5*4 AVi

Turkey 34.2 46.8 28 Vi 23

Total smaller

European countries 9.7 12.8 12 11

Australia 10.7 8.9 101/2 10

New Zealand0 12.4 15.5 14'/2 12

OECD Europe 9.3 11.6 10'/2 9

EEC 9.1 10.9 9Vi 8

has on balance depressed OECD activity.
Over the three years as a whole, OECD
output will probably have risen by about
2 per cent (see Table 1).

Results to date

The most conspicuous success of policy
over the period 1979-82 has been the

reduction in inflation (See table 2.) The
inflation outcome for 1982 will almost

certainly be lower than for any year
between the two oil shocks - indeed, the
best performance for a decade. And there
are good reasons to expect further pro¬
gress next year. Nevertheless, some cau¬
tion may be in order in interpreting these
developments. First, OECD inflation still
remains above the rate of the late 1960s

and early 1970s. Second, a third or more

of the decline in inflation may be attri¬
buted to the weakness of primary product
prices, which could be expected to
recover in the event of a pick-up of
activity. Third, international disparities
are still wide; twelve countries have
inflation rates above countries with the

greatest reductions in inflation owe part
of this to exchange rate appreciations
that imply major losses of competitive¬
ness.

Another encouraging feature of
developments over the last three years
has been the greater degree of nominal
and real wage flexibility, promoting the
adjustment of factor shares and, to a
lesser extent, profit positions. For exam¬
ple, the growth in hourly earnings in
manufacturing for the seven largest
economies in 1982 is likely to have been
barely half a percentage point above the
average rate of increase over the 1 962-72

period. But the sharp reduction in pro¬
ductivity growth over the past few years
has meant that progress in reducing unit
labour costs, and in improving corporate
balance sheet positions, has been more
limited. For example, had productivity
gains since 1979 been merely half those
experienced during the 1960-72 period
(2 per cent rather than 4 per cent
annually), factor share positions both in
the total OECD economy and in manu¬
facturing would be approximately back
to the levels prevailing in the early
1970s.

An important constraint on policy at
the time the present approach was
evolved was the tight energy situation.
Low growth and energy saving have
combined to reduce OECD energy
demand considerably since then. Oil con¬
sumption per unit of GNP has fallen by
about 20 per cent between 1978 and
1981. Imports of oil from the OPEC

a) Aggregates were computed on the basis of 1981 values
expressed in 1981 US dollars.
b) Half-yearly data must be interpreted with care sincefor ten of
these countries, amounting to nearly 50 per cent of the total GDP
ofthe smaller countries, half-yearly growth rates were obtained by
a purely mechanical interpolations.
c) Consumer price index instead of national accounts implicit
private consumption deflator.
d) Cost of living index.

tant depressive effect on output growth in
1981. Monetary conditions tightened
generally during 1979 and 1980 as much
higher inflation was met by approxi¬
mately unchanged rates of monetary
growth. In Europe, monetary policy was
tightened further in 1981 in an effort to
stave off additional depreciation-induced
inflation. The unusually high interest
rates - both nominal and real - of 1980

and 1981 may have had a large effect on
spending in 1981 and perhaps even more
in 1982, at a time when fiscal changes
seem to have been broadly neutral. More
recently, trade with the non-OECD area

3. CHANGES IN BUDGET BALANCES", 1979 to 1982

OECD estimates, per cent of GDP/GNP,
- = movement towards deficit

Apparent
Effect of Effect of

changes in increased Actual
ex ante

change0
economic

activity

interest

payments0
change

United Kingdom 6.0 -4.4 -0.5 1.1

Japan 3.4 -0.7 -1.2 1.5

Canada 2.6 -5.7 -1.3 -4.4

Germany 2.1 -2.8 -0.7 -1.4

France 1.2 -2.5 -0.9 -2.2

Italy 1.2 -2.3 -1.8 -2.9

United States -0.2 -3.5 -0.6 -4.3

Average, seven countries^ 1.5 -3.0 -0.8 -2.3

a) General government financial balances.
b) i.e., excluding effects of changes in economic activity and increased interest payments.
c) On public debt, assuming one-third of interest payments is returned to the government in taxes.
d) 1981 GNP/GDP weights and exchange rates.
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countries have fallen by 25 per cent over
the same period. As the International
Energy Agency's recent World Energy
Outlook has argued, there is every reason
to maintain energy policy efforts to help
avoid a potential medium-term energy
problem; but for the immediate future an
energy constraint seems unlikely.

A central aim of most governments
over this period has been the reduction of
budget deficits; and here they have been
less successful. There can be no doubt

about the will of governments to reduce
deficits. Over the three years from 1979
the effect of action taken by the seven
largest countries in respect of expendi¬
ture and tax rate changes might, taken
by itself, have been such as to reduce
their combined deficit by nearly 1 Vi per
cent of GNP; only in the United States
has there been a move, on this basis,

towards greater ease, and that only
small. But governments' efforts in many
countries have been frustrated by two
factors.

First, in the general deflationary cli¬
mate, itself in part due to the fact that
many countries were simultaneously
adopting tight policies, all deficits were
swollen by what have traditionally been
thought of as "automatic stabilizers"
- reduced tax yields and increased pay¬
ments to the unemployed - on average by
perhaps 2Vi to 3 per cent of GNP.

