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Rebirth ofCities

Current thinking about the role ofnational governments in the affairs of cities is in a state of flux. Old policies are
being abandoned, fresh ones started and new questions asked. The rethinking is prompted, among other
things, by the recession and the resulting shrinkage in funds for essentials such as sewers and highways. But
above all there is a felt need to grasp the opportunity to assist national economic revival offered by
improvements in the efficiency of cities.

On the 14- 15th April in Paris, OECD Ministers with urban portfolios meet for the first time to add their
contribution to this process of rethinking. 1

Urban Change in the 1970s

OECD countries are peopled predomi¬

nantly by "citizens" - in the original

meaning of that word, "dweller in a city".
Three out of four residents of the

24 Member countries already live in towns
or cities, yet everywhere the pattern of
urban life is changing. In the older industrial

countries, metropolitan areas are thinning
out and spreading; in countries such as

Portugal, Greece and Turkey, the move¬

ment of people from country to town is still

in flood. In Turkey, for instance, 63 per
cent of inhabitants new to Ankara and

Istanbul in the 1 970s were migrants from
small towns and the country.

Urbanisation is a process with many
stages. The earliest, "urban concentra¬

tion", can be seen in Barcelona, Milan,

Athens, Ankara and in other major cities of
the Mediterranean area. There, as in the

cities of North West Europe in an earlier

period, pell mell population increase and.

immigration are both fuelling economic
growth and overwhelming the capacity of

the authorities to prepare relevant develop¬
ment plans and finance services such as

sewers, water supplies and schools. At

worst, the outcome is squatter shanties,

foul air and traffic congestion. All may be

put right in time but as long as such living
conditions exist there is a danger that they
will breed unrest and sometimes vio¬

lence.

A second stage of urban change has
been transforming cities in the more devel¬
oped OECD countries ever since trams,

buses, suburban railways and, later, the
motor car came into widespread use. In

such cities, increasing wealth has made it

possible for people to seek more space,

more privacy, more peace and, increas¬

ingly, a house they own. In the 1970s
suburbanisation was associated with falls

of fifteen per cent or more of the residents

of the inner area of many cities. Amongst
them were Montreal, Paris, Frankfurt,

Osaka and Stockholm.

A third group of cities saw the inhabi¬

tants not just of inner areas but the

adjoining suburbs leached away by social
and economic change in the 1970s. Thus

in Amsterdam, The Hague, Duisberg,
Basel, Liverpool and Birmingham, the entire

metropolitan-area population fell by two to

ten per cent. The vast, old, teeming 1 580

square kilometre expanse of London shrank

in population by three quarters of a million

people during the 1970s, approximately

10 per cent of the population. In many
cases, this process was accentuated by the

decline of old industries. Detroit and Lyons,
for instance, both lost more than a fifth of

their inner city residents as a result of
run-downs in car and textile manufactur¬

ing.

But the pattern of decline varied signifi¬
cantly from city to city and even within a

single city during the 1 970s. In the metro¬

politan areas of Tokyo and Oslo for exam¬

ple, the number of jobs in industry fell while
those in services increased. In the metro¬

politan area of Copenhagen too, jobs fell in
industry and rose in the services but in the

central city service jobs declined.

The same period saw a more pervasive

form of employment change afflict Amster¬
dam, Manchester, Hanover and London. In

these and certain other places jobs in both

industry and services declined throughout

the metropolis.

A fourth stage of urban change has only
emerged in recent years. It is the growth of
small and medium-sized country towns.
Such benefits as inexpensive land and

houses, uncrowded golf courses, the sea¬

side and beautiful landscape attracted new

enterprises, with their employees, and
other people, particularly the retired.

Examples of this extreme form of metropol¬
itan dispersal may be found as the larger
cities lose population. It is causing the
growth of Yeovil and Leominster in the

U.K., the Piedmont Triangle of South
Carolina in the U.S. and numerous towns in

the South of France.

Most additional residents of OECD cities

are still being born in or migrating to the
metropolitan areas. But the new tendency
for the rate of growth to be faster in smaller
settlements should not be underestimated

(Table 1 ). This pattern is expected to con¬
tinue in the 1980s and to influence the

distribution of investment in urban infras¬

tructure and service.

Opportunities for Change

A further prospect of the 1 980s - and

one central to the Ministerial meeting- is
the rebirth of cities. After so much talk of

decline, this may seem paradoxical. Yet in

all OECD countries, cities are undeniably
the main concentrations of capital invest-

1 . Analysis of changes in urban economies
and demography has been a central theme in

the OECD Urban Programme for the last three

years. Last December the Council gave the
Programme a new mandate requesting it to
focus on such urgent priorities as urban eco¬

nomic development and improved ways of
financing urban services.



ment and skilled labour and important
incubators of new ideas and economic

development. Further, the vast environ¬

mental improvements made recently in the
form of clean air and water have created a

better basis on which to recreate urban

life.

Inner city or indeed metropolitan popu¬
lation decline cannot therefore be automa¬

tically assumed to be a story of disaster.

Population decline brings benefits. Above

all it reduces competition for space. The
demolition of obsolete houses can make

way for schools, parks and roads.

The closure of factories overtaken by

international competition and the outward

movement of firms reduces lorry traffic,

congestion and pollutants. The re-estab¬
lishment of mobile firms in modern facto¬

ries in the suburbs or beyond reduces

production costs and permits technical
innovation.

Furthermore new uses can be found for

old inner city buildings. Large-scale exam¬

ples are San Francisco's Ghiardelli choco¬

late factory now a shopping centre and
London's former Covent Garden fruit and

vegetable market now a mixture of crafts

shops, commercial artists' studios, offices,

flats and restaurants. Many more renova¬

tions involve no more than a single old

warehouse, fire station or factory.

Yet many who remain behind are un¬

skilled, poor and old. The result is concen¬

trations of families below the poverty level
in inner cities. If such residents benefit from

lessened congestion, they seldom gain

additional houseroom. They certainly suffer

from the disappearance of un¬

skilled jobs and the difficulties of commu¬

ting out to new ones in the suburbs. In most

countries, therefore, inner city unemploy¬

ment is higher than the national average.

The Involvement

of Government

National governments are inevitably

involved in this paradoxical process of
decline and rebirth. Not only do they shape

the economy and form of cities by subsid¬
ising mortgages, taxing petrol, developing
inter-city transport and other national pol¬
icies : they also contribute heavily to
investment in urban housing and to the

running of social services.

The nature of the involvement of govern¬

ments in cities has, nevertheless, changed

over the past two decades. In the Sixties,

resources were mainly devoted to slum

clearance and rehousing and to regional

plans for decanting people into new and
expanded towns. Even where industry was

in decline, the emphasis was mainly on

rehousing and preparing industrial sites for

firms that could be persuaded to move

1. POPULATION GROWTH

BY SIZE OF OECD URBAN AREAS

Population

Average Growth
1970-1980

Size-Class
Number of

people
%

1 million or more

500,000-1 million

100,000-500,000

50,000-100,000

270,000

67,000

25,000

13,000

10

10

12

20

2. CAPITAL EXPENDITURE

BY LOCAL AUTHORITIES

as % of total local expenditure

Countries 7970 1980

Australia 52 44

Canada 19 15

Denmark 17 8

France 37 30

Germany 37 29

Japan 40 38

Norway 30 18

Portugal 61 52

United States 18 14

Source: OECD Urban Statistics (1983).

from elsewhere. Urban economic decline

was little talked about. The problems of the
old cities were seen more in terms of

obsolete buildings, a poor environment and

traffic congestion.

Several Strategies

The early 1970s saw a reaction against

the bulldozing of neighbourhoods and the

concrete towers that replaced them.

Resources began to be switched to mod¬

ernising older houses and selective rebuild¬

ing.

The loss of people and jobs was still

rarely perceived as a problem, and only in

cities gripped by the decline of old indus¬

tries was national policy aimed at economic

development.

Today this is changing. High levels of

urban unemployment, fighting between

squatters and police, as in Amsterdam,

block after block of derelict property, as in

The Bronx in New York, all this, side by side
with the birth of new businesses in elec¬

tronics, computer services and fashion

plus, for example, self-help workshops for

the disabled and community enterprises

are persuading governments to look closely

at the economies of cities and to develop

policies for urban revival.

Nowhere is it expected that basic urban

economic needs will be fully met except by

higher national rates of growth. Yet two

issues for urban policy makers that promise

to assist in achieving that national objective

already stand out. These are maintaining
and improving houses, highways, métros

and other urban capital stock and

increasing the efficiency of cities.

One approach to increasing the effi¬

ciency of cities is to cut public services and
reduce the taxation of firms and individuals

in the expectation that this will increase the

scope for entrepreneurship and swell the

demand for goods.

An alternative approach is based on the

view that the private sector is less bur¬

dened by taxes than by the effect of
unreliable transit, a bad environment and

traffic congestion. The logic of this view is
that urban government should concentrate

on efficiency and on raising the quality of

services rather than on budget cutting. In
reality, go-ahead cities are likely to com¬

bine the two in urban economic develop¬
ment strategies.

What Can National

Governments Do?

What is the role of urban policy at the

national level in such strategies? One set of
opportunities relates to removing red tape

and encouraging an entrepreuneurial atti¬

tude among mayors and city councils. Too
restrictive housing construction standards

may be removed and local authorities
encouraged to loosen town planning con¬

trols. Such controls are estimated to add

fifteen per cent to the cost of houses in the

San Francisco Bay area. Powers may also

be given to cities to create enterprise zones

and free ports.

The scope for municipal entrepreneur-

ship is nowhere better illustrated than by
the huge new Port Town at Kobe in Japan.
It has been created by extending the city

into the sea with spoil from a mountain top

flattened to provide sites for houses. The
outcome is a new town and the biggest

container port in the country.

Financing experiments

Other opportunities for national govern¬
ments lie in financing experimental pro¬

jects. These may involve technologies such
as electronic guidance systems for urban
traffic, or data banks and terminals for

increasing public access to information
about housing or jobs; they may involve
low-cost, self-help hostels for patients of

mental hospitals or other pioneering social

services; they may also involve increasing
the competence of municipal officials

through exchange of experts and the pub¬
lication of comparative data.

Targetting precise objectives

Yet another set of opportunities lies in



Not a tranquil, up-river port but the East End of London where docklands have been renovated and
made into marinas.

targetting aid at limited objectives. The
£82 million made available by the U.K.
government to only two urban develop¬
ment corporations, in the disused dock¬

lands of London and Liverpool, illustrate
this kind of concentrated national govern¬
ment assistance.

Avoiding conflicts

Finally there is scope for governments to
ensure that their policies do not conflict

with one another locally. As owners of land
in cities they may also demonstrate the

scope for collaboration with the private
sector in promoting development.

Investing in Infrastructure

Rundown housing, unreliable trains and
other defects of infrastructure contribute to

the inefficiency of cities. Some of these

problems are a by-product of hasty, post-
1945 urban reconstruction and a concen¬

tration of currently available resources on
construction rather than on maintenance.

France, for instance, faces a need to

renovate 2.5 of the 8 million subsidised-

rent houses built since 1 955. Related calls

for investment in housing maintenance face
Canada and Sweden.

Other defects of infrastructure demon¬

strate the need for almost continuous

investment in the basic services of cities.

Thus in the subways of New York, where
spending on preventative maintenance was

halted in the financial crisis of 1975,

breakdowns tripled between 1977 and

1981. The Metropolitan Transportation

Authority also estimates that the city's
creaking rail and bus transit systems need
$5 billion invested in them.

With capital investment down to 1 0 to

15 per cent of local government spending
in some countries (see table 2), scope for
making up such backlogs is limited. The

1 980s are accordingly likely to see
increasing emphasis on low-cost measures

and alternative sources of funding,

including private sources. In public housing

this points to maintenance by tenant

cooperatives, loans for house improve¬

ment, assistance to self-help neighbour¬

hood action groups. It may also mean

further sales of publicly owned houses and
flats.

In some countries, a total withdrawal by
government from housing management
and greater reliance on markets will be

debated. A U.S. experiment with housing
vouchers that give the needy a choice in the

location, tenure and type of home they

occupy illustrates one new decentralised

approach to housing programmes.

Similar reliance on low-cost measures

plus technologies that simplify charging
for hitherto "free" services, collaboration

with the private sector and the use of

contractors - promises to increase the effi¬

ciency of, and generate other sources of
revenue for, urban services. In Denmark fire

brigades and ambulances are already
widely provided by a private company. In
Stockholm, where a new central bus sta¬

tion is needed, the city authorities are
negotiating with developers who will build

and pay for it in return for rights to put a
hotel and offices on top. In New York,

companies in the vicinity of subway sta¬
tions have been persuaded to take part in

an "adopt-a-station" programme aimed at

finding alternative funding for painting and
cleaning.

The role of national government in pro¬
moting such activities is expected to lie

mainly in reforming the finance and

increasing the accountability of local gov¬
ernment in those countries where this is

possible. There is urgency about this since

cities with a variety of sources of revenue

and substantial independence in financial

matters seem best able to adapt to fast-

changing conditions. Such freedom of

action can be given with confidence by
coupling it with obligations to publish

efficiency audits, take part in cost compar¬
isons, invite bids from contractors and even

hold référendums on major budget
issues.

New Directions

The role played by national government
in the affairs of cities differs greatly from
country to country and is in many cases
undergoing change. Federal governments
in Australia and Canada have moved

towards a more limited involvement in

recent years. The U.K. government has

shifted the focus of its policy from dealing
with problems to creating opportunities for
urban revival. The U.S. federal government
is devolving responsibility increasingly to
city and local government.

Notwithstanding these variations, the

importance of urban policy is not difficult to
argue. Towns and cities are the homes of

the majority of people living in OECD
countries. Within them are the main

wealth-creating mechanisms of our socie¬

ties and they are the places first affected by
social or economic change. National gov¬
ernments are therefore inevitably involved
in urban policy, particularly in a period of, at
best, limited economic growth. The most
needs to be made of innovative, low-cost

ways of promoting the economic rebirth of

cities, in order to complement general
policies aimed to serve the revival of

national economies.



Big Government'
How Big is It?

With the weakness of economic performance since the mid-Seventies,
the growth of the public sector has come under increasing scrutiny.
Indeed it is often considered a possible cause of that weakness. Concern
is focused not only on the rate ofgrowth ofexpenditure but on the level of
public indebtedness, the growth of off-budget activities, 1 the automati¬
cally renewable character of government commitments and the difficulty
of cutting back on programmes having a very large number of often
well-organised beneficiaries.

In spite of control systems such as

Programme Planning and Budgeting

System (PPBS) in the United States,

Programme Analysis and Review (PAR) in

the United Kingdom, Rationalisation of

Budgetary Choice System (RCB) in France,
and institutions like the Office of Manage¬

ment and the Budget (OMB) in the United

States, there is a widespread feeling at a

time of high budget deficits that govern¬

ment spending has somehow gone out of

control, and a sense of disillusionment

shared by people holding very different

political points of view with the efficacy

of government. Thus public sectors are

often considered too large not in any well

defined normative sense but larger than

planned, larger than expected or larger

than the country can afford.

Some of the main critical arguments put

forth concerning the present size of govern¬
ment are:

High income taxes and social security
payments reduce the incentive to work,
save and invest.

Tax morality has weakened, and unre¬

ported barter or "underground" activities
reduce efficiency as well as the tax base.

Large deficits raise interest rates and
"crowd out" private investment.

Government provision of "merit goods"2
such as education and health is likely to be
inefficient and overmanned because of

pressures from professional interests in a
sector with few market constraints.

Regulations and subsidies have distorted
the allocation of resources.

Despite high taxes and transfer pay¬

ments, government efforts to redistribute

income have achieved only modest
results.

The main arguments in defense of the
present size of government are:

Western countries are representative

democracies, and decisions on public

spending have been taken democratically.
Elected governments can also take what¬
ever corrective action may be necessary.

There is little evidence that economic

performance is correlated - positively or
negatively - with either the size or growth
of government.

The size of the underground economy

and the decline of tax morality have been

exaggerated.

The growth in income security, more
equal incomes and public provision of
"merit goods" have produced a real
increase in welfare and in social solidarity.

They have also played an economic role:
education and health in providing invest¬

ment returns; unemployment compensa¬

tion in facilitating the search for a job and
better matching of job to employee; trans¬

fers in sustaining consumption and eco¬

nomic activity.

The Pattern of Growth

For the purpose of economic analysis,

several types of government expenditure
are usually distinguished.

General government transactions

By far the most important category of

public sector activity is current and capital

spending by central, regional and local

governments on goods, services and trans

fers. The much discussed rise in the public

sector brought these types of government

expenditure to 42 per cent of GNP on

average for the OECD area in 1 980, some

1 3 percentage points above the 1 960

figure (see Chart A). The spectrum is broad,

however, ranging from less than 30 per

cent in Spain to over 60 per cent for
Sweden.

The most buoyant source of government

expenditure growth from 1 960-80 was the

increase in transfer payments. Exceptions
are Australia, Austria, Iceland and Luxem¬

bourg, the latter two along with Japan

being the only countries where public

investment has grown more rapidly than

total expenditure.

On the revenue side, social security

charges were the most rapidly growing
source of funds between 1960 and 1980

(except in Belgium, Iceland, Italy and Lux¬

embourg), and their growth rate actually

exceeded that of total government transfer

payments in most countries.

Overall, revenues have grown less vigor¬
ously than expenditures in all countries,

with the result that budget deficits have

reached their present high levels (both

absolutely and relative to GDP). (See
Chart A.) This applies even to countries
which before 1973 alternated between

deficits and surpluses. A few countries

however Norway, Finland, Luxembourg

and Switzerland have traditionally had

budget surpluses, and they continue to do

so, albeit smaller ones, some on the verge

of disappearance.

OECD economists have classified gen¬

eral government expenditures in a new way

so as to reveal long term trends:

Traditional expenditures

Surprisingly, spending on defense, ad¬
ministration and other "pure" public goods

has tended to decline as a per cent of

GDP/GNP since 1 954, mainly as a result of

lower relative defense spending in all coun¬

tries for which figures are available (see
Table 1).

Welfare-state expenditure

These have grown from 1 4 to 28 per
cent of GNP on average between the
mid-Fifties and the end of the Seventies.

The category includes income maintenance

and "merit goods", such as health and
education, both of which have doubled as a

percent of GNP. (Recent indications are
that the rise has halted.) Among income

1. Activities which do not appear in the

budgetary accounts but nevertheless have an
impact on the economy. Examples are tax
allowances, loan guarantees and regulations.

2. "Merit goods" are goods tor services) with
beneficial side effects for society as a whole but
which may not be provided in optimal quantities
if supply and demand are left to the free
market.

6
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1. GENERAL GOVERNM

per cent of GDP,

Australia Denmark France Germany

1954 1973 1980 1954 1973 1978' 1954 1975 1979' 1954 1973 1980 1954 1.

