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Twenty years ago in April, Japan became^
outside of the North American or

The following articles review the

then ...

a Member of OECD, the first country
European continents to do so.

two decades of this partnership.

and now

In 1964, when Japan joined the OECD,

its economic miracle was in full swing.

Growth rates had averaged almost
9 V2 per cent over the previous decade,

investment was higher than in any other

OECD country, so were savings. Manpower

was still coming off the farms. And wages,

though mounting by 3.6 per cent a year in
real terms, were outstripped by the rise in

industrial productivity - also the highest
among OECD countries. Perhaps more

surprising, the economy as noted by
OECD's first economic survey of Japan in
July of 1 964 - had been very successful in
carrying out what today would be called

structural adjustment: there had been sub¬

stantial shifts out of declining industries,
such as coal mining, into what then seemed

more promising ones - heavy machinery,
electrical industries and chemicals.

But Japan was still near the bottom of

the ladder in OECD terms, with per capita
income only a tenth that of the United

States, the then leader, and the economy
was just emerging from its post-war isola¬

tion. Restrictions on foreign exchange
allowed the government to keep imports to

the developmental essentials and to help

manage the fluctuating current balance.
(The allocation system was abolished only
a month before Japan joined OECD.) For¬

eign investment and other capital move¬
ments, both inward and outward, were

tightly controlled.

Today, after a decade of near traumatic

events, there are no longer any economic

miracles. Japan's growth rate has plum¬
meted from the 1 0 per cent level of the

Sixties and early Seventies to 3 or 4 per

cent. But its growth still compares very

favourably with that experienced by - or

projected for - other OECD countries, sim¬

ilarly buffeted by the oil-price and other

shocks. In 1 983 Japan ranked second in

growth after the United States along with

Canada and Turkey. And Japan's per

capita income has moved much closer to

that of the West 60 per cent of the level

of Switzerland, which is now the leader

(see Member Country Statistics page 19).

(In terms of purchasing-power parity, the
U.S. is the leader1, but Japan's income is
more than 80 per cent of that figure.) In

many respects, the Japanese economy has

outperformed the others - so much so that

its very successes are said to be generating

problems.

Measuring Success

What is the evidence of Japan's suc¬

cess? The European Management Forum,

which has placed Japan at the top of its list

for industrial competitiveness ever since

such ratings began in 1978, uses 284

criteria, including some based on the views

of business executives, but groups its

findings into ten headings - dynamism of
the economy, industrial efficacy, dynamics

of the market, financial dynamism, human

resources, state interference (a negative
indicator for its authors), natural endow¬

ments, outward orientation, forward orien¬

tation, socio-political consensus. Japan is

ranked highest among the 22 countries

examined in the first, second, eighth and

ninth categories.

The Swedish business weekly, Veckans

Affarer, which has awarded its gold medal

to Japan for two years running, uses six

economic indicators GNP growth, current

external balance, gross investment, regis¬

tered unemployment, consumer prices and

change in industrial labour costs. On all

counts but the last, Japan is at or near the

top for 1 983.

As a rough indicator of economic perfor¬
mance, OECD's economists use a dia¬

mond-like object (see chart A) which links

four points representing rises in GDP,

productivity (GDP/employment), con¬
sumer prices (note the inverted scale) and

the unemployment rate (also on an inverted

scale). The bigger and more regular the
diamond, the better. Japan has the best

diamond among the six largest countries.

Indeed, Japan now has the lowest infla¬

tion rate in the OECD, bar none. This result

was by no means a foregone conclusion in

1974 when, in the context of an over¬

heated economy (synchronised in its over¬
heating with most other OECD economies)
and the first oil shock, the unions, in a

departure from the stereotype of the com¬

pany union as a model of moderation,

pushed for and won wage increases

amounting to 33 per cent in the so-called

spring offensive, followed by a 47 per cent
increase in summer bonuses, with the

result that the overall wage bill rose con¬

siderably more than national income. But

the labour unions quickly saw the impact of

such large increases on inflation and

employment and, in the context of a much

tighter monetary policy, brought their
demands back to more moderate dimen-

1 . No figures on purchasing-power parity are
available for Switzerland or seven other coun¬

tries (see page 22).
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sions and kept them there, even in the face

of the second oil shock. This is one of the

many reasons why stagflation never took
hold in Japan.

Unemployment too is low - lower than

for any country in the OECD save Switzer¬

land, Iceland and Luxembourg far

lower than for any other major economy. In

Japanese terms, however, it was very high

in 1 983, and the question now is whether it

will reach 3 per cent, as OECD predicts.

The reluctance of Japanese employers to

dismiss their workers and their preference

for retraining and transferring them within

the firm (or to another related firm or

subcontractor) is of capital importance in
this context. But other characteristics of

the Japanese labour market also play a

role, particularly the tendency of women
and some men to move out of the

labour force when demand for labour falls.

Youth unemployment has not been the

problem it has in so many other countries

because of the way the labour force is

recruited straight out of school, often as

part of a system of life-time employment. It

is certainly rising and is projected to reach

6 per cent in 1 984. This increase must be

The "spring offensive" of 1974



seen in context, however: the other OECD

countries that keep such statistics are

forecast to have youth unemployment

rates ranging from 8 1 /2 to 42 per cent.

Even though Japan's legendary rate of

productivity growth has slackened with

that of GDP in manufacturing it is still

growing more rapidly than that of any other

OECD country. One estimate suggests

that, as to absolute levels (very difficult to

measure), productivity relative to real

wages could be as much as 25 per cent

higher than that of any of the other nine

largest OECD countries measured2.

Ingredients of Success

The key to this performance in the face

of adversity seems to hinge on Japan's
resilience, its ability to adapt its economy
to change, whatever the source oil

shocks, increased competition from the

newly industrialising countries (NICs), new

market opportunities (products and coun¬

tries) as well as new dead-ends, changing
exchange rates and terms of trade and

even, perhaps, protectionism.

From ultra-dependence to high energy-

productivity

The most visible element in Japan's

adjustment process has been its adroitness

in weaning itself from petroleum since the

first oil shock. Ironically, Japan, like other

countries, had only recently become

dependent on imported oil, having pre¬

viously relied mainly on coal. From 1964

on, it developed as an energy-intensive,

oil-based, country. By 1 973, imported oil

was providing almost 77 per cent of

Japan's primary energy requirements, by

far the largest proportion in OECD, and had
replaced coal as the number one energy

source. Because of this dependence, the

Japanese economy plunged, after the first

oil shock, into a "trilemma" with negative

economic growth, unusually high inflation

and a large balance of payments deficit.

Japan was, for obvious reasons, one of the
16 charter members of OECD's Interna¬

tional Energy Agency when it was created
in November of 1974.

By 1 982, Japan had reduced its depen¬
dence on oil to less than 62 per cent of

energy requirements, one of the biggest
reductions in the OECD area. Part of the

adjustment has come from the develop¬
ment of alternative sources: the share of

coal, purchased from Australia, the United

States and Canada, has gone up again and

is slated to rise further to over 20 per

cent of energy requirements by 1 990.
Japan has also moved into nuclear power

(7 per cent of energy requirements in

1 982, 1 1 per cent forecast for 1 990).
Japan joined OECD's Nuclear Energy

Agency before the first oil crisis, in May of
1972, paving the way for NEA's conver¬

sion from a European to an OECD-wide

agency3. Japan is importing liquified nat¬
ural gas (LNG) from Indonesia, Brunei, Abu
Dhabi and Alaska (6 per cent of require¬
ments).

Industry used the lion's share of oil, and

industry has done the lion's share of
conservation. The so-called "productivity

of energy" (output produced per unit of

energy input) has improved by some
4.6 per cent a year since 1974.

Conservation and alternative sources are

part of the story, but only part. There has

also been a sharp shift away from energy-

consuming industries to high-tech and
high-value-added types of production.
What is striking about this shift is that it
had been foreseen well before the first

oil-price rise, in a "vision"4 published by the
Ministry of International Trade and Industry
(MITI) in 1970.

Resources out...

Japanese companies have been quick to

move resources out of low-growth and

low-productivity industries, especially
those hit by high energy costs and the rise
of the NICs. They were aided in this effort

by a temporary (five-year) Law for the

Structurally Depressed Industries designed
to facilitate the scrapping of excess

capacity in fourteen industries including
shipbuilding, open-hearth and electric-fur¬

nace steel, synthetic fibres, aluminium

smelting and three chemical fertilizers,

which in all accounted for some 1 5 per cent

of industrial production. Excess capacity of
up to 45 per cent of the total (in the case of

urea fertilizers) was marked for elimination.

Another law facilitated training and
retraining of workers laid off from these

industries a significant part of their labour
force. In 1 983, a new law with a similar

name was passed to carry on the work. The

most striking results have been obtained in

aluminium, the most energy-intensive of
industries and, in Japan, based on oil.

Aluminium smelting capacity has been

more than halved, and Japan is importing
aluminium from Australia, Canada and the

Third World.

The shipyards was and is the

world's largest builder- have also under¬

gone such a process, within the framework

of 1976 OECD guidelines. Capacity was
cut back 35 per cent by 1979.

In other industries, costs have been cut,

new technology and production methods

adopted, and obsolete plants abandoned in
a monumental effort to rationalise. Thus in

steel, conversion to continuous-casting

technology has, for example, been pursued

at a faster rate than in any comparable

country. Japanese steel-makers can now

operate at capacity-utilisation rates which

would have been unprofitable in earlier

years, and the industry has had to cut back

production much less than other OECD

countries. Japanese steel and shipbuilding

are among the most productive in the world

though both still have excess capacity in

the present state of world demand. --

2. Productivity is defined as output per man in
manufacturing converted to dollars with a set of

purchasing-power-parity exchange rates
geared to manufacturing.

3. Now only New Zealand is not a member.

4. "Vision" is the actual title of MITI white

papers issued in 1970 and 1980 which indi¬

cated the directions in which it would be

desirable for the economy to move.



...and resources in

Meanwhile, Japan has surged ahead in

the knowledge-intensive, high-value-
added orientation foreseen in MITI's 1 970

vision. Electronics is the pace setter.

(Growth of electronic-related products is

shown in table 1 which was drawn up by

Japan's Economic Planning Agency and

includes in electronics many more items

Japan has greatly reduced its dependence on oil
through conservation and use of alternative

fuels. Above: propane and methane supple¬

ment oil in this Tokyo power plant. Below: a
Japanese LNG tanker, the Bishu Maru, trans¬

ports liquified natural gas to Tokyo from Indon¬
esia.

than do the usual industrial breakdowns.

For the more traditional breakdown of the

growth industries see table 2.)

Recent developments have focussed on

microelectronics, at first based on im¬

ported processes and products and

oriented towards consumer goods indus¬

tries. But having recognised the primacy of
computers and telecommunications equip¬

ment as growth sectors, Japanese industry
focussed on integrated circuits, which were

the key to these technologies, and later on

very large-scale integration. These are of a

very high standard and permitted Japanese

firms to garner a large share of the market
for 1 6K random access memories (RAMs)

or memory chips in the early 1980s, then

for 64K RAMs. Japanese companies are

the first, along with U.S. manufacturers, to

produce 256K RAMs which will be avail¬

able in volume in 1984. Perhaps the

ultimate step of this sequence will be the

fifth generation computer which will use

ultra-large-scale integration in an attempt

to leap-frog over the competition. Japa¬

nese companies have not only sold this
technology at home and abroad but used it

to produce advanced consumer goods like

videotape recorders (VTRs)5 and capital
goods like robots and numerically con¬
trolled machine tools. These in turn ena¬

bled Japanese companies in fields outside
electronics such as automobiles to cut

costs and to be more competitive
abroad.

The part of this push towards microelec¬
tronics that has been most visible to the

outside world is the exported part. And in

many markets exports have been the

engine of growth. But what is too often

forgotten is that Japan has the second

largest internal market in OECD, not only in
terms of population but in terms of GNP

1. PRODUCTION OF ELECTRONICS-

RELATED INDUSTRY GROUPS

Average annual rate of increase, 1975-1980

per cent

Video-Tape Recorders
(VTRs)

Telecommunications

equipment

Battery-powered wrist
watches

Numerically controlled

93.7

91.6

73.9

machine tools 58.8

Integrated circuits 53.1

Industrial robots 35.1

Facsimile for transmission

of text 29.2

Static copying machines 27.7

Electronic switching
equipment 22.0

Digital computers 17.1

Desk-top computers 14.9

Colour TV sets 8.4

Industrial production 7.3

Source : MITI

THE STRUCTURE OF JAPANESE

INDUSTRIAL PRODUCTION ...

1980 = 100

1981 1982 1983

Mining &
Manufacturing 101.0 101.3 104.8

Chemicals 99.8 102.5 107.5

Metals

Iron & Steel 93.6 91.4 89.1

Non-ferrous metals 95.8 92.6 94.41

Fabricated metals 96.4 99.0 104.0

Machine industry 107.8 109.2 114.91

Electrical 113.9 125.2 145.91

Other industrial 102.2 100.6 98.51

Transportation (motor
vehicles, ships,
railroads, etc.) 105.8 99.1 94.11

Precision (cameras,

watches,

measuring

instruments, etc.) 109.3 103.5 109.11

Other

Textiles 98.4 97.4 96.51

Pulp & paper 94.4 97.1 102.01

Lumber & wood 91.2 87.4 84.71

1 . 10 months to October.

Source : MITI

(when Japan joined OECD, it was fifth after
the United States, Germany, the United

Kingdom, and France) and many of the
products now being exported have been

widely sold on the Japanese market as

well. For example, almost ninety-nine per
cent of Japanese households have colour

TV, an important export. Japan is the

5. Also called video cassette recorders

(VCRs).



Japan has developed less energy-intensive and more knowledge-intensive types of production, particularly in microelectronics and "mechatronics". To
left: film-type large-scale integrated circuits on the inspection line. To right: robots making robots at a Fanuc Fujitsu plant. Japan is the world's largest
producer and user of robots. Progress in electronics and mechatronics has enabled companies in other fields, such as autos, to cut costs and be more
competitive. Below: a Honda auto-assembly line.

designed to offset the increasing cost of oil

which, despite Japan's success in reducing

its dependence, still accounts for roughly

a third of the country's imports by value.

And the adjustment process has also

included a dramatic shift in imports (shown

in chart B). If energy is excluded from the
comparisons, it is clear that Japan has

turned away not only from oil but from

other imported raw materials as well. The

latter are first being processed

in the country of production - the NICs and

elsewhere and only subsequently im¬

ported into Japan. Japan has become a net

importer of clothing which also comes from

the NICs (though Japan exports upmarket

fashions). Light industrial and labour-inten¬

sive products have also been ceded to the
Third World.