Second, increased interest payments,
resulting largely from higher interest
rates but also from increased indebted¬

ness, may have pushed deficits up by
between Vi and 1 per cent of GNP.

Overall, then, actual deficits widened

on average by over 2 per cent of GNP.
The only countries among the seven to
achieve reductions were Japan, where
the cyclical effect on the public finances
was relatively small, due largely to a
strong boost to activity from the external
sector, and the United Kingdom, where
the apparent ex ante change in the
budget position was exceptionally large
(see Table 3).

Another feature of the disinflationary
process has been mounting strain in the
international financial system as well as
in some domestic banking systems. Deb¬
tors have been hard hit by the combina¬
tion of high interest rates and falling
inflation (See page 12). For developing
countries, these influences have been

compounded by falling commodity prices
and weak OECD demand. To some

extent, the adjustment being forced on
debtor countries may now be a necessary
process, following a period of heavy
borrowing permitted by relatively easy
credit, and given worsened prospects for
their exports to the OECD. The change
of financial climate has been uncomfort

ably sudden for some debtors, and has led
in turn to an unexpectedly sharp slow¬
down in the demand by all major groups
of non-OECD countries for OECD

exports.

The degree of the present weakness of
activity in both OECD and non-OECD
countries thus may indicate that the
effect of generalized restrictive policies
has been greater than governments
intended. In particular, the international
repercussions of the simultaneous pursuit
by many countries of tight money poli¬
cies may have been underestimated.
Countries may individually have enter¬
tained an unduly optimistic view of the
prospective world environment when for¬
mulating their own policies. Further¬
more, the extent to which high interest
rates would exacerbate the financial sit¬

uation of important debtors, leading to
systemic strains, became clear only fairly
recently.

Perhaps the most disturbing feature,
from the longer-term point of view, is the
recrudescence of protectionism in a
variety of forms. For several years after
the first oil shock, it seemed that OECD

governments largely succeeded in
keeping the forces for increased protec¬
tionism at bay. But with protracted slow
growth, and rapid import penetration
and consequent job losses in some sec¬
tors, there has recently been an acceler¬
ated movement towards protectionist
measures. As the Secretary-General said
in his recent statement, "In the light of
events over the last few months, it is my
considered opinion that the danger of a

chain reaction of beggar-thy-neighbour
policies, with potentially disastrous con¬
sequences, is now greater than at any
time since the Second World War".

The rise in unemployment over the last
three years has been severe (see Table 4),
and in Europe it has seemed inexorable.
The OECD average rate has moved up
from Vh per cent to over 8% per cent,
with all countries apart from Japan and a
few of the smaller European nations
experiencing big increases. The main
factor behind the rise has probably been
the virtual stagnation of demand; but
cost and structural factors have also been

at work, notably in Europe. Although
real wages have not moved significantly
out of line in this period in most coun¬
tries, the contraction of European
employment appears to have been partly
a result of delayed adjustments to wor¬
sening unit labour cost/price relation¬
ships during the 1970s and to continued,
albeit smaller, increases in the relative
cost of labour. Fixed investment seems

fairly generally to have been biased
towards rationalisation and cost-reduc¬

tion rather than creating new jobs.

Many of the themes evoked so far are
common to most or all OECD countries.

But there is nonetheless great diversity of
experience among them, resulting for
example from differences of starting
positions prior to the second oil shock,
including the capacity for structural
adjustment, from differences in the
intensity with which non-accommo¬
dating policies have been pursued or
from differences in the mix of monetary

4. UNEMPLOYMENT IN THE OECD AREA

National definitions, historical statistics and forecasts

1981 1982 1983 1984

1981 1982 1983

11 I // I // 1

Unemployment rates
United States 7.6 9Vi 10% 7.9 9.1 10 10% 10% 10%

Japan 2.2 IVa 2 Va 2.2 2.3 2Va 2Va 2% 2%

Germany 4.8 1 8% 5.3 6.3 Vh 8% 83/4 9%

France 7.3 m 93/4 7.6 8.1 9 9Vi 10 10%

United Kingdom 10.6 1 2 Va 13% 11.2 11.7 XlVi 13% 13% 13%

Italy 8.5 9 Va 93/4 8.7 9.3 9 Va 9'/2 93/4 10

Canada 7.6 11 13 8.0 9.4 12% 13% 13 13

Total of above countries 6.5 8 83/4 6.8 7.6 8% 83/4 9 9

Other OECD countries 8.9 10% ll3/4 9.3 10.0 103/4 11 Vi 12 12%

OECD Europe 8.4 10 11 8.8 9.5 10% 103/4 11% ll3/4

Total OECD 7.1 8'/2 9% 7.3 8.1 9 9% 9% 9%

Unemployment levels
(millions)

North America 9.2 12 13% 9.5 11.1 123/4 13% 13% 13

OECD Europe 13.8 16% 18% 14.6 15.7 17 18 19 19%

Total OECD 24.7 30>/4 333/4 25.8 28.7 313/4 33% 34% 343/4
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and fiscal policy within the overall
thrust.