TOTAL EXPENDITURE 27.0 34.3 22.9 41.2 48.1 34.9 43.4 45.2 31.9 40.5 48.6 28.5 3

THE TRADITIONAL DOMAIN

6.4 7.1 6.7 7.7 11.2 7.2 7.2 10.2 7.7 8.5"PUBLIC" GOODS

Defence 2.7 2.7 2.2 2.3 6.0 3.3 3.4 3.8 3.0 2.9

Other General Government 3.7 4.4 4.5 5.4 5.2 3.9 3.8 6.4 4.7 5.6

THE WELFARE STATE |
"MERIT" GOODS 9.7 12.0 7.5 15.4 16.5 8.1 14.1 14.6 7.5 12.1 13.9 4.9 1

Education 4.9 5.9 3.6 7.3 7.6 (3.6) 5.8 5.7 3.6 4.8 5.1 2.8

Health 3.6 4.8 2.4 5.3 5.6 2.3 5.5 6.0 2.5 5.4 6.5 1.4

Housing 0.5 0.4 1.5 1.4 1.6 2.2 2.1 2.1 1.4 1.2 1.4 0.7

Other 2 0.7 0.9 2 1.4 1.7 2 0.7 0.8 2 0.7 0.8 2

INCOME MAINTENANCE 5.2 8.2 7.0 15.0 19.7 11.2 16.1 17.9 11.5 15.3 19.0 10.1 1

Pensions 3.8 5.7 3.7 7.3 7.8 3.7 9.5 10.5 6.1 8.7 12.2 3.8

Sickness 0.1 0.1 0.4 1.0 1.3 1.3 1.9 1.8 1.1 1.1 0.8 0.6

Family Allowances 0.4 0.7 0.6 1.6 1.3 4.2 2.3 2.1 0.2 0.3 1.1 2.4

Unemployment Compensation 0.1 0.8 0.9 0.5 2.2 0.0 0.8 1.2'* 1.1 0.8 0.9 0.4

Other 0.8 0.9 1.6 4.6 7.1 2.0 1.6 2.3 3.0 4.4 4.0 2.9

THE MIXED ECONOMY

ECONOMIC SERVICES 3.5 3.7 3.1 4.7 4.0 1.9 4.3 5.3

Capital Transactions 2.0 1.7 1.3 1.3 2.2 1.5 2.3 2.2

Subsidies 0.7 0.8 1.3 0.8 1.7 1.7 1.5 1.7

Other 0.8 1.2 0.8 0.8 0.5 1.3

PUBLIC DEBT INTEREST 2.2 3.3 1.3 1.3 1.3 1.5 0.8 1.1 1.9 2.2

Memorandum:

NET BORROWING -1.7 0.2 1.3 2.2 0.6 -4.4 -1.2 3.5 2.2

Note: Figures in brackets indicate Secretariat estimates.

1. Current expenditures on goods and services, transfer payments and capital expenditure. The latter are not available for Denmark or the United
2. In 1 954 "Other" is included under "Economic Services". 3. Merit goods (excluding education) and Economic Services included in Other Gene

maintenance items, old age pensions have

generally grown fastest while, among merit
goods, health care and education were the

most dynamic components . The Nether¬
lands and some Scandinavian countries

spent the most on income maintenance at

the end of the Seventies - close to 20 per

cent of GNP compared to less than

10 per cent in the U.S., Japan and Aus¬
tralia.

Mixed economy expenditures

The interface between the goverment

and the private sector includes government

subsidies to firms, payment of interest on

public debt, investment in infrastructure,

and other economic services. Of these only

interest payments have risen relative to

GNP/GDP as the result of higher budget

deficits and higher interest rates. (Recent
figures indicate that France has the lowest

ratio of interest payments to GNP -1.5 per

cent and Italy the highest 6.2 per
cent.)

Table 2 shows the countries that diverge

the most from the OECD average on the
various items.

Off-budget activities1

Although statistical evidence is rather

sketchy, it would seem that some types of

off-budget activities have grown over the

post-war period as the modern welfare

state has emerged. It may also be that, if a

given objective can be achieved either by

direct expenditure or by off-budget activi¬

ties, executive government will prefer the
less visible method.

Public enterprises

One area of government activity that is

difficult to compare from country to

country is the size and impact of public

enterprises, since definitions differ from

country to country. In some, for example,

50 per cent ownership is sufficient to

define a public enterprise, whereas in
France even total ownership does not

suffice: enterprises must also be controlled

by the government. The figures in Table 3
show the relative importance of public

enterprises as defined by each country. If
one compares the share of such firms in

total employment again using country

definitions - Austria has by far the biggest

portion (12.4 per cent) followed by the

United Kingdom and Sweden (roughly
8 per cent). The proportion is lowest in the

U.S. In Italy and Sweden, there was some

tendency for employment in public enter¬

prises to hold up better than in private firms

during the recession of the mid-Seventies.

Public firms seem to have a larger share of

fixed investment than of employment: here
too Austria is in the lead.

Public firms do not appear to have
increased their share of value added over

the last 20 years except for France, with its
recent nationalisations.

Government lending and loan guaran¬
tees

This is another area of public-sector
involvement which is difficult to document.

When governments spent public funds

solely on their own operations, the deficit

or surplus was an accurate measure of their

participation in the credit markets. But

today, governments borrow money which
they lend back to the private sector and this

is often "off budget". The key question in
analysing the economic effects of such
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ENT EXPENDITURE BY FUNCTION

1954 latest available year

Italy Japan Netherlands United Kingdom United States

973 1980 1954 1973 1980 1954 1973 1980 1954 1973 1979' 1954 1973 1978'

7.7 45.5 23.2 22.1 33.0 31.4 (49.0) 60.3 34.0 40.7 41.7 26.9 31.1 32.7

6.2 6.3 5.7 3.6 4.2 10.3 10.3 14.1 9.3 8.5 15.7 9.0 8.3

2.1 1.9 2.1 0.8 0.9 6.0 2.9 3.2 8.5 4.7 4.7 11.3 5.6 4.6

2.1 4.4 3.6 2.8 3.3 4.3 18.03 (7.1) 5.6 4.6 3.8 4.4 3.4 3.7

0.6 12.8 (2.9) 9.2 12.5 8.5 3 (19.7) 8.5 13.9 13.9 3.8 8.4 8.9

5.1 5.5 1.9 4.0 5.0 4.2 7.0 (8.3) 3.9 5.8 5.4 3.0 5.6 5.6

4.3 5.9 1.0 3.1 4.7 1.1 3 7.1 2.9 4.1 4.7 0.8 2.1 2.5

-0.8 1.1 0.0 1.8 2.4 3.2 3 1.7 3.5 3.3 0.0 0.4 0.4

0.4 0.3 0.3 0.4 2 3 2 0.5 0.5 2 0.3 0.4

3.4 15.4 2.9 3.5 7.3 6.4 17.6 (21.1) 6.4 9.3 11.7 4.1 8.5 9.8

8.4 11.9 1.0 1.7 4.7 2.6 8.1 9.8 3.2 5.7 6.6 2.5 6.1 6.7

0.6 0.7 (0.0) 0.2 0.3 0.7 4.0 7.0 0.7 0.5 0.4 0.1 0.1 0.1

1.2 1.0 0.0 1.1 1.6 1.6 1.9 2.3 0.6 0.5 1.4 0.2 0.5 0.5

0.3 0.3 0.0 0.3 0.4 0.3 0.4 0.6 0.1 0.4 0.7 0.6 0.3 0.4

2.9 1.5 (1.9) 0.2 0.3 1.2 3.2 1.7 1.8 2.2 2.6 0.7 1.5 2.1

5.0 4.8 11.1 4.9 5.8 3.4 3 (4.5) 1.1 4.5 3.0 1.8 3.0 3.0

1.9 3.2 3.8 2.2 1.2 0.9 0.7

1.6 1.2 1.3 1.4 1.0 0.3 0.3

1.5 0.5 0.7 0.9 0.8 1.8 2.0

2.5 6.2 0.6 0.9 3.2 2.8 3.5 4.7 3.9 3.7 4.6 1.5 2.2 2.7

7.0 7.8 -0.8 -0.7 3.9 -1.7 -1.1 4.0 1.0 3.5 3.2 1.9 -1.0 0.5

2. FUNCTIONAL EXPENDITURE

DEVIATIONS

FROM AVERAGE EXPERIENCE1

States after 1978, and after 1979 for France or the United Kingdom.

ral Government. Source: OECD National Accounts supplemented by other sources.

activity is whether the borrower acquires
more credit than he would have gotten on

private capital markets. But assessing the
credit status of borrowers in this context is

clearly not feasible. Norway, Italy and

Sweden seem to engage in this type of
activity more than other countries, and the

range is wide from more than 5 per cent

of GNP in Norway to a small minus figure in
Germany in 1 979.

Tax expenditure

This is a term that was introduced in the

United States a decade ago to describe

revenue foregone by governments because

of special tax provisions, and it has since

gained currency elsewhere. It can take the

form of exclusions from taxable income,

special tax rates, credits against tax liabil¬

ities, deductions, deferral of tax payments.

The conceptual problems involved in

including tax expenditures in any measure
of government size are substantial, but a

growing number of countries are trying to
do so, and figures are available for Canada,
France, Germany, the United Kingdom and
the United States.

Administrative and political control over

tax expenditures are weaker than for most

other types of spending, and the amounts
involved are difficult to estimate. Such

expenditures reduce the steepness of pro¬

gressive income taxation so that, although
the system apparently remains highly pro¬
gressive, effective rates are much less

so.

Government regulation

This is the type of public sector activity
most difficult to quantify. Regulation can
be an effective substitute for direct govern¬
ment expenditure and may achieve the

same objectives, possibly with less overall

cost. However, precise data are lacking:
private estimates for the United States, the

only country for which figures are available,

suggest a rapid increase in the cost of

certain types of regulation since the late
1960s.

The role of government in employment,
investment and income

Jobs in government rose steadily as a
share of total employment between 1 960

Large Share Small Share

Defence

United

Kingdom
United

States

Japan

Education
Belgium
Denmark

Netherlands

Germany
Italy

Japan

Health Germany
United

States

Income

Maintenance

Belgium
Netherlands

Finland

Japan

Economic

Services
Ireland

United

States

General

Administration

Belgium
Ireland

United

Kingdom

France

Japan

7. Only relatively large deviations from the
overall average are included.

3. THE ROLE

OF PUBLIC ENTERPRISES

IN...

per cent

...Employ ...Gross

ment Fixed

1975- Investment

79/80 1975-79

Australia 19.9

Austria 12.4 20.4

Belgium 5.2 15.3

Canada 4.5 16.1

Denmark 3.31

Finland

France 4.4 11.3

Germany 7.9 12.7

Greece 3.52

Ireland 5.7 13.2

Italy 6.4 17.0

Japan 12.1

Luxembourg 3.6

Netherlands 3.8 14.0

New Zealand 5.51

Norway 4.4 19.7

Portugal
Spain 3.1

Sweden 8.02 17.1

United Kingdom 8.2 19.1

United States 1.6 4.9

7. 1975-78 2. 1975-77



and 1980 -from 11 per cent to 1 7 per

cent on average. (See Table 4). Only in the
United States and Canada was it lower in

1980 than a decade earlier. Again the

range was broad from less than 7 per

cent in Japan to'more than 30 per cent in

Sweden. On the other hand, government's

share of gross investment fell, the decline

being particularly marked in English-

speaking OECD countries and Greece. Var¬
iation of investment shares between coun¬

tries is smaller than for employment

shares, ranging from 9 per cent in Spain to

24 per cent in Greece in 1 980.

On average, twenty-eight per cent of the

income received by households now comes

from the government, 8 per cent more than
in 1 960. The increase is due both to the rise

in government employment and to

mounting transfer payments. The lowest

share (1 1 per cent) is to be found in

Switzerland, the highest (44 per cent) in
Sweden. Government deductions from

income have risen even more than contri¬

butions to it, mainly because of the rapid

increase in social security payments. Here

the share ranges from 1 5 per cent in Japan

to 41 per cent in Sweden.

Why Has it Happened?

A wide range of tentative explanations of

the increase have been put forth:

The theories

' Wagner's law

One of the first analysts to note the

rising role of public expenditure was Adolph

Wagner, who asserted in 1 883 that it was

a normal aspect of social progress in

advanced Western countries. He sug¬

gested that the causes were economic

growth, urbanism, "pressure for social

progress" (as in public education) and the
nature of technical change (which he
thought biased towards large-scale opera¬
tions and hence to favour state rather than

private control of services like railways). In
fact, the Nineteenth Century experience of

what, at that time, was government expan¬

sion was one of very mild growth, with the

expansion concentrated on modest in¬
creases in the one item which then consti¬

tuted a significant merit good public edu¬
cation and the modest venture into social

insurance which Bismarck pioneered.

Peacock's Ratchet

Peacock and Wiseman, in the course of a

study of long-term trends in United-

Kingdom government activity3 advanced
the tentative conclusion that: "Government

expenditures are perhaps more likely than

not to increase in real terms as a country

develops economically. Also, it is quite

possible that the rise of expenditure will be
at least as fast as the secular rate of

4. GENERAL GOVERNMENT SHARE IN...

per cent

...EMPLOYMENT
...GROSS FIXED

INVESTMENT

1960 1970 19801 1960 1970 19801

Australia 22.9 25.4 15.7 15.7 14.0

Austria 10.5 13.7 18.2 18.0 16.9

Belgium 12.2 13.9 18.0

Canada 15.5 18.8 17.8 17.5 11.8

Denmark 16.8 28.1

Finland 7.8 11.8 18.2 16.6 13.8 14.2

France 13.4 15.5 14.1 16.4 13.4

Germany 8.0 11.2 14.9 12.8 17.0 15.9

Greece 4.2 32.4 29.7 24.4

Ireland 11.2 14.3

Italy 9.0 11.8 15.1 15.0 15.9

Japan 5.8 6.6 12.6 19.6

Luxembourg 9.7 10.8

Netherlands 11.7 12.1 14.9 16.8 18.6 14.8

New Zealand 17.4 17.7 19.0

Norway 12.7 16.4 21.7 16.9 16.2

Portugal 3.9 6.8 8.2 14.4 13.5 16.0

Spain 7.1 12.6 11.1 9.2

Sweden 12.8 20.6 30.7 19.5 29.0 21.5

Switzerland 6.3 7.9 10.2

United Kingdom 14.9 18.0 21.7 20.1 26.1 14.0

United States 15.7 18.1 16.7 15.2 14.1 9.4

Average 11.0 13.2 17.1 17.8 17.8 15.5

7. or latest year available.
Source: OECD National Accounts and national authorities.

increase of national product. But there is

nothing inevitable about this."

The two authors pointed out that the

role of the state depends on the public view

of the "tolerable" tax burden. Though

normally this changes gradually with eco¬

nomic growth, it might also be subject to

ratchet effects, for example, in wartime

when much higher levels of taxation pre¬

vail. In fact, there was a big jump in

expenditure and tax levels in the First and

Second World Wars, and, although the

rate of expenditure and taxation dropped

sharply again in peace time, they did not

revert to previous levels.

From the perspective of the 1 950s,

Peacock's ratchet seemed plausible but in

the 1 960s and 1 970s, government expen¬

diture grew more rapidly even though there

were no world wars. Other explanations
are therefore needed.

Fiscal dividend

As income tax systems have become

more progressive, the argument goes, fast

economic growth and inflation have pro¬
vided an automatic windfall for the state's

coffers, allowing programmes to be

expanded without new tax measures.

However, this argument does not apply to

social security levies or indirect taxes on

which rates (or ceilings) have been raised

during the Seventies.

Decision-making bias

Some have argued that the decision¬

making process in Western democracies is
biased in favour of expansion. Conflicts

among government agencies can most

easily be resolved by increasing the budget

and allocating the additions rather than by

reallocating an unchanged pie.

There is moreover a tendency for interest

groups and their specialist bureaucracies
(Agriculture Ministry for farmers, Labour
Ministry for trade unions, etc.) to push
programmes in their own areas of concern,

regardless of opportunity costs or the
long-term economic benefit to the commu¬
nity.

And this effect may be reinforced by

lobbying on the part of interest groups for
or against a given activity. John Commons
has called the process an "occupational

parliament of the people, more representa¬
tive than territorial divisions" and has

suggested that a healthy balance results. It
is striking that in the United States where

lobbying is more overt and organised than
elsewhere, public spending is lower than in

Europe, perhaps because the system of
checks and balances in the U.S. makes it

3. A.T. Peacock and J. Wiseman: The

Growth of Public Expenditure in the United

Kingdom, 7967.
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more difficult to change government
expenditure.

If decisions involving the growth of
expenditure are based on unduly optimistic

forecasts for the growth of the private
sector, as may have been the case in the

recent past, estimates of revenue will also

be too high, and the resulting share of
public expenditure in GNP will be higher
than foreseen and associated with

mounting deficits.

Recession-induced rise in government
spending shares

Part of the increase in government
spending as a share of GDP since 1 973 is

doubtless due to the weak cyclical perfor¬
mance of OECD economies. On the one

hand, rising unemployment has necessi¬

tated increased expenditure on unemploy¬
ment compensation and welfare, thus
increasing the numerator of the ratio,
while, on the other hand, GDP has

increased less than anticipated. Similarly,
cyclically depressed output levels imply a
reduced tax base, entailing revenue losses

which have reinforced the tendency
towards public-sector deficits.

Labour costs

The provision of public and most merit

goods is highly labour intensive, and the

possibility of raising productivity in these

activities so as to check the rise in wage
costs seems to have been limited, at least

until the advent of the computerised
office.

Testing the hypotheses

OECD's Economics Department has

tested some of these hypotheses, in partic¬

ular Wagner's law, statistically. To see
whether rising per capita income necessi¬

tates an expansion of the public sector, two

variables were correlated for a sample of
OECD countries, but the correlation is

weak: only 1 0 per cent of the inter-country
difference in government expenditure

ratios can be explained by differences in

per-capita income.

Nor does urbanisation as an explanatory
factor stand up to statistical testing. The
share of the aged in the population on the

other hand proves to be more relevant, as

one would expect considering that they
have benefitted from increased expendi¬
tures on transfers and health.

The overall evidence nevertheless sug¬
gests that the size of the public sector is

predominantly determined not by eco¬
nomic or even demographic circumstances

but by political or other mechanisms which

are difficult to quantify. Intercountry varia¬

tions seem to have very complex roots in

history, politics, national psychology, reli¬

gion and ethnic homogeneity.

One might conclude that neither eco¬

nomic nor technological factors would

prevent a relative or even an absolute

contraction in the public sector. Or, put
another way, the question of whether or
not there is likely to be retrenchment

cannot be answered by economic analysis
alone. Such analysis can, however, make a

useful contribution to deciding whether
such retrenchment is desirable once the

public sector objectives concerning effi¬
ciency and equity have been clearly
defined, and OECD is now examining this
question.

Country Problems and

Strategies: Finland,
the Netherlands,
the United Kingdom

time). Since then, though, inflation has not
come down as fast as in other countries; by
December 1 982, the rate stood at 9.0 per
cent, against an overall average of 6.5 per
cent for the OECD.

The external account has been a source

of stability and strength for the Finnish
economy. Despite the weakness of OECD

markets, merchandise exports increased
by 3 per cent in 1 981 , when the volume of

merchandise imports fell 6 per cent. At the
same time, the current account deficit was

cut from $1.4 billion to only $0.3 billion
but in 1 982 it widened to an estimated

$0.9 billion.

Policies That Work

The Finnish authorities' economic poli¬
cies are credited with the dual success of

preventing any major imbalances from

building up in the economy and with
creating a propitious climate for Finland's

vigorous manufacturing industry to flourish
over the past decade. After the first oil

shock, the government pursued expan¬
sionary policies, designed to support eco¬
nomic activity. The result was a marked

deterioration in external competitiveness,
profitability and the current external bal¬

ance, however, and policies were shifted to

a more restrictive stance early in 1975.

Then in 1977, a medium-term policy
programme was introduced to counteract

the rapid rise in unemployment, which had

reached record levels. The strategy sought
to place the economy on a more durable

course, instead of being subject to short-

term policy responses to cyclical develop¬
ments. The aim was to engineer a shift of
resources to the "exposed" sectors of the

economy, so as to enhance its competitive
base. -

The Finnish economy has proved to be
exceptionally resilient in the face of

the worldwide recession. It enjoyed a
substantial boom in 1979 and 1980, at a

time when other countries were beginning
to suffer a slowdown in activity as a result
of the second oil shock. And although
activity has since weakened markedly in
Finland in response to the unfavourable

international situation, the economy has
nevertheless maintained a positive growth
rate. Moreover, the public sector has been

kept in check and, until 1982, in surplus.
The external current account is in approxi¬
mative balance, and unemployment has
been kept below the OECD average. Infla¬
tion remains a persistent problem, but

although it is running at higher levels than

in many other OECD countries, it is by no
means out of control.