The keys to adjustment

Much has been written about Japanese

success in structural adjustment7, some of
it from the point of view of those on the

receiving end of the final product8. -*"

largest producer of robots (and computer¬
ised automation more generally) in the
world and also the largest user in absolute
terms (Sweden is largest in relative terms)
but, until recently, relatively few members
of the Japanese robot population were
being exported - 2 per cent of the total in

19806. But exports are growing fast: in
1 983, 20 per cent of a vastly increased
production was exported.

Even VTRs, often singled out as the very
symbol of Japan's export drive, have a
broad base at home. In 1978 almost

40 per cent of VTR output was sold in
Japan. Now 85 per cent of VTR output is
exported, but some 1 5 per cent of Japa¬
nese households own a VTR, and the

proportion is increasing rapidly.

The growth in exports was in any event
part of the Japanese adjustment strategy,

6. See Industrial Robotics - Their Role in

Manufacturing Industry, OECD 1983.

7. The most detailed, broadly based and
recent is entitled Flexible Rigidities: Industrial

Policy and Structural Adjustment in the Japa¬

nese Economy, 1970-1980, July 1983, a
27 7-page study by Japanologist Ronald Dore

with contributions by Koji Taira, a working
paper for the ILO's International Division of

Labour Programmes.

8. For example, Foreign Industrial Targeting
and its Effect on U.S. Industries-Phase I: Japan,

a 240-page study published by the U.S. Inter¬
national Trade Commission in October 1983.



B. THE STRUCTURE OF TRADE

per cent of total value

IMPORTS

EXPORTS

Including

energy

excluding

energy

Others

Foods

Raw Materials

Manufactures,
of which:

Semi-processed
materials

Energy

1971/72 81/82 1983» 1971172 81182 1983* 1971)72 81/82 1983'

* 10 months to October

Source: Ministry of Finance, Summary report on Trade of Japan.

No doubt the strong innovative capacity

of Japan, reflected in the amount of invest¬

ment far larger as a proportion of GNP
than in any other OECD country - has been
an important factor. Business fixed capital

investment has been running at around

1 5 per cent of GDP, a level which makes it

possible to bring about rapid changes in

industrial structure. The high level of sav¬

ings and the smooth way in which these
flow into investment are relevant in this

context.

A second factor seems to be the educa¬

tional level of the Japanese work force.

More young people (up to age 1 8) attend
secondary school full time than in any other

OECD country, and at least 55 per cent of

the work force have the equivalent of the

French baccalauréat. This permits the

smooth absorption of new technologies

within the factory and facilitates coopera¬

tion between company executives and
workers.

A third key would seem to be the fact
that workers are hired straight from school

so that training and retraining are built into
the employment system, at least in the
modern sector of the economy where

workers are involved in the life-long

employment system until retirement. This
means that there is commitment on the

part of the worker to the firm and vice
versa. And technological change is

accepted by both workers and trade uni¬
ons.

Closely related to this is the emphasis in
Japanese companies on quality, institu¬

tionally reinforced by the so-called "quality
circles" to which workers and management

both contribute. More generally, workers

share in the long-term planning of the
firm.

Because business is less dependent on

equity financing than its counterparts in
Europe or the United States - and hence
shareholders play a smaller role - Japa¬

nese company executives perhaps take a

longer-term view and, conversely, are less
sensitive to cyclical ups and downs. That
this can be a competitive advantage is
evident from the 1975-76 experience
when American firms cut back investment

in integrated circuits and then, when

Three keys to Japan's successful structural adjustment: The work force is highly educated; more than half have the equivalent of the French baccala



THE JAPANESE TECHNOPOLIS

recovery began, had no choice but to

import them from Japan. (The pattern may
now be repeating itself.)

Two final and decisive factors in Japan's

adjustment: the country's astuteness in

choosing areas of concentration and its

ability to achieve a high technological

standard which is related to the previously
cited factors and increasingly owes much

to the country's RD&D (research develop¬

ment and demonstration) effort (see page
14).

There is considerable controversy over

the precise roles played by private industry,

the government and its industrial policy,

the trade unions and what one might call

the cultural infrastructure of the society in
this adjustment process.

One recent piece of analysis by OECD
attributes the central role in successful

adjustment to the dynamism of the private

productive sector, nurtured by strong com¬

petition in domestic and foreign markets

and managements who have placed heavy
emphasis on developing new products and
technologies. Active use of demand man¬

agement, first monetary policy and then

increasingly a fiscal policy which empha¬
sized public investment and official loans to

promote private investment outlays, set
the stage for private initiative.

"Government intervention has been lim¬

ited to areas requiring long lead times,

large initial investment and integration of

wide-ranging technology, implying joint
projects among different companies. But

adjustment has been facilitated by indus¬

try's acceptance of Government guidance
as a legitimate process, and the role played
by MITI in industrial policy-making appears

rather unique. Indeed the nature of organic

uréat. Lifelong training is built into the Japanese employment system. Competition is intense, at home and abroad.

nmsst

The technopolis is the product of at
least three trends in Japan:

The desire to intensify Japanese tech¬
nological progress with home-grown
developments.

The fact that the high-technology
firms tend to be footloose.

The need to providejobs in rural areas

for local residents, including university
graduates Who, unless they work for
local government, ordinarily have to
move to the city to find jobs.

The idea is to create high-technology
production in rural areas or small cities,
to combine it with research institutes

and/or universities in a pleasant living
environment close to good transporta¬
tion. Nineteen areas have been nomi¬

nated and have submitted a preliminary
plan. The ventures on the whole are to

be grass-roots, innovative, small or

medium-sized enterprises rather than
branches of the old smokestack indus-



C. DIRECT INVESTMENT IN JAPAN (1950 - 1981 ]

US$ billion

5

4.5--

4 --

2.5--

Number of

investments

1,000

2 - - 800

1.5- -600

1 - - 400

0.5- -200

Source : Bank of Japan

The particularly large figures for 1 971 reflect investments by General Motors and Chrysler Corporation,
large investments in 1979 were in the oil sector.

The

relationships between the administration,

industry and the universities has probably

exercised an important influence. Although

imports of industrial goods have been

substantially liberalised, some of these

policies have provided protection to new

industries from foreign competition as has
been the case in other Member countries. It

is interesting to note that these infant

industries have gained great strength in a

relatively short time so as not to need

protection any longer."9

Opening Up to the World

No-one would deny that the Japanese

economy is far more open today than

twenty years ago or that there is greater

interdependence between the Japanese
and other economies. French wines are

sold in the department stores of Tokyo and

other cities; U.S. soybeans constitute the

major source of that product in Japan;

ASEA, the Swedish company, is assem¬

bling robots in Kobe; Nissan employs over a
thousand Americans to make trucks near

Nashville Tennessee. Japanese ships carry

only a fraction of their own exports, and the

Avenue de l'Opéra is often referred to as

the Ginza of Paris because of the throngs of
Japanese tourists. The Japanese firm

Kyowa Hakko has signed research-

licencing agreements on biotechnology

with Jenssen of Belgium and Genentech of

the United States while Suntory (the maker

of Japanese whisky) is entering the bio¬

technology business through accords with

Biogen of Switzerland. Foreigners can

borrow yen on the Tokyo bond market in

the form of Samurai bonds and buy and sell

on the Tokyo Stock Exchange; the U.S.

interest rate is attracting Japanese funds

along with the others; Japanese can buy
stocks on European and American markets;

Japanese banks abound in London and
other financial centres. The yen is the third

largest reserve currency after the dollar and
the Deutsche mark (though very little trade
is denominated in it outside the Pacific

Basin), and there is talk of Tokyo becoming

a major world financial centre.

The internationalisation of capital move¬

ments has moved forward, especially since

1980, and Japan has become one of the

world's largest net exporters of long-term
capital, running a deficit of about $15
billion in each of the last two years, though

foreign investment into Japan is also rising

(see chart C). Japan adhered to OECD's
Code of Liberalisation of Capital Move¬

ments when it became a Member. In 1 964,

Japan had 18 reservations to the code.

Gradually these were removed, the crucial

change coming in 1980 with the amend¬

ment of the Foreign Exchange Law to
reverse the rules: instead of all transactions

being prohibited unless specifically autho¬
rised, all were authorised unless specifi¬

cally prohibited. Now three limitations
remain:

on inward direct investment in agricul¬

ture and fisheries, extractive industries, oil

and leather goods

on outward direct investment in banking,

fisheries and pearl culture

on real estate investment in Japan (this

may be attenuated in 1 984).

Restrictions on shorter-term financial

transactions (OECD's Code covers only

9. OECD's Economic Survey of Japan,
1981.

Foreign companies are investing in Japan..
which makes robots in Kobe...

Below: display centre of the Swedish company ASEA
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... and Japanese firms are investing abroad.

capital movements of over a year) are also

being reduced most recent step being
to free forward-exchange operations. This
is also true of other restrictions such as

loans by subsidiaries of Japanese banks

abroad in yen (offshore operations in Euro-

yen). Similarly, some administrative guide¬
lines on operations by non-residents in

Japan's capital and money markets are to
be revised.

In trade, the progress made by Japan in

opening up its markets over the last twenty
years is often obscured by concern over the

size of the current-account surplus in the

balance of payments, presently running at
more than $20 billion, forecast to rise to

over $30 billion this year, and concentrated
on the United States and the Common

Market.

Japan's imports, which overall are lower

in terms of GNP than in any other OECD
country except the United States, are

dominated by energy, raw and semi-

processed materials and food products

which come primarily from the non-OECD

area. Manufactured products account for

only a minor share of imports (20 per cent)

and in terms of GNP are lower (3 per cent)

than for the United States or Europe (4 and

6 per cent respectively). On a per-capita

basis imports of manufactured goods are
half those of the United States and a third

of Europe's.

However, imports of manufactures are

gradually gaining weight. As shown in

chart B their share of total imports has

risen a full ten percentage points since
1971-72 if energy is excluded from the

comparison. The export structure has also

evolved, in line with changes in the indus¬

trial structure. In 1964, when Japan

became a Member of OECD, textiles

accounted for roughly a fifth of total

exports. Now they represent less than

5 per cent. In contrast, chemicals, metal

products and machinery have constantly

increased in importance, from just over half

of total exports in 1 964 to 90 per cent;

machinery alone accounts for 65 per cent

of the total and there is a constant move up

market to more sophisticated products.

When Japan emerged as a significant

force in the world economy, the contrast
between its remarkable success in trade

and the rather closed nature of its own

economy presented a challenge, and in the

last few years Japan, with an eye to its role

in an interdependent world, and in

response to requests by trading partners,

has taken a series of "market-opening

measures": eliminating or reducing tariffs

on a range of items of particular concern to

foreign producers, simplifying testing and

certification procedures, and opening up

the distribution system and government

procurement areas which are often cited

by Japan's trading partners as non-tariff

barriers to trade. Japan has reinforced its

declared desire to increase its imports by

opening offices and sending missions

abroad to inform and encourage potential

exporters.

There is a widespread view abroad that,

despite progress made so far in trade
liberalisation, more needs to be done to

open up Japanese import markets, and
talks - both bilateral and multilateral - are

being held. Meanwhile trade imbalances
and the strong competitiveness of Japa¬
nese exports have led Japan's trading

partners to take protectionist measures

Manufactures account for a small but growing share of Japanese imports. Below: the
American-made Cray computer is presently being used in two Japanese service bureaus, and one
will be purchased by NTT. the Japanese telecommunications agency this year.
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Toleft: Poitiers, the sole customs entry point for imports of video recorders into France over a period of six months (October 1 982- April 1983). Toright:
Honfleur, where video recorders are being assembled by the Japanese company Akai.

tariffs and quotas and, increasingly,
voluntary restraint agreements, on autos,

machine tools and VTRs for example.

These now cover a large part of Japanese

exports but are a two-edged sword. They

can, for example, reduce the normally

intense competition between Japanese

producers on international markets and

lead to export-pricing behaviour that is not

to the foreign consumer's advantage.

It is clearly desirable that the response to

the Japanese trade surplus should not be

concentrated on trade-diminishing - and

hence economic-activity-diminishing
lines but that it consist of measures that

increase world trade and economic interde¬

pendence - more Japanese imports, and

more Japanese investment and joint ven¬

tures in OECD countries and the developing
world. Though far from an only and suffi¬

cient solution, a steady rise in Japan's total

domestic demand is another appropriate

response, and Japan is taking steps in this

direction. However, fiscal policy has

become constrained by large budget defi¬

cits and a substantial overhang of public

debt. OECD calculations suggest that most

of the budget deficit is "structural" and will

remain large, even at higher levels of

economic activity10. Moreover the weak¬
ness of the yen and the authorities' desire

to support the exchange rate, in the con¬

text of high interest rates abroad, have

constrained monetary policy.

In a recent article, Dr. Saburo Okita (who

contributes other thoughts on page 1 7 of

this issue) argues that "Japan is recycling
its trade surplus to everyone's benefit and

not piling up vast foreign currency reserves
... Of course efforts are needed to stimulate

domestic demand and increase imports,

but it is wrong to assume that domestic

stimulation will automatically eliminate the
surplus in Japan's current account ... The

basic response has to be in recycling
surplus capital"11.

As a now well-off country with a high
rate of savings (third highest in OECD),
Japan is in a favourable position to contri¬

bute to Third World development. Its aid

programme, though small in relation to the

size of the economy, has risen from

0.1 4 per cent of GNP in 1 964 to 0.29 per

cent in 1982, bringing the figure closer to
the OECD average of 0.38 per cent. More¬

over, considering how rapidly GNP has

evolved, this contribution is by no means a

negligible one in absolute terms. A target

set in 1 978 to double Official Development

Assistance by 1 980 was exceeded by a

substantial margin, and in 1981 a new

objective was set - to double ODA again (in

dollar terms) over the five years to 1985
- a very ambitious target. Japan is now the

largest contributor to the Asian Develop¬
ment Bank and has diversified its aid to

areas outside Asia, notably to the African

10. OECD's Economic Survey of Japan,
1983.

1 1 . Journal of Japanese Trade and Industry,

January-February 1984.

As a well-off country with a high rate of savings, Japan is in a good position to aid the Third World.
Below: a Brazilian computer trainee whose studies in a vocational centre of the Aichi Prefectural

Government are financed by Japan's International Cooperation Agency.
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Development Fund (Japan is one of the

largest donors) and Egypt.

Japanese firms are investing heavily in
the developing world, catching up with

other major capital exporters. With 1 1 per
cent of all OECD flows in recent years,
Japan is second only to the United States in

the group of countries which make up
OECD's Development Assistance Commit¬

tee. Much of this capital - estimated at a
cumulative $17 billion- is invested in

manufacturing joint ventures, more than

two thirds of it in the Pacific Basin. A typical
pattern is for a Japanese firm to set up in
the areas which provide it with raw mate¬

rials petrochemicals in Indonesia, for

example and then move up the pro¬
cessing scale.

Japan has close trading relations with

the Third World, almost 60 per cent of its

imports coming from them and 43 per cent

of its exports going to them, and thus is

more closely linked to the developing world

than any other industrialised economy.

Japan is facilitating development by

importing manufactured goods from the

Third World as its own firms move up

market to products with more value
added.