One place where differences of policy
stance and mix have been reflected is the

foreign exchange market. The rise of the
dollar over the last two years, while
partly explicable by the mix of United
States policy, also seems to have
reflected other factors, such as changing
portfolio preferences in response to inter¬
national political uncertainties. Rates
moved to a configuration where the
dollar and yen in particular appeared
respectively over- and under-valued, in
that typical balance-of-payments fore¬
casts for the United States and Japan
have been pointing to evolutions which
could become unsustainable. At the

same time, persistent large deviations of
exchange rates from underlying cost and
price conditions have reinforced protec¬
tionist pressures in a number of coun¬
tries.

Recent Policy Developments
and the Outlook

Having achieved hard-won gains on
the inflation front, but mindful that

inflation expectations can all too easily
be rekindled, OECD governments have
been reluctant to change the basic thrust
of economic policy. Nevertheless, the
United States and the United Kingdom
have adopted a more flexible approach to
the implementation of monetary policy;
and Japan has recently taken fiscal
action to support activity.

A view underlying the policies of a
number of governments has been that as
inflation decelerated scope would emerge
for more rapid growth of real output.
And indeed, as inflation has decelerated,
adherence to broadly unchanged money
targets in the major countries in partic¬
ular has permitted interest rates to fall.
Furthermore, in accordance with this

basic approach, governments are appar¬
ently not seeking to reduce target rates of
money growth in response to unex¬
pectedly rapid progress in reducing infla¬
tion. But output has remained weak, and
it remains uncertain how far declining
inflation and nominal interest rates are

likely to prove sufficient, in themselves,
to lead to sustainable recovery of output
and employment. Moreover, the response
may differ significantly between coun¬
tries. Important additional factors are
the underlying state of private sector
confidence, the supply-side responsive¬
ness of the economy as a whole, and the
underlying stance of fiscal policy.

These considerations suggest that
future performance is likely to be diverse,
with important differences between the
United States, Japan and Europe.

United States

Over the last three years the frame¬
work within which the OECD has ana¬

lysed U.S. economic performance and
prospects has been that of:

a strong, but declining, deflationary
impact from energy price influences in
1979-80;

a broadly expansionary fiscal stance in
combination with a tight monetary pol¬
icy, which was liable to curtail incipient
upswings through sharply-rising interest
rates;

a supply side which, while achieving
little productivity growth, continued to
provide a considerable number of new
jobs in the market sector.

This framework of analysis, whereby
activity was contained between a mone¬
tary ceiling and a fiscal floor, implied
short, hard-to-predict fluctuations in
activity about an essentially flat trend.
To the extent that this framework is

relevant for understanding movements in
the U.S. economy, it would now seem
that a qualitatively somewhat different
evolution is in prospect. There have been
some changes in fiscal policy, but the
underlying stance (as measured by the
high employment budget deficit) is still
moderately expansionary. The imple¬
mentation of monetary policy has been
changed, and monetary conditions have
become easier. It seems, then, that the
room between the fiscal floor and the

monetary ceiling has widened somewhat,
enhancing the prospect of more sustained
output and employment growth. It is on
this broad line of reasoning that the
present weakness of United States
activity is interpreted in the projections
as an essentially short-term response to
earlier high interest rates, so that begin¬
ning some time in the early part of next
year there may be a pick-up to growth in
the 3% to 4 per cent range. There may be
little change in U.S. inflation, which is
currently around 5 per cent. The current
account of the balance of payments
seems likely to swing further into deficit,
perhaps reaching some $45 billion (an¬
nual rate) in the first half of 1984, some
1 Va per cent of U.S. GNP.

This projection, while plausible in
terms of the main forces acting on the
economy, should nevertheless be recog¬
nized as depicting an upturn of which
there is so far scant evidence.

Japan

The Japanese economy also seems to
be at or near a watershed, but for
different reasons. From around mid-

1979 a significant part of the growth of
total demand came from the foreign
sector. Over the two and a half years to

the end of 1 98 1 , for example, the foreign
sector contributed on average 2% per¬
centage points to overall demand growth
of 3% per cent (annual rate). This source
of demand growth reversed itself in the
first half of 1982, however, when Japa¬
nese exports fell slightly in volume. Only
a slight export recovery seems likely to
have occurred in the second half of the

year and, even if they are subject to no
further protectionist measures, export
volumes may grow only modestly in
1983. Nonetheless, the current account

surplus may widen significantly. The
projected growth in the 3% to 4 per cent
range would require considerably faster
growth of domestic demand than over the

previous few years. Domestic demand
was strongly supported by private con¬
sumption in the first half of 1982, the
savings ratio having fallen substantially.
But it is uncertain whether this fall will

continue. In a move to support domestic
demand the Japanese Government re¬
cently adopted an expenditure package
that, it is estimated, will lead to total
domestic demand growing at an average
rate of around 3 per cent over the
remainder of the fiscal year (April-
March). The risk of any significant
acceleration of inflation seems small,
given the strong supply-side responsive¬
ness of the economy and, perhaps, appre¬
ciation of the yen.

Europe

The prospects for Europe as a whole,
and most European countries indivi¬
dually, seem to be different from those of
both the United States and Japan.
Taking into account European competi¬
tiveness and the likely growth of export
markets over the next eighteen months, it
would seem that the foreign sector could
contribute about a quarter of a percen¬
tage point per year to real growth in
Europe. But domestic demand growth
seems likely to contribute only another
percentage point, on which basis GNP
growth would pick up to 1 Vi to 2 per cent
at best by mid- 1984. Given this sort of
GNP growth, unemployment in Europe
is projected to rise by nearly 1 million
every six months.