Finland recorded real GDP growth rates

of 7.4 and 6.0 per cent respectively in
1979 and 1980, well ahead of any other
OECD country, but in 1 981 the rate slack¬

ened sharply to only 1 Vi per cent. For

1982, GDP is estimated to have grown
about 1 per cent, but that is thought to
have been the trough of Finland's down¬

turn, and growth in 1 983 is expected to

recover slightly.

Unemployment started rising from
around mid 1981, and by late 1982 was
around the 6V4 per cent mark. Inflation

peaked at 13.8 per cent in Decem¬

ber 1 980, and thereafter the year-on-year
rate of price increases fell steadily, drop¬
ping to 9.9 per cent by the end of 1981

(equivalent to the OECD average at the
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The strategy has had both successes

and failures. Although it failed to meet its

medium-term targets for GDP growth,

unemployment and inflation, this was in

large measure due to the fact that the
international environment turned out to be

far less favourable than assumed. On the

other hand, the targets set for the current

account, foreign debt and the gross tax

burden were met comfortably.

While the Finnish authorities have on

occasion devalued the currency to maintain

competitiveness the last instance being
in October 1 982 when the Markka was

devalued by 91/2 per cent in two stages -

the relative responsiveness of supply in

Finland may be less due to exchange-rate

adjustments than to the policies pursued
since the mid-1970s to counter the

unemployment problem. A large degree of

slack was allowed to develop in the labour

market, with unemployment reaching

7.5 per cent in 1978, thus freeing
resources for competing industries to draw
on when external demand and investment

recovered in 1 979.

The relative size of the public sector has

actually declined in recent years, rather

than experiencing the rapid expansion that
has characterised many other European

countries (see page 7). In terms of the ratio

between general government expenditure
and GDP, the public sector had shrunk to

38.2 per cent in 1 980, as against 65.7 per
cent in Sweden and below the OECD

average. The total tax burden has been
significantly reduced in recent years; tax
concessions have been granted in conjunc¬

tion with incomes policy agreements, while

both employers and employees have had
their social insurance contributions cut.

Finnish industry has undergone some

significant structural changes. The tradi¬
tional forest-based industries (wood, furni¬

ture, pulp and paper) have suffered a
decline in their share of industrial output,

falling from 24.2 per cent in 1960 to
23 per cent in 1973, followed by a more

rapid decline to 20.7 per cent by 1981.
The metal products and machinery sector

increased its share by 4.6 percentage

points over the period, however, and the
share of the chemical industry expanded by

4.9 points.

Although its absolute level remains

below the OECD average, productivity in

the period since the first oil shock, has

increased more rapidly in Finland than in

those countries which are its principal

export markets. Output growth has been

particularly rapid in the metal products,

machinery and equipment industries,
where productivity growth has been high

and accelerating. Labour productivity has

been increasing most rapidly in those sec¬

tors where the pace of capital deepening

has been maintained if not improved. As a

whole, though, the growth in capital inten¬
sity as measured by the capital/output

The share of traditional forest-based products in industrial output is falling,

products and machinery is on the rise.

while that of metal

Growth of

Manufacturing

The manufacturing sector has both ben¬

efited from the medium-term policy stance

of the government and played an important

role in the relatively strong performance of

the Finnish economy in recent years. Tra¬

ditional industries such as steel, ship¬

building and textiles have been greatly

transformed, with the emphasis on special¬

isation, and they have not experienced

such severe problems as these same sec¬

tors in other countries. Altogether, manu¬

facturing volume increased by an average

of 5.6 per cent over the 20 years from

1960 to 1980, compared to an OECD

average of 4.8 per cent. Moreover, since

Finland's average rate of GDP growth over

the period was just over 4 per cent a year,

manufacturing has clearly increased its

share of total output. In most OECD coun¬

tries, manufacturing industry has recorded

a steady relative decline over these two
decades.
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ratio has slowed down, notably in certain
highly capital intensive industries such as

pulp and paper and oil and chemicals.

Finnish manufacturing industry has suc¬
ceeded in holding up the share of profit in
value added relatively well compared with

the pre-1973 period. Profitability, meas¬
ured as the gross return on capital, has
remained unchanged at 15.7 per cent on

average. Finland still ranks among the
lower-cost producers in the OECD area.

The buoyancy of manufacturing industry
is also evident in the contribution it has

made to strengthening the current external
balance. Its share of total OECD merchan¬

dise exports rose from 55.3 per cent in

1 964 to 74.8 per cent in 1 981 , turning a
$0.3 billion manufacturing trade deficit
into a $2.3 billion surplus. This success has
been largely due to an expansion in trade

with the Soviet Union, with which Finland

recorded a $2.7 billion surplus in 1981,
compared with a $1.1 billion deficit on
trade with the OECD. Finland is the second

largest OECD exporter to the Soviet Union

after West Germany, and the Soviet Union

now accounts for about 28 per cent of

Finnish manufacturing exports. Future

prospects in this market are uncertain,

though; not only is Finnish industry now
highly dependent on this one market, but

the Soviet Union's capacity to expand its

imports from Finland will in turn depend

among other things on the future of oil

prices, on its own exports of hydrocarbons

and other goods, and on the competitivity
of Finnish products.

Emphasis on Productivity

The government has adopted a more

expansionary fiscal stance in the past year.
With an overall government surplus that
tripled to Mk. 2. 7 billion (1.4 per cent of
GDP) in 1981, the 1982 budget gave a
boost to activity and employment,
although it was still faced with the problem
of containing inflationary pressures at the

same time. In the event, selective employ¬

ment measures were stepped up to create

84,000 new jobs, employer social security

contribution rates were reduced slightly,
and a series of other measures were taken

which were estimated to cost the Exche¬

quer altogether some Mk.1 .1 billion (Vi per
cent of GDP).

Further discretionary action was taken in

February 1 982 when another package of

measures was introduced for implementa¬

tion from the beginning of May. These

included further reductions in employers'

and employees' social security contribu¬

tions as well as in withholding rates of

personal income tax. The total package

was estimated to boost GDP by a full 1 per

cent over 1 982 and 1 983. As a result, the

central government budget was expected
to move from a surplus of Mk.1 .8 billion in
1981 to a deficit of Mk.0.7 billion in
1982.

In October 1 982, yet another package of
measures was introduced immediately
after the 91/2 per cent devaluation,
including a price freeze to limit the infla¬

tionary impact of the devaluation, fiscal
concessions to further enhance industrial

competitiveness and profitability and an
increase in the turnover tax rate and other

charges to cover the cost of the fiscal

concessions.

Maintaining competitiveness remains a

perennial problem, which will require mod¬
erate wage increases, among other things.
In addition, though, more emphasis may
need to be placed on raising productivity,
the other key factor determining competi¬
tiveness, which, despite the favourable

trend in recent years, is being compromised

by the deceleration in the capital deepening
process. It has proved difficult to stimulate

industrial investment through fiscal incen¬
tives and investment reserve fund

schemes. But the importance of ensuring a
sufficient rate of investment is underlined

by the projected relatively rapid growth of
the labour supply at a time when unem¬

ployment is again on the increase and
when, in common with other OECD coun¬

tries, the trade-off between unemployment
and capacity utilisation has deteriorated
significantly since the mid-1970s.

THE NETHERLANDS I
The Netherlands is in the throes of its

most severe post-war recession. It is

also faced with a set of long-term
economic problems, originating with the
discovery of North Sea gas and the "Dutch
disease" but which seem to have acquired
their own momentum. The related,
mutually reinforcing, imbalances have not

been eliminated by successive govern¬
ments.

The Dutch economy has gone from
relatively low unemployment in OECD
terms to being one of the high unemploy¬
ment Member countries. On the plus side,
though the Netherlands has one of the best
inflation records in the OECD and a com¬

paratively strong competitive position in
world markets. Despite a low activity rate
(employment as a proportion of the popu¬
lation of working age), the Netherlands has
a high GDP per capita; it is one of the

richest countries in the OECD. Productivity,
real wages (and also costs) are high, and
the social security system is one of the

most developed and most generous. There
are also basic strengths that should facili

tate a return to the economic vitality of
earlier periods, such as a skilled and well-

educated labour force, a long tradition of
high technological and entrepreneurial
standards, good standing in international

product and financial markets and energy
self-sufficiency.

Diagnosing the
Disease

A simple description of the Dutch dis¬

ease would start with the discovery of
natural gas, at first in modest quantities but
towards the end of the 1950s in vast

amounts. By the late 1960s, the Nether¬

lands was producing half its energy requi¬
rements and in the mid-1970s it became

self-sufficient. Gas development led to an

improvement in the balance of payments
early on, but later its main effect was to

stimulate upward pressure on the ex¬

change rate. The availability of natural gas

encouraged a more energy-intensive pat¬
tern of production, but at the same time it

raised aggregate productivity, and this fed

through the centralised system of pay
determination to increase earnings in all
sectors. Traditional and, particularly,
labour-intensive industries thus suffered

from a higher exchange rate and also had to

accommodate more rapid wage rises than

were justified by their own productivity
performance. The competitivity and profi¬

tability of manufacturing industry were
undermined, and this reduced its labour

requirements. The shortfall in private-

sector job creation was met both by
increased direct employment in the public

sector and by improved disability and

unemployment benefits, financed by the
surge in government receipts arising from

gas production. The net effect, therefore,

was that gas revenues flowed into public

and private consumption.

While this description might give the
flavour of the initial problems posed by gas
production, the secondary effects pro¬
duced structural problems which are now

serious in their own right. These include the
sluggish response of labour markets and

the industrial structure to a changing envi¬
ronment, a general fall in economic expec¬

tations as a result of persistently low
growth, outdated capital equipment and

lower profits in the non-gas sector, and

social policies that seemed humane and

viable in a more buoyant economic environ¬

ment but which are now putting increasing
pressure on public-sector finances. The

problems were not all inevitable results of

gas development, and have been affected

by accompanying economic policies. But

this does not mean they could readily be
reversed by policy changes now; the
resulting rigidities have had several

decades to become engrained in the sys¬
tem. -
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Hence, the direct and secondary effects

of natural gas development included

reduced employment opportunities in the

enterprise sector. There was little compen¬

satory job creation to make up for the

decline in the industrial labour force, which

was already falling at an annual rate of

2.5 per cent before the more recent gener¬

alised deceleration in total private sector

employment. Rotterdam's emergence as

Europe's main oil port also stimulated

energy related activity, encouraging

(largely capital-intensive) downstream ac¬
tivities like oil refining and petrochemicals,

representing a shift in capital resources

away from traditional manufacturing indus¬
try. The composition of exports reflected

this shift towards more capital and

energy-intensive sectors, and since these

markets were expanding rapidly up until

1 974, Dutch exports grew considerably

faster than world trade as a whole up to

then. Since then, however, the opposite

has been the case, and the marked decel¬

eration in exports in the second half of the

1 970s had a marked impact on the level of

activity and employment.

Natural gas now accounts for about
7.5 per cent of national income, 8 per cent

of merchandise export values, 1 3 per cent

of general government revenue and
between 40 and 65 per cent of the econ¬

omy's operating surplus. The total energy

balance is in approximate equilibrium,

though production peaked in the second
half of the 1 970s, before it was limited by

the policy of conservation. New discoveries
have about kept pace with production, so

that the level of reserves has hardly

changed in the past decade. But overall

self-sufficiency in energy has not protected
the private sector from suffering real

income losses in times of rising energy

prices. The Government has been the main

beneficiary of these energy price increases,
but it has been faced with a number of

competing claims for funds which might
otherwise have been used to offset the

terms-of-trade loss in industry.

The Dutch authorities' success in

keeping down inflation has been largely

due to the strong exchange-rate policy,

which has been the principal factor in

moderating price and wage increases. The

guilder appreciated by 12.5 per cent
between 1 970 and 1 974, but over the next

five years its real rate of exchange

remained stable. Policy has been focussed

on maintaining parity with the Deutsche-

mark, so the strong appreciation of the

dollar since 1979 has brought a fall of

1 7 per cent in the real exchange rate of the

guilder, bringing it back to the level of the

late 1 960s. Nominal pay increases aver¬

aged only 6.5 per cent a year in the

1 977-1 981 period, compared to 1 3.5 per

cent between 1972 and 1976, but this

restraint has not been enough to prevent an

erosion of profit margins as a result of rising
energy costs. Moreover, with private-

sector employment falling, continuing
redistribution towards the worse-off re¬

duced the income differential between

activity and inactivity and increased the

public sector deficit.

The combination of weak labour demand

and rapidly increasing labour supply

(1.5 per cent a year) pushed unemploy¬
ment up to 1 2 per cent by the end of 1 982,

and even if the economy stabilised, the

jobless rate would still continue to rise by

two percentage points a year. That pros¬

pect leaves little room for bringing down

the public sector deficit: between 1978

and 1 981 the number of people dependent

on income from public sources rose by

some 3 per cent a year and the overall

share of public expenditure in GDP has

regularly been increasing by more than two

percentage points a year for a relatively
long time. The general government budget

now exceeds 60 per cent of GDP (see page

7), with public revenue amounting to about

53 per cent of GDP. The general govern¬

ment borrowing requirement thus reached

an estimated 91/2 per cent of net national

income in 1982, up from 7.2 per cent in
1 9801 and the national authorities have

suggested that only half this increase can

be considered cyclical. The implications of

a "structural deficit" acting as a millstone

on the economy has caused widespread
concern in the Netherlands.

Wage Rates Static

The vicious circle of sluggish demand

and output growth, squeezed profit mar

gins, and a falling investment rate has left

the Netherlands with a shortage of eco¬

nomically efficient productive capacity. It is

generally agreed that a sustained recovery

in aggregate activity could only be brought

about through substantially higher rates of

capital accumulation, thus increasing the

potential rate of output growth.

A policy shift towards stimulating the

non-energy private sector took place under

a Labour government in 1 976. The chosen

means was wage restraint, with a view to

increasing the share of profits in aggregate

income. This strategy was incorporated in

a new medium-term plan. Bestek '81,

introduced by the Christian Democrat/Li¬
beral coalition in 1978, which aimed at

stabilising the share of government rev¬

enue in national income and reducing the

public sector deficit. While moderation in

pay settlements was secured between

1976 and 1979, when there was an

average annual contractual increase of

1 per cent in real terms, deteriorating
economic conditions induced the authori¬

ties to take tougher measures. Statutory
controls were introduced in 1 980 and

1981, resulting in a 3 per cent fall in real

wage rates, while wage rates stabilised in

1982 when full price indexation was rein¬

troduced for the average wage earner. Over
the 1 976-1 982 period as a whole, there¬

fore, real wage rates showed no change at
all.

In the end, however, government efforts

to restore profitability and output growth,

primarily through wage restraint, were

7. In relation to GNP, the borrowing require¬
ment amounted to 8 per cent in 1 982 and 6 per
cent in 1980.

The discovery of natural gas in the late Fifties raised wages economy-wide and undermined the
ability of industry to compete. This is one factor in the ongoing "Dutch disease".
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defeated by the strength of the exchange
rate, and the weakness of domestic

demand and productivity. These negative

offsets to the restoration of profitability
were partly the result of world recession

and partly the result of the policy instru¬

ment chosen. The objective of achieving a

simultaneous reduction in government
spending as a proportion of GDP was not

attained either. Revenue from gas produc¬

tion rose in proportion to energy price
increases but not enough to offset revenue

losses and expenditure claims arising from

the associated drop in non-energy activity.
Since 1979, there has been an increase in

the general government deficit to almost

10 per cent of national income.

Economic forecasts have proven re¬

peatedly over-optimistic in recent years,

with the oft-predicted upturn refusing to
manifest itself. Activity declined in 1981

and again in 1 982, prompting government
to introduce successive budget "cuts" to

try to bring policies into line with develop¬
ments. Adverse economic trends more

than offset the initial discretionary impact,
but as expenditure plans tightened, the

realisation of these plans became more

difficult, and over-spending occurred. Even

more important shortfalls intervened on the

revenue side, reflecting unexpectedly high

unemployment and low profits.

After two successive years of negative

growth, unemployment had risen from

5.5 per cent at the beginning of 1980 to

13.25 per cent by the fourth quarter of

1 982. If hidden unemployment is included,

the Netherlands has the highest unemploy¬
ment rate in the OECD (estimated at some

20 per cent). Living standards have fallen

by about 6.5 per cent over the past three

years. In the 1 980-1 982 period, business

fixed investment was also the poorest in

the OECD area a drop of almost 25 per
cent between 1979 and 1982. But while

weak demand depressed domestic activity,
it also resulted in a fall in the volume of

imports, resulting in a swing in the balance

of payments from a deficit equivalent to

1 .5 per cent of GDP in 1 980 to a surplus

estimated at 4 per cent of GDP in 1982.

Inflation fell from 7 per cent in 1 980 (yearly

average) to 6.5 per cent in 1981 and
1982, and it is forecast to fall to only

4.5 per cent in 1983.

While the authorities' lack of success in

achieving their main policy targets can

partly be ascribed to the worldwide reces¬

sion, domestic factors are also partly to

blame. Incomes policy has been effective in

limiting wage increases and in curbing

inflation, but at the same time it has

depressed demand, resulting in declines in

output, productivity and employment and a

compensatory increase in the govern¬
ment's share of GDP and in its financial

deficit. Weakening activity has thus been a

principal factor in defeating government
economic policy.

There is a clear need to promote more

rapid structural adjustment in the Nether¬

lands. Greater labour market flexibility
seems to be an essential prerequsite to

industrial recovery, implying a need for

greater differentiation between pay for
various forms of work and more generally
for a greater gap between pay for activity
and pay for inactivity. More determined
action to reduce certain social benefits

appears vital, and the resulting fall in the
growth of public expenditure and the public
deficit would contribute to lower interest

rates and encourage a structural recovery

of private investment. This would also give
scope for steps to improve the financial

position of the corporate sector, such as

lowering social security contributions and

profit tax and improving investment incen¬
tives.

These measures should be seen as a

necessary prelude to a sustainable

recovery of activity. Structural adjustment

should aim at bringing about a better

distribution of national income, including

better use of the proceeds of natural gas

production to revitalise the non-energy

enterprise sector, at increasing profits and

stimulating investment. At the same time,

structural policy should include the inter¬

mediate objective of reducing the share of

the public sector and the budget deficit in

GDP. The problem remains, though, of
choosing policies that correspond with this

mid-term objective whose impact is neither
to further increase the deficit nor further

depress the level of economic activity.

HE UNITED KINGDOM

Since 1979 the Government has

given the highest priority to reducing

inflation so as to provide the basis
for the achievement of sustained non-

inflationary growth over the medium term.

The objectives continue to be sought

through the pursuit of tight and steady

demand-management policies which are

non-accommodating to inflation as
described in the Medium Term Financial

Strategy and by steadily reducing the size

of the public sector borrowing requirement

(PSBR) to ensure ample resources for

private sector expansion. At the same time,

the Government has sought to strengthen

the supply side of the economy through

reducing the direct tax burden, privatisa¬
tion of nationalised industries and the

removal or reduction of institutional impe

diments to structural change. In the central
area this policy approach has succeeded; in

particular, the rate of inflation, influenced

by weak import prices and later by lower
pay settlements, has substantially fallen
from a peak rate of over 20 per cent in the

second half of 1 979 to less than 6 per cent
in the year to December 1 982, the lowest

rate for over eleven years. The PSBR has
been reduced relative to GDP and interest

rates have come down markedly. Also,
considerable progress has been made in

the privatisation of public sector industries

and deregulation through the removal of

exchange controls, price and pay controls,
hire purchase restrictions, and other meas¬

ures.

The fall in output and employment has
been severe and greater than initially envis¬
aged by the authorities. This reflects the

cost of adjustment to the Government's

anti-inflationary and supply-side approach
together with the effects of the world

recession. However, the downturn in

output and employment has been greater
than in most other Member countries.