Coping with Social Problems

In the late Sixties and early Seventies the

Japanese Government, like many others,

recognised that the economic growth of
the Sixties had exploited the environment

without a corresponding effort to build up

depleted resources or prevent pernicious

side effects. The problems were particu¬

larly intense in Japan, and the response

was more rapid and vigorous than in most

countries. Environmental laws were passed

(no less than 1 5 in a single session of the

Diet in 1970), an Environmental Agency
was created, and standards for air and

water stricter than in most other coun¬

tries - were set. The cost of this clean-up

was high - 1 .7 per cent of GNP in 1 975,

probably higher than elsewhere, but the

benefits too were great. The deterioration
of rivers, lakes and the sea was halted and

in some cases reversed, despite the con¬

tinuing growth of industry. The quantity of

most though not all air pollutants was

spectacularly reduced (chart D), and pho¬

tochemical smog virtually eliminated. (The
number of days on which the inhabitants of

Tokyo can see Mount Fuji is higher than in

the early Seventies).

In 1976, Japan invited OECD to review

its environmental policies, and the resulting

report12 pointed not only to the progress
made but also to the fact that policies to

date had focussed almost solely on

cleaning up pollution. What was needed

next were measures to improve the quality

of life. OECD suggested developing the

*""

The Tancho crane, an endangered species, is being protected, and its numbers have increased.

"amenities" - a word and an idea that

caught on - and improving the quality of
life has become a focus of policy.

One of the items that remain on the

agenda is providing amenities in the cities.
The context is a lack of land suitable for

12, Environment Policies in Japan, OECD
1977.
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& D AND TSUKUBA SCIENCE CITY

Since 1971 the amount spent on RD

& D (research, development and demon¬

stration) by Japan has been growing far
more rapidly than that of any other

major country, and total spending is now

as large as that of France and Germany
combined, though still well behind the
United States ($31 billion in 1982 at

current prices and using purchasing
power parities) as against $8 1 billion for
the U.S.). More of it is financed by

industry than in other countries (60 as
against 50 per cent on average).

Recently Japan has been putting
more effort into basic research new

materials like gallium arsenide for inte¬

grated circuits, superconductivity, fu¬
sion and advanced robotics. Japan has

special experience in fermentation (soy
sauce and sake) on which a part of

biotechnology is based, and the food

industry is a prime mover in this field.

Japan is probably number two after the

United States in biotechnology.

The symbol of the new reorientation
towards basic research is Tsukuba

Science City, 60 kilometres northeast of
Tokyo, built by the Government and

concentrating, on its 28,650 hectares,
the most up-to-date scientific facilities in

virtually every advanced technological
field. (It has its own high-energy physics
institute with an accelerator, a cryoge¬

nics laboratory, a 1 75,000 gauss super¬

conducting magnet and a high voltage

electron microscope). The complex also

includes a university and private

research institutes financed by indus¬

try.

Three aspects of Japan's advanced R and D. To left: an ultra-high-voltage
electron microscope. Above: the direct broadcasting satellite launched on
January 23. Below: the Hoyashibara Biochemical Laboratory in Okayama where
interferon is manufactured.
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Still on the agenda: improving the quality of the housing stock and the urban environment more generally.

development and a consequent high price,
a rate of urbanisation that has slowed

down but is still on the rise, a need for

improvement in the quality of the housing

stock and for urban renewal and improved
urban services all this within the context

of fiscal restraint. Japan has asked OECD

to review its urban policies - the first OECD

country to be examined in this field and
the issues will first be discussed at the time

of an exhibition on dwellings and surround¬

ings to be held in Tsukuba Science City in

1985 in which OECD will participate.

There is other unfinished business in the

social domain. Ageing is one of the most

characteristic features of Japanese society.

This is not because Japan got old fastest;

on the contrary, it is a "young" country
compared to other OECD nations. But

because of the dramatic improvement in

life expectancy (now 73.3 for men and

79.2 for women 6-7 years more than in
1 965) plus the decline in the birth rate, it is

now ageing more rapidly than other coun¬

tries. The number of people 65 and over

will have increased from 7 per cent of the

population in 1970 to 14 per cent in

1 996 a period of only twenty-six years,
as against eighty-five years for the same

percentage change in Sweden, for exam¬

ple.

To prepare for this cohort, state pen¬

sions, in 1 973, were put on a more equal

footing with those of other countries (a

maximum of 60 per cent of income

excluding bonuses, or 45 per cent including

them, when the system is "mature" i.e.
when retirees are receiving their full pen¬

sions). Even now, before maturity, pen¬

sions have become the largest item (almost
a third) in Japan's rapidly rising social

outlay13 and hence a drain on public
expenditure at a time when the country is

suffering from budget deficits, a high level
of debt, and obstacles to higher taxation

(although Japan has the lowest tax burden

in the OECD). An ageing population also
means higher expenditure on health which
accounts for a big chunk of social welfare

spending as well.

Ageing will entail another problem, par¬

ticular to Japanese society. Traditionally,

employees have been required to retire at

age 55 but received no pensions until age
60; the usual solution for the retiree was to

find another, lower-paying and perhaps

marginal job in the intervening years. Now
older workers (including, presumably,
some of those whose state pensions are

inadequate because they have so few years

of credit) increasingly find themselves on

the list of the unemployed. In 1 982, the

unemployment rate for workers aged 55-
64 was 4.5 per cent. The retirement age is

moving up it is typically around 58 at the
present time and the unions have put

great emphasis on this matter, sometimes
as a trade-off for wage moderation. The

Ministry of Labour favours raising the

retirement age by 1 985 to a uniform 60

years, when the state pension begins.

Unemployment is becoming a problem

for other groups as well, as the employ¬

ment system departs from its prototype:

lifetime employment applies mainly to

those in large firms in the modern sector

with a regular job, and there are coming to

be fewer of these and correspondingly

more temporary and part-time workers

who can be dismissed more easily. For

these and other reasons (including the

rising number of working-age women who

want to work) and despite the traditional

flexibility of the Japanese labour market,

some rise in the overall unemployment rate

seems probable, especially if economic

growth does not strengthen.

Some of the other problems currently

being discussed with intensity in Japan

read much like those that afflict so many

OECD countries violence in the schools,

tension in the family, rising divorce rates,

the very heavy educational load on children

in a competitive society and lack of oppor¬

tunity for women. Japan will have to be as

creative in solving these newer problems as

it has been in coping with economic

change.

1 3. Japanese social welfare expenditures are

increasing more rapidly than those of any other

OECD country but are still at a relatively low
level compared to other OECD nations

17.5 per cent of GNP as against a maximum
of 38 per cent (for Belgium).
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JAPAN AND THE OECD
A Message from Japan's Minister for

Foreign Affairs, Shintaro Abe

I
t gives me great pleasure to send this message to the readers of the
OECD Observer to mark the 20th anniversary of Japan's becoming
a Member of OECD.

I have myself had the privilege of participating in sessions of the
OECD Ministerial Conference, both as Minister for Foreign Affairs
and as Minister of International Trade and Industry. It was in great
part to those meetings that I owe my friendship with the Secretary
General, Mr. van Lennep, and many others in the Organisation,
something I value greatly. I found those sessions invaluable opportu¬
nities for exchanges of views with them and with others participating.
It was also extremely gratifying to see at first hand how close the
relationship is between Japan and OECD.

It was a very important milestone in our history when Japan became
a full member of OECD on 28th April, 1964. Japan had for many
years been engaged in the task of rebuilding and developing its
economy, and it was both the earnest wish of the Japanese people and
the fundamental policy of the Government to participate as actively as
possible in international cooperative activities in the economic field. It
was for this reason that we were always acutely interested in
membership of OECD.

OECD may be said to be an organisation whose primary function is
to promote cooperation among industrialised countries. Hence, Japan,
which shared OECD's belief in the market economy and was already
an industrialised country enjoying rapid economic growth, naturally
wished to become a member of the Organisation and contribute
significantly to its activities.

We made this desire known to the existing Members and requested
admission. Japan had already become a Member of the Development
Assistance Group in the days of the OEEC. Following the visit of
Foreign Minister Ohira and Prime Minister Ikeda to Europe in 1962,
the Ministerial Conference approved Japan's membership of OECD in
principle in March 1963, and Japan was formally admitted to full
membership in 1964. At almost the same time, Japan accepted the
obligations under Article 8 of the IMF Agreement and Article 1 1 of
the GATT, and all three events gave a strong impetus to the
liberalisation of Japan's economy in foreign exchange, trade and
capital transactions. 1964 was, without doubt, a major turning point
for Japan's economy.

Twenty years have passed, years in which the world economy has
faced many difficulties, including two oil crises followed by world
recessions. Despite such adverse circumstances, OECD has made
invaluable contributions to the attainment of its main objectives:
sustained economic growth, expansion of free and multilateral trade
and promotion of development assistance. The Organisation has also
dealt vigorously with problems in a wide range of fields, such as the
environment, natural resources, energy, and science and technology,
responding dynamically to the needs of the times. When we consider
the achievements of OECD, we cannot but be reminded of what makes

the Organisation unique and effective. First, it is a forum for
industrialised countries which have a great deal in common and
basically adhere to the market economy. Second, it covers almost
every area except political and military affairs (economic policy,
trade, aid, energy, labour, environment, science and technology, and
so on) and is consequently able to deal with problems simultaneously
involving several of these areas. Third, it is a forum for free exchange
of views among Member countries, exchanges through which they are
able to arrive at a common perception regarding the various problems
and promote harmonisation of their policies.

Through its membership in such an organisation, Japan has both
been able to increase its cooperation with other developed countries
and to benefit greatly in many other ways. For example, OECD
discussions were of considerable help when we were working to solve
very serious problems accompanying our rapid economic growth, such
as inflation and environmental pollution.

Of course, what has happened to the Japanese economy in the last
twenty years has meant that the role Japan is expected to play in
OECD and its influence in the Organisation have increased dramati¬
cally since the time of Japan's admission. For example, OECD clearly
feels that the experience of Japan, which has enjoyed relatively good
performance during the recent period of poor economic growth, may
well contain ideas that will help to overcome the economic difficulties
the world is facing. I believe that Japan has also contributed in no
small way to promoting the roll-back of protectionism to which the
Ministers of OECD countries committed themselves in the Ministerial

Council in May, 1983, not only by refraining from adopting protec¬
tionist measures but also by making continuous efforts to open its
market further, with the objective of strengthening the free and
multilateral trading system. And OECD's "Interfutures" study, which
was launched in response to a Japanese initiative, had a broad,
significant and beneficial impact on discussions about the future
direction of the world economy.

I was very pleased to learn of the decision made in the Council last
December that OECD will participate in the International Exhibition
to be held in Tsukuba, Japan, in 1985. 1 feel that this is clear evidence
that Japan's role and contribution are appreciated in OECD. It also
gave me great pleasure to be able to celebrate the tenth anniversary of
OECD's Publications and Information Centre in Tokyo with Secre¬
tary General van Lennep during his visit to Japan last year.

We are determined to increase our efforts to make our participation
yet more fruitful for both the Organisation and the international
community, giving full weight to what OECD expects of Japan.

Economic recovery, albeit gradual, is now underway in most of the
industrialised countries, but many problems have yet to be solved.
Indeed, we are surrounded by new issues and problems, such as
changes in the industrial structure brought about by scientific and
technological innovation, protectionism inspired by recession and high
unemployment rates, the interlinkage between trade and finance and
an expansion of trade in services that calls for the establishment of
international rules in this area. To these issues and problems no
ready-made solutions exist.

OECD is today, more than ever, called upon to play an important
role in the coordination of the efforts of the industrialised countries to

overcome these common problems because it is the most suitable
forum in which to deal with these new issues. I am confident that, with

its spirit of international cooperation and with its accumulated
expertise in all the relevant fields, OECD will fully satisfy our
expectations.

Japan, supporting the free and multilateral trade system and
desiring increased and more effective international cooperation, will
always remain loyal to its commitment to cooperate and contribute to
the progress of OECD and the success of its activities, fully conscious
of our increasing responsibilities in the international community. We
know that nothing can benefit Japan and its economy more than such
international contributions to the common good.
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For OECD Member countries to live

with change, it is necessary that their

policies be consistent with the demo¬

cratic political system and, at the same

time, with the requirements of a mature

industrial society, a stage which most of
the OECD countries have now attained.

Coercive measures or regimented systems
must be avoided. Policies based on the

market mechanism will be conducive to

meeting these necessities. The dynamism

of the market economy is best realised by

establishing a "virtuous circle" of non-

inflationary sustainable growth, technical
innovation, active investment and creation

of job opportunities. It is important to note

that friction arising from the process of

structural change and technological inno¬

vation can best be resolved in the long run

by enhancing flexibility and by adequate

economic growth.

Japan's Performance and
Some Problems

This year, the 20th anniversary of

Japan's accession to the OECD will be
celebrated. Since starting from a poor

agricultural economy more than a century

ago, Japan has experienced various stages

of development. As a late-comer to the

industrial world, its earlier period was

characterised by policies designed to

enable Japan to "catch-up with the
advanced countries". After the Second

World War, Japan attained a remarkable

growth rate of over ten per cent per annum

during the years of the late 1 950s up to the
early 1970s. The National Income Doub¬

ling Plan was formulated in 1 960, and its

target was attained in seven years instead
of ten years as set out in the plan.

About fifteen years ago, when Dr.
Thorkil Kristensen left the position of

Secretary-General of OECD, a series of

essays was published in book form in his
honour. Among the economists and diplo¬
mats from Member countries who contri¬

buted to this book, I wrote a chapter
entitled "the Virtuous Circle of Accelerated

Growth" in which I analysed the

mechanism of high growth and predicted

the emergence of rapidly growing econom¬
ies, a phenomenon which was later termed

the NICs (newly industrialising countries)
by the OECD.

In the decade of the 1970s and early

1 980s, the OECD economies have experi¬

enced two oil shocks and prolonged reces¬

sions. Japan's growth rate declined to five

per cent per annum during the 1970s and

in recent years has dropped to around 3-4

per cent. At the same time, Japan is

reaching the state of a mature industrial
society. The general orientation of policy
has also shifted to meet this change. In

many ways, Japan now shares the prob-

by Dr. Saburo Okita,

Former Japanese Foreign
Minister

lems of other OECD countries. Sometimes

outside observers emphasize the difference

between Japan and other industrial coun¬

tries, but from our point of view, our

economy and society are characterised by

many more similarities with other OECD

countries than differences, since our

system is fundamentally based on a market

economy and private enterprise system. It

may be said, however, that Japan's eco¬

nomic performance in recent years has
been good as compared with that of other

OECD countries. Here I may point out some
of the causes of this relative success:

Flexibility of the Japanese society and

severe competition among enterprises

It is generally recognised that there has

been strong competition in Japanese

society, and such competition has moti¬

vated entrepreneurs' positive attitude
towards investment and introduction of

new technologies. This, coupled with the

general social flexibility, helped positive

response to change.