It is not clear, on present trends and
policies, that the prospects for Europe
would improve thereafter. Unemploy¬
ment in Europe has risen every year since
the first oil shock in 1973-74. Most

European countries have made a less
complete supply-side adjustment to
changes in factor prices and the structure
of demand than has Japan, and may
generally have been less innovative and
dynamic in the newly-developing sectors
than have Japan and the United States.
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But it also seems that demand growth for
European output is unlikely to be suffi¬
cient to utilize fully the economically-
viable capacity that Europe does have.
And in an environment of very slow
actual and prospective growth of sales,
firms are unlikely, even if they maintain
unit profits, to invest at a satisfactory
rate until they are convinced that pros¬
pects for the growth of sales have
improved.

More impetus to growth might come if
it were possible to reduce European
interest rates significantly, a develop¬
ment which has been limited in many
countries by continued pressure on their
currencies. Within the perceived room
for manoeuvre, monetary authorities,
most notably in the United Kingdom and
Germany, have nonetheless succeeded in
reducing interest rates. Even were
exchange rate constraints to ease, how¬
ever, Europe might be unlikely to see the
sorts of rates of domestic demand and

hence GNP expansion foreseen for the
United States and Japan.

The longer growth continues to be slow
in Europe, the greater the risk that it will
become self-perpetuating. Growth ex¬
pectations, like inflation expectations,
can persist for some time. Investment has
held up comparatively well until re¬
cently, despite weak growth of sales. But
as expectations of a sluggish outlook for
sales become more entrenched, it could

prove extremely difficult to revitalize the
corporate sector and encourage it to
invest on the scale needed to make

significant inroads into unemployment.

The Way Ahead

The projections, presented in greater
detail in the OECD Economic Outlook,

thus point to improvement in some
aspects of economic performance, but
also to some less satisfactory develop¬
ments. Moreover, while the projections
are intended to represent a central esti¬
mate of the most likely outcome on
present policies, they are subject to risks,
particularly concerning the continued
openness of the international trading
system and the integrity of world finan¬
cial markets. It is the clear responsibility
of governments to minimize these risks.
Governments which have secured credi¬

bility in economic policy making,
through consistent pursuit of medium-
term strategies, are taking advantage of
increasing room for manoeuvre opened
up by declining inflation. An immediate
challenge for policy makers will be to
gauge the nature, extent and effective¬
ness of these policy adjustments.

7th December 1982.

Prospects to Mid-1984

The main features of the OECD pro¬
jections are as follows. The influences
now acting on demand and output in
OECD economies seem more diverse

than those embodied in the last Economic

Outlook, and seem likely to move coun¬
tries differently. In Europe, the projec¬
tions are for very weak GDP growth until
mid- 1984, when output might be only
1 Vi percentage points higher than two
years earlier. Private consumption is
projected to contribute most to growth,
with some support coming from the
external sector (Table 5). Developments
could be particularly weak in
Germany, the Netherlands, Iceland and
Denmark. In the United States, on the

other hand, a pick-up in GNP growth
seems likely in 1983. All components of

private domestic demand would contri¬
bute to the recovery, with private con¬
sumption leading. In Japan, domestic
demand may grow more slowly than
usual, given the tight fiscal stance
planned for Fiscal Year 1983. Despite
weaker non-OECD demand and con¬

tinued limits on Japanese exports in
certain markets, exports are projected to
grow strongly, with net exports adding
slightly more than 1 percentage point to
GNP growth between the first halves of
1983 and 1984. Nevertheless, the pro¬
jected GNP growth of 3 to 4 per cent in
the three half-years to mid- 1984 is slow
by historical standards.

Labour market conditions have con¬

tinued to deteriorate. Employment in the
OECD area is falling. With output
growth expected to remain weak,
employment may keep falling in Europe
over the next eighteen months, although

5. CONTRIBUTIONS TO CHANGES IN REAL GNP/GDP

As a per cent of real GNP/GDP in the previous period seasonally adjusted at annual rates

1981 1982 1 983 1981 1982 1983

United States United Kingdom
Private consumption 1.2 Vi Wi Private consumption 0.2 Va 1

Public expenditure 0.2 0 Vi Public expenditure -0.9 Va Vi
Private residential con Private residential con