While the onset of the world recession has

contributed to the sharp fall in manufac¬

turing production to a level some 1 6 per
cent below the 1979 peak and the rise in

unemployment from 5 per cent to 1 2 per
cent of the workforce between mid-1979

and end-1 982, domestic factors have been

more important. The most significant has

been the unprecedented loss of competi¬
tiveness stemming from the sharp rise in
earnings in 1 979 and 1 980 and the appre¬
ciation of sterling. International competi¬
tiveness measured in relative unit labour

costs deteriorated by some 55 per cent
between 1974-78 and 1 977-81 .Asso¬

ciated with this has been a sharp rise in real

labour costs at a time of weak output and a

marked squeeze on profits. Although there
has been substantial improvement over the

past eighteen months, the economy is still
about 25 per cent less competitive than in
the period up to 1 978. Under these circum¬

stances it is not surprising that the indus¬

trial base has contracted and unemploy¬
ment risen strongly.

Against the background of a relatively
weak world economy, the prospect over

the next eighteen months is on present
policies and exchange rates for a further
small fall in the rate of inflation. Lower

inflation and interest rates can be expected

to stimulate real demand through its
favourable effects on the volume of cash-

controlled public expenditure, private

sector real incomes and expenditure, and

private sector financial positions. But it is

uncertain how strong these influences will

be and whether they will be sufficient to

provide the basis for a strong recovery.

OECD Secretariat projections suggest that
the recovery in demand will be weak. In

particular, productive investment and
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Can British industry regain its competitive edge? Above: research at the City of London Polytechnic on new materials for a superchip.

exports - essential for sustaining growth -

are not expected to recover to any extent.

The projections also suggest that there will

be further losses of export market shares

accompanied by a deterioration of the

current external account (including North

Sea oil exports). On this basis, employment

is projected to keep falling, though at a

slower rate than in the recent period, and

unemployment is likely to continue to rise

up to mid-1 984, the period covered in the

projections.

The unsatisfactory outlook for the real

economy might suggest at first sight that a

considerable relaxation of policy would be

appropriate: fiscal policy has been tight for

a considerable period and though its stance
is now easier than it has been, it is still

exerting a dampening effect. It is unlikely,

however, that a marked recovery in output

could be achieved because of the large

leakage to imports at present levels of

competitiveness through a marked

easing of fiscal policy. While the growth of

unit labour costs has been substantially

reduced, the relative changes and pro¬

jected movements against partner coun¬

tries mean that improvements in competi¬

tiveness on account of slower wage rises

will be difficult to achieve. There is perhaps

more scope for further improvements in

productivity, bringing United Kingdom

average standards closer to those already
achieved in some other OECD countries.

Without better competitiveness, growth in

the manufacturing sector is likely to remain

depressed. It is sometimes suggested that

another possibility of achieving a better

competitive position is a lower exchange

rate. There are obvious problems in looking

for lasting improvement in competitiveness

from this source. Inflation may rise because

of higher import prices and their impact on

pay settlements. Moreover, the Govern¬

ment has declared that it is opposed to

such a course. Lower interest rates, even if

exchange rates did not further adjust,

would benefit competitiveness. While the
recent falls in nominal interest rates are to

be welcomed, real interest rates have

stayed relatively high. Lower real rates

would contribute to an improvement of the

financial position of the non-oil, non-finan¬
cial business sector and would be a neces¬

sary though not a sufficient condition

for the recovery of private productive
investment.

Even if any improvement in competitive¬
ness is limited, there would nevertheless

seem to be some scope for prudent relax¬

ation of fiscal policy. Should the authori¬

ties, after taking account of the implication

for interest rates, judge that a limited fiscal

easing is appropriate, the type of stimulus

is important. In view of the weak compet¬

itive position of the economy and the high

level of import penetration, a reduction in

personal income taxation would be unlikely

to have worthwhile employment effects;

the response of productive investment to

increased consumers' expenditure is likely

to be limited; and it would exacerbate the

projected deterioration in the current

external account. On the other hand, meas¬

ures to reduce the personal taxation burden

could be beneficial to incentives, particu¬

larly at the lower end, and to the climate for

pay bargaining. In conditions of large

imbalance between real wages and profits,

an alternative approach would be fiscal

measures to reduce industry's costs above

those already announced in the Autumn

Statement on 8th November, 1982. Com¬

pared with changes in personal income

taxes, lower costs would be advantageous

to profitability, improve the investment

climate and help limit the contraction of

capacity. The longer-term impact on

employment could be expected to be

larger. The outcome of both alternatives

would be enhanced by higher public invest¬

ment, and an increase in local-authority

capital spending was foreshadowed in the
Autumn Statement.

Improved competitiveness coupled with

prudent fiscal action would enable industry

to take better advantage of the potential

productivity gains which have developed
from the sizeable reductions in overman¬

ning, restrictive labour and business prac¬

tices and other market rigidities over the

last two years or so. Many of these

changes are likely to be permanent and

enable the economy to function more

efficiently once it recovers. But an impor¬

tant question which remains is the extent

to which the greater realism in private

sector pay settlements and the trend

towards plant-by-plant rather than central¬

ised bargaining will be maintained when
the labour market strengthens. The

improvement in pay determination prac¬

tices is encouraging and it is essential that

it continue. This may well be facilitated as

emphasised by OECD Ministers in

May 1 982 - by strengthening the dialogue

between the social partners. It would seem

desirable that any further discussions

between the social partners cover not only

pay but the wider issues of the institutional

rigidities in pay determination and the

overall working and performance of the

economy.
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Oil in 1982

OECD consumption of oil fell by 5.3 per
cent in 1 982, reflecting fuel switching and

energy saving as well as the low level of

economic activity and relatively mild

weather. But imports fell even more, by

14.4 per cent. (See table 1.) This fall in

imports reflects contrary movements - a

20 per cent increase in imports from the

OECD oil-producting nations1 (see table 2)
(mainly the United Kingdom, Canada and
Norway) and a fall in imports from OPEC,

also of 20 per cent. In addition there was a

OIL CONSUMPTION AND IMPORTS. 1981-82

million metric tons of oil equivalent (Mtoe)1

Consumption Net Imports2

1981 19823 1981 19823

Canada 82.65 68.22 8.034 -3.374

United States 733.35 698.94 260.90 200.69

Japan 226.66 218.03 224.27 198.65

Australia 30.64 29.96 9.66 11.42

New Zealand 3.99 4.24 3.36 3.39

Austria 11.04 10.20 9.84 8.68

Belgium 20.67 20.09 18.33 20.01

Denmark 11.45 10.47 10.05 8.51

Germany 116.62 111.28 107.98 102.10

Greece 10.99 11.18 11.11 9.56

Ireland 5.19 4.17 4.96 4.04

Italy 90.19 81.58 88.20 82.46

Luxembourg 1.04 1.03 1.03 1.02

Netherlands 27.01 23.38 22.69 21.05

Norway 8.62 8.30 -15.70 -15.63

Portugal 8.50 9.25 8.02 9.00

Spain 45.89 45.07 46.97 41.87

Sweden 22.16 19.36 20.71 18.53

Switzerland 11.85 11.06 11.75 10.97

Turkey 15.36 16.54 13.48 13.98

United Kingdom 74.28 76.71 -20.63 -31.63

IEA TOTAL 1,558.15 1.479.06 844.99 715.30

Finland 7 7.67 10.80 11.26 10.14

France 97.42 89.50 90.73 85.00

Iceland 0.62 0.55 0.62 0.55

OECD TOTAL 1,667.86 1.579.91 947.60 810.99

= exports

1. Mtoe per year can be approximately converted to mbd by dividing by 50.
2. Maritime bunkers are treated as exports in calculating net imports.
3. Data for 1982 include some preliminary estimates for December 1982 and are subject to
revision.

4. Since Canadian net imports are small in relation to total production, consumption and trade,
calculation of net imports is highly sensitive to the use of conversion factors for individual
products.

sharp rise in imports from some non-OPEC

non-OECD countries, notably Mexico. Oil
production in OECD rose 1.7 per cent to
cover 46 per cent of the area's consump¬
tion as against 43 per cent in 1 981 .

International Energy Agency (IEA) members
only.

2. GROSS IEA IMPORTS OF CRUDE OIL

BY ORIGIN

Million metric tons

Per cent

change
Origin 1981 7982 1981

to

1982

Canada 15.2 17.5 15.1

Norway 14.3 15.5 6.9

United Kingdom 45.7 51.2 12.0

Other IEA 5.9 13.6 130.1

Algeria 28.3 20.6 -27.4

Ecuador 3.2 2.1 -34.9

Gabon 3.5 3.5 0.3

Indonesia 54.0 45.4 -15.9

Iran 21.2 50.1 136.3

Iraq 23.1 22.6 -2.0

Kuwait 20.0 8.6 -56.9

Libya 52.6 39.1 -25.6

Nigeria 50.5 44.3 -12.2

Qatar 13.7 11.0 -19.9

Saudi Arabia 276.6 189.4 -31.5

United Arab

Emirates 49.7 44.9 -9.6

Venezuela 32.1 25.8 -19.5

Egypt 12.0 11.3 -6.3

Mexico 42.6 60.1 41.0

China 9.1 9.9 8.8

USSR 15.3 23.5 53.1

Other Countries 91.2 78.9 -13.5

Total 880.0 788.9 -10.4

17



International Perspectives- International
Perspectives- International Perspectives

Comparing
Unemployment Rates

Almost all OECD countries now publish

unemployment rates on a regular basis.
Often the main interest in these statistics

lies in comparisons over time, but in most

countries people are also aware of the
international dimension of the unemploy¬

ment problem, and are interested in com¬

paring the unemployment rate in their own
country with the rates for neighbouring
countries or for the OECD area as a

whole.

However, national unemployment rates,

as published in each country's own sta¬
tistical publications, cannot always be
compared from one country to another. In
some, for example, the unemployment

statistics cover only the insured or regis¬
tered unemployed; previously self-em¬

ployed persons may be excluded, and
countries also have different rules about

including first-time job seekers and persons
seeking part-time employment. Another
problem is that an unemployment rate

expresses the number of unemployed

persons as a percentage of the labour
force, but this can also be defined in

different ways. Some countries, for exam¬
ple, calculate the unemployment rate as a

percentage of the civilian labour force i.e.,
excluding members of the armed forces,
while others may use total dependent

employment i.e., excluding the self-
employed.

To facilitate comparisons between coun

tries, the Secretariat now publishes stan¬

dardised unemployment rates. (See
Member countries page 20, note a).
Although these are presently available for
only 1 5 OECD countries, those covered

account for a very large part of the total
OECD labour force, and the standardised

rates provide a good measure of the
unemployment rate in the OECD area as a
whole.

The standardised unemployment rates

are based on the guidelines drawn up by

the International Labour Office. According
to the ILO, the unemployed consist of all

persons of working age who are without
work, who are available for work, and who

are actively seeking employment for pay or
profit. In Canada, the United States, Japan,
Australia, Finland, France, Italy, Nether¬

lands, Spain and Sweden the national

definitions of unemployment are very close
to the ILO definition, and no adjustments
are needed. In the five other countries,

however, the national definitions of unem¬

ployment are somewhat narrower and
must be adjusted to the ILO definition using

information supplied by the countries con¬
cerned.

The standardised unemployment rates

are calculated by reference to the total
labour force. This consists of civilian

employees, the self-employed and unpaid

family workers, members of the armed
forces (conscripted and professional) plus

the unemployed as previously defined. The

United States, Japan, France, Norway and

Sweden are already using total labour force
defined in this way for calculating their

national unemployment rates. Other coun¬
tries use more restricted definitions -

usually some variant of the civilian labour

force and these are adjusted by the

Secretariat to total labour force, again
using information supplied directly by the
countries concerned.

Cor

United States

Consumer-Price Index

Last month, the United States changed
the way it measures the costs of home

ownership in its consumer price index, in

accordance with plans laid over a year ago.

Instead of including the purchase price of a
house and mortgage interest payments as
measures, the new index uses "rental

equivalence" or imputed rent - what the

owner would pay if he were renting the
home he owns.

What is the practice in the other OECD
countries?

The subject is a much debated one, and

no consensus has yet been reached. There

is, however, almost unanimous agreement

that the purchase of a dwelling is an
investment and, as such, falls outside the

scope of the consumer price index. Only
Australia and New Zealand include the

purchase price of houses in their indices.

Eight Member countries (Denmark, France,

Greece, Italy, Luxembourg, Portugal, Swit¬

zerland and Turkey) take no account at all
of owner-occupied dwellings. Another five

(Belgium, Finland, Japan, Germany and the

Netherlands) use imputed rent exclusively.
Seven countries (Austria, Canada, Iceland,

Ireland, Norway, Sweden and the United

Kingdom) rely solely on a combination of
other factors which are considered to

represent home ownership costs - mainly
repairs and maintenance, home insurance,
local and real estate taxes, depreciation
and various services. (The United States

will continue to use some of these factors in

combination with imputed rent as is also

the practice in Spain. Australia and New
Zealand use these other factors in combi¬

nation with purchase price.)

As a result of adopting the new index,

the weight of home ownership in the US
index will be reduced by about half. The

recently-released figures for January indi¬
cate that, with the new index, the inflation

rate for the last twelve months is higher

than under the old measure - 3.8 per cent

as against 3.6 per cent.
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The OECD Member Countries
1983 Edition - 19th year

The OECD OBSERVER presents in this issue a set of tables showing the diversity of the
economies of the twenty-four Member countries of the Organisation. Unless otherwise
stated, these tables set forth the final statistics for the year 1981. They are not intended
to provide all the comparative data needed for an understanding of each country's A
economic situation in relation to the OECD group as a whole ; they give some idea, ^
however, of the economic pattern in the individual countries.

For further information, readers are referred to other statistical publications of A
the Organisation: Main Economic Indicators, Statistical Bulletins of Foreign A
Trade, Labour Force Statistics, Statistics of National Accounts, Financial *
Statistics, Sectoral Statistics, Agricultural Statistics, etc.

SYMBOLS EMPLOYED: () OECD Secretariat estimate; - nil;
not available; figures in italics are provisional.
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Because of frequent statistical

revisions, figures may be noti¬
ceably different from those

published in the preceding
'OECD Member Countries'.

a) Standardised unemploy¬
ment rates.

A DCAAHtA

1,000 sq. km

AGRI¬

CULTURAL

AREA

1,000 sq. km

TILLAGE

1,000 sq. km

AUSTRALIA 7,686.8
451.7

1980

AUSTRIA 83.9 37.3 16.3

BELGIUM 30.5 14.4 7.8

CANADA 9,976.1 649.3 412.8

DENMARK 43.1 29.0 26.5

FINLAND 337.0 26.4 24.8

FRANCE 549.1 318.2 190.2

GERMANY 248.6 122.0 74.8

GREECE 132.0 88.5 39.2

ICELAND 103.0 22.7 0.1

IRELAND 70.3 48.4 12.4

ITALY 301.2 177.7 126.4

JAPAN 372.3 57.0 54.6

LUXEMBOURG 2.6 1.3 0.6

NETHERLANDS 41.2 20.2 8.7

NEW ZEALAND 269.1
143.2

1980

11.2
1980

NORWAY 324.2
9.3
1980

8.3
1980

PORTUGAL 92.1 42.0 36.7

SPAIN 504.8
272.1

1980

205.0
1980

SWEDEN 450.0 36.9 29.6

SWITZERLAND 41.3 20.1
1980

3.9
1980

TURKEY 780.6 546.7 285.3

UNITED KINGDOM 244.0 184.4 70.1

UNITED STATES 9,363.1 4,281.6
1980

1,906.2
1980

POPULATION CRUDE

BIRTH

RATES

per thousandthousands per sq. km

14,927 2 15.8

7,555 90 12.4

9,852 323 12.6

24,365 2 15.2

5,122 119 10.4

4,798 14 13.2

53,962 98 14.9

61,682 248 10.1

9,730 74 14.5

231 2 19.1

3,443 49 21.0

57,197 190 10.9

117,650 316 13.1

366 141 12.1

14,247 346 12.6

3,176 12 16.1

4,100 13 12.4

9,930 108 15.5

37,682 75 14.1

8,324 18 11.3

6,429 156 11.5

45,747 59 (32.8)

56,020 230 13.0

229,807 25 15.9



TOTAL LABOUR FORCE
UNEMPLOYMENT

RATE

as % of total

labour force

1981 1982

Thousands
of which:

FEMALES

%

6,823 36.7
la) (a)

5.7 7.0

3,170 38.9
(a! (a)

2.5 3.4

4,161 37.7
ta) (a!

11.1 13.0

11,911 40.5
ia) (a)

7.5 10.9

2,674 44.4 10.3

2,402 46.7
(a) (a)

5.2 6.1

23,249 38.9
(a) fa)

7.3 8.1

27,355 38.2
la) (a)

4.4 6.1

3,678 31.9 4.1

(107) (33.4} 0.4

1,264 (27.8) 8.9 10.7

23,100 33.6
(a) (a)

8.3 8.9

57,070 38.7
fa) (a)

2.2 2.4

162 (29.9) 1.0

5,415 30.5
(a) (a)

7.5 10.2

1,325 34.6 3.7

1,972 41.7
la) (a)

2.0 2.6

4,415 41.5 8.1

13,391 28.5
fa) (a!

14.0 16.0

4,332 46.0
(a! (a)

2.5 3.1

3,060 35.2 0.2

(18,121) (33.9) (16.3)

26,063 38.7
(a) (a)

11.0 12.7

110,812 42.3
la) (a)

7.5 10.9

TOTAL CIVILIAN EMPLOYMENT

Thousands

of which:

AGRICULTURE

FORESTRY INDUSTRY SERVICES

AND FISHING

% % %

6,364 6.5 30.6 62.9

3,091 10.2 40.0 49.8

3,669 3.0 33.4 63.6

10,933 5.5 28.3 66.2

2,369 7.4 29.3 63.3

2,234 11.1 34.8 54.1

20,976 8.6 35.2 56.2

25,548 5.5 43.5 51.0

3,529 30.7 29.0 40.3

(107) (11.7) (37.4) (50.9)

1,136 17.7 31.7 50.6

20,623 13.4 37.5 49.1

55,810 10.0 35.3 54.7

160 5.6 37.3 57.1

4,922 5.0 30.2 64.8

1,265 11.2 32.7 56.1

1,932 8.5 29.8 61.7

3,969 26.1 36.5 37.4

10,931 18.2 35.2 46.6

4,225 5.6 31.3 63.1

3,054 7.0 39.3 53.7

(14,668) (60.1) (16.4) (23.5)

23,048 2.8 36.3 60.9

100,397 3.5 30.1 66.4



Notes:

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

only.