Rational industrial adjustment policies

The basic approach by the Government

is to introduce measures designed to help

ensure the dynamic development and

adjustment to change of the private sector

by maximising its vitality under the free

market mechanism and open market sys¬

tem, although agriculture is not yet quite in

line with this basic approach due to various

political and social constraints.

Policies for declining industries are to

facilitate positive adjustment without

recourse to protectionist measures. In

other words, policies are directed to the

scaling down, in an orderly way, of indus¬

tries which are losing comparative advan¬

tage, and are designed to encourage meas¬
ures to revitalise their activities where

viable.

In the case of the aluminium industry, for

example, based on the guideline recom¬

mended by the Government, its production
capacity was reduced from 1,640,000

tons per year in 1 978 to 740,000 tons in

1982, and actual production has declined
from 1,040,000 tons to 300,000 tons.

During the same period, imports of alu¬
minium increased from 760,000 tons to

1,350,000 tons, thus raising the import

dependency ratio from 43 to 82 per
cent.

The shipbuilding industry is another

example, cutting down its capacity from

9,800,000 cgrt1 in 1977 to 6,200,000
cgrt in 1979, while actual production

declined by about 40 per cent during the
same period. In this case, the share of

Japanese shipbuilding in total sales of
shipbuilding companies declined from 42

1 . Compensated gross registered tonnes.
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per cent to 28 per cent during the same

period.

Policies for new technology are to pro¬
mote technology development in the areas

where the private sector alone is not

capable of carrying out research and devel¬

opment. Mainly in basic research areas

with high cost, high risk and long lead time,
the Government sometimes takes direct

measures such as the support of a portion

of research funds, although the Govern¬

ment's share in the total R&D expenditure
is smaller than that of other OECD coun¬

tries.

Another measure to promote industrial

progress is to provide visions of emerging
trends of industrial structure which are

intended to give useful and credible indica¬

tions to entrepreneurs in making their

decisions. This is not "central planning"

because adoption or utilisation of visions is

left to the discretion of each enterprise. The

Government also provides inducements by

preparing a favourable environment to help

industries' own efforts, although legal,
financial and taxation measures to that end

are limited in scope.

Labour-management relationship

Mutual confidence between labour and

management is relatively strong in Japan.

Employers generally regard workers as

partners in their enterprise and avoid dis¬
missal of the redundant labour force

through internal transfer to new areas of

activity.

On the labour side, workers are generally

receptive to technological innovation and

structural change. Japan's high level of

education and stable labour-management
relations contribute to this situation. It is

also a wide-spread practice to encourage

participation of labour in entrepreneurs'

decision-making, including quality control

in factories, development of new products,
and so forth.

Wage levels are agreed upon in a flexible

manner by taking due account of the

business performance of the enterprise as

well as of general economic conditions.

The current cooperative relationship of
mutual confidence is based on the severe

lessons learned from past experiences of

conflicts between labour and management,

particularly in the early post-war years.
Both sides have come to realise that

conflict does not lead to business develop¬

ment and stability of employment, and that

cooperative relations are most beneficial to
themselves. Such mutual confidence con¬

tributes greatly to the enterprise's flexible

response to change. The basic approach of

Government employment policy is to pro¬

vide guidance and support for private

sector's efforts to respond positively to

change.

Future problems

Japan is now facing emerging problems.
Some of them are illustrated in the study by
the Long-Range-Outlook Committee of the
Government which in the summer of 1 982

produced a report entitled Japan in the
Year 2000. I worked as Chairman of this

Committee.

Some of the salient issues touched upon
are:

the rapid process of ageing of the
population. The population of 62 and

above accounted for 5 per cent of the total
in 1 960, 1 0 per cent in 1 983 and will reach

16 per cent in 2000 and 19 per cent in
2010. This means that in the not too

distant future, Japan will have the oldest

age structure among OECD countries.

Japan, now one of the leading countries

in the field of high technology, has a

difficult task in developing new technolog¬
ical frontiers.

Japan has to live in a new and broader

environment, responsive to the changing
world economy and to interact in harmony
with the other nations of the world.

A Role for OECD

What can OECD do to help Japan, and

all Japan's economic partners, face up to

the problems of change that now confront
us?

My association with the OECD is not

only a long one, but it also extends to a very

wide range of OECD activities. Naturally, as

an economist, I have been deeply con¬
cerned with discussions on macroeconomic

issues. But I have also been involved in

discussions in other fields, such as science

and technology, environment, develop¬

ment assistance and energy, in various fora

within the Organisation.

Looking back over 20 years of OECD

activities, I renew my conviction in the

useful nature of the Organisation and the

mounting importance of the role it plays in

the world economy. In the first place, it has

provided a valuable common arena in

which Member countries can harmonize

their own policies towards the achievement

of common objectives, not by enforcement

but through mutual consultation and

exchange of views.

Secondly, I should like to point out that

the OECD, in its wide range of activities,

has consistently taken due consideration of

the position of "South" countries. Although

the Organisation is composed of "North"

countries, it has always tried to reflect the

position of the South in its policy decisions.

The OECD is an Organisation of twenty-
four countries, but it is also an Organisation

for the world. To a certain degree, this has

been possible because of the OECD forum
for the discussion of assistance for devel

oping countries (DAC). I strongly hope that
the OECD will continue its world-wide

perspective. The fact that the OECD's

"Interfutures" report, published in 1 979,

was designed to study the future develop¬
ment of advanced industrialised societies in

harmony with that of developing countries

demonstrates this broad perspective.

What the OECD can and should do is,

first, keep a sharp eye on the economic and

social development of the Member coun¬

tries and take the initiative in tackling new

issues and problems which arise in these

countries. Only the OECD is able to take a

comprehensive approach to such problems

as education, environment and energy.

The Organisation should also maintain a

balanced approach towards long and

short-term problems. The OECD can fulfill

its mandate by analysing and proposing

solutions, not only for current problems but

also for long-term issues. In this respect, I

recall an essay in "Problems of Modern

Society" by OECD's former Secretary-
General, Dr. Kristensen, which provided

Member governments with an assessment

of the major longer-term issues of industrial

society and greatly stimulated intellectual

discussions among Member countries.
There can be no real solution to short-term

problems without due consideration to

long-term issues, and vice versa. In this

regard, the recent Ministerial Conference

on "Longer-term Performance of OECD

Economies: Challenges Facing Govern¬

ments", under the leadership of OECD's

Secretary-General, Mr. van Lennep, was of

great significance.

Today's world economy is characterised

by rapidly growing interlinkage and interde¬

pendence. National policies cannot be

implemented without their having a signif¬

icant impact on the international economy,

and likewise, no international measures

can be carried out without their affecting

the domestic economies. Any solution to a

problem in a specific sector of the world

economy is impossible without a sober

consideration of the problems in other

sectors. The problem of accumulated

indebtedness in developing countries is a

good example. The economic difficulties of

these countries could be alleviated by the

recovery of OECD economies and the

steady expansion of world trade. At the

same time, growth of OECD economies will

be positively influenced by the economic
revival of debtor countries.

The OECD is now confronted with a

great challenge. This is the time for the

Organisation to demonstrate its ability to

cope with the inter-related and difficult

problems of both a long-term and short-

term nature. This is only possible through

intensified international cooperation

backed up by strong political determination
to progress by all the Member countries.
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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.

AREA

1,000 sq. km

AGRI¬

CULTURAL

AREA

1,000 sq. km

TILLAGE

1,000 sq. km

AUSTRALIA 7,686.8 4,990 433.0

AUSTRIA 83.9 37 16.5

BELGIUM 30.5 16 8.7

CANADA 461.29,976.1 701

DENMARK 43.1 29 26.5

FINLAND 337.0 25 23.8

FRANCE 549.1 315 186.6

GERMANY 248.6 122 74.8

GREECE 132.0 92 39.3

ICELAND 103.0 23 0.1

IRELAND 70.3 58 9,7

ITALY 301.2 176 124.2

JAPAN 372.3 54 48.5

LUXEMBOURG 2.6 1 0.6

NETHERLANDS 41.5 20 8.7

NEW ZEALAND 269.1 146 4.5

NORWAY 324.2 9 8.3

PORTUGAL 92.1 41 35.5

SPAIN 504.8 312 204.9

SWEDEN 450.0 37 29.6

SWITZERLAND 41.3 20 4.1

TURKEY 780.6 381 284.9

UNITED KINGDOM 244.0 183 69.8

UNITED STATES 9,363.1 4,282 1,906.2

POPULATION CRUDE

BIRTH

RATES

per thousandthousands per sq. km

15,178 2 15.8

7,571 90 12.5

9,856 323 12.2

24,659 2 15.1

5,119 119 10.3

4,826 14 13.7

54,219 99 14.7

61,638 248 10.1

9,792 74 14.3

234 2 18.5

3,483 50 20.3

56,639 188 10.9

118,440 318 12.9

366 141 11.8

14,310 345 12.0

3,183 12 15.7

4,116 13 12.4

10,030 109 15.4

37,935 75 13.4

8,328 19 11.2

6,467 157 11.6

46,788 60 (32.8)

56,341 231 12.8

232,057 25 16.0



TOTAL U

thousands

\BOUR FORCE
UNEMPLOYMENT

RATE

as % of total

labour force

1982 1983

of

which;

Females

%

Female

Labour

Parti¬

cipation
Rate

%

6,935 36.8 52.0
(a)

7.1

(a)

9.8

3,304 38.7 50.8
(a)

3.5

4,180 38.2
48.7

1981

(a)

13.1

(a)

14.5

11,954 40.9 58.4
ia)

10.9

(a)

11.8

(2,689) 44.9
71.8

1981
(11.0)

2,556 46.9 72.8
(a!

5.8

23,431 39.3 52.0
{a}

8.0

ia)

8.1

27,455 38.1 49.8
(a!

6.1

(a)

7.6

3,707 31.5 (34.7) 5.8

(110) (31.4) 46.8
1981

(0.6)

(1,283) (28.8)
35.0

1981
(10.7)

23,188 33.8 (40.7)
ia)

8.9

(a)

9.7

57,740 39.0 (55.0)
fa)

2.4

la)

2.6

161 (29.8)
39.1

1981
1.2

5,748 33.4
35.2

1981

ia)

11.4

(a)

13.7

1,332 34.3
45.8

1981
3.5

1,998 42.2 (65.4)
ia)

2.6

(a)

3.3

4,356 41.5
57.4

1981
7.3

13,584 29.5 (33.0)
(a)

15.9

la)

17.4

4,357 46.2 (74.6)
(a!

3.1

ia)

3.5

3,046 35.3 (49.8) 0.4

(18,581) (33.9)
49.4

1981
(17.7)

26,556
38.8

1981
56.5

ia)

12.4

(a)

13.2

111,872 42.4 61.4
ia)

9.5

la)

9.5

TOTAL CIVILIAN EMPLOYMENT

thousands

of which:

AGRICULTURE

FORESTRY INDUSTRY SERVICES

AND FISHING

% % %

6,376 6.5 29.8 63.7

3,189 10.0 40.0 50.0

3,620 3.0 32.3 64.7

10,574 5.3 26.5 68.2

(2,364) (7.5) (28.5) (64.0)

2,367 13.2 33.8 53.0

20,982 8.3 34.6 57.1

25,090 5.5 42.7 51.8

3,491 28.9 29.2 41.9

(110) (11.2) (37.1) (51.7)

(1,131) (17.3) (31.1) (51.6)

20,542 12.4 37.0 50.6

56,380 9.7 34.9 55.4

160

1981

5.6

1981

38.1

1981

56.3
1981

4,984 5.0 28.7 66.3

1,274 11.5 32.9 55.6

1,946 8.0 29.4 62.6

3,959 25.9 37.1 37.0

10,876 18.3 33.9 47.8

4,219 5.6 30.3 64.1

3,033 7.1 38.4 54.5

(14,792) (59.6) (16.5) (23.9)

23,462 2.7 34.4 62.9

99,526 3.6 28.4 68.0



Notes:

a) Natural sciences and engineering
only.

BLEU: Belgium-Luxembourg Economie
Union.
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GROSS

DOMESTIC

PRODUCT

at

market

prices

at current

/ricfs 1983
and exchange

rates

billion US $ 1 982

150.5

157.41

67.4

66.89

81.5

84.29

326.9

298.05

56.0

56.39

47.8

49.10

514.9

540.09

657.7

658.99

36.4

38.36

2.3

2.64 è

17.7

1/.63

355.1

347.35

1,157,0

1,061.92

3.2

3.34

133.3

137.59

22.2

23.83

55.0

56.18

20.5

23.38

159.4

181.25

91.6

99.16

98.2

96.54

53.3

52.98

449.2

477.38

3281.6

3,041.36

average

annual

volume

change

2.4

(-1.25)

1.8

(1.0)

1.8

(0.0)

1.6

(3.0)

1.6

(1.75)

4.0

(2.75)

2.0

(0.5)

1.6

(1.25)

2.3

(0.0)

2.6
f

(-5.751

3.1

(0.5)

2.2

(-1.51

4.5

(3.0)

1.4

(-2.5)

0.6

(1.25)

1.1

(-0.5)

2.7

(1.5)

3.6

(0.25)

1.0

(2.0)

1.4

(1.75)

1.5

(0.0)

2.2

(3.0)

0.8

(2.5)

1.5

(3.5)

per capita at current
prices in US $ using

current exchange rates

10,371 8,835 8,552 12,104 11,017 10,175 9,961 10,691 3,917 11,265 5,062 6,133 8,966 9,137 9,615 7,520 13,648 2,338 4,778 11,907 14,928 1,132 8,523 13,106

per capita at current

prices in US $ using
purchasing power parities

(PPP)

9,852 10,293 10,968 10,747 10,880 5,410 6,166 8,520 10,589 10,746 9,858 4,552 6,870 9,095 13,106

FINAL PRIVATE

CONSUMPTION EXPENDITURE

% of GDP at current prices

61.4 56.1 65.8 56.5 55.1 55.5 64.8 56.2 65.1 63.9 60.2 62.1 58.7 60.7 60.5 61.1 48.6 68.5 69.8 53.9 62.4 71.9 60.7 66.0

CURRENT

GOVERNMENT

EXPENDITURE

AND REVENUE

current disbursements

% of GDP

31.1
1981-82

44.0

1981
53.3 42.2 56.7 37.3 47.5 44.8

36.0
1981

27.6

1980

48.3
1980

48.5
26.5
1981

45.7

1980
58.3 45.5

33.2

1981

30.3
1981

60.3
1981

28.1

1981

44.6

1981

34.2
1981

current revenue

% of GDP

34.4
1981-82

47.4

1981
45.4 38.5 50.5 39.8 46.9 45.3

30.4
1981

36.0
1980

41.7
1980

41.5
29.3
1981

51.5
1980

55.8 52.6
37.5
1981

30.6
1981

59.0

1981

32.6

1981

43.4
1981

33.7

1981

GROSS FIXED

CAPITAL

FORMATION

private and

public

total % of GDP

at current prices
24.9 23.1 17.3 21.1 16.5 24.0 20.5 20.5 19.1 25.6 25.5 19.0 29.6 23.4 18.3 22.9 24.6 31.2 19.6 18.8 23.1 19.1 15.4 16.6

machinery and
equipment % of GDP

at current prices

12.4

1981-82

10.4

1981

5.8
1981

7.6 7.4 9.4 9.1 8.2
8.0

1981
6.9

13.1
1980

7.7
10.5
1981

9.2

1980
7.1

9.1

1981
8.7

13.7

1981

6.9

1981

7.2

1981
6.9

5.2

1980
7.6

8.1

1981

11 ' ' 	

NET NATIONAL SAVINGS

RATIO

% of GDP

12.2 12.9 4.1 7.0 3.5 9.7 6.7 9.0 10.8 5.0 7.8 8.4 17.4 33.0 10.3 12.4 13.5 17.5 7.8 2.1 17.4 12.9 4.8 2.1

NET OFFICIAL DEVELOPMENT

ASSISTANCE

to developing countries

and multilateral agencies
% of GNP

0.57 0.53 0.60 0.42 0.77 0.30 0.75 0.48 t 0.24 0.29 1.08 0.28 0.99 1.02 0.25 0.37 0.27

			

GROSS DOMESTIC EXPENDITURE

ON R&D

% of GDP

1.0
1981

1.4

1979
1.5

1.1

1981

1.2

1981
2.1 2.5

1981

0.2
1981

0.8
1981

0.7
1979

1.0

1981
2.5

	

1.9 0.9
1979

1.3
1981

0.3

1980

la!