struction -0.2 -Vi Vi struction -0.2 0 0

Other private investment 0.4 -Vi -Vi Other private investment -0.2 Vi -Va

Stockbuilding 0.9 -1 Vi Stockbuilding -0.3 Vh Vi

Exports 0 -Vi -Vi Compromise adjustment -0.2 -Va Va

Imports -0.5 -Vi -Vi Exports -0.6 -Va 0

GNP 1.9 -VA 2 Imports 0 -Vh -VA

GDP -2.2 Vi 1

Japan
Private consumption
Public expenditure

0.4

0.8

2

Va

VA

0

Italy
Private consumption 0.3 Va

Vi

0

-Vi

0

Vh

-Vi

Vi

Vi

Vi

-Vi

-1/2

Vi

1/2

-Vi
Vi

Private residential con¬

struction

Other private investment
Stockbuilding
Exports
Imports
GNP

-0.1

0.3

-0.5

3.0

-0.8

3.0

0

-Vi

0

Vi

-Vi

2'/2

'A

Vi

Vi

Wi

-Vi

3'/2

Public consumption
Residential construction

Other investment

Stockbuilding
Exports
Imports
GDP

0.3

0

-0.1

-3.1

1.2

1.1

-0.2

Canada

Germany Private consumption 1.0 -Wi -Vi

Private consumption -0.7 -Vh -Vi Public expenditure 0.2 Vi 1/2

Public expenditure 0.2 0 0 Private residential con

Private residential con struction 0.2 -1 0

struction -0.2 -Vi 0 Other private investment 1.0 -2 -Vi

Other private investment -0.4 -Vi 0 Stockbuilding 1.1 -3 2

Stockbuilding -1.2 Vi -Vi Exports 0.4 0 Vi

Exports 2.5 1 Vi Imports -0.7 Vh -1

Imports -0.3 -Vi -Vi Error of estimate -0.3 0 0

GNP -0.2 -Vh -Vi GNP 2.9 -5 Wi

France

Private consumption
Public expenditure"*
Residential construction

Other investment

Stockbuilding
Exports
Imports
GDP

Total of above countries^

1.4
0.2

-0.2

-0.4

-1.8

1.2

-0.1

0.3

Vh

Vi

-Vi

0

1

-%

-1

l'/2

Vi

'A

-Vi

0

-Vi

Vi

0

Vi

Private consumption
Public expenditure"''
Private residential con¬

struction"''

Other private investment'"'
Stockbuilding
Exports
Imports
GNP/GDP

0.7

0.2

-0.1

0.2

-0.1

0.9

-0.4

1.3

Vi

Vi

-Vi

-Vi

-Vi

0

-Vi

-Vi

Wi

Vi

Va

-Vi

Vi

Vi

-Vi
VA

Note: Components may not add to GNP/GDP growth due to
rounding.

a) Public expenditure on housing in France is included under
"Residential construction".

b) Public enterprises in France are included under "Other
investment ".

c) Computed on the basis of 1981 values expressed in 198 1
US dollars.

d) Government fixed asset formation for Italy is included in
private investment.
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at a decelerating pace. During this period
unemployment levels in the OECD may
rise by a further 2% million, to about
9% per cent of the labour force. In the
United States, on the other hand, where
GNP growth is projected to be stronger,
employment is expected to pick up from
its present depressed level to reach a
relatively brisk 2% per cent growth
(s.a.a.r.) in the first half of 1984. Nev¬
ertheless, this would be insufficient to

make substantial inroads into unemploy¬
ment, which may still be above 10 per
cent of the labour force in mid- 1984,
much the same as in the second half of
1982.

Inflation, as measured by the private
consumption deflator for OECD as a
whole, is projected to decelerate further
during 1 983, perhaps stabilizing between
6 and 7 per cent (s.a.a.r.) in the first half
of 1984. Such an outcome would depend
upon non-oil commodity prices recov¬
ering only modestly from their extremely
depressed 1982 levels, coupled with con¬
tinued nominal wage restraint. Wages
are projected to grow at a rate of 7% per
cent, while unit labour cost increases are

not expected to abate significantly
because of feeble productivity growth.
The likely behaviour of wages after a
prolonged period of high unemployment
is however hard to assess: the balance of

risk on the inflation picture could be on
the downside.

Expected foreign trade developments
are strongly influenced by the reassess¬
ment of non-OECD countries' financial

positions. Exceptionally, merchandise
imports of non-OECD countries may
expand less rapidly than those of the
OECD. Moreover, with activity particu¬
larly depressed in Europe, trade between
OECD countries may expand at an
annual rate of only 3 or 4 per cent during
1983, after falling in the second half of
1982. Once activity picks up, and non-
OECD countries have reduced their

external deficits to sustainable levels,

OECD export markets may expand at
annual rates of 3 to 5 per cent. On the
basis of the technical assumption of
unchanged exchange rates, dollar prices
of internationally traded goods may also
rise at 3 to 5 per cent annual rates during
1983, after falling steeply during 1982
when the dollar appreciated.

The OECD current deficit may widen
slightly in 1983 from the $40 billion

estimated for 1982 (See table 5.) Unu¬
sual in a period of depressed activity and
favourable expected terms-of-trade de¬
velopments, the projected deterioration
results from the assumption that non-
OECD countries will cut import growth
substantially to reduce their current defi¬
cits. The overall deterioration includes a

6. CURRENT BALANCES OF OECD COUNTRIES

$ billion; seasonally adjusted, at annual rates

1981 1982 1983 1984
1979 1980 1981 1982 1983

II I // I // I

United States -0.5 1.5 4.5 -83/4 -31% -0.3 6.3 -233A -26 -361/? -45%
Canada -4.2 -0.9 -4.5 1 3/4 -4.3 1.3 3/4 1 % 1%
Japan -8.8 -10.7 4.8 6% 11% 6.7 6.3 63/4 7% 15% 203/4

France 5.2 -4.2 -4.7 -11% -8% -7.0 -10.6 -12% -9% -7% -7%
Germany -6.0 -16.3 -7.3 -Va 0 -1.3 -0.3 -Va -Va 0 0

Italy 5.5 -9.7 -8.1 -Vh -4 -4.5 -5.7 -Vh -AVi -Vh -31/4
United

Kingdom -1.8 6.7 12.1 AVi % 5.8 5.9 3 V/a -Va -2%

Total of above

countries -10.4 -33.5 -3.3 -14 -31% -5.0 3.2 -31% -30'/? -3? -36
Other OECD

countries -17.3 -35.6 -27.7 -24% -22% -27.5 -23.3 -253/4 -243/4 -20% -16

Total OECD -27.7 -69.1 -31.0 -38% -54 -32.4 -20.1 -57 -55% -52% -52

Memorandum

item

EEC -12.2 -37.6 -16.8 -17 -13% -15.8 -14.4 -19% -15% -11 -9%

sharp swing of the United States' current
balance into deficit in the second half of

1982 followed by a marked worsening
thereafter, and further improvement in
the current accounts of many other
OECD countries.