BLEU: Belgium-Luxembourg Economic
Union.
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GROSS

DOMESTIC

PRODUCT

at

market

prices

at current

prices ig_2
and exchange

rates

billion US $ 1981

158.9

160.66

66.7

66.45

83.0

95.08

289.4

284.29

55.9

58.13

48.3

49.12

538.8

569.39

656.6

683.16

37.6

36.71

2,5

2:95

17.6

16.70

347.7

350.22

1,048.3

1,129.50

3.4

3.86

138.1

140.49

24.3

25.01

56.4

57.14

23,0

23.81

180.5

186.06

98.6

112.42

95.8

94.47

52.5

57.64

468.6

497.79

3,026.7

2,906.27

2.7

0.75

2.6

0.5

1.5

-0.5

2.8

-5.0

1.3

1.75

3.5

0.5

2.3

1.5

2.5

-1.25

2.9

0.5

4.0

-3.5

3.8

1.25

2.6

0.75

4.6

2.5

1.8

-0.25

1.4

-1.25

0.2

-0.5

3.6 4.0

2.0

1.4

1.25

1.0

0.5

2.4

-2.0

2.0

4.0

0.5

0.5

2.8

-1.75

per capita at current

prices in US $ using
current exchange rates

10,763 8,842 9,651 11,741 11,350 10,238 10,552 11,076 3,769 12,791 4,855 6,123 9,606 10,566 9,861 7,957 13,937 2,398 4,938 13,505 14,778 1,262 8,886 12,647

per capita at current
prices in US $ using

purchasing power parities
(PPP)

9,269 9,495 10,031 9,981 10,360 5,019 5,683 7,956 9,583 11,097 9,414 4,180 6,428 8,281 12,647

FINAL PRIVATE

CONSUMPTION EXPENDITURE

% of GDP at current prices

59.9 56.3 65.8 55.5 56.3 54.5 65.0 56.6 67.8 62.0 63.8 62.6 57.8 60.5 60.6 59.7 47.4 69.6 69.8 52.5 62.6 70.2 60.6 63.9

CURRENT

GOVERNMENT

EXPENDITURE

AND REVENUE

current disbursements

% of GDP
30.4

1980-81
44.0 52.7 38.4 55.1 35.2 45.7 44.3 35.4 25.0

1977

43.8
1979

46.1 25.4
1980

51.7
1980

55.8 44.6 30.9
1976

29.4
1980

60.1 29.7
1980

42.2
1980

34.2

current revenue

% of GDP

33.4
1980-81

47.4 44.0 38.7 51.2 39.4 46.1 44.6 30.0 34.0
1977

38.2
1979

38.7 28.2
1980

57.4
1980

55.9 52.5 28.1
1976

30.0
1980

58.8 32.9
1980

40.6
1980

33.7

GROSS FIXED

CAPITAL

FORMATION

private and

public

total % of GDP

at current prices
25.1 24.9 17.9 23.7 15.7 24.3 21.2 22.0 20.9 25.9 29.8 20.3 30.9 23.3 19.0 20.6 27.2 31.3 20.1 19.3 24.2 19.9 15.9 17.9

machinery and
equipment % of GDP

at current prices

11.0
1980-81

10.4
6.1
1980

8.7 6.5 9.8 9.3 8.3 8.1
7.4

1980

13.3
1980

8.5
10.7
1980

9.3
1980

6.8
7.8
1980

9.1 5.5
1976

6.5
1980

7.2 7.6
5.2
1980

8.1 8.1

NET NATIONAL SAVINGS

RATIO

% of GDP

14.4 12.7 3.8 10.4 3.2 11,1 7.6 8.6 13.8 9.1 5.9 8.7 18.0 34.8 9.9 14.3 15.5 18.5 8.0 4.7 18.1 15.7 4.9 5.6

NET OFFICIAL DEVELOPMENT

ASSISTANCE

to developing countries

and multilateral agencies
% of GNP

0.41 0.48 0.59 0.43 0.73 0.28 0.73 0.47 0.19 0.28 1.08 0.29 0.82 0.83 0.24 0.44 0.20

GROSS DOMESTIC EXPENDITURE

ONR&D

% of GDP

(a)

1.0
1978-79

1.4
1979

la)

1.5
1981-82

1.0
1979

1.1
1979

1.9
1980

2.4
1979

0.2
1979

0.7
1979

0.7
1979

0.9
1980

(a)

2.2
1980-81

2.0
1980

(a)

0.9
1979-80

1.3
1980

0.3
1978

(b)

1.9
1979

2.4
1979

2.2

1978-79
2.5

TRADE BALANCE

(goods and services)
% of GDP

-3.9 -0.8 -3.2 1.3 0.6 1.6 1.6 0.8 -8.0 -0.9 14.6 -1.9 0.8 -5.0 3.7 -3.0 8.0 -19.0 -2.1 -0.4 1.0 -6.4 2.9 -0.8

TOTAL OFFICIAL RESERVES

million SDR

31.12.82

6,053 5,544 4,757
BLEU

3^439 2,111 1,420 17,850 43,863 916 133 2,390 15,214 22,001 4,757
BLEU

10,723 603 6,273 1,180 7,450 3,397 16,748 969 11,904 29,911



BLEU : Belgium-Luxembourg Eco¬
nomic Union.
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j monetary unit
Australian

Dollar
Schilling

Belgian
Franc

Canadian

Dollar
Krone

Finnish

Mark

French

Franc

Deutsche

Mark
Drachma Krona

! CUR¬

RENCY

unit per US $
31st December 1982

at market rates

0.98 16.69 46.92 1.23 8.38 5.29 6.73 2.38 70.57 16.63

units per SDR
31st December 1982

1.08 18.41 51.75 1.36 9.25 5.84 7.42 2.62 77.84 18.34

IMPORTS

(goods only)

total (CIF)

million US $
23,765 21,003

61,852
BLEU

66,500 17,502 14,197 120,497 162,691 8.911 1,036

from other OECD

countries

million US $
17,103 15,705

49,455
BLEU

56,450 14,808 8,866 79,559 120,161 5,987 892

from rest of world

million US $

(excl. unspecified)
6,553 5,298

12,368
BLEU

10,050 2,694 5,331 39,959 42,408 2,924 144

total imports

as percentage of GDP
at current prices

14.8 31.6
62.5

BLEU
23.4 30.1 28.9 21.2 23.8 24.3 35.1

volume change of
total imports from

1976 to 1981

percentage per year

1.0

1975-80
3.7

2.2

BLEU
2.3 -1.1 1.8 4.0 3.7 2.1

total (fob)

million US $
21,775 15,808

55,476
BLEU

70,566 15,976 13,977 101,270 175,284 4,294 905

to other OECD

countries

million US $
12,915 11,137

46,482
BLEU

60,279 12,958 8,790 68,233 129,642 2,432 687

EXPORTS

(goods only)

to rest of world

million US $

(excl. unspecified)
8,654 4,671

8,414
BLEU

10,287 2,995 5,187 33,035 44,820 1,858 218

total export

as percentage of GDP
at current prices

13.6 23.8
56.1

BLEU
24.8 27.5 28.5 17.8 25.7 11.7 30.7

volume change
of total exports

from 1976 to 1981

percentage per year

1.2 5.9
3.3

BLEU
4.5 6.1 7.8 5.5 5.2 4.9

CON¬

SUMER

PRICES

increase 1982

%

(Dec. 81 -Dec. 82)

11.0 4.7 8.1 9.3 9.0 9.0 9.7 4.6 19.1 60.3

average annual
increase 1977-1982

% per year

9.6 5.2 6.4 10.3 10.8 9.6 11.7 4.7 20.3 49.4

INDUSTRIAL PRODUCTION

CHANGE 1982

(Dec. 81-Dec. 82)

-10.0 -5.9
0.6

Nov. 81-

Nov. 82

-11.2 -3.1 -3.1 -4.7
-6.9

Nov. 81-

Nov. 82

INTERNA¬

TIONAL

TOURISM

receipts as % of GDP 0.7 7.7
1.7

BLEU
0.9 2.2 1.4 1.3 0.9 5.3 0.7

expenditure as % of

final private consumption
1.9 6.2

4.5

BLEU
2.0 3.9 2.2 1.6 4.6 1.0 2.9
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Irish

Pound
Lira Yen

Luxem-

bourger
Franc

Guilder

New

Zealand

Dollar

Krone Escudo Peseta Krona
Swiss

Franc

Turkish

Pound
Pound Dollar

0.72 1,370.00 235.00 46.92 2.63 1.37 7.05 89.06 125.60 7.30 2.00 186.75 0.62 1.00

0.79 1,511.00 259.00 51.75 2.90 1.51 7.78 98.24 138.54 8.05 2.20 205.99 0.68 1.10

10,631 91,201 142,669 61,852
BLEU

65,920 5,734 15,620 9,744 32,178 28,848 30,595 8,944 102,799 260,982

9,852 53,714 49,433 49,455
BLEU

47,361 14,000 6,719 16,445 22,944 26,329 4,228 80,498 138,175

721 37,459 93,229
12,368

BLEU
18,558 1,621 3,010 15,728 5,904 4,266 4,716 22,072 122,803

63.7 26.0 12.6
62.5

BLEU
46.9 22.9 27.3 40.9 17.3 25.7 32.4 15.5 20.7 9.0

7.7 2.5 2.3
2.2

BLEU
1.2 1.0 2.1

2.7

1974-79

1.3

1975-80
6.9 -4A 2.5 3.1

7,835 75,715 151,759 55,476
BLEU

68,464 5,618 17,928 4,142 20,457 28,543 26,892 4,772 102,808 233,740

6,661 47,962 71,750 46,482
BLEU

56,874 15,974 3,218 12,208 22,277 19,613 2,282 72,564 132,276

1,070 26,815 80,009 8,414
BLEU

10,030 1,954 825 7,989 6,266 7,279 2,489 29,368 100,488

46.9 21.6 13.4
56.1

BLEU
48.7 22.5 31.4 17.4 11.0 25.4 28.5 8.3 20.7 8.0

9.1 4.6 7.1
3.3

BLEU
2.0 3.9 5.7

12.0

1974-79

3.4

1975-80
4.9 5.5 2.8 5.3

12.3 16.4 1.8 10.4 4.3 15.3 11.7 18.8 14.0 9.6 5.5 29.6 5.4 3.9

15.2 16.8 4.6 6.2 5.5 14.9 9.7 21.0 16.0 10.3 4.2 56.5 12.0 9.8

-1.7

Nov. 81-

Nov. 82

-5.4 -0.9 -15.5 -7.1 0.2
-2.4

Sept. 81-

Sept. 82

-1.1

Nov. 81-

Nov. 82

-1.6
-7.7

Q4-81-

0.4-82

0.8 -6.1

4.0 2.2 0.1
1.7

BLEU
1.2 1.0 1.3 4.4 3.7 0.9 3.2 0.7 1.2 0.4

4.8 0.8 0.7
4.5

BLEU
4.3 3.7 5.3 1.5 0.8 3.7 3.6 0.3 2.2 0.1



1 NFANT MORTALITY AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

deaths in 1st year

per 1,000 live births
10.0 12.6 11.7 10.4

1980

8.4
1980

7.6
1980

9.6
12.6
1980

17.9
1980

7.7
1980

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

11.2
1980

14.1 7.1 11.0 8.2 11.7 8.1
1980

26.0
1979

10.3 7.0
9.1
1980

12.1
1980

11.7

ANIMAL PROTEIN AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

grams per inhabitant and per day
1980

68 59
64

BLEU
65 75 67 79 68

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

66 56 37
64

BLEU
64

78
1977

68 39
1977

55 73 71 24 55
72

1979

' ' AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

PUBLIC EXPENDITURE

ON EDUCATION 1980

5.8
1979

5.5
6.1
1979

7.3 6.7 5.6 4.9 4.7

1979

2.4
1979

as % of GDP of which:

associated

expenditure'
0.3 0.6 0.4 0.9 0.3

1979

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

6.8
5.0
1979

5.7 4.9
8.5
1979

5.3 8.5 3.7
1979

2.6
1979

9.1 5.2 2.7 5.4
1979

7.1

1979

0.1
1979

0.2 0.04 0.3
1979

0.3 0.3
0.3
1979

1.5 0.1 0.05

1. Boarding, catering, transport, medical care, welfare and financial aid to students.

family
benefits:

excl.

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

TAKE HOME PAY

(after tax) 81.7 77.4 77.2 85.1 62.8 72.8 87.8 73.4 87.0

as % of gross earnings1
incl. 84.5 91.1 89.1 88.0 66.1 78.3 98.7 79.2 87.0

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

79.6 80.2 89.1 85.2 66.2 73.0 73.7 87.5 87.1 65.8 81.4 71.6 79.0

81.9 86.2 89.1 93.2 74.0 77.0 80.3 92.3 88.4 73.6 85.7 79.0 79.0

1. Average earnings in manufacturing: one-earner family, 2 children.

*
AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

cncnu t oumoumr i iun {per uapnaf

total primary energy requirements
in tons of oil equivalent

5.17 3.49 4.42 9.27 3.38 5.44 3.64 4.27 1.63 6.15

IRELAND ITALY JAPAN
LUXEM¬

BOURG'

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

2.51 2.44 3.08 9.02 4.34 3.72 5.91 1.05 2.02 6.03 3.87 0.75 3.47 7.69

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

TELEPHONES AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

number per
1,000 inhabitants

489
1980

421 387 694 675 522 498 488 302 475

1980

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

208 364 502 547
1979

539 560 485 149 329 828 751
39
1979

507 789

TELEVISION SETS

L

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

number per
1,000 inhabitants

1980

- 296 395 - 368 322 297 337 156 275

R 378 471 354

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

234 250 - 296 - 292 139 - 381 314 75 331 -

225
1979

386 539
245

1979
278 141 252 404 624

licences issued or sets declared estimated receivers in use.



Women atWork:

MoreJobs- More Jobless

The number of unemployed women in the OECD area is at a record high some 12Pè million at mid-82. This
figure has to be seen against the rate also unprecedented at which women have been coming on to the
labour market over the last 20 years, particularly in the most industrialised countries. Perhaps the most striking
feature in this picture is the economy's extraordinary capacity for absorption of women workers faced with a

phenomenon which, though relatively recent, shows every sign of being irreversible. This absorptive capacity
must be maintained at the very least, since the high female participation rate has become a structural feature of
OECD economies, independent of cyclical ups and downs.

The OECD's Directorate for Social Affairs, Manpower and Education has analysed the employment and
unemployment of women in the current period of slow growth. Their studies show that the situation is more
complex than would appear at first glance from the aggregated data.

The role of women in labour-force

growth in the OECD area is impres¬
sive: almost two-thirds - 30.3 mil¬

lion out of a total increase of 46.4 million

between 1970 and 1981 (Chart A). Over

the same period, total employment for both
sexes increased by 31.8 million persons,
three-quarters of this increase - 23.6 mil¬

lion - again being women. So almost three

times as many women found jobs as men,

and somewhat fewer women joined the

ranks of the unemployed: 6.7 million, as

against 8 million men.

The statistics are somewhat misleading,

however. For one thing they are net figures
which fail to reflect the sizeable in-and-out

flows which occurred. Many individuals

who entered the labour market during the

period and left without finding a job are not
included. Moreover the growth of the

tertiary sector goes a long way towards
explaining why such a high proportion of
the increase in the female labour force

actually found jobs during the 1 970s: there

was an almost perfect match between job
supply and demand in this sector, and

women benefited most. But there is little

A. LABOUR FORCE, EMPLOYMENT AND UNEMPLOYMENT

Net Change 1970-1981, in millions

Millions

30	

W

Labour Force

Employment

Unemployment

Total OECD Japan

27



B. LABOUR FORCE PARTICIPATION RATE OF WOMEN BY AGE GROUP IN 5 COUNTRIES
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likelihood of such a situation recurring, at

least on such a large scale. Furthermore,

since women account for only 40 per cent

of the labour force, the increase in female

unemployment is more pronounced when

expressed as percentages of total female

labour force; the rise in the female unem¬

ployment rate was greater than for men

from 2.8 per cent in 1 970 to 6.8 per cent

in 1981, as against 2.8 per cent and

5.2 per cent for men. But in view of the

large number of new female labour force

participants, the rate of female unemploy¬

ment could have been even higher than it
was.

A Trend for all Countries...

In North America, the increase in the

female labour force (17.3 million) and the

absorption of women into employment

(88 per cent) were particularly remarkable,

given that the male labour force also

increased over the same period (up by
1 1 million, of which 76 per cent found

jobs).

In Europe, the increase in female labour

supply (1 0.4 million) coincided with a stag¬
nation in the male labour force. Nearly

60 per cent of the women found jobs and a

little more than 40 per cent became unem¬

ployed. Meanwhile the number of men

employed went down 4 million, and the

number of male jobless went up by

4.8 million. Thus the rate of absorption of
both men and women into the labour

market was lower in Europe than in North
America.

In Australia and New Zealand, the gap

between supply and demand for jobs was
larger for men than for women. Out of an

increase of 640,000 in the male labour

force, 70 per cent found employment and

30 per cent were registered as unem¬

ployed. Out of a larger female labour-force

increase 850,000 persons 82 per cent
of the new entrants were absorbed into

employment.

The pattern of labour market change

was different in dapan: the net increase in

the male labour force was twice as great as

that of the female labour force, and nearly

90 per cent of the additional male work¬

force found jobs, compared with 86 per

cent for women. While this figure is lower

than for men, it is higher than in other areas

of the OECD, with the exception of North
America.

...Whatever the Outlook

In spite of the dawning recession, the
influx of women on to the labour market

accelerated throughout the 1970s, but

while women job-seekers have not allowed

themselves to be discouraged by stagfla¬
tion or other symptoms of recession, they
are not necessarily affected in the same

way as men by the different phases of the
economic cycle. During the periods of
severe recession (1974-1975 and 1980-

1 981 ) for example, female unemployment
has increased more slowly than male
unemployment, whereas during the pre-
recession periods (1970 to 1973) and the

short-lived recovery between 1975 and

1979, female unemployment rose more
steeply or fell more slowly than male
unemployment.

Many of the women who joined the labour force in the Seventies found jobs in the tertiary sector
which at that time was growing rapidly. Below: doctor in a Berlin university clinic.
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Part of the explanation is to be found in

the different sectoral distribution of male

and female labour. Since women are much

more concentrated in the service sector,

and particularly in the public sector, where

the impact of recession is smaller and

delayed, they are less affected than men,

who are predominant in more cyclically-
affected sectors such as construction and

manufacturing. On the other hand, if

women suffer less from unemployment

during periods of acute crisis, they fare

much worse than men during the first

phases of recovery.

Nor should it be forgotten that women

employed in manufacturing industry have
been particularly affected by the difficulties
in certain industries such as textiles.

A Complex Picture

The female labour force participation

rate is therefore rising steadily and inexor¬

ably, regardless of cyclical changes, but its

importance could be overestimated if the

considerable part-time element of female

labour-force participation were ignored. In

several OECD countries, more than a third

of female employment is part-time; the

fraction in Sweden is nearly a half. In

general, countries with a high female par¬

ticipation rate also have high rates of

part-time work for women. On a compar¬
able full-time basis, therefore, differences

between countries in female labour force

participation rates are smaller than the

gross figures would suggest.

The age structure of the female labour

force - though varying widely from country
to country (Chart B) - indicates that the

employment behaviour of women is

becoming increasingly similar to that of
men. As with men, the increase in female

labour force participation rates is confined

to the 20-54 age group and is particularly
pronounced in the 35-44 age group. At the
same time, the participation rates for both
men and women under 20 and over

54 years is falling in most countries. So the

increase in female participation is not due

entirely to greater numbers of young
women entering the labour market, but far

more to women re-entering after having

children and those staying in the labour
market without interruption. This is con¬

firmed by the particularly large increase in

labour-force participation on the part of
married women, particularly mothers, even

when they have young children.

Women's work patterns are becoming more similar to those of men.

Hence there is a need for arrangements to permit sharing of parental responsibilities.

It is in the light of these changes of

employment behaviour that arrangements
should be made to facilitate matters for

families and children, since the new behav¬

iour patterns call for changes in parent

roles, working hours and school time¬

tables, so that working parents can share

home responsibilities.

The structure of both male and female

unemployment shows a definite age pat¬

tern. In all OECD countries without excep¬

tion, young people have been more

affected than adult workers and, among

the young, girls have been harder hit than

boys. Girls are at a disadvantage because

they continue to be trained for a restricted

range of traditional occupations, because

some employers fear that they will leave

their jobs when they have children - even

though this, as has been noted, is less and

less the case and also because they lack

the necessary qualifications and training in

this period of accelerated technological

change for which they have not been

prepared. Finally, both unemployment and

labour force participation rates are also

affected by marital and family status.

Amongst married women, both rates are

still generally lower than amongst other

women despite the rise in their labour force

participation.

The factors which prompt women to

look for work are the same as for men, the

need to earn a living and the desire to turn

skills and learning to account. There is a

meeting of extremes: women from low-

income backgrounds find themselves com¬

pelled to add to the family income in order

to help with the budget or meet essential

needs, but their skills afford them access

only to low-paid activities, while well-

educated women have skills which they

wish to exercise and which, particularly in

the case of married women, seem to them

less confining, and psychologically and

materially more rewarding, than unremun-
erated full-time activities in the home.