2.2

1981

(2.3)
1981

(2.4)
1981

2.7

TRADE BALANCE

(goods and services)
% of GDP

-3.3 2.3 -1.1 4.0 0.4 0.5 -2.3 2.5 -9.8 -5.C -7.3 -1.0 1.0 -6.0 3.7 -3.7 5.6 -18.8 -1.6 -0.9 0.4 -3.4 2.3 -1.0

TOTAL OFFICIAL RESERVES

million SDR

30.12.1983

8,749 5,042 5,699
BLEU

4,016 3,515 1,227 22,503
(Nov.)

44,099 997 144 2,534 21,538 24,346 5,699
BLEU

11,253
702

(Nov.)
6,373 1,036

(Nov.)

7,266
(Nov.)

4,065 17,275 1,345
(Nov.)

11,496 30,831
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monetary unit
Australian

Dollar
Schilling

Belgian
Franc

Canadian

Dollar
Krone

Finnish

Mark

French

Franc

Deutsche

Mark
Drachma Krona

CUR¬

RENCY

units per US $
30th December 1983

at market rates

1.12 19.34 55.64 1.24 9.88 5.81 8.35 2.72 98.67 28.67

units per SDR
30th December 1983

1.17 20.25 58.25 1.30 10.34 6.08 8.74 2.85 103.30 30.02

total (CIF)

million US $
24,141 19,494 57,829

BLEU
54,819 16,842 13,428 115,382 154,049 9,968

from other OECD

countries

million US $
17,340 14.969

46,381
BLEU

47,747 14,066 8,535 79,449 115,023 6,397

from rest of world

million US $

(excl. unspecified)
6,713 4,525

11,408
BLEU

7,072 2,775

total imports

as percentage of GDP
at current prices

15.3 29.1
66.0

BLEU
18.4

volume change of
total imports from

1977 to 1982

percentage per year

3.4 1.6
1.7

BLEU
-1.3

4,893 35,086 38,900 3,571

29.9 27.3 21.4 23.4 26.0

-0.2 3.9 4.5 3.0 3.2

total (fob)

million US $
22,077 15,643 52,406

BLEU
68,414 15,317 13.070 92,351 175,456 4,285 686

EXPORTS

(goods only)

to other OECD

countries

million US $
12,622 11,096

44,297
BLEU

58,361 12,577 7,977 62,855 131,929 2,592 587

to rest of world

million US $

(excl. unspecified)
8,744 4,547

7,573
BLEU

10,054 2,717 5,093 29,455 42,849 1,689 100

total export
as percentage of GDP

at current prices

14.0 23.4
59.8

BLEU
23.0 27.2 26.6 17.1 26.6 11.2 26.0

volume change
of total exports

from 1977 to 1982

percentage per year

2.9 5.5
2.6
BLEU

2.6 5.8 5.3 3.5 4.6 2.6

CON¬

SUMER

PRICES

increase 1983

%

(Dec. 82-Dec. 83)

8.6 3.8 7.2 4.5 6.0 8.3 9.3 2.6 20.0 84.3

average annual
increase 1978-1983

% per year
10.0 5.1 7.0 9.7 10.1 9.8 11.8 4.8 21.9 57.1

INDUSTRIAL PRODUCTION

CHANGE 1983

(Dec. 82-Dec 83)

4.1

Nov.

3.0
Nov.

7.0
Nov.

16.1
Nov.

6.5

Nov.
4.0 8.2

1.1

Oct.

INTERNA¬

TIONAL

TOURISM

receipts as % of GDP 0.2 7.5
1.8

BLEU
1.0 2.3 1.2 1.3 0.8 4.0 1.0

expenditure as % of

final private consumption
1.1 6.0

3.8

BLEU
2.4 4.3 2.3 1.5 4.4 1.5 4.4
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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

0.88 1,659.50 232.20 55.64 3.06 1.53 7.74 131.65 156.70 8.00 2.18
252.50

31 oct.
0.69 1.00

0.92 1,737.41 243.10 58.40 3.21 1.60 8.11 137.83 164.06 8.38 2.28
264.36

31 oct.
0.72 1.05

9,688 85.923 131,123
57,829

BLEU
62,586 5.789 15,452 9,425 31,615 27,620 28,597 8.940 99,675 243,952

8,980 51,767 46,327
46,381

BLEU
46,403 13,612 6,528 17,223 22,520 24,593 4,454 79,363 139.253

653 34,143 84,792
11,408

BLEU
16,181 1,840 2,862 14,362 5,100 4,004 4,486 20,117 104,697

55.0 24.7 12.3
66.0

BLEU
45.5 24.3 27.5 40.3 17.4 27.9 29.6 16.9 20.9 8.0

4.3 3.0 1.6
1.7

BLEU
0.4 2.8 1.7 1.9 4.4 -4.4 2.3 -0.3

8,089 73,379 138,255 52,406
BLEU

66,231 5,554 17,545 4,177 20,574 26,737 25,936 5,766 97,221 212,275

7,055 49,049 66,445
44,297

BLEU
56,099 15,618 3,416 12,677 21,390 18,726 2,577 70,080 119,631

929 23,354 71,810
7 573

BLEU
8,875 1,927 674 7,696 5.347 7,211 3.189 26.901 92,138

45.9 21.1 13.0
59.8

BLEU
48.1 23.3 31.2 17.9 11.4 27.0 26.9 10.9 20.4 7.0

6.8 3.1 4.8
2.6

BLEU
2.2 3.7 6.4 3.5 1.8 14.3 1.8 2.9

10.3 12.4 1.8 8.0 3.0 3.6 7.1 33.9 12.2 9.2 2.1 24.6 5.3 3.8

15.8 17.0 4.2 7.4 5.2 13.6 9.8 21.5 14.5 10.1 4.5 49.5 11.2 8.8

3.8

Oct.
-3.2

7.8

Nov.

4.2

Oct.

5.8

Nov.
7.3

0.5

Sep.

2.0

Aug.

8.2

Nov.
3.6 16.1

2.4 0.1
1.8

PLEU
1.1 0.9 1.3 3.8 4.0 1.0 4.1 0.7 1.2 0.4

0.8 0.7
3.8

BLEU
3.9 1.5 6.5 1.6 0.8 3.6 4.6 0.2 2.2 0.6
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INFANT MORTALITY AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

deaths in 1 st year

per 1,000 live births
10.0
1981

12.8 11.7 9.6
1981

8.4 6.5

1981
9.3

11.6

1981

14.3

1981

7.7

1980

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

10.6
1981

12.7 6.6 7.2 8.1 11.8 7.5
1981

26.0
1979

10.3
1981

6.8 7.6

1981

11.2

1981
11.2

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

grams per inhabitant and per day
1981

68 60
64

BLEU
66 72 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 71 66

39

1977
55 72 70 24 56 72

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

PUBLIC EXPENDITURE

ON EDUCATION 1981

5.8
1980

5.5

1980
6.5 8.4

6.7

1980
5.7

3.4

1980

4.7

1980

2.2
1979

as % of GDP of which:

associated

expenditure1

0.2
1980

0.3

1980
0.1 0.5 0.4

1980
1.0

0.2
1980

0.3
1980

0.3

1979

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

6.7

1980

5.0

1979

5.6

1980
7.6 7.8 5.3

8.5
1980

4.3

1980

2.6

1979
9.0 5.1

2.7

1980

5.7

1980

6.9
1980

0.3
1980

0.1
1979

0.2
1980

0.3 0.3 0.3
1980

0.3
1980

0.1
1979

1.3 0.1
0.8
1980

0.4

1980

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

TAKE HOME PAY family AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

(after tax and

soc. sec. contr.)

as % of gross earnings1

benefits:

excl.
82.7 76.9 76.3 86.7 62.5 73.0 86.4 73.0 80.4

incl. 86.1 92.4 88.7 89.6 65.6 78.5 93.5 78.0 80.4
.

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN2 SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

79.2 79.6 88.5 85.6 64.5 74.0 73.6 83.5 87.1 65.0 80.9 71.1 79.1

82.4 85.7 88.5 93.7 72.2 77.9 80.7 87.7 88.4 72.1 85.1 78.7 79.1

1. Average earnings in manufacturing: one-earner family, 2 children. 2. 2-1981.

CMCDCV rmuciiR/i DTirtM /no
AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

total primary energy requirements
in tons of oil equivalent

5.20 3.41 4.23 8.81 3.44 5.37 3.41 4.13 1.62 5.79

IRELAND ITALY JAPAN
LUXEM¬

BOURG'

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

2.48 2.38 2.90 8.50 3.91 3.59 5.78 1.22 1.95 5.62 3.79 0.78 3.51 7.54

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
540 440 401

694

1981
703 546 541 509 317 497

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

223 382 520
547

1979
560 608 535 155 337 856 770 53 517 760

TELEVISION SETS

L

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE1 GERMANY GREECE ICELAND

number per

1,000 inhabitants
1981

- 298 300 - 364 336 297 348 160 288

R 380 489 414 361
. .

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

181
234

1980
252 - 301 - 298 144 - 387 314

1980
101 331

1980
-

241 390 551 250 285 254 365 110 411 631

L = licences issued or sets declared R = estimated receivers in use. 1980.



The Longer-Term Performance
of OECD Economies :

Challenges Facing Governments

In an effort to gain a better perspective on today's problems,
OECD Economic and Finance Ministers met recently to examine
informally how economic policies affect the structure, and hence

the longer-term performance of OECD economies. High unemploy¬
ment and rising public sector debt set the context in which

economies must be able to adjust to rapid but uncertain -

changes in technology and trade. Four features of economic

structure are likely to encourage successful adaptation: a stable

and non-inflationary policy environment; sufficient flexibility to
maintain both efficiency and high employment in the provision of

public and private goods and services; an open world system of

trade and finance to increase and distribute the gains from new
technologies; and a high degree of social consensus. The latter is

not only good in its own right, but is necessary to maintain

economic flexibility and political stability.

There are two compelling reasons why now is the right time to
bring these issues to the fore. First, the experience of the 1970s

- the "school of hard shocks" - has amply shown that sustained

improvement in living standards requires not only a continuing
adaptation to continuous change, but also the flexibility to adjust to

sudden shocks, nationally and internationally. Second, many
government programmes and policies are already in the process of

being cut back, reformed, or replaced, under the twin pressures of

budgetary imperatives and structural change.

Thus, the time is ripe for trying to approach a wide range of
policy issues in a consistent way, to ensure that government

cutbacks are well placed, and that policies and programmes are

coherent in their approach to government, to the private sector,

and to the world economy. Both market and governmental

processes are prone to failure in some degree because they have to

deal with an uncertain future. Perhaps the most basic challenge for
governments is to find ways to harness political and economic

forces to produce social and economic structures robust enough to

cope satisfactorily with a rapidly changing environment.

For the public sector, the challenge is to limit and scale down the

costs of public services, and to maintain a stable policy environ¬
ment, while improving the ability to achieve social and economic

objectives. For the private sector, which in this context comprises

all business enterprises - including those owned or regulated by
governments- the challenge is to achieve and maintain enough

flexibility to ensure that changes are seen as opportunities rather

than threats. These objectives are mutually reinforcing, since a
stable and efficient public sector makes less claim on the resources

of the private sector, helping to reduce costs and maintain

incentives to work, to save, to invest, and to innovate. Similarly, a

more flexible and innovative private sector generates jobs and

investment more robustly, lessening the transfer load and financing

requirements of the public sector.

A national economy that is flexible and efficient stands to gain

more from the changing opportunities offered by open world

markets, and is likely to have a bigger stake in improving the
international framework for trade and investment. In the reverse

direction, economies that are more open to world markets need to

be capable of absorbing inevitable shocks. If this is well under¬

stood, then domestic political forces are more likely to embrace

adaptability, and to reject rigidity. Flexibility and openness are thus

mutually reinforcing. But they are also threatened in the same way

when things go wrong. Political forces, policies or administrative

structures that reduce flexibility, whether of domestic or world

markets, reduce the benefits which the open system can bring and
vice versa.

Consistent domestic policies to improve responsiveness require
a high degree of consensus if they are to work. Consensus requires

the costs of change to be shared in a manner that is widely

perceived to be equitable. This in turn requires, among other things,

the maintenance of the basic "safety net" policies of the welfare
state.

It is against this background that Ministers focussed on three

more specific themes: pressures in the public sector (under the

chairmanship of John S. Dawkins, Australian Finance Minister; an

article on this subject appears on page 32); living with change
flexibility and efficiency in the private sector (Kjell-Olof Feldt,

Swedish Finance Minister); national policies and the international

framework (Dr. Otto Lambsdorff, Economics Minister, Germany).

Jacques Delors, Minister of Finance, the Economy and the Budget
of France, chaired the closing session. The Ministers heard a report

on the Intergovernmental Conference on Employment Growth in

the Context of Structural Change (see following page).
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Structural Unemployment:
Policies for Job Creation

With more than 30 million unemployed in the OECD area and only a slight
decrease foreseen despite the recovery, structural unemployment is a
matter of concern for all OECD countries, even those with better than

average performance. New responses are necessary, and a recent OECD

conference explicitly challenged governments, employers and trade

unions to develop structural employment policies that, in conjunction

with appropriate macro-economic policies, might lead to a more
acceptable labour market outlook for the years ahead.