Uncertainties

The projections are, as usual, subject
to a number of uncertainties. Some of

these are country-specific; they have so
far as possible been taken into account in
the construction of the projection for
each country, which in principle repre¬
sents a central forecast. In addition, there
are uncertainties of a more general char¬
acter. A distinction may be made
between uncertainties which surround

the stance of economic policy, those
which attach to technical assumptions,
and those which attach to behavioural

relationships and general properties of
the world economy.

The stance of economic policy

There is considerable uncertainty with
respect to both the interpretation of
present policies and the future course of
policy. The reduction of inflation in the
United States has given the Federal
Reserve Board more room for manoeuvre

within its medium-term targets for
money growth. This has been used to
encourage lower interest rates. However,
changing institutional arrangements, the
possibility of continuing shifts in money
demand, and uncertainty about market
reactions will continue to complicate
assessments of monetary policy and con-

Other OECD Countries

1979 1980 1981 1982 1983

Australia -2.8 -4.0 -8.5 -10 -103/4

Austria -1.0 -1.6 -1.4 -Vi -Vi

Belgium-
Luxembourg -3.0 -5.2 -5.3 -4 -Vh

Denmark -2.9 -2.5 -1.9 -Vh -2

Finland -0.2 -1.4 -0.3 0 0

Greece -1.9 -2.2 -2.4 -2 -23/4

Iceland -0.02 -0.05 -0.12 -0.26 -0.14

Ireland -1.7 -1.7 -2.2 -Vh -1/2

Netherlands -2.0 -2.6 3.1 6/4 7/4

New Zealand -0.7 -0.9 -1.2 -2 -2

Norway -1.0 1.1 2.4 Vi -1/2

Portugal 0 -1.3 -2.6 -3 -3

Spain 1.1 -5.0 -5.0 -AVi -5'/4

Sweden -2.3 -4.5 -2.9 -3 -21/2

Switzerland 2.4 -0.5 2.6 3'/2 4

Turkey -1.0 -3.2 -2.0 -Vi -1/2

Total -17.3 -35.6 -27.7 -241/2 -22 '/>

ditions. Similarly, the precise content of
recent fiscal policy announcements in a
number of countries, including Japan,
Denmark, and Sweden is not yet defined,
and monetary policy outside the United
States is also difficult to gauge. If the
United States dollar were to weaken,

other countries' scope for easing mone¬
tary conditions would potentially be
enhanced. However, such a general
movement might, in Europe especially,
be characterized by intensified strains
between "strong" and "weak" currencies,
resulting in less scope for monetary
easing in the latter cases.

Technical assumptions

The customary assumption adopted on
exchange rates - constant nominal rates
through the projection period - clearly
does not purport to be a forecast, but
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merely a technical assumption. Ex¬
change rates are difficult to forecast.
Nevertheless, conventional analysis
based, inter alia, on relative inflation

rates, their implications for competitive
positions as well as the associated projec¬
tions of current account positions, sug¬
gests that the United States dollar may
be somewhat overvalued in relation to

other currencies, particularly the yen.

The assumption made on oil prices,
that there will be no change in the dollar
price, is also technical. This assumption
is important in its effect on the overall
projections. Until recently, the rise in the
dollar has led to an increase in oil prices
in most local currencies - and even in

real terms in many OECD countries,
despite the sluggishness of activity. This
has resulted in a weakening of oil mar¬
kets, so that with the present constella¬
tion of exchange rates, a lower price of oil
appears more likely than a higher one. As
an approximate rule of thumb, a 10 per
cent decline in oil prices might cause
consumer prices generally to be 1 Vi per
cent lower after two years than would
otherwise have been the case.

Behavioural relationships and general
properties of the world economy

Non-oil commodity prices also appear
to be under downward pressure, despite
their low level in real terms. The projec¬
tions are derived from the general fore¬
casts of activity and inflation, though
understanding of supply conditions is
imperfect. Historical experience is insuf¬
ficient to provide a reliable guide to the
likely behaviour of commodity price
movements after such a prolonged period
of weak demand. In addition to the

outlook for commodity prices, increasing
financing difficulties for non-oil devel¬
oping countries also constitute an impor¬
tant uncertainty with respect to non-
OECD imports. A larger cutback of
imports and, hence, reduction in OECD
exports cannot be excluded should finan¬
cial tensions worsen. On the other hand,
higher imports cannot be excluded
either, should interest rates fall below

their projected levels and stay low.
Household and business behaviour is

uncertain given the prolonged recession
and rising unemployment, financial pres¬
sures and high real interest rates over a
relatively long period, and frequent res¬
trictive policy interventions and announ¬
cements. Repeated postponement of the
recovery may also have affected confi¬
dence. The projections incorporate, jud-
gementally, the effects of the recent
deterioration in business and consumer

climate, but higher savings and lower
investment propensities than embodied
in the forecast cannot be excluded.