While the labour market has been able to

absorb an impressive number of new

famale participants, female unemployment
rates show that economic structures and

institutions have still not adjusted to the

irreversible phenomenon of a female parti¬

cipation rate coming close to the male rate.

Even after the present recession ends,

female unemployment like male unem¬

ployment - is likely to remain a problem.

Accordingly, the national authorities will
need to review their employment policies

even though the rate at which the labour

force expanded during the 1 970s can now

be expected to slow down as new, less

numerous generations acede to the labour
market.
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Should There Be More

Competition in
Telecommunications?

by Henry Ergas1

The rapid diffusion of digital switch¬

ing, optical fibres, satellites and

videotex systems, integrated with

computer and electronics technologies, will

provide a unified infrastructure for the

growth of information processing and
transmission over the next two decades.

However, such growth will require major
investments in the telecommunications

network nearly one per cent of the GNP

of the OECD area annually directly stimu¬
lating telecommunications equipment in¬

dustries and electronics more generally.

By improving the quality and reducing
the cost of telecommunications, these

investments will also have substantial indi¬

rect impacts throughout the economy

encouraging rapid development of high-

technology activities in manufacturing,

finance, computer services and the mass

media. Expansion in these areas in turn will
contribute to the OECD economies' shift

towards sectors with high value added and

considerable growth potential.

Thus new technologies are increasing

the public stake in telecommunications

but at the same time profoundly chal¬

lenging the established framework for tele¬

communications policy.

The Established Pattern

In virtually every OECD country, tele¬

communications services have traditionally

been provided on a monopoly basis. Differ¬

ences between countries in the organisa¬

tion of this monopoly have historically been

important and persist both as to the range

of activities included in the monopoly and

its ownership and regulation. Thus, a broad

distinction may be drawn between North

America, where telecommunication pro¬

viders are privately owned, and subject to a

formal regulatory process, and the other

OECD regions, where the telecommunica¬

tions monopolies are publicly owned. But

despite these differences, until recently the

monopoly has been broadly defined to

include exclusive supply of the telecommu¬

nications network, control over the use of

this network, and strict regulation of the

equipment attached to the network (in¬

cluding sole supply and ownership in some

cases).

But now this broad interpretation of

monopoly has been questioned, particu¬

larly in business circles. It has been argued

that developments in technology have
undermined the traditional rationale for

monopoly and that, particularly for new

services, a publicly owned or regulated

monopoly may not be the most efficient

instrument for realising the full potential of
technical advance.

These arguments raise complex policy

issues with far-ranging implications, both

national and international. In assessing

these issues, governments must take into

account the growing importance of tele¬

communications, both in terms of its mas¬

sive investment requirements and as an
essential infrastructure for industrial and

social development and the fact that

decisions once taken may prove difficult to
reverse.

The question that must be raised is

whether existing institutional arrange¬

ments are valid or whether they should be

changed.

The Case for Monopoly

There are three major arguments for the

monopoly provision of telecommunications
services:

Telecommunications is a "natural

monopoly"

A natural monopoly is an industry in

which the economies of scale are so great

that it is most efficient for a single firm to

produce the entire output of the industry.

For policy makers, natural monopolies

pose a dilemma: if the industry's output is

shared among several firms, then output

will be produced at more than minimum

cost. On the other hand, if output is

concentrated in a single firm, that firm

could use its market power to charge

monopoly prices to the detriment of con¬

sumers and of the economy as a whole.

Some type of government regulation of

natural monopolies therefore is generally

considered necessary.

Telecommunications is often held to be a

natural monopoly for two reasons:

first, certain component functions of the
telecommunications network benefit from

substantial economies of scale

second, cost savings arise from the

integrated planning and control of the

network ("economies of sole provision").

Proponents of the telecommunications

monopoly argue that economies of scale

are overwhelming in local distribution and

substantial in transmission. Further, they

argue that integrated planning of the net¬

work's growth allows an optimal distribu¬

tion of switching functions in the network,

with consequent cost savings. Integrated

planning also reduces the need for costly
interfaces in the network, facilitates stan¬

dardisation and increases the ease and

convenience of use. The interaction of

economies of scale in major components of

the network, and savings arising from

planning the network's overall growth,

make competition in the provision of tele¬

communications services inherently ineffi¬
cient.

Telecommunications is a public
service

In a number of OECD countries, it is felt

that telecommunications services should

be provided on a basis which reflects the

goals of equity and social welfare, rather

than on the basis of capacity to pay or other

market criteria alone. Principal among the

former goals is universal and uniform ser¬
vice:

making telephone service accessible to

all households, even those with low

incomes

making services available in a uniform

1. OECD Directorate for Science, Technology

and Industry, written with the assistance of
J. Okayama.
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manner (and at the same accessible price)
throughout the nation.

These objectives are pursued by pro¬
viding services at prices below those which

could be justified commercially for certain
classes of customer: residential users, par¬
ticularly those making mainly local calls;
users of public telephone booths; and

especially users in low density and rural
areas. In theory, the revenue shortfalls

arising from these preferential prices could

be financed by a direct subsidy from
government to the providers of telecom¬

munications services; in practice, they are
usually financed through cross-subsidies,

that is by charging higher prices relative to
costs on some services or to some classes

of customers so as to finance lower prices
elsewhere.

To the extent to which it entails such

cross subsidisation on a large scale, the

goal of "universal service at a uniform

price" could not be pursued by a firm

operating in a competitive market. In

effect, the high profits being earned in

some markets would encourage entry by

new firms, increasing supply and bidding

down prices, so that revenues would no

longer be available to underwrite opera¬

tions in high-cost areas.

Telecommunications contribute to

economic development and national

security.

Telecommunications service providers

are generally required:

to facilitate regional development by

providing a high grade of service

throughout the national territory
to ensure that innovation in telecommu¬

nications services are made rapidly availa¬

ble, thus strengthening the international

competitiveness of user industries

to encourage innovation and technical

advance in the industries supplying tele¬

communications equipment

to participate in and contribute to the

development of telecommunications tech¬

nologies for national defence

to provide a highly reliable, robust and

sophisticated network both for defence

communications and for handling emer¬

gency and disaster situations.

It may be that these aims can best be

achieved in the monopoly context. Innova¬
tion in telecommunications involves ex¬

tremely high investment costs both to

cover the long lead times, high and rising
fixed costs and the uncertain commercial

outcomes of research, and to subsidise

new services during their initial diffusion.

Private firms operating in a competitive

market might not be interested in bearing
the risks such innovations entail and, even

if they were, might not have the necessary

financial capacity. In contrast, the mono

poly service providers can combine the

requisite technical expertise, long planning
horizon and access to finance; their

research centres have an outstanding

record in generating and promoting innova¬

tion, witness the achievements of the Bell

Labs in the United States.

A similar case can be made with respect

to the needs of defence and emergency

preparedness. Meeting these needs in¬

volves substantial (and rarely profitable)

investment outlays, for example in back-up

capacity and redundant facilities. It also

requires integrated planning and control of
the network, so as to ensure that network

vulnerability is minimal, and that alterna¬

tive routings are available.

The case for monopoly provision can

then be summarised as follows: monopoly

provision is needed if full advantage is to be
taken of the economies of scale and of

integrated planning inherent in telecommu¬

nications technology. It is indispensable if
telecommunications is to be provided on a

basis which reflects the broader objectives

of economic, social and defence policy.-»

Have developments in technology undermined the traditional rationale for monopoly? Below: the
first business satellite launched in November 1 980 for SBS (Satellite Business Systems), a private
company founded by IBM, Comsat and Aetna Life Insurance.

31



The Case for Competition

Critics of monopoly in telecommunica¬

tions advance three basic arguments:

Telecommunications are not a natural

monopoly

Even if local distribution services are a

natural monopoly, the evidence on econ¬
omies of scale elsewhere in the network

has been contested, both in technical terms

and as to its policy significance.

Most studies bearing on economies of
scale in the telecommunications network

do not, it has been claimed, adequately

distinguish the cost effects of market scale

from those of technological change, service

mix and capacity utilisation2.

Further, even if one accepts that there

are identifiable economies of scale, the

evidence suggests that these are not deci¬

sive either in long-distance transmission

(particularly with satellite facilities) or in

specialised services, especially when the

markets being considered are large. Thus

there is no cost-efficiency reason for

excluding competition in the supply of long

distance and specialised services, whether

through the construction of competing

facilities (facility competition) or by

reselling services on lines leased from the

established service provider (resale com¬

petition).

Cross-subsidies are inefficient

Critics of the telecommunications mono¬

poly accept that competition will erode the

present cross-subsidised pricing system.

However, they argue that this pricing struc-

The principle of universal service at a uniform price means that rural areas are often subsidised by
other services under monopoly operation. Would direct subsidies to the user be more efficient?

ture is neither economically efficient nor

equitable.

Cross-subsidised prices may not en¬

courage consumers to make the best use of
scarce telecommunications resources. A

cross subsidy for example, the subsidisa¬
tion of local calls at the expense of long¬

distance ones - will distort the cost-price

relationships for both the service receiving

the subsidy and the one providing it. This
will shift the structure of demand towards

the subsidised service, with the additional

demand coming from consumers who
value this service at more than its subsid¬

ised price but at less than its cost.
Resources therefore will not be allocated in

the best possible way because prices based
on criteria other than cost send out the

wrong signals to consumers.

As to equity, it is questionable whether

existing systems of telecommunications

pricing do in fact redistribute income
towards lower-income households. In

many countries the price system for tele¬

communications has evolved in a hapha¬

zard fashion over time, and equity consid¬

erations have played little explicit role in its

design. The redistributive impact of present

systems seems to be very complex: even in

the wealthier OECD countries, many truly

poor households do not have a telephone at
home and hence do not benefit from

whatever redistribution the system may
effect.

It has been argued, therefore, that a

move away from cross-subsidised pricing

could lead to a price structure that would

be more efficient and no less equitable,
particularly if specific groups (e.g. poor
users in low-density regions) were com¬

pensated through direct subsidies enabling
them to have telephone service.

Competition stimulates innovation

Finally, critics doubt whether a mono¬

poly is the most effective structure for

promoting innovation and industrial devel¬

opment. They note that research costs are

also high and commercial outcomes uncer¬

tain in other industries electronics, mate¬

rials and pharmaceuticals- which are not

operated as monopolies but that these

industries also have an outstanding record
of innovation. For some telecommunica¬

tions-research projects, the costs may be
so high and the commercial outcomes so

uncertain, that few private firms would be

willing to invest even if the social benefits

2. This is the conclusion reached by the U.S.
Federal Communications Commission after an

extensive survey of this question; see FCC,

Economic Implications and Interrelationships

Arising from Policies and Practices Relating to

Customer Interconnections, Jurisdictional Sep¬

arations and Rate Structures; Second Report,
January 1980.
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were considerable. In exceptional cases

such projects might qualify for public R&D

support.

However, in a competitive market, tele¬

communication-service providers would

face greater incentives to innovate and

greater penalties for not doing so since

rapid innovation would be quickly trans¬

lated into gains in market share. Hence

they would presumably be more willing to

bear the risks of costly R&D.

A move towards greater competition

would be particularly beneficial in a period

of rapid technological progress like the

present one in which there is considerable

scope for developing innovative services

geared to the specialised requirements of

particular groups of users. Such services

are more likely to be provided by compet¬

itive firms aiming to secure niches in the

market than by a monopoly which services
the market as a whole. The advocates of

more competition would encourage firms

which utilise the service providers' facilities

(primarily leased lines) to offer additional or
enhanced services.

Summarising the case, only a limited

range of telecommunications services can

be described as a "natural monopoly".

Opening the remaining parts of telecommu¬

nications to competitive supply would lead

to a more economically efficient structure

of demand and prices, without adversely

affecting equity. It could also encourage
innovation and service diversification.

The Preconditions for

Competition

If competition in the provision of tele¬
communications services were to be

allowed, a number of substantial

possibly costly changes in regulatory
structure would be required.

To begin with, if competitive entry were
to be allowed only in certain markets

and/or only by firms with certain qualifica¬
tions, procedures would be needed to

define the boundaries between competitive

and monopoly markets, to license entry
and to monitor performance.

At the same time, measures to ensure

the fairness of competition would have to

be taken since any move towards liberalis¬

ation would take place in a market largely
dominated by a single firm the esta¬

blished service provider. Furthermore,

under most liberalisation proposals, this

supplier would retain a monopoly position

in certain parts of the market, including
local distribution. Thanks to this inherited

position of dominance, combined with con¬

tinued access to monopoly revenues, the

established supplier could gain an unfair

competitive advantage by:

cross-subsidising operations in competi

tive markets with revenues raised in mon¬

opoly markets

denying or unfairly restricting access by
competitors to local distribution

preventing the use of facilities by firms

wishing to provide either pure resale or
enhanced services.

While safeguards against such anti¬

competitive behaviour can be designed,
they may involve substantial costs. One

solution would be to exclude monopoly
services from competitive markets. But this

would be costly: expenses would be

incurred in disposing of the established

supplier's assets in the markets being

opened to competition; efficiency may be

lost because of the cost and technology

complementarities between the monopoly

services and those provided competitively.

If, on the other hand, the providers of

monopoly services are allowed to partici¬

pate in competitive markets either di¬

rectly or through arm's-length subsidiar¬

ies regulatory supervision will be needed

to ensure financial transparency in the
relations between these two markets and

to prevent unfair competition. Given the

complexity of cost structures in telecom¬

munications, it may prove extremely diffi¬

cult, despite this supervision, to assess

whether the established service provider's

prices in competitive markets are "fair";

long and costly lawsuits may result as in
the United States.

Finally, competition, even if not dis¬

torted by restrictive practices, will only be

efficient if the competing firms are subject

to equal handicaps. In a number of OECD

countries, the established service providers

are bound by constraints on their:

pricing policies,

grade of service and reliability,

geographical pattern of activity,

equipment-depreciation policy,

and/or access to capital markets.

Under these constraints, the established

service providers may lose market shares

to higher-cost competitors who "skim the

cream," provide a lower grade of service,

operate only in high-density markets or
have easier access to finance. Far from

promoting an efficient allocation of

resources, competition under these condi¬

tions could increase the cost to society of

providing telecommunications service.

However, these constraints may reflect

public policy aims which were telecom¬

munications to be provided on a competi¬

tive basis would have to be pursued by

other (and possibly more costly) means.

For example, a move to competition might
involve additional costs to build a dedi¬

cated network for national defence pur¬

poses or to subsidise users of telecommu¬
nications services in remote areas.

Paradoxically, the transition to more

competitive market structures may there

fore involve an increase rather than a

decrease in the regulatory burden. Re¬
sources will have to be devoted to intro¬

ducing and monitoring selective competi¬
tion, to policing fair market conduct and to

removing constraints on the established

service providers.

Ultimately, decisions with regard to
market structures in telecommunications

will depend on the judgments made with
respect to five underlying issues:

whether the telecommunications net¬

work is or is not a natural monopoly
whether "universal service at a uniform

price" is in keeping with goals of equity and
social welfare, or is an economically ineffi¬
cient way of achieving haphazard income
redistribution

whether monopoly or (imperfectly) com¬
petitive markets provide the greatest sti¬
mulus to innovation and service diversifica¬
tion

whether the telecommunications requi¬
rements of national security can be met
outside the monopoly context

if competition is thought desirable,
whether means can be found to reduce the

costs of a transition to more competitive
markets.

In part, these judgments will depend on
technological forecasts which are by their
very nature uncertain. Thus, for some

analysts, the Integrated Services Digital
Network (ISDN)3 towards which telecom¬

munications systems are expected to
evolve, will reinforce the natural monopoly
character of telecommunications by in¬
creasing the economies arising from cen¬
tralised planning of the network's growth.
For others, the ISDN will have an exactly
opposite effect, expanding even further the
scope for service diversification and for

overlapping private networks - and hence

increasing the benefits of a shift towards

competition.

However, in the final analysis the poli¬
tical choices will depend less on technical
factors than on national characteristics:

market size, structure and diversity; the
technical strength and innovativeness of

domestic firms; the nature and develop¬
ment of the regulatory and political pro¬
cess. Thus, it may be easier, less costly,
and more beneficial to introduce competi¬

tion in a large, sophisticated and relatively
homogenous national market which al¬

ready has an institutional framework for

dealing with multiple service providers,

than in smaller countries with a strong
tradition of uniformly available, state pro¬
vided, public service.

3. A system in which all services are provided
on a digital (rather than analogue) basis, using
common facilities.

33



Science

and Technology
Indicators
by Alison Young1

Increasing political interest in the economic potential of science and
technology, and greater budgetary constraints both government and
corporate have led to an increased demand for data on R&D. OECD's

Science, Technology and Industry Directorate has responded by probing
more deeply into the available evidence so as to make comparisons

between countries and over time. A first volume of the resulting
indicators based mainly on input data that is R&D statistics will be

published later this year.2 Work is now underway on the measurement of
the output of science and technology and the resulting indicators will be
published subsequently.

Industrial R&D

There has been concern in recent years

that industry might respond to the eco¬

nomic downturn and the high price of

finance by cutting back on its research and

development efforts, thus depriving itself

of a whole generation of new technology.

This in turn would harm productivity, trade

performance and hence economic recov¬

ery. But so far there does not seem to have

been any cutback. According to OECD's

first Science and Technology Indicators

report, although industrial R&D spending

grew less rapidly in the 1 970s than in the

1 960s, it generally recovered well after an

initial downturn caused by the first oil

crisis. Indeed many Member governments

are counting on industry to increase its

R&D spending in the Eighties and have
introduced various direct and indirect

incentives (fiscal and otherwise) to

encourage such growth.

It is not sure that, even with these

incentives, industry will be able to keep up

its R&D spending indefinitely if the current

climate of economic uncertainty and high
interest rates continues. The most recent

official survey of business R&D prospects

in the U.S. is not optimistic in this res¬

pect.

Data on R&D spending and employment
tell us only how much is put into R&D and

hence are only proxy indicators of the

quantity and quality of the work actually

done. Furthermore R&D is only one step in

the chain of events leading to innovation

and technical change, which are major
objects of government concern in OECD
Member countries. This chain often crosses

national boundaries. One of the concerns of

OECD's Science, Technology and Industry
Directorate is to try to understand and

explain the links between R&D, innovation

and technical change at national and inter¬

national level and to develop indicators to

measure the output of R&D and its impact

on industrial performance. Typical statis¬

tics being examined are patent data, the

technological balance of payments, trade

in high technology products, and invest¬

ment in equipment.

Basic Research

Despite the current preoccupation with

short-term economic problems, it must be

remembered that only about half of R&D
endeavours in most countries are oriented

towards industrial matters. The other half

comprises those programmes which gov¬
ernments finance in support of their own

public service functions (defence, health,

energy, infrastructure, etc.) and the sup¬
port of "long-term" or basic research

undertaken without any immediate appli¬
cation in view.

In a period of economic stringency, the
commitment of money to "long-term"

research may seem a luxury, not only

because of the long pay-off period but
because the results are traditionally widely
published and difficult to appropriate.
However, most Member governments have

maintained at least that part of "long-term"
research which is earmarked in government
science budgets - though the overall level

of such research is probably stagnating in
many countries. This is for structural rea¬

sons. Most "long-term" research is per¬
formed by universities (or allied institutes),

and much of it is paid for out of general
university budgets, without being specifi¬
cally earmarked for research. OECD gov¬
ernments have been cutting back on uni¬
versity funding, and these cuts also affect

research, though how much is not clear,

and efforts are being made in some coun¬

tries to reorganise university funding proce¬
dures to prevent the cutbacks from

affecting research. It is also very difficult to
judge how these cuts are affecting the
quality and thus the output of long-term
research as results may only be exploited

many years later and in ways the original
researcher could not foresee.