Economic recovery is now underway

in the OECD area, though its strength

and speed vary from country to

country. Growth is strongest in North
America, followed by the Pacific countries

and Europe. Even if the recovery persists
and strengthens, there is growing recogni¬

tion that economic growth alone is unlikely

to restore acceptable levels of employment

or substantially reduce unemployment in

the foreseeable future. The prolonged

recession has not only left the largest pool

of unemployed job-seekers for several
decades but seems to have weakened the

longer-term employment-generating ca¬
pacity of many OECD countries, particu¬
larly in Europe.

This new situation calls for a profound

change in ways of thinking, in attitudes and

policies. In the 1950s and 1960s, the

primary role of labour-market policies was

to adjust the supply of manpower so that it

could be moved to the growth sectors of

the economy. During the recession, with

high levels of unemployment falling dispro¬

portionately on certain groups in society

- especially young people, migrants and

women labour-market and manpower

policies took on the defensive role of

protecting these groups and trying to
create jobs for them. Today, with wide¬

spread recovery a real possibility, there
remain structural problems, and the thrust

of manpower policy needs to shift again.
What is needed now is a positive strategy
for creating jobs in the context of structural

change structural employment policies.

This change implies the participation of all
those whose actions affect the level of

employment government, employers and
trade unions.

Structural Change Not a

Threat but an Opportunity

Structural change is a shift in the basic

relationships within the labour market and

within the economy. Several aspects of this

change were discussed at a recent OECD
Conference, first of all the introduction of

new technologies as a source of change. At

a time of little employment and growth, the

question is whether such change will lead

to jobless growth. A second aspect of

structural change is the shift in trade

patterns which has a greater impact on

certain occupations, sectors of the

economy and regions than on others. A
third is the evolution of industrial structures

towards or away from labour-intensive

industries, towards the service sector, from

the private to the public sector or vice

versa. Among the questions that arise in
this context are whether the shift to the

service sector will take new forms and

whether these offer hope of increased

employment; what the role of the public

sector in employment creation should be,

and whether employment in the sector

which falls between public and private

enterprise (what is often called the third
sector but could more appropriately be

termed the "in-between" sector) is likely to

increase. A fourth and final aspect is the

reduction and redistribution of working

time. Does it offer a meaningful way of

adjusting to technological change and pro¬

ductivity growth? Can it increase employ¬
ment in the current economic situation?

If employment is to be maximised in the

face of structural change, such change
needs to be embraced rather than resisted,

exploited rather than shunned. But this is

easier said than done. Although well-

implemented policies for positive adjust¬

ment (determined by the free play of
market forces, with government involve¬

ment playing only a complementary role)

might facilitate the simultaneous attain¬

ment of social and economic objectives in

the longer term, in the shorter term, costs

of adjustment may drive a wedge between

social and economic aims through the

imposition of unacceptable costs on those

"We in Europe are constantly worried about
change and indeed we should not hide the fact
that it is painful. Yet change is a dynamic
force which we should welcome. We can
anticipate it through training, industrial par¬
ticipation and by greater encouragement of
mobility. We can temper change, but to resist
it would be to compromise our future. We
should be careful lest, by support of old and
ailing industries, we destroy new opportunities
and new jobs in new industries. The change is
painful, not to change is terminal. "

John Gummer,

Minister of State, Department of

Employment, United Kingdom.

"Our experience in the United States over the
last decade leads us to the conclusion that

there is no substitute for a dynamic economy
that relies on the market to allocate resources.

It can absorb workers in "declining" industries
and people entering the labour force. A
flexible economy is able to adapt to changes
brought by new technology and trade. And the
record ofsuch economies in creating new jobs
speaks for itself. "

Roger B. Porter,

Deputy Assistant for Policy Development to
the President of the United States.
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There are jobs associated with the new technologies but with very different qualifications than those
that are disappearing.

who must adapt to change. The realistic
course - and the most human one as well -

is to assure those who bear the burden of

adjustment - both workers and firms - of

adequate support. Since the society as a
whole benefits from structural adjustment
while only a minority suffers, the losers
should be assisted. Moreover, if firms and

workers understand that they will not have

to bear the full burden of adjustment, they
are less likely to resist it. One must be sure

however that, in the process, the workings
of the market are distorted as little as

possible.

Flexibility of the Labour
Market

The greater the flexibility of the labour
market, the lower the economic costs of

adjustment: there will be less unemploy¬
ment and less loss of output. Standard

microeconomic theory postulates that, in a

perfectly free labour market, wages and
employment adjust to rectify imbalances

between supply and demand. In the real

world, however, there are obstacles to

adjustment: these make relevant policies

that not only assist those most affected but

promote the flexibility of salary structures

and the adjustment of manpower.

First, wage responsiveness to changed

supply and demand conditions is limited in

many countries. Collectively bargained

wage agreements may not readily allow for

wage differentials between workers in a

given occupation who work in different
industries and firms. There may also be

strong resistance to changing differentials
between occupations. Thus a potentially

important factor which could encourage

adjustment is out of reach: the financial
incentive provided by changes in wage
differentials, which could encourage the
workforce to move to new industries and

occupations and induce employers to

adjust their inputs and output. Since this
incentive is lacking, workers' capacity to

respond to shifts in relative wages by
changing industry or occupation may be
limited.

But the concept of labour market flexi-

"We cannot get acceptance offlexibility from
workers if they feel that the burden ofchange

is unjustly distributed. "

Anna-Greta Leijon,

Minister of Labour, Sweden.

bility goes well beyond that of wage

flexibility alone. Manpower adjustment

polices - modifying social legislation, im¬

proving occupational and geographical

mobility, training and retraining workers

and preparing them for change, whatever

form it takes can make an important

contribution to labour market flexibility.

The Dimensions of Change

Managing the impact of new

technologies ...

Technological progress has always been

an engine of economic growth. But each

major technological innovation also re¬

quires a prolonged process of social and

economic adaptation, and the transition

phase always spawns hardship. But, in

recent years, fears have been exacerbated

by poor macro-economic performance and

the qualitative differences in the nature of

structural change from those of the past.

A sine qua non for action to allay these

fears is cooperation between governments,

business and unions. A first step is to

develop an early warning system a flow

of information about the planned introduc¬

tion of new technologies. Such information

is necessary if the workers are to prepare

themselves for change. It must be available

at plant level and be accompanied by

consultations at the earliest stages, when

"The prime cause of today's fear of the new
technologies is their element of mystery.
Social partners and governments alike must
work to dispel that fear. "

Dr. Rudolf Miller,

Director of International Affairs,
Federal Ministry of Labour and Social Affairs,

Germany.

"The way to speed the introduction of new
technology is not by confrontation. It is by
taking workers and their unions into the
discussion of any change in technology and
reaching agreement by consent. "

David Basnett,

President of OECD's Trade Union Advisory
Committee (TUAC).

"Much of the information that others might
regard as proprietary is shared with the trade
unions and workers who participate in the
crucial stages of corporate planning in Japan.
This sharing is based on our confidence in
their integrity. "

Yotaro Kobayashi,
President of Fuji-Xerox Co., Japan
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If workers are to adapt to the new technological culture, education must be completely reoriented.

the type and pace of technological change

are being planned.

These changes go hand in hand with the

upgrading, training and retraining of the

labour force. If workers are to adapt to the

new technological culture, the education

system needs reorientation. Since skill

needs are difficult to forecast, there is a

premium on more flexible types of training

and education, and the idea of "generic"

training is one credible approach. Training

older workers must be given priority if the
obsolescence of their skills is to be avoided.

Large firms can rely on internal labour

markets (retraining and transfer within the

firm) but small firms may need government

assistance. While training ensures a flexible

response, it cannot by itself ensure either

economic growth or the creation of new

jobs without the other key ingredient in¬
vestment.

... and new patterns of international
trade

There is widespread agreement that the
new wave of protectionism which

threatens the viability of the open trading
system jeopardises the chances of

achieving more satisfactory employment
growth.

The ebb and flow of comparative advan¬

tage is a political and economic reality

which, together with the high level of

unemployment and the short-term costs

of adjustment puts strong pressures on

governments to take protectionist meas¬

ures to brake the adjustment process.

But the longer-term costs of protec¬

tionism lower real output and employ

ment - may well be higher than the short-

run costs involved in adapting industry and

labour markets to changes in trade pat¬

terns. The question of compensation and

adjustment assistance for those bearing

the burden of structural change is obviously

relevant in this context: changing trade
patterns involve both gains and losses, but

the latter are often highly concentrated on

specific regions and sectors and hence very

visible. Thus it is important to try to

establish some clear ground rules to guide

the public authorities in helping workers

who are adversely affected.

First, if adjustment-assistance pro¬

grammes are to be successfully used in

coping with structural change, they should

place less stress on cash benefits and more

on supplying displaced workers with ser¬

vices such as retraining and counselling, job

placement and aid to geographical mobil¬

ity. Second, since trade changes may have

a strong impact on declining regions, the

approach should be carefully tailored to the

needs of the community. Finally, closer

cooperation and consultation between

labour and management must be forged at

the plant level so as to encourage both

parties to assume greater responsibility for

manpower adjustment.

"Protectionism does not solve the unemploy¬
ment problem. More job losses are due to
protectionism than the other way around. "

Francis Blanchard,

Director-General, International Labour

Office (ILO).

"Open trade policy which fosters international
economic growth should not be sacrificed for
the short-term benefits ofprotecting employ¬
ment in declining industries. We see structural
adjustment as a prerequisite for international
comparative advantage. "

Dr. Mustafa Kalemli,

Minister of Labour and Social Security,
Turkey.

"Whether needed because of trade repercus¬
sions or technological change, adjustment
should befostered by an active labour-market
policy based not on cash but on a work
strategy: efficient nation-wide employment
services using top techniques; occupational
mobility through training; geographical mo¬
bility; support to new viable industries.
Switchingfrom a cash assistance strategy to a
work strategy strengthens free trade. "

Allan Larsson,

Director General, National Labour Market

Board, Sweden.

"Customs duties and physical restrictions are
unfortunately but one aspect of the impedi¬
ments placed in the way ofinternational trade,
and possibly not the most important. I do not
think that one can disregard the effects of
world monetary disorder as a reason for the
declining momentum of world trade. For
fifteen years now, the instability of currencies
has considerably disrupted trade flows, the
relative prices that determine business com¬
petitiveness depending more often on currency
movements than on actual differences in pro¬
ductivity. "

Pierre Bérégovoy,
Minister for Social Affairs and National

Solidarity, France.
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Imports also create jobs - not only directly but because they permit an expansion of the world
trading system and hence of exports.

Changing Industrial Structures

The potential of government
investment in infrastructure

Public investment in infrastructure has

declined sharply in many countries as a

result of recent restrictive budgetary poli¬

cies. But judiciously chosen investments

can play a stimulating role in employment

creation in the private sector without per¬

manently taxing the government budget.
There is a great need for the renovation of

existing infrastructure and the creation of
new facilities. But how should such invest¬

ment be financed in view of budget deficits

and possible inflationary effects? Obviously

"A clear distinction has to be made between

direct public investment and encouragement of
private investment connected with public pro¬
grammes. In the case of direct public invest¬
ment, the permanent employment created is
usually in the public sector and puts addi¬
tional and recurringpressure on public current
expenditure. By contrast, public incentives for
certain types ofexpenditure, such as housing,
do not lead to permanent employment, but the
cyclical stimulus to labour demand is consid¬
erable. "

Joaquin Almunia,

Minister of Labour and Social Security, Spain.

"To the traditional question - how can public
investment be financed in the present context
- the obvious counter question is: how can an
increase in unemployment be financed?"

John Evans,

European Trade Union Institute, Brussels.

the room for manoeuvre differs from

country to country but, apart from the

classic solution recourse to the govern¬

ment budget, which is difficult in a period of

public expenditure restraint - other ap¬

proaches are possible including user fees,

recourse to insurance or pension funds and

borrowing from non-government sources.

Finally, public investment ought to be

complementary to and call forth private

investment, especially on the part of small

and medium-sized firms whose employ¬

ment-creating capacity is decisive.

The in-between sector

What role can the public and private

"We must not fear what is new. The moment
one mentions newforms of work organisation
and production -for example in the in-
between sector - someone comes back with the

objection that this will create a dual society.
My answer is that the dual society is already
upon us and, if nothing is done, it can only
become more pronounced. There is a gap
between those who havejob security and those
who do not; between those who are in old,
declining industries and those who are in new
dynamic ones; between those who, if they lose
their job, are likely to find another one and
those who are not. That is why real flexibility
-flexibility which creates jobs- means
opening the doors to social and economic
innovation and not systematically opposing
it. "

Jacques Delors,

Minister of Finance, the Economy and the

Budget, France.

sectors play in promoting initiatives in the

in-between sector. Despite difficulties in

defining and delimiting this sector, the

many initiatives that have been taken bear

witness to a spirit of enterprise, innovation

and creation as well as to a potential for

employment generation that may herald a

new way of satisfying needs and a new

style of development.

In many OECD countries, governments,

and especially local authorities, try to

encourage such initiatives, by modifying

regulations that hamper or relegate them

to the hidden economy. The private sector

and large firms in particular sometimes

support them actively. However, these

initiatives, which offer an opportunity for

fruitful cooperation between the public and

private sectors and between government

and the social partners, often suffer from

serious financing difficulties. Some novel

solutions (start-up subsidies, allocation of

unemployment benefit resources, public

orders, workers' funds) warrant further

attention. Implicit in such schemes, how¬

ever, is the danger of a dual economy or an

increased fragmentation of society, al¬

though some have argued that fear of such

consequences should not prevent action.

... and the adjustment of working time

One important aspect of the long-term

social and economic development of OECD

countries has been the adjustment of

working time - whether through a reduc¬
tion in the normal work week, a shorter

work life (later entry into the labour force or

early retirement) or a greater variety of
work schedules. For several years now,

interest in this matter has heightened

because of its job-creating and unemploy¬

ment-diminishing potential. But not every¬
one considers this approach to be a valid

one, and some observers do not think that

reductions in working time can have any

positive effect on employment. Those who
see the matter in a more positive light

believe that, although the public authorities

can help, collective bargaining must be the

principal mechanism for introducing such

adjustments. However, negotiations in this

field are currently at a stalemate in some
countries. Workers who are uncertain as to

whether they will have a job next month, or

who fear having their savings eroded by

inflation, often resist trading off income

gains for leisure while employers have not

been willing to embrace changes in working
time which they feel will increase their

costs. Perhaps the deadlock between the

social partners would become less acute if

the reduction in working time were accom¬

panied by more flexible working schedules

permitting more efficient use of capital
equipment and giving workers and man¬

agement more freedom to modify labour

input over the course of the day, the week,
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"We must not introduce new rigidities through
a reduction in working hours. Government
policy should at the most be permissive in this
field and let the social partners negotiate. "

Graham Reid,

Under-Secretary, Manpower Services
Commission, United Kingdom.