Country Problems and

Strategies: Portugal

As a small industrialising country
whose nascent industries are highly
dependent on export sales, Portu¬

gal's economic performance is closely tied
to the level of activity in the international
economy. At another level, its internal

economic policy is largely determined by
the state of its balance of payments, whose
fluctuating surpluses and deficits have

resulted in stop-go economic policies as
governments have endeavoured to main¬

tain as expansionary a stance in their

economic policy as the payments balance
would allow.

The persistent worldwide recession in

the wake of the second oil shock, not to

mention the appreciation of the dollar, has

had particularly severe consequences for

Portugal, therefore. Its balance of pay¬

ments has deteriorated sharply since
1 979, leading the government to introduce

restrictive economic policies and to adjust
some major industrial projects. At the same

time, little progress has been made in

modernising the agricultural sector, which

employs 30 per cent of the labour force but

continues to run up a heavy trade deficit,

with exports running at only half the level of
imports.

Some Structural Problems

Portugal's attempts to pursue a long-

term industrialisation policy have come up
against short-term economic problems and

the sluggishness and uncertainty of the
international environment. The authorities

continue to put the emphasis on mod¬

ernising the country's industrial and finan¬

cial structures, with particular attention

being given to the need to improve indus¬

trial productivity and diversify production
so as to reduce the external constraint.

Following the 1974 revolution, large
projects such as the Sines complex came

up for review, but it was decided to go
ahead with them, subject only to some
modifications. The original plan was to

make Sines Portugal's third largest indus¬
trial zone, after Lisbon and Porto, so as to

restore a better economic balance between

North and South. The scheme centered

around the construction of a deep-water

port, but this facility has still not been

completed. Part of the port is operational,

though, and there is storage capacity for
1 .5 million tons of crude oil and 1 .25 mil¬

lion tons of refined oil products. The oil

refinery, which has a capacity of 1 0 million
tons/year, has been operating since 1 978,
but terminals for receiving large vessels
have not yet been finished. The planned

petrochemical complex has fallen way
behind schedule, while the projected iron
and steel work has been dropped alto¬

gether, along with the proposed caustic

soda plant. Similarly, projects for building
an automobile factory and shipbuilding and
repair yards have not been carried out,

although much of the planned transport,
industrial and urban infrastructure has been

built and clean-water pumping and treat¬
ment stations as well as used water and

pollution treatment plants are in operation.

Some light industry is also established in

Sines and the government wanted to

encourage further expansion of small and

medium-sized business in the area with the

building of a new town near Sines whose

population was initially intended to have

been 1 00,000 by the early 1 980s. As it is,
the existing conurbation houses no more

than 10,000 people at the moment.

The government's overall industrial

policy is not primarily aimed at stimulating
small business, however since one of the

main limitations on Portugal's industrial
potential is the fact that, of its 15,000

industrial enterprises, 12,000 have a

workforce of less than 50. For some years,

therefore, the government has been trying
to group small firms into larger units so as

to give them access to modern production

methods. This policy has been particularly

successful in the footwear industry: the

number of firms employing over
1 00 workers is estimated to have doubled

between 1 977 and 1 980, while its exports

rose by 178 per cent by volume (and by
292 per cent in terms of dollar earnings)
between 1 973 and 1 979. Other sectors to

have made significant progress in the

adoption of new technology are the marble

and granite and the ceramics and glass
industries, whose export performance has

reflected the improvement in productive
efficiency. The export record of the textile

and clothing industries has been no more
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The Lisnave shipbuilding works in Lisbon.

than satisfactory, however, since the

sector remains highly fragmented.

Further progress will have to be made in

diversifying Portuguese industry and ad¬

apting it to the new conditions of interna¬

tional competition in order to prepare the

economy for integration into the EEC. In

particular, the government should give

priority to policies that improve the opera¬
tion of market forces and must continue its

efforts to improve the management of
publicly-owned enterprises. There are a

large number of companies controlled by

the government as a result not only of
direct nationalisation but also of the nation¬

alisation of the banks during the 1 975-76

period, since the banks were large, if not

majority, shareholders in many industrial
companies.

Another important area for government
initiative is energy, in view of the fact that

Portugal has one of the highest energy
dependence ratios in the OECD - about

80 per cent against an OECD average of
around 30 per cent. The industrialisation of

the Portuguese economy has increased its

elasticity of total energy requirements to

GDP growth in recent years, at a time when
it was falling in industrialised countries,

although Portugal's energy requirements
still remain five times less than the OECD

average. Energy imports, at $2.5 billion a
year, account for a quarter of all import

goods and the government is now intent on

developing domestic energy production

and on bringing energy prices further into
line with real costs.

Recurrent Short-term

Problems

Economic policy has altered course fre¬

quently in the past five years in response to

swings in the balance of payments. Fol¬

lowing the balance of payments crisis of
1977, when the current external deficit

rose to over 9 per cent of GDP while

inflation was running at 27 per cent, the

government introduced a stabilisation pro¬

gramme which produced rapid results and

produced a sharp improvement in the

balance of payments. The policy stance

became increasingly expansionary from

1 979 to mid-1 981 in the light of the 1 978

turnround, only to lead to another deteri¬
oration in the current external deficit, which

exceeded 11 per cent of GDP in 1981.