Government R&D

All OECD governments fund some R&D

in support of their own functions, but the

pattern varies considerably between coun¬

tries and over time. As might be expected,

there was a boom in energy R&D funding in
the late 1970s which is now levelling off.

Health R&D is continuing to grow steadily,
and defence R&D is picking up again after a

lull in the 1 970s, particularly in the United
States.

What is the significance of these trends?

The answer can only be given if we can
assess the results of these R&D efforts.

The chain of events here is quite as
complicated as in the case of the links

between industrial R&D, innovation and

technological change; and much less work

has been done on developing proxy output
and impact indicators in public sector R&D
activities.

Although most OECD governments have
similar overall aims for their national

science and technology endeavours, the

ways in which these are actually organised
and financed varies considerably. This not

only reflects differences in the amount of
resources which the country can actually

"afford" to spend on R&D but also histo¬
rical differences in the pattern of science

1. OECD, Science, Technology and Industry
Directorate.

2. OECD Science and Technology Indica¬

tors I, to be published this year. The Report was
prepared by the Science and Technology Indi¬
cators Unit of OECD's Science, Technology and

Industry Directorate.
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and technology institutions and even atti¬

tudes towards science. These patterns

change relatively slowly and are difficult to

"force" to adjust to sudden new priorities.

Analysis of science and technology indica¬
tors which does not take such differences

into consideration can lead to naive or even

misleading results. A substantial part of the
report on Science and Technology Indica¬
tors is given over to identifying and meas¬
uring these differences. The first indicators

are intended to be the point of departure for

further analysis of scientific and technolog¬
ical trends in OECD countries.

TRENDS IN THE 1970s

Main Conclusions of the Report

Growth in R&D spending in the OECD

area slowed down compared with

the 1960s. In all countries except

Japan, Sweden, Norway, Finland, Spain
and Iceland, gross domestic expenditure

on R&D (GERD) grew at less than five per
cent (volume) a year during the 1970s
which was very low by the standards of the

1 960s, and Sweden was the only country
where R&D spending grew more rapidly in

the 1970s than in the preceding decade.

A modest recovery in R&D spending in
the late 1970s is expected to continue into

the early 1980s. R&D expenditures grew in
virtually all OECD countries in the late

1 970s, often after faltering in the middle of
the decade. Preliminary results and projec¬
tions suggest that the modest rate of real

growth will continue into the early 1 980s
despite the recession.

R&D kept pace with or slightly exceeded
economic growth in most countries. R&D

spending grew as rapidly as GDP - or more
so - in the majority of countries, with the

largest increases occurring in Japan, Ger¬
many (which joined the United States and

Switzerland in the top spot) and most of

the Nordic countries. However, the percen¬

tage of GDP devoted to R&D fell in the

OECD as a whole, led by a decline in the
United States, France, the Netherlands and

Canada. Most countries expect R&D

spending to maintain its share of GDP in the

early 1980s, though some (notably
Canada, Japan, France, Finland, Ireland

and Yugoslavia) have set percentage tar¬
gets for the mid-Eighties which are signifi¬

cantly higher than the 1979 levels.

In general there has been a swing from
public to private support for R&D. In most

countries the percentage of GERD financed

by public sources declined while that from

private sources grew. This trend was par¬

ticularly marked in the United States,

France, Canada, Belgium and Spain. Many

Member governments expect or hope that

this upward trend in private R&D funding

will continue into the early 1980s.

Geographical Distribution

Japan's overall share grew substan¬
tially, especially in the early 1970s. The

260
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LEVEL OF R&D, 1979

Natural sciences and engineering (NSE),
Social sciences and humanities (SSH)

Expenditure3
$ million

Researchers

thousands

(FTE)d

Total R&D Personnel

thousands

(FTE)"

United States

Japan

Germany
France

United Kingdom 1978

56,560

18,285

12,531

7,964

7,961b

621.0

367.0e

122.0

72.9

104.4b

133.49

605.5e

363.2

230.8

310.09

Italy
Canada

Netherlands

Sweden

Switzerland

Australia

Belgium

3,086

2,438

2,098

1,608b
1,469

1,183

1,074

46.4

26.3

18.3

17.8f

10.7

22.3

10.9

94.6

59.0

53.8

36. 4f

36.3

40.6

32.1

Austria 1975

Norway
Denmark

Yugoslavia
Finland

New Zealand

Ireland

345

524

417

586c

406

166

116

5.4

7.1

6.0

22.4

7.4

2.6

15.4

14.7

15.3

51.3

16.0

8.1

6.2

Spain 1976

Portugal 1978
Greece

Iceland

521

91

75

14

8.7b

2.1

2.6

0.3

28. 5b

6.5

4.3

0.6

Note: Conversion to dollars is in terms of purchasing power parities (see page 22).
a. GERD: Gross Expenditure on Research & Development
b. Partially an OECD estimate e. Not in FTE

c. At current exchange rates f. NSE only
d. Full-time equivalent (FTE) g. Wholly an OECD estimate

The absolute amount of resources committed to

R&D is very important. In theory the more a country
spends on R&D, the more knowledge should be
generated and, thus, the larger the number of new

processes, products and systems which can be
devised. The actual relationship between the two is

moderated by the quality and distribution of the
inputs, the efficiency of the organisation and perfor¬

mance of the R&D projects concerned, as well as the
inherent uncertainty of the activity. The amount of

technology and related know-how imported from
abroad must also be taken into account.

Certain types of R&D are, in fact, so expensive
that the minimum-entry cost is too high for all except

the very largest countries (e.g. high energy physics or

space where even the largest European countries

have to group their efforts in the European Center for
Nuclear Research (CERN) and the European Space
Agency).

Generally speaking, the smaller the country the
lower the number of fields or industries in which it

can hope to undertake a substantial amount of R&D

and the higher the number of those in which the

minimum entry cost will become a barrier to entry. Of
course, the thresholds for fields or industries depend
on what type of R&D effort is envisaged. It will
certainly be more costly to attempt an "offensive"
R&D policy aimed at getting so far ahead of others in
the field as to obtain a significant advantage whether
strategic (defence R&D), economic (industrial R&D)

or in fields of science requiring very expensive
research facilities. A costly "offensive" R&D policy

may also be called for to deal with a pressing national
problem in a specific area such as energy.

Other R&D policies may be grouped under the
generic term "defensive research" which covers a

continuum as to degrees of ambition. For example, in
what may be called "active defensive research"

policy, the aim is to maintain a sufficiently large and
coherent R&D programme to meet the immediate

science and technology needs of the activity which
the research supports (for example, industrial pro¬
duction, telecommunication services, etc.) so as to

be able to identify and understand significant devel¬
opments very quickly, to be able to adapt them and
to produce sufficient research results in the field to be

in a position to participate in further developments on
an equal footing (for example, by cross licensing
patents). In "passive defensive research" the most
that can be hoped for is that the performers should

be able to keep up with what is going on elsewhere
without themselves making any significant contribu¬
tion. In the worst case, the research effort is so small

that the researchers cannot even keep up with the
work in the field.

Most countries' R&D efforts will be a blend of

offensive and of the various levels of defensive

research. Only the largest countries can expect to be
on the offensive over a whole range of fields and
industries, though even very small countries can be
among the front runners in individual fields. Some

very small and industrialising countries may have
difficulty in even maintaining a realistic "passive
defensive" policy in more than a few areas.

It follows that meaningful comparisons can best

be made between countries which devote broadly
the same amounts to R&D in that they face the same

degree of constraint in allocating resources (though
their specific problems may be quite different).

OECD reports on economic matters divide

Member countries into two groups: "major coun¬
tries", comprising the United States, Japan, Ger¬

many, France, the United Kingdom, Italy and
Canada, and the "other countries", covering the rest.
This distinction is based on economic indicators.

However, in terms of reporting on resources devoted
to R& D, the first natural break comes after the United

Kingdom, as Italy and Canada spend less than half as

much on R&D as France or the United Kingdom and
roughly the same as the Netherlands or Sweden.

Thus the first two groups emerge: "major R&D
spenders" (GERD over $7 billion) comprising the
United States, Japan, Germany, France and the
United Kingdom, and "medium R&D spenders"
(GERD $1 to 3 billion) comprising Italy, Canada, the
Netherlands, Sweden, Switzerland, Australia and

Belgium. An attempt was made to divide the other

1 1 OECD countries in the study who spent $0.6 bil¬
lion or less on R&D at the end of the period into two
groups: countries which have small but mature

economies which can afford to spend an average

share of their national resources on R&D and very
small countries or industrialising countries which can
afford to spend very little on R&D and where the

problems of choice are even more pressing. This
distinction proved very difficult to apply in practice

and an arbitrary cut-off was made, principally based
on the percentage of GDP devoted to R&D in
1979.

share of OECD-wide R&D activities per¬

formed in the United States fell noticeably
and that of Japan increased.

There was also a small increase in the

percentage performed in the EEC area and
in all other countries combined. Within the

EEC, the German share increased, that of

France was unchanged, and those of most

others declined. Most of the changes hap¬

pened in the first half of the decade. The

same trends occurred for total industrial

R&D.

The United States' share of all govern¬

ment-financed R&D fell significantly.

During the 1970s Japan, the EEC and the
other countries increased their share of

OECD government-financed R&D while the
United States' share declined. In the case

of Japan this reflected higher growth in

university research compared both with the
United States and with the EEC. The EEC

increased its share mainly in the area of

direct government support for industrial
R&D.

There was less change in the pattern of

privately funded R&D. The geographic dis¬

tribution of privately funded R&D, most of

which is self-financed industrial R&D,

varied during the period without showing

any major trend.

Public R&D Funding

R&D grew less rapidly than total govern¬
ment expenditure during the 1970s but

seems to be broadly maintaining its budge-
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tary share in the early 1980s. Throughout

the 1970s, the share of total government

budgets going to R&D fell steadily in

virtually all Member countries. This decline

slowed at the end of the period, more

because of overall budgetary restraints

than of any real increase in government
R&D funds.

The defence share of all OECD govern¬

ment R&D funding fell during the 1970s

but will grow again in the early 1 980s. This

mainly reflects trends in the United States

which is responsible for about 70 per cent

of all military R&D in the OECD area and

where a major upturn in defence R&D is
scheduled for the early 1 980s. The percen¬

tage of all government R&D funding going

to defence projects increased at the end of
the 1970s in France and the United King¬

dom. Overall, one third of all OECD govern¬
ment R&D funds went to defence and two

thirds to civil projects by the end of the
decade.

Most Member governments stepped up

their energy R&D funding sharply in the late

B. RESEARCH AND DEVELOPMENT

IN FOUR OECD AREAS
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1970s in response to the petroleum crises

but some expect a cutback in the early

Eighties. France, the United Kingdom and

Switzerland were virtually the only coun¬

tries where there was no marked upturn in

direct government funding of energy R&D
in the mid and late 1 970s. Growth was

particularly marked in the United States

and Italy. There was a swing from nuclear

to non-nuclear R&D in the energy field. A

few Member governments have begun to

cut back on their own energy R&D in the

expectation that industry will take over any

economically viable projects. Others, such

as Germany, are pledged to further boost

energy R&D in the 1980s.

During the 1970s, Member govern¬

ments substantially increased their direct

funding of health and welfare R&D. The
sums involved more than doubled in over

half the countries and roughly tripled in

Germany, Italy, the Netherlands, Ireland

and Spain. The United States is the largest

spender on health and welfare R&D both in

absolute terms and per capita of popula¬

tion; Norway, Belgium, Sweden and Ger¬

many also have above average per capita
spending. By the late 1970s, funding of

health and welfare R&D was falling in
volume in Canada and in most Nordic

countries. The share of all OECD R&D

funding going to this goal will probably

drop in the early Eighties with a downturn

in health and welfare R&D expected in the
United States.

University R&D

By the mid-Seventies, the previous

growth in university R&D levelled off and

spending is unlikely to increase significantly

in the early 1980s. By the late 1 970s the

percentage of GERD performed in the

higher education sector was declining in

most Member countries and in some,

including Germany, Italy, Norway, Den¬
mark and New Zealand, the volume of

university R&D spending was falling. The
main exception was the United States

where R&D fell in the early 1970s and
recovered thereafter. In general, support

has shifted towards research-project
grants, with a lower share of research

being financed through general university
budgets. The universities are unlikely to
receive much additional R&D funding in the
early 1 980s as R&D growth is expected to

be largely confined to defence programmes
and industrial activity.

Industrial R&D

In most Member countries industry pays
for its R&D almost entirely from its own

resources. The main exceptions are the

countries with major defence and aero¬

space programmes (the United States, the

United Kingdom, France, Sweden and, to a

lesser extent, Germany) and those where

such government R&D programmes are

intended to support industrial growth (Nor¬
way, New Zealand and Canada).

During the 1970s, government support

for industrial R& D declined but may recover

in the early 1980s. In the major countries

concerned, this trend was caused by a

decline in defence and space contracts

which may well be reversed in the 1 980s in
the United States.

Analysis of trends in the sources of funds

for industrial R&D is complicated by the

introduction of government indirect incen¬

tive schemes. Many governments increas¬

ingly prefer to encourage industrial R&D
with fiscal or other indirect incentives. Such

flows of funds are not usually credited to

government in R&D surveys as industry

itself pays for the R&D in the first place and

claims reimbursement from government
later on. The introduction of such schemes

usually leads to an immediate initial

increase in the amount of R&D reported by

business but not necessarily to sustained

growth in spending.

Privately funded industrial R&D has
increased after a short downturn in the

mid-1 970s. In most countries it grew at
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least as rapidly as the domestic product of
industry. This trend shows signs of con¬
tinuing into the early 1980s, and Member

governments with targets for R&D funding
for the mid or late Eighties are depending
on industry itself to finance much of the

expected growth.

Manufacturing industry gives particu¬
larly high priority to R&D in Sweden and the

United States followed by Japan, Ger¬
many, the Netherlands and Switzerland. In

the first two countries, privately-financed
R&D in manufacturing represents well over

four per cent of manufacturing value added
(the domestic product of industry) which is
more than twice as high as the OECD

average. This intensity exceeds three per
cent in the next three countries named

above, and other similar indicators put
Swiss manufacturing industry amongst the
highest relative spenders.

Industrial R&D is heavily concentrated in

large countries and in manufacturing.

Throughout the 1970s, some 90 per cent
of all industrial R&D in the OECD area was

performed in the five major spending coun¬
tries, and only two per cent in the eleven
countries with the smallest industrial

efforts. Furthermore, in most Member

countries about 85 per cent or more of all

industrial R&D is performed by manufac¬

turing industry, which generates only

between one quarter and one third of total
industrial value added.

Among individual industries, the elec¬

trical and electronic industry (excluding

computers) was the largest single per¬
former of industrial R&D during the 1970s.

Chemicals was second overall, followed by

machinery (including computers) and then
aerospace. As a result of the decline in

public defence and space programmes, the

aerospace industry dropped from first to

fourth position but should pick up again in

the 1 980s. As the decade closed, machi¬

nery (including computers) was close to

replacing chemicals in second position.

Overall trends in the volume of com¬

pany-financed industrial R&D in the OECD

area are still heavily influenced by the

spending of a comparatively few very large

companies, most of them multinationals.
Some two thirds of all industrial R&D in the

OECD area is performed by large com¬

panies (i.e. those employing more than
1 0,000 persons) some of whom have very

substantial R&D budgets. Both General
Motors and Ford Motors commit about the

same amount to R&D each year as the

whole of Italian industry, and IBM spends

about the same as all industry in Canada,
the Netherlands, Switzerland and Sweden.

Despite Member governments' efforts to
increase R&D in small and medium enter¬

prises, company-financed R&D in the
OECD area in the 1 980s will continue to be

mainly in very large firms.

Tariff Preferences

for the Developing
Countries: A Dozen
Years of Progress
by Anthony Kleitz1

The first generalised tariff preferences for developing countries were
introduced in 1971 in what is called the Generalised System of

Preferences (GSP). By 1976, all developed OECD countries were
applying such preferences, usually for a period of ten years. The GSP,
which had grown out of discussions in UNCTAD as well as OECD, was
seen as a major step in favour of the Third World.
Now a second generation of tariffpreference schemes has begun, and the
moment is appropriate to ask what the system has achieved. Has the
GSP in fact helped to increase developing countries' export earnings and
promote their industrialisation? Does the system continue to be justified?
If so, do its coverage and mechanisms need to be modified to meet the
conditions of the 1980s? A new OECD publication, on which the

following article is based, examines these questions.2

Effects on Market

Access

These questions are easier to ask than to
answer. It is difficult to assess the actual

effects of the GSP on developing countries,

due to gaps in available statistics and the

problem of isolating the GSP from other

factors influencing the ability of a country

to expand its exports. The GSP facilitates

trade by lowering or waiving tariffs; its

scope of action thus depends on the

general level of tariffs. (Trade is also

affected by non-tariff measures, particu¬

larly quantitative limitations of various

sorts, but the GSP does not influence the

application of such measures.) The Ken¬

nedy and Tokyo Rounds have achieved

significant reductions in general tariff lev¬

els, so that by 1987 average rates facing

developing countries' products in OECD

markets will be down to 5.7 per cent in the

industrial sector and to 7.1 per cent in

agriculture. Over 40 per cent of all OECD

imports from developing countries are now

completely exempt from duty even without

application of any tariff preferences (see
chart page 40).

Under the GSP, a further 1 8 per cent of

OECD imports from the developing world

were covered by the system in 1 980, most

of them eligible for preferential duty-free
treatment (see chart). Of those imports
which remain dutiable at normal rates

(about 40 per cent of the total), a large

share - more than 70 per cent - was

accounted for by petroleum products for

which tariff preferences may not be neces¬

sary. Thus, petroleum aside, slightly more

than a tenth of OECD imports from devel¬

oping countries remain dutiable at normal
rates. These include certain agricultural,

textile, footwear, leather, transport equip¬

ment and mineral products.

During the 1 970s constant efforts were

made to expand the coverage of the GSP

(see box). By now, the scope for further

improvements is quite limited, as the

remaining exclusions concern products for
which OECD producers face structural dif¬

ficulties and developing country producers

often already have a strong competitive

position.

Despite the fairly broad coverage of the

GSP, developing countries have expressed

concern at what they see as the erosion of

1. OECD Trade Directorate.

2. The Generalised System of Preferences:
Review of the First Decade, OECD 1983.
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Generalised System of
Preferences

For qualifying goods, developed
countries' customs duties arc waived or

reduced, thus providing developing
countries with a price advantage over

other foreign producers whose goods
continue to bear duty at the normal rates
and putting them on a more equal

footing with producers in importing
countries.

The basic economic justification for
such a system of tariff preferences
comes from an extension of the infant

industry argument: new exporters may
need assistance to overcome difficulties

arising from initial costs and risks.

OECD countries operating
a GSP scheme

Australia, Austria, Canada, EEC, Fin¬

land, Japan, New Zealand, Norway,
Sweden, Switzerland, United States.

Each country determines the elements
of its own scheme.

Legal status

GSP tariff preferences are considered

to be temporary and non-binding.
The "Enabling Clause" adopted by

GATT in 1979 provides a permanent
waiver for the granting of preferential
treatment to developing countries.

Most GSP schemes were originally
established for ten years. They generally
have been or may soon be renewed for

another ten years. A few schemes have
no time limits.

Beneficiary countries

137 independent developing coun¬
tries and around 1 00 dependent territo¬
ries have been designated as beneficia¬
ries under at least one OECD GSP

scheme. In general, members of the

Group of 77 are included. Other coun¬
tries which are beneficiaries of some

schemes include certain Southern Euro¬

pean and centrally planned-economy
countries. Treatment of dependent terri¬
tories varies.

Product coverage

Manufactured and semi-manufac¬

tured products: in general, all are inclu¬
ded, except for a limited number of

"sensitive" goods.

Agricultural products: in general, spe¬
cified processed or unprocessed agricul¬
tural products are included on a case-

by-case basis.