"Structural policies to strengthen or regen¬
erate the capacity of our economies to create
newjobs should cover a broad range ofaction.
Such policies must be built upon:

confidence in the future, restored by a
steady macroeconomic and collective bar¬
gaining environment, which will stimulate the
formation of both physical and human
capital

consensus about the basic goals and values
to be achieved or maintained

an equitable sharing of the costs of adjust¬
ment.

Emile van Lennep,
OECD's Secretary General.

the month and the year. This question

merits further exploration, given the central

role of the social partners and collective

bargaining in the determination of working
time.

In all of the discussions at OECD's

conference, one matter drew a clear con¬

sensus: it is impossible to bring about a

strong recovery of employment through
labour-market policies alone; there must be

a healthy and stable macro-economic envi¬

ronment. But, by the same token, macro-

economic growth alone cannot remedy

outstanding structural problems. A vig¬
orous and effective structural employment
policy is needed to improve and sustain the

growth performance of the economy.

With the developments of the last

decade, it is becoming evident that basic

changes are taking place in the functioning
of labour markets and in the role of work in

society. The dividing lines between
working time and leisure, between those in

the labour force and those outside it,

between the self-employed and em¬

ployees, and between primary, secondary

and tertiary activities are beginning to blur.
And those outside the labour force who are

the main clients of the welfare state (the

retired, the unemployed, the handicapped

and the poor) but also people who are
supported by their families (married women

who do not work and young people) seem

to be striving towards some activity which,
not only increases their incomes but also

permits them to play a more active role in

society. This trend seems to be a lasting
one, and future labour market policies have
to be designed to accommodate these

social changes.

Big Government:

Is It Too Big ?
by Peter Saunders1

In the two decades after World War II,

the positive contribution an expanding
public sector could make to promote

sustained economic growth and rising

living standards was widely acknow¬
ledged. It could provide economic and

social infrastructure through public capital

works programmes and raise community
well-being and productivity through en¬
hancement of health and education ser¬

vices. More explicit forms of income redis¬

tribution were designed to ensure social

equity and greater political stability. These
developments were consistent with pre¬

vailing views on the importance of public

expenditure and tax policies in ensuring
that economic activity remained close to its

full employment level. The result was a

rapid increase in the ratio of total public

expenditure as a percentage of GDP in all
OECD economies2.

Towards the end of the Sixties however,

and increasingly through the Seventies,

this optimism about the economic and

social benefits of public expenditure

growth was challenged. On one level, the

ability of policy makers to ensure macro-

economic stability via fine-tuning of public

spending and tax levels was seriously
questioned. Further, as the ratio of public

expenditure to GDP exceeds 50 per cent in

an increasing number of OECD economies,

a more fundamental question is being
posed: has the appropriate balance

between the public and private sectors

been exceeded to the point where public

sector expansion is now taking place at the

expense of private-sector performance

rather than contributing to it? To put the

same point somewhat differently: are the

benefits from additional public spending no
longer in excess of the costs associated

with its provision?

Many different arguments have been

proposed which imply an affirmative

answer to this question. Government

growth including the expansion of regu¬
latory activity came to be seen as

impeding entrepreneurial initiative and the

role of competitive forces in ensuring suffi

cient economic flexibility in the face of a

continually changing economic environ¬

ment. Generous income support benefits

on the one hand and high levels of taxation

on the other were thought to have under¬

mined the work ethic, reduced labour

supply and savings. In addition, govern¬

ment programmes were seen as en¬

croaching into areas best left to individuals

themselves, simultaneously reducing con¬

sumer choice and necessitating further tax
increases.

Some of these assertions are easier to

check against actual experience than oth¬

ers, although few of them are simple to

either confirm or refute categorically. Many
of them have received much attention from

economists, with the result that an enor¬

mous, complex and ever-expanding body

of literature has been produced. It is not

possible to do full justice to this work in the

space of this article. What follows is an

attempt to review the essentials of the

available evidence on both the achieve¬

ments and the adverse consequences of

public sector activity.

A natural starting point for any such
review is the broad macroeconomic back¬

ground of the last two decades. Focusing in

particular on economic growth perfor¬

mance, the chart suggests that an inverse

relationship existed, prior to the first oil

shock in 1973, between the rate of eco¬

nomic growth and the share of government

current spending in GDP3. No such relation¬
ship is apparent however for the period
from 1 974 to 1 981 . Evidence - or lack of

it on the relationship between two eco¬
nomic variables does not of itself establish

any causal link between them. There are

1 . Growth Studies Division, OECD Economics

and Statistics Department.

2. For more information on the pattern of
public expenditure growth, see "Big Govern¬
ment - How Big is It?", OECD Observer, No.
121, March 1983.

3. Government current spending includes
expenditure on goods and services (final con¬
sumption), interest on public debt, subsidies
and social security and other transfers.
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many influences on a country's economic

growth rate, and since these will vary in

size and importance from country to coun¬

try, they will distort simple relationships
like those in the chart to the point where

they may be positively misleading. Assess¬

ment of the impact of public sector size and

growth on economic performance must

take account of the institutions and stage
of development of each individual coun¬

try.

Achievements ...

In many areas of public sector activity, it
is extremely difficult to produce quantifi¬
able measures of achievement. This

reflects the underlying nature of many
public sector activities and the kinds of

goals to which they are addressed. The

impact on consensus-building, social jus¬
tice and equity are obvious cases in point.
Further, in many areas, public provision
co-exists with that of the private sector,
making it all the more difficult to attribute

improvements solely to increased public
involvement.

Education

Public spending on education has long
been seen as contributing both to improved

economic growth through human capital

enhancement and, by providing greater
equality of opportunity, to a more equitable
distribution of earnings and income. Histo¬
rically, estimates of rates of return to

education (conventionally measured by the
difference in earnings between people who
have gone on to further education and

those who have not, compared to the cost

of this education) indicate a positive contri¬
bution to economic growth.

More recently, concerns have emerged
over a mismatch between the skills

obtained in higher education and those

required in available jobs, this being
reflected in declining returns to individual

investment in education. The impact of

public-education programmes on income
distribution has proved less effective than

was initially hoped, partly because skill

level is but one factor determining an
individual's life chances and income. How¬

ever, one can view the education process

not only as a means of affecting future
earnings and income, but also as a "con¬

sumption item" contributing to the well-
being of those educated. When total

spending on education is analysed in this

way, it appears that, while compulsory
schooling benefits all socioeconomic

groups equally, public spending on higher

education is concentrated on higher socio¬
economic groups since it is they who
dominate university enrolment.

Health

Both private and public expenditure on

health services have grown rapidly over the
last two decades. Public provision has been

justified on two grounds: to improve the
general health and well-being of the popu¬
lation and to reduce inequality in the access
and use of medical treatment, particularly
for the poor and disadvantaged. By its very
nature, the health of a society is extremely
difficult to measure with any precision.
Aggregate statistics on life expectancy and
infant mortality indicate substantial im¬

provement in the last two decades, but it is
difficult to attribute these to increased

health expenditure (public or private) rather

than to other changes in life styles.
Research suggests that non-medical fac¬

tors (diet, smoking, exercise and educa¬

tional attainment) are more important than

health-service provision in determining
measured health status. At the same time,
however, public provision of health ser¬

vices has greatly extended access to lower-

income groups, government expenditures
on health being concentrated on those with
lowest incomes. -
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Income maintenance

In the area of income maintenance,

public expenditure on the two major areas,

old-age pensions and unemployment insu¬

rance, has grown rapidly since 1 9604. This
reflects not only demographic changes
which have increased the share of the

population eligible for income support, but

also policy adjustments which have

extended programme coverage and raised

real benefit levels. The net impact there¬

fore, is that the safety net for the aged and

unemployed is more widely spread and at a

higher level than it was in 1 960. One

consequence of this is the substantial

impact that income maintenance payments

particularly pensions have made to the

reduction of poverty and income inequal¬

ity.

... and Drawbacks

The alleged adverse consequences of

the developments outlined above include

not only those resulting directly from

increased public spending, but also the

effects produced by the associated rise in

tax and other public revenues.

Labour supply and demand

A prime concern of those critical of

growth in public sector activity has been

the effects on labour supply. It is argued

that higher income support benefits paid to

those who are not working and higher

taxes imposed on those at work discourage
work effort. One notable feature of overall

labour supply trends is the decline, partic¬

ularly in the Seventies, in the participation

rate of older workers, reflecting the wider

coverage and greater generosity of old-age

pension schemes5. But the increased lei¬

sure time of the aged has been an intended

goal of pensions policy, and it is thus

misleading to refer to it as an adverse

consequence.

The impact of more generous unemploy¬
ment insurance schemes on the level of

unemployment has been a further area of

concern. It is argued that increases in

unemployment benefits have raised what

economists call "the replacement rate"

the ratio of income during unemployment

to earnings while at work and induced

some members of the labour force to prefer

unemployment to work and others to

prolong periods of unemployment. Again,

this latter impact is partly an intended goal

of policy, since unemployment benefits

permit the unemployed to search for an

appropriate job rather than being forced,

through financial pressures, to accept the

first available opening. In this way, unem¬

ployment insurance can contribute to the

smooth and flexible functioning of labour
markets.

Evidence on the magnitude of unemploy

ment induced by more generous unemploy¬

ment benefits is mixed, although there is
general agreement that some such effect
exists. A number of studies indicate that

substantial unemployment was induced in
a number of countries in the late Sixties and

early Seventies. Such studies have, how¬
ever, been criticised on a number of

grounds. More detailed analysis of unem¬

ployed individuals has produced lower esti¬
mates of the extent of such induced unem¬

ployment, and it is attributed more to the

extension of unemployment duration than
to increases in the number of the unem¬

ployed. It is also worth noting that unem¬

ployment benefits have declined, relative

to the earnings of those at work, in many
countries since the mid-Seventies, while

overall unemployment has been increas¬

ingly dominated by the long-term unem¬

ployed. Evidence suggests that these

people have not benefitted from higher

unemployment benefits to the extent that

the shorter-term unemployed have. In any

case, they appear less responsive to more

generous unemployment benefits. These

observations suggest that, whatever its

magnitude in earlier periods, unemploy¬

ment induced by more generous unemploy¬
ment insurance schemes has not been a

major factor in the dramatic rise of unem¬

ployment in the OECD area since 1979.

Labour supply is also thought to be
adversely affected by income taxation

which, along with social security contribu¬
tions, explains much of the overall increase

in the ratio of tax receipts to GDP

4. For more details, see "Social Expenditure:
Erosion or Evolution?", OECD Observer,

No. 126, January 1984.

5. Employment Outlook, OECD, Paris,
1983.

The evidence indicates substantial improvement in health over the last two decades, but attributing

this progress to increased health expenditure, public or private, is difficult.
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since 1 960. Although income taxation is
often assumed to have adverse effects on

work effort, this is not in fact necessarily
the case: while income taxes reduce the

rewards from additional work, they also

lower disposable incomes and thus
increase the need to work more to maintain

living standards. Which of these effects

dominate is an empirical question, one
which has attracted much interest and a

vast literature. Many of the studies under¬
taken refer either to the United States or

the United Kingdom, and it is therefore

difficult to generalise to other countries.

Nevertheless, the bulk of the evidence

suggests that prime-aged males are little

affected by changes in income tax rates,

while for females (particularly married
women) income taxation does produce a

disincentive to work. The precise impact

depends upon the details of the tax system,

including whether married couples are

taxed individually or jointly, the tax treat¬

ment of child-care expenses and the avail¬

ability of child-care facilities. It is striking,
however, that female labour force partici¬

pation rates have risen sharply in the last
two decades in most OECD countries

despite these tax disincentives.

The fact that it is difficult to reconcile

popular views on the effects of high income
tax rates on work effort with the available

evidence may reflect the difficulty of cap¬

turing the intricacies of individual decision¬

making in a world where tax systems are

complex. Some very recent studies for the

United States which attempt to deal with

these issues have found stronger disincen¬

tive effects than earlier studies suggest. It

is also possible that the effects take longer

to show up in labour market behaviour than

is often thought, since individuals have
little immediate choice over the amount of

work they undertake. Both arguments sug¬

gest that the full impact of high rates of
income taxation on work behaviour may

only now be becoming apparent. To assess

this possibility, emerging empirical evi¬
dence will need to be monitored closely.

The above effects of income taxation on

labour supply may be reinforced by

employees' contributions to social security

funds. Although conceptually different
from income taxation, in the sense that

these contributions are linked to future

social security benefit payments, their

immediate impact on labour supply deci¬
sions is akin to the income tax, since the net

returns from work are reduced. In contrast,

employers' social security contributions
put upward pressure on the overall price of

labour by raising non-wage labour costs.

This may reduce labour demand and

employment, either through a substitution

of other factors of production for the now

more expensive labour, or through the

detrimental effect of increasing costs on

profitability. Evidence tends to suggest
that these effects do exist and that the

structure and level of employment have

been affected by employers' social security
contributions.

Savings and investment

Adverse effects on savings are thought

to accompany both the increased gene¬

rosity of pension payments to the retired

and high and rising rates of income taxa¬

tion. Increases in pension payments may

reduce household savings since house¬

holds no longer have to make their own

provision for retirement. National savings

need not decline if governments save part

of the social security contributions they

impose in order to finance pensions. In

many countries, however, this does not

happen: governments use social security
contributions to finance current pension

payments; that is to say social security
schemes are run on a "pay-as-you-go"

basis. Thus, the possibility exists that

national savings and hence capital forma¬

tion and economic growth are adversely

affected by the increased "social security

wealth" which accompanies higher pension

entitlements. Early studies for the United

States suggested that this "savings
replacement" impact of higher pensions
was substantial and that potential eco¬

nomic growth was dramatically reduced.
However, subsequent research has shown

this result to be very sensitive to the precise

assumptions required for its estimation.
More recent studies fail to consolidate

these findings for the United States, or for a
number of other countries having similar

pension arrangements.

Income taxation is also thought to affect

savings behaviour since interest receipts
are taxable in many countries so that
taxation reduces the net return to saving.

The precise impact depends both upon the

details of the tax system and the motives

for which individuals save. More impor¬

tantly, it depends upon how responsive

savers are to changes in the net return their

savings generate. Estimates of this para¬
meter (the interest elasticity of saving)
have not to date proved sufficiently robust

to substantiate the idea that savings are

reduced by income tax. It is however

possible that the composition of savings

has been affected by how different forms of

saving are treated for tax purposes. For

example, in a number of countries savings
in the form of life insurance policies or

private pension funds are given favourable

tax treatment which may have biased

savings in these directions.

The effects of taxation on investment

have proven extremely difficult to assess,

partly because of the complex interactions

among different taxes but also because

there is no generally accepted model of the

investment process itself. Nevertheless,

many countries have applied various tax

measures (depreciation allowances, invest¬
ment tax credits) in order to stimulate

investment spending by affecting the net

cost of capital. When one takes account of

these measures, along with other tax

influences affecting firms' behaviour (not¬
ably corporation tax and its interaction with

personal-income tax), the resulting effec¬
tive tax rates on investment show consid¬

erable variation across industries and

between different types of assets. As in the

case of saving, therefore, taxation may

have its main impact on the composition of

investment, particularly given the favour¬
able tax treatment accorded to investment

in residential construction and home own¬

ership in most countries.

Income Redistribution

No analysis of government would be

complete without reference to the effects

of government tax and spending policies on

the distribution of income. Historically,

redistribution has always been a major goal

of government activity, although it has not

always been an explicit aim of individual

programmes. Nevertheless, all public pro¬

grammes (whether by design or not) affect
income distribution, and it is of interest to

assess their overall impact. This can be

done by calculating the net fiscal incidence

of government policies - the benefits
received from cash transfers and other

government expenditures minus total taxes

paid (expressed as a percentage of original
income).

Not surprisingly, such studies are

fraught with conceptual and measurement

difficulties, and the results which emerge

can provide no more than a broad picture.

Problems arise for example in deciding who

exactly ends up paying the taxes imposed

by government. To the extent that indirect

taxes are passed forward into higher

prices, it is consumers who ultimately pay

them, even though the revenue is collected

by the government from retailers or pro¬
ducers. Since there is no consensus on the

degree to which such tax shifting takes

place, it is necessary to make assumptions
before tax or net fiscal incidence can be

calculated.

Despite these difficulties, net fiscal inci¬
dence studies have been undertaken in a

number of OECD countries. In addition, for

a broad range of countries, studies are

available on the redistributive impact of a

narrower range of public sector activities6.

6. The results and methodology of these
studies are presented in more detail in "Evi¬

dence on Income Redistribution by Govern¬
ments", OECD Economics and Statistics

Department, Working Paper, No.11, January

1 984, by the author of the present article.
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Although there are substantial differences

in the size and structure of the public sector

across countries, the picture which

emerges from these studies is surprisingly

similar. The results show the major redis¬

tributive function which cash transfers play
in all countries, since they are heavily
concentrated on lower-income house¬

holds. However, this in part reflects pen¬
sion payments to the aged who dominate

the lowest income ranges, rather than the

explicit targetting of transfers on low
income households. The benefits from

other kinds of public expenditures tend to

rise with household income but not propor¬
tionally, and thus are also somewhat redis¬

tributive. There are however, important
differences between the redistributive

impact of individual components of expen¬
diture within and between countries,

reflecting institutional differences and pre¬
ceded social priorities.

Finally, in a number of countries the tax

system as a whole has only minor effects
on income distribution: the redistributive

impact of personal taxes is offset by the
regressivity of other taxes, notably indirect

taxes and social security contributions. The

net impact therefore, is that while public

sector activity is redistributive overall, it

operates primarily on the expenditure side,

particularly through cash transfers, rather

than through taxation.

Computer Crime
by Martine Briat1

Recent news stories have featured a student in the United States charged
with using an international data communications network to break into
some 200 computer accounts at 14 sites around the world2; another
student who penetrated the central memory of a company computer and

erased data from it; a bank employee who opened a fictitious account in a

subsidiary abroad and credited it with a small sum of money each week by

manipulating a computer programme.
These are examples of what has come to be called computer "crime",

though the term is sometimes an exaggeration since the act may be
carried out with criminal intent but may equally be a mere show of

technological prowess or even be caused by negligence or operator error.
Because intent is so hard to prove, and because of the novelty of the

"crime", national legal systems are ill equipped to cope with this type of

crime which, as computer systems are increasingly interlinked through
telecommunications networks, has taken on an international dimen¬

sion.

The legal issues that arise in this new field and the way in which OECD

countries are tackling them are explored in the following article.

The above review reveals the difficulties

of measuring the benefits and costs of

activities undertaken in the public sector.

Not only do some effects defy quantifica¬
tion the building of social and political
consensus for example but evidence on

individual consequences more amenable to

measurement is in many cases mixed and

not yet sufficiently robust to permit firm
conclusions for policy. To conclude that the

evidence is mixed does not, of course,
imply that there are on balance no adverse

effects; individual consequences may be
small and hence difficult to measure, yet
their sum could nevertheless be significant.
Furthermore, there are instances where

concern appears justified and where reme¬
dial action is warranted. These need to be

dealt with on a case-by-case and country-
by-country basis. There are no general
conclusions or solutions, just as there are
no generalisations one can make about

alleged effects. This is, of course, appro¬
priate since the development of the level

and pattern of public sector activity reflects
the institutional and historical development
of individual countries and the wishes of

electorates. As in the past, these will be

paramount in determining the future course
of the public sector in our economies.

Estimates of the extent of computer
crime, which would be useful in

formulating national legislation, are

only tentative at best because victims do

not usually report it, fearing for their

business credibility (some 75-80 per cent

of the incidents may be unreported). Hence

the estimates of $1 00 million a year as the
cost of computer crime in the United

States, and $30 million a year in Japan3 are
highly approximate.

Another obstacle to assessing the size of

the problem is that the very concept of

computer crime is hard to define. Surveys

carried out to date have lumped all forms of

computer tampering together, whatever

the motive behind it. It is hard enough to

establish what happened in a computer

crime, but a good deal more difficult to

gather the legal evidence and harder still to

prove whether the person committing the

"crime" was acting in good faith or with
criminal intent. Yet such a determination is

necessary when meting out punishment.

Data is essentially transient by nature

and has a complex legal status. Few

countries are prepared to apply the doc¬

trine of property rights to data: the very

notion of theft is inappropriate, since it is

impossible to steal something if it does not
belong to anyone in the first place. Theft

has traditionally been used to describe the

fraudulent removal of a thing from its

owner -either a physical object or an

intangible commodity whose economic

value can be established, such as electricity

or parking time. When data is "stolen", it is

merely copied, while the original remains in

the computer in its original form. Has it,

therefore, been fraudulently removed or

not? Have the owner's property rights been
infringed, since he still has the use of his

data, or has he, in fact, suffered no loss at

all? Some forms of "organised data", such
as computer programmes, can be stolen, if

they are protected by copyright laws. But

in a country where copyright is not recog¬
nised, it is difficult for the owner to protect

his property.

1. OECD Directorate for Science, Technology

and Industry, Division of Information, Computer

and Communications Policy.

2. Computer World No. 45, Novem¬

ber 7, 1983.

3. Computer World No. 52, Decem¬
ber 26, 1983.
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Another example of computer crime is

falsification. Changing a programme or

keying in erroneous information might in
certain cases constitute falsification, but in

most criminal codes four conditions must

be met: the falsified document must be in

written form, it must express a thought, it

must have legal significance and it must

enjoy public confidence (i.e. the community
must acknowledge the truth or authenticity

of the legal act or fact contained in the
document). It is quite evident that data

entered into a computer memory does not

meet the first condition, but ambiguities

surround the other three.

Although security measures such as
personal identification numbers, restric¬
tions on the number of people having

access to the system, protective software

and verification procedures for data entry

may help to prevent some forms of com¬
puter crime, they are not enough on their
own.

A critical factor is the definition of

computer crime, because that determines
what is and is not an indictable offence. But

the definitions used by different OECD
countries (now being investigated by var¬
ious commissions) vary considerably, and

this could create problems if the offences
have international ramifications. To avoid

such complications, it would be useful for
OECD countries to obtain information

about work being done elsewhere so that

laws being drawn up are not incompatible.
For if they were, accords providing for
cooperation in indictment and punishment
would not be enforceable. Another reason

for an international approach: it is often

impossible to establish where, geographi¬

cally, an offence was committed and hence
to decide which country's legislation

should apply.

Applicability
of Present Laws

Individual countries' juridical response to

computer crime depends on the scope and

provisions of existing legislation. Some
criminal codes may constitute a satisfac¬

tory basis for prosecuting computer crime,
as demonstrated by judgments handed

down in the courts of Germany, Canada,

the United States, Italy and Sweden. In

many cases, however, criminal codes need
to be amended to take account of the

intangible nature of data and the new
dimension brought to traditional offences
by information technology.

Some countries, such as the United

States, recognise the individual's right to
private ownership of computer pro¬

grammes, and that makes legal action
easier to take in the event of theft. Simi¬

larly, in those countries which are coming

to acknowledge that data banks should be

CLASSIFY!!

COMPUTER CRIME1

Interference with data processing
É'nterference with data or input to

;ystem

interference with programmes
inteference with terminal commands

interference with data at time of

output

improper use of local or remote com-
uter services

Computer espionage
theft of software

theft or wrongful use of data

Computer sabotage
erasure or alteration of data

vandalism

*heft of computer time

(Ordinary economic crimes i.e. misap-
oropriation of funds through the use of

computer facilities.

11 . Classification, drawn up by Dr. Ulrich Sieber

in Betriebsberater of August 30, 1 982, Gefahr

und Abwehr der Computerkriminalitât, is an

example of the kind of work being done on the

question of definition in OECD countries.

accorded copyright protection, the erasure,
alteration or theft of data would be covered

by existing legislation.

Those countries which have introduced

laws to protect privacy and/or data
already possess a legal framework for

prosecuting specific instances of so-called
computer crime. But such legislation refers

only to "personal" data and can only be
invoked in cases where data relating to

individuals has been interfered with,

wrongfully disclosed or compiled, and
where the individuals concerned have suf¬

fered personal damage in consequence.

Even in countries where existing legisla¬

tion applies only to personal data, case law

is beginning to develop, however. For
example, the French Court of Appeals ruled
in 1 976 in a case involving "introduction of

a magnetic card into an automatic cash
distributor when no funds were in the

account" that it was possible for someone

A programming genius called Hank
Wrote a system to 'access' his 'bank'
When his memory failed him
They nailed him then jailed him
Now his 'storage' is 'basic' and dank.

W.E. Sword, Barningham, Suffolk

{Courtesy of The Listener, London)

to "deceive the machine". The Court

argued that producing documents de¬
signed to convey the impression that an
account was in credit when in fact it was

not, constituted a "manoeuvre" - in other
words, an offence since the documents

were for use in a computerised procedure

conferring on them authority and credibil¬
ity. Canada and Germany have introduced
draft legislation to deal with this kind of
offence, and similar steps are being taken in

Australia, Norway and Switzerland. In the
United States, 21 states have passed

legislation designed to combat this type of
offence since 1 978.

American laws tend to ascribe owner¬

ship rights to holders of data. The same is
true of Australia, where a report by the

Computer Crime Commission suggests

that four new types of offence should be

identified4. Draft legislation in Canada,
although defining only two new offences

the unauthorised use of computers and
offences associated with the destruction,

alteration or interference with the use of

data - amends the Criminal Code to bring

penalties for ordinary offences into line

with the more serious nature they may

acquire if committed with the application of

computer techniques5. It does not, how¬
ever, resolve the problem of data theft.

Germany's second draft bill on economic
crime introduces several new indictable

offences, such as damage to property as a

result of interference with computer pro¬

grammes, interference with stored data
and theft committed with the help of

data-processing technology. In respect of

the first of these three categories, the law

governing theft and falsification will be
amended to take account of the possibility

that the offence was committed by com¬

puter. While the proposed legislation does

not deal with the problem of data owner¬

ship as such, it does introduce a data

processing dimension into the field of

"ordinary offences" and brings penalties

into line with the potential loss that can

arise from using computers as an instru¬
ment of crime.

This summary of developments on the

legislative front in a number of OECD

countries, while by no means exhaustive,

does illustrate the difficulties that legisla¬

tors face in defining terms for indictable
offences in the realm of computer crime.

The speed of technological progress has

created a totally new legal situation and
calls for common definitions of the new

phenomena that constitute computer
crime.

4. Broadly comparable with the classification
illustrated in the inset.

5. Report of the Sub-Committee on Computer
Crime, Standing Committee on Justice and

Legal Affairs, June, 1 983.
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Computer crime may become more frequent as increasing numbers of people learn to use computers

The Role of Management

When an offence is committed on com¬

pany premises, disciplinary action may be
taken. At that level too, however, the

status of computer property, including
what is and is not an offence, is in legal
limbo. A clear borderline has yet to be
drawn between lawful and unlawful

actions. In France, for instance, it is not

clear that a salaried programmer who has
assigned the copyright for all his products
to his employer, is not morally entitled6 to
object to changes in the software he has

developed. Employers tolerate certain
employee practices, but these activities

may constitute an offence in the eyes of the
law. If, for instance, an employee makes

use of a computer system for his private
ends, does that represent a theft of com¬

pany computer time? Internal rules and

guidelines within companies would help to
clarify what is and is not acceptable.

The computer profession should en¬

courage its members to be conscious of the

risks and legal obligations associated with
computer systems. Since it is hard at a

practical level to distinguish between negli¬
gence and criminal intent, security proce¬
dures are needed which can pinpoint the
source of changes made to data. More

scrupulous respect of security procedures,
the use of personalised confidential codes,

restrictions on the number of people with
access to the system for a limited time and

the appointment of a data-processing man¬
ager to be solely responsible for all such

matters, would all help to limit the scope

for incidents that might subsequently be
regarded as criminal offences.

...and Insurers

In response to the growing demand for
protection against computer crime, some

insurance companies have started in recent

years to offer special policies. But with the

figures for computer crime so approxima¬
tive and unreliable, premiums are difficult

to calculate. Policies generally cover the

first risk only, which means they are
automatically terminated by the first claim

and then have to be renegotiated. More¬

over, the security conditions imposed by
the insurers are very strict.

Although nearly all computer policies are
tailor-made, they may provide cover for
several specific types of loss, such as the

damage resulting from the fraudulent entry
of electronic data into the policyholder's
own computer system, or the computer

system of a bureau processing data on his
behalf, or into a system for the electronic
transfer of funds, or into the telecommuni¬

cations network of a customer linked

directly to the policyholder's own system.
Other risks covered might include: the
fraudulent alteration or erasure of data

entered into these systems, whether
directly or via data transmission networks,

as well as acts of fraud committed any¬
where in the world by someone with access
to the system, seeking either to inflict

damage on the policyholder or to gain some
financial advantage; the fraudulent devel¬

opment or alteration of computer pro

grammes, the wrongful erasure of elec¬
tronic data and the theft or loss of data

processing media at the processing site or
during transmission. Some policies may
also cover indirect losses arising from a
consequent fall in customers or profits.

Since insurance companies insist on

assessing the installations of a company or
individual before agreeing to issue the
insurance policy, computer-security audits
are beginning to acquire considerable

importance. A code of conduct to regulate
this new profession would be desirable in

view of the large amount of valuable and

sensitive information that may come into
their possession when they inspect com¬
panies' computer facilities.

*

Work on assessing and combating com¬
puter crime is at an early stage, and new
and difficult problems arise daily which are
outside the scope of existing legislation.
However, that also implies that there is a

great opportunity for tackling the issues at
an international level where the repercus¬
sions may be felt. A common approach to
the problem, together with a full exchange
of information, could result in individual

countries opting for common solutions that

could be applied internationally. This would
not only bring about a greater harmonisa¬
tion of national laws but also facilitate the

prosecution of international crime, as well

as promote and encourage transborder
data flows.

6. Defined by Article 