Inflation again climbed to between 20 and
25 per cent by the middle of 1982. These

developments prompted a return to poli¬

cies of restraint, although the shift has

been less violent than in 1977-78, and in

consequence there has been a less rapid

improvement in the economic situation.

One means of reducing the external

restraint on the Portuguese economy has
been an exchange rate policy incorporating
the principle of crawling-peg devaluation.
Up to 1980, the escudo was devalued by
0.75 per cent a month vis-à-vis a basket of

currencies. The buoyancy of the external
account as a result of improved competi¬
tiveness led the Portuguese authorities to
revalue the escudo by 6 per cent in Feb¬
ruary 1980, however, and reduce the

monthly rate of devaluation to 0.5 per
cent. As a result, the effective depreciation
in the escudo's effective exchange rate was
less than 1 per cent in 1980 (and since it

fell 6 per cent against the dollar, this
constituted an appreciation against the
currencies of most of Portugal's competi¬
tors, with the exception of the United
Kingdom). A similar trend occurred in
1981, when the escudo's effective

exchange rate depreciated by 7 per cent.

These developments, combined with an

acceleration in domestic inflation, resulted

in a further loss of external competitive¬
ness, leading the authorities to put the
escudo's monthly rate of depreciation back

to 0.75 per cent and to reduce the weight
of the dollar in the basket of currencies

used to determine the effective rate of

depreciation. Then, following the parity
changes made in the European Monetary
System, the escudo's effective rate was

devalued by a once-for-all 9.4 per cent in
June 1982. Altogether, therefore, the

escudo depreciated by 15.2 per cent in
effective terms in the first half of 1 982, and

by 23.7 per cent against the dollar.

These measures were not enough to
offset the deterioration in Portugal's bal¬

ance of payments during 1 980-82. Apart

from the added aggravations of drought
and the second oil shock, the deficit that

has built up in Portugal's current balance

since the brief return to equilibrium in 1 979

reflects the structural frailty of the Portu¬
guese economy's external account. The
trade balance has worsened as soon as

domestic demand has picked up, while the
invisible account has deteriorated as Portu¬

gal's external debt has grown and its
repayment commitments increased. In

1 981 , the current balance showed a deficit

of $2.7 billion (11.2 per cent of GDP), of
which external debt servicing accounted for
$1 billion.

The trade deficit increased in 1 981 as a

result of a 2.6 per cent fall in the volume of

exports. This was partly due to the weak¬
ness of world demand but also reflected

market share losses amounting to between

two and three points for manufactured

goods, caused by a fall in competitiveness.

Food and agricultural exports fell by over
9 per cent in volume terms, chemicals were

down 1 5 per cent, transport equipment
down 1 3 per cent and wood and metal

products down 7 per cent. Export prices
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rose by about 1 3 per cent (well below the

rise in domestic wage costs which was of

the order of 20 per cent), so that there was

some value growth in export sales, albeit at

the expense of exporters' profit margins.

On the other side of the account, import

volumes rose steeply in 1 980 and 1 981 in

response to the strong growth in domestic

demand. Both capital and consumer goods

imports soared as activity picked up,

though imports of capital and intermediate

goods started to slow down during 1981

as the fall-off in the growth of final demand

was accentuated by a big rundown of

inventories. Imports of consumer goods,

especially motor vehicles and electrical

goods, continued to expand strongly

throughout the year, though, at a rate of

over 20 per cent in volume terms.

Unit import values also continued to rise

rapidly, by 21 percent in 1 981 , mainly as a

result of energy and farm prices. So, for the

third year running, the terms of trade

deteriorated, by 6.6 per cent. Overall, the

visible trade deficit widened by 45 per cent

between 1 980 and 1 981 , to the equivalent

of 22.6 per cent of GDP. At the same time,

the invisible surplus narrowed, owing to a

sharp fall in earnings from tourism and a fall

in emigrants' remittances.

The prospects for the Portuguese economy
remain limited so long as there is no

sustained recovery in the world economy.
Little external stimulus is expected for
1983, when the impact of the external

balance may once again be negative, as in
1981 and 1982. The government tight¬
ened up the system of price controls in

I 982, and this remains its principal anti-
inflationary weapon. As well as energy and
public utility prices, a wide range of food¬
stuffs is also covered by the price control

regime, and the notification period for price
increases on food products has been

extended from 60 to 90 days. A temporary
45-day price freeze was also imposed in

the middle of June, but in August 1982
consumer prices were still 22 per cent

higher than the year before.

The imbalances that have developed in
the Portuguese economy in recent years,
which include a hefty public sector deficit

that, like the external deficit, stands at over

I I per cent of GDP, highlight the vulnera¬

bility of the Portuguese economy. These
imbalances, together with a high rate of

inflation and a rate of unemployment that

topped 8.2 per cent in 1 981 and is grow¬
ing, have defied government efforts to

overcome them. They are thus likely to
persist until a recovery in the world

economy enables Portugal to stage
another export-led rise in domestic eco¬

nomic activity.
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