Type of preferential tariff treat¬
ment

The depth of tariff cuts for GSP

imports varies:

Totally duty-free treatment: Finland,
Norway, Sweden, United States.

Generally duty-free treatment with
some exceptions: Japan, Switzerland,
EEC.

Duty-free treatment for some pro¬

ducts, but general rule is less than
duty-free: Australia, Austria, Canada,
New Zealand.

Preferential limits

Mechanisms exist within several

schemes to limit the volume of imports
ofparticular products which may receive
preferences, either from all or from
individual beneficiaries.

Differential treatment

Provisions exist under some schemes

to differentiate the application of the
GSP with respect to individual benefi¬
ciaries:

product exclusions (generally on the
basis of "competitive need" or safeguard
considerations).

reduced preferential margins.

Provisions likewise exist under sev¬

eral schemes to improve the treatment

available for the least-developed coun¬
tries.

Rule
ut iuii I

Rules have been established to ensure

that GSP treatment is only accorded to
goods actually produced in a beneficiary
country. In general, these rules are

based on the following elements:
Substantial transformation of the

inputs in the beneficiary country.
Direct consignment to the preference-

giving country, with exceptions allowed
under certain conditions.

Appropriate documentary evidence,
generally based on presentation of a
special standardised certificate of ori¬

gin.

Administrative cooperation with the

customs authorities of beneficiary coun¬
tries.

Other elements permitted under certain
conditions are:

Cumulative treatment, allowing GSP
treatment for goods produced by sev¬
eral developing countries in collabora¬
tion.

Donor country content, included in

several schemes to allow components
originating in the preference-giving
country to be counted as if they origi¬
nated in the beneficiary country.

Technical assistance

The GSP has been complemented by
bilateral and multilateral efforts to pro¬
mote increased use of the system.

Improvements

All preference-giving countries per¬
iodically take steps to improve their
schemes. These have included: exten¬

sion of beneficiary lists; expansion of
product coverage, particularly in the
area of processed agricultural products;
deeper preferential tariff cuts; liberalisa¬

tion and enlargement of preferential or
competitive limits; liberalisation and har¬

monisation of origin rules; special treat¬
ment for least developed countries;
improvements for handicraft products;
acceptance of the principle of extending
the GSP after its first ten years.

preferential margins due to the progress

made in general tariff liberalisation. A

number of observers have attempted to

analyse the effects of tariff cuts agreed in

the Tokyo Round on preferential advan¬

tages. On balance, it appears that the

average difference between the GSP and
normal rates has in fact been slightly

narrowed. But because the general Tokyo

Round reductions are permanent and not

affected by the quantitative limits which

apply to some GSP imports, market access

for developing countries' exports has
improved. Moreover preference-giving

countries which are technically able to

reduce their preferential rates have in many

cases been doing so, thus attempting to

maintain preferential margins.

Effects on Trade Flows

Despite the difficulty of specifying the

effects of the GSP, it can be shown that the

use of the system has increased markedly

over the past decade in absolute terms.

From about $1 billion in 1972 (the first

complete year of operation for the earliest

schemes), preferential trade rose to

$4.5 billion by 1975 and, with the imple¬
mentation of the United States' system the

following year, to over $10 billion. Rapid
growth continued over the rest of the

decade, bringing the figure to over $25 bil¬
lion for the eleven OECD schemes in 1 980.

(See Table , page 41 .)

With respect to the individual schemes,

EEC imports under the GSP in 1980
reached $9.3 billion, while the United

States recorded preferential imports worth
$7.3 billion. For fiscal year 1980-1981,

the figure for Japan was $5 billion and for
Australia $1.7 billion. The five EFTA pre¬

ference-giving countries together ac¬
counted for $1.5 billion in 1980. Finally

Canada granted preferences that year for
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TARIFF TREATMENT OF IMPORTS FROM DEVELOPING COUNTRIES
1 1 OECD GSP schemes

.NOES
FORMAL GA TT RA TPc-

«ttV
buT,Ae

Percentages refer to the value of total imports from GSP beneficiaries in 1980 (or fiscal

Vear 1980-81)

imports valued at $750 million while New
Zealand imported an estimated $200 mil¬
lion at preferential rates in 1980-81.

It should be noted that total imports of

preference-giving countries from devel

oping countries as a whole were also

growing, at about 20 per cent a year, over

the period 1 976-1 980 a slower rate than

imports benefiting from the GSP, which

rose by 27 per cent a year. Apart from fuel,

South Korea is at the top of the top-ten users of tariff preferences. Below: engine production at the
Hyundai automobile plant.

the most dynamic growth in these total

imports was to be found in manufactures

which was also the category most com¬
pletely covered by the GSP.

Major beneficiaries

The benefits of the GSP have consis¬

tently been concentrated among a few of

the more advanced developing countries:
the ten largest beneficiaries accounted for

almost three-quarters of GSP imports into
OECD in 1977. The share has been

declining very slowly since then, and it was

still two thirds in 1980. Is this abnormally
high? It appears so if one compares the Top
Ten's share in GSP imports with their share

in total OECD imports from developing
countries - 66 per cent versus less than

30 per cent. This may be due to the fact

that the products covered by the GSP

correspond to those actually produced by
the ten for export.

Does the success of these countries in

using the GSP mean that the weaker

exporting countries are effectively ex¬
cluded from the system? There seems to be

no clear-cut answer. It may be that devel¬

oping countries at higher stages of devel¬
opment are in fact favoured under the GSP

by their stronger competitive position, par¬

ticularly when preferential limits exist or

import markets are small. However, some

OECD countries have attempted to ensure

market outlets for small or new suppliers
by limiting the preferential access of these

efficient producers, and have also taken

special measures in favour of the poorer

developing countries, who have recently
been able to increase their use of the

system.

Middle-level beneficiaries

A second group of developing countries
can be identified which has benefited to a

certain extent, though less than the Top
Ten, from the GSP. This second group
also ten in number - accounted for about a

fifth of all OECD imports under the GSP

scheme in 1 980. The two groups together
accounted for over 86 per cent of GSP

exports.

The GSP applies to a far smaller share of

these countries' total exports to OECD
than for the Top Ten, no doubt because

these exports are largely raw materials or

agricultural products, which are already
duty-free or not covered by the system (for

example Malaysia, Thailand, Argentina,
Colombia and Chile). The middle-level ben¬

eficiaries are often new suppliers of GSP

products as their economies are not yet as
industrialised or as diversified as those of

the major GSP beneficiaries. Continued

access to tariff preferences is particularly

important for these countries, to provide
impetus for further expansion and diversif¬
ication of their industrial base.
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Least-developed countries

The effectiveness of trade policy as a
means of accelerating the economic devel¬

opment of very poor countries is question¬

able, as these countries are rarely in a
position to export other than in a few

product areas and on a small scale. The

main exports of the least-developed coun¬

tries are primary products and generally
face few import obstacles in OECD coun¬

tries. However, with diversification into

more processed and manufactured pro¬

ducts, they may encounter higher tariff
barriers.

From the beginning of the GSP, it has
been recognised that special measures for

this group of countries might be appro¬
priate. Recently, a number of OECD coun¬

tries have taken such measures, adding
products which these countries might

export to their list of goods for preferential

treatment, granting deeper tariff cuts for

such products and providing exemption

frçim preferential limits. Canada has also

applied more liberal rules of origin.

The least-developed countries have

taken some advantage of opportunities

offered under the GSP. In 1980 they
received preferential treatment for

$282.1 million worth of their exports (see
table), representing a noticeably larger
share (1 5.1 per cent) of their total exports
to preference-giving countries than for all

beneficiary countries together (8.3 per
cent). This result was a significant improve¬
ment over 1979 - GSP imports from

least-developed countries were up 57 per
cent as against 23 per cent for all benefi¬

ciaries. This rapid growth can be observed
throughout the late 1970s.

IMPORTANCE OF THE GSP FOR THE DEVELOPING

COUNTRIES IN 1980

LDC Exporters

A

OECD Imports from
LDCs*

under GSP

$ million

B

A as % of total

OECD imports
from LDCs3

OECD Imports from
LDCf?

Average annual
growth

1976-1980

%

Total
under

GSPb

All beneficiaries 25,788.5 8.3 20.2 26.7

Ten largest beneficiaries

South Korea

Taiwan

Hong Kong
Brazil

India

Singapore
China

Yugoslavia
Mexico

Philippines

17.034.9

3,328.0

3,086.4

2,454.7

1,706.6

1,271.8

1,207.6

1,066.4

1,040.7

943.0

930.0

18.9

30.1

31.2

20.5

13.8

25.3

16.7

13.4

27.6

6.1

18.3

22.2C

17.5

24.8

20.6

18.2

11.5

29.2

c

15.6

35.9

23.8

25.6C

25.3

29.5

26.2

27.8

25.0

25.6

c

11.4

22.8

36.1

Next ten beneficiaries

Malaysia
Romania

Venezuela

Thailand

Argentina
Israel

Indonesia

Pakistan

Colombia

Chile

5,240.1

873.4

752.6

680.9

582.5

522.8

514.1

375.6

359.0

328.9

250.3

8.6

9.7

24.6

6.1

15.0

14.1

32.5

1.8

33.5

9.5

7.9

24.2

26.0

18.7

22.8

22.6

15.3

21.4

32.9

22.6

25.1

25.2

28. 1d

13.3

16.4

33.8

31. 4d

27.6

29.9

28.3d

22.3

58. 1d

44. 8d

The least developed
countries 282.1 15.1 9.3 44.3d

a . Eleven schemes. Only those OECD preference-giving countries for which the developing country
concerned is a GSP beneficiary.
b. The contribution of New Zealand to these rates is an OECD estimate.

c. Growth rates for imports from China have not been included as China was not a beneficiary of
any GSP scheme until the end of 1978.
d. For 1977-1980.

On the other hand, the share of the

least-developed countries in total GSP

imports is still very small: the 30 countries

in this group in 1 980 supplied only one per
cent of these GSP imports, Haiti and

Bangladesh being the largest suppliers. It
should be noted, furthermore, that prefer¬
ential arrangements other than the GSP

may be of interest to the least-developed
countries, in particular the Lomé Conven¬

tion, under which the EEC provides exten¬
sive preferential opportunities to a group of
countries which includes 26 least-devel¬

oped countries.

Some Remaining
Questions

Despite the impressive overall growth of
imports benefiting from the GSP, it appears
that the potential of the system is some¬
what greater than has so far been achieved.

Through technical assistance, efforts have

been made to alert developing countries to

preferential opportunities. In addition, pre¬
ference-giving countries have attempted to

remove obstacles to greater use of the

system - for example, by liberalising origin
rules and expanding preferential limits.

However, it should be kept in mind that

the GSP aims to encourage industrialisa¬

tion in developing countries and that the

extent of tariff advantages actually

accorded to these countries at a given

moment is directly related to their ability to

export the products covered by the system.

So far, supply constraints still seem to be

hindering the realisation of benefits from

the system. The lack of adequate produc¬

tion technology in developing countries and

the strong competitive position of pro¬

ducers in developed countries may be

contributing factors.

Nevertheless, there is evidence that the

developing countries have been diver¬

sifying their exports under the GSP to

include products which they have not

traditionally sold in large amounts on the

markets of developed countries. It is partly
because of this diversification into new

products that the GSP, despite its rapid

growth, has only rarely been held respon¬

sible for market disruption. This growth has
been concentrated, however, in certain

product areas and certain exporting coun¬

tries. In recent years, the marked success

of some developing countries in exporting

particular products for which they use the

GSP has raised the issue of "graduation":

whether the developing countries con¬

cerned should continue to be eligible for

GSP treatment of products for which they
have become internationally competitive.

Although there are divergent views on this

question, it is significant that the issue itself

arises at least partly from the apparent
success of the GSP.
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New OECD Publications
TRANSPORT

ECONOMIC POLICY

"OECD Economic Surveys".
1982/1983 Series:

Detailed economic surveys of economic trends
and prospects for each OECD country.

NETHERLANDS (February 1983, 102 pages)
(10 8321 11 ISBN 92-64-12398-9

UNITED KINGDOM (February 1 983, 82
pages)
110 83 28 1) ISBN 92-64-1 2399-7

NORWAY (February 1983, 72 pages)
(10 83 22 I) ISBN 92-64-1 2407-1 1

Each survey 	 FF18.00 £1.80 US$4.00 DM9.00
ISSN 0376-6438 Subscription (20 to 24 studies to be published)
	 F300.00 £30.00 US$67. 00 DM150.00

POSITIVE ADJUSTMENT POLICIES. Managing
Structural Change (February 1983)
Industrialised countries have to adapt their
economies to shifts in demand and relative

prices, to technological progress and to

changing comparative advantage. With guid¬

ance from an intergovernmental group chaired
by Dr. Hans Tietmeyer (Germany), OECD exam¬
ines the policy options, at macro and micro

level, open to governments. Slow growth and
high unemployment strengthen popular de¬
mand for action to defend declining industries.

But if labour and other resources are kept too

long in comparatively inefficient activities, the

short-term benefits will increasingly be out¬

weighed by longer-term disadvantages.
(03 83 01 1 1 ISBN 92-64-12402-0

116 pages 	 F62.00 £6.20 US$12.50 DM31.00

CONSUMER POLICY

COMPUTER TECHNOLOGIES AND CON¬

SUMER INFORMATION. INTERACTIVE VI¬

DEOTEX SYSTEMS.

"Document" Series (February 1 983)
The recent development of interactive videotex

systems raises new marketing prospects and
new questions for consumer information. This
study outlines possible actions that could
enhance the consumer information potential of

such systems.
(24 82 05 1) ISBN 92-64-1 2389-X

36 pages 	 F33.00 £3.30 US$6.50 DM1 7. OC

DEVELOPMENT

EXTERNAL DEBT OF DEVELOPING COUN¬

TRIES. 1982 Survey
(December 1982)

Presents the latest data on the external debt of

developing countries, including estimates for
1982; total debt, debt structure and debt

service, the cost of external finance, debt by

major categories of country, the largest indivi¬
dual debtor countries, exposure of private
banks, debt rescheduling.
(43 83 01 1} ISBN 92-64-12395-4

130 pages 	 F60.00 £6.00 US$1 2.00 DM30. 00

Development Centre Studies:

THE FOOD SITUATION AND POLICIES IN

THE REPUBLIC OF KOREA by Dong-Hi Kim
and Yong-Jae Joo. "Document" Series (Feb¬
ruary 1983)
This book gives a comprehensive view of
food production and consumption in Korea

during recent decades and examines the out¬
look for the future. It demonstrates the

changing role of agriculture as development
proceeds, and analyses trade and other poli

cies which are aimed at reconciling con¬

flicting interests.
(41 82 03 1) ISBN 92-64-12382-2

116 pages 	 F47.00 £4.70 US$9.50 DM24.00

ENERGY

NEA (Nuclear Energy Agency):

GEOLOGICAL DISPOSAL OF RADIOACTIVE

WASTE. GEOCHEMICAL PROCESSES (Febru¬

ary 1983)
The safe disposal of radioactive waste into deep

geological formations will depend on a tech¬
nical understanding of the chemical and phys¬

ical phenomena that influence the behaviour of

radioactive elements in the geosphere. This
book reviews current information about the

geochemical processes of importance in safety
assessments.

(66 82 07 II ISBN 92-64-1 2385-7

144 pages 	 F70.00 £7.00 US$14.00 DM35.00

INDUSTRY

THE CHEMICAL INDUSTRY. 1980 (February
1983)
(71 83 10 31 ISBN 92-64-02412-3

54 pages. Bil	 F42.00 £4.20 US$8.50 DM21.00

ENVIRONMENT

HAZARDOUS WASTE PROBLEM SITES. Re¬

port of an Expert Seminar "Document" Series

(February 1 983)
Industrialised countries are currently faced with
a growing problem of abandoned sites where

hazardous wastes that have been mismanaged
in the past pose serious threats to human health

and the environment. This report examines the

problem and possible remedial action.
(97 83 01 V ISBN-92-64-1 2401 -2

62 pages 	 F47.00 £4.70 US$9.50 DM24.00

EMISSION CONTROL COSTS IN THE METAL

PLATING INDUSTRY (February 1983)
Advanced pollution control techniques, re¬

cently developed in the metal plating industry,
involve economies in the use of water, chemi¬

cals and other resources which can offset the

higher capital requirements of such installa¬

tions. This is one of the findings of a study of the
production processes in the industry and the

technologies for controlling their pollutants.
(97 82 07 11 ISBN 92-64-12342-3

98 pages 	 F43.00 £4.30 US$8.50 DM22.00

MANPOWER AND SOCIAL AFFAIRS

LAY-OFFS AND SHORT-TIME WORKING IN

SELECTED OECD COUNTRIES. "Document"

Series (February 1 983)

This report reviews temporary lay-offs and
short-time working practices in OECD countries
and draws conclusions about the consequences

for unemployment and its measurement.
(81 82 08 1) ISBN 92-64-12391-1

146 pages 	 F58.00 £5.80 US$11.50 DM29.00

AGRICULTURE

THE OECD SCHEME FOR THE APPLICATION

OF INTERNATIONAL STANDARDS FOR FRUIT

AND VEGETABLES. "Document" Series (Feb¬

ruary 1983)
Describes the role of the scheme from the

beginning of its activities in international stan¬
dardisation to its present place at the interna¬
tional level.

(51 83 01 11 ISBN 92-64-12420-9

60 pages 	 F38.00 £3.80 US$7.50 DM19.00

"Road Research":

IMPACTS OF HEAVY FREIGHT VEHICLES (Feb¬

ruary 1983)
(77 83 01 1) ISBN 92-64-12423-3

170 pages 	 F85.00 £8.50 US$17.00 DM42.00

STATISTICS

NATIONAL ACCOUNTS: MAIN AGGREGATES.

VOLUME I - 1952-1981 (February 1983)
(30 83 02 31 ISBN 92-64-02410-7

102 pages, Bil	 F52.00 £5.20 US$10.00 DM26.00

QUARTERLY NATIONAL ACCOUNTS BUL¬

LETIN No.IV/ 1982: Historical Series 1968-
1982 (February 1983)
(36 82 04 31 ISBN 92-64-02411-5
130 pages, Bil	 F60.00 £6.00 US$12.00 DM30.00

FLOWS AND STOCKS OF FIXED CAPITAL.

1955-1980 (February 1983)
(30 83 01 31 ISBN 92-64-02359-3
40 pages, Bil	 F30.00 £3.00 US$6.00 DM15.00

LEADING INDICATORS

Beginning with the March 1 983 issue, the
monthly statistical bulletin, Main Economic

Indicators, will present OECD's composite
index of leading economic indicators for 1 8
individual countries. Previously this informa¬
tion was available only twice a year for the
seven major OECD countries (in the Eco¬
nomic Outlook) or, on a monthly basis, only
region by region.

New from Pergamon Press

Europe's Nuclear
Power Experiment.

History of the OECD Dragon

Project E.N. Shaw,
OECD /NEA, Paris, France

The OECD (Dragon) Project was a joir
venture of 1 2 European countries set up to
study the development of high temperature

reactor technology and whose programme
included the construction of a demonstra¬

tion high temperature helium cooled reactor
and its eventual operation. The Project,
which spanned 1 7 years, was widely
regarded as an extremely successful exer¬
cise in international collaboration in nuclear

technology. This specially commissioned
work describes the international background

to the launching of the Project, providing an
unbiased appraisal of the industrial, techni¬
cal, administrative and political aspects of

the Project's development and the problems
encountered, and an evaluation of the Pro¬

ject's significance in the general context of
nuclear power development.
327 pages. 0 08 029347 (H). £12.50 US$25.

Available from:

Pergamon Press
Headington Hill Hall
Oxford

England 0X3 OBW

Pergamon Press
Fairview Park

Elmsford

New York 10523

USA

Pergamon Press

Hammerweg 6
6242 Kronberg
Germany IBRD)

Pergamon Press
24, rue des Écoles
75240 Paris Cedex 05

France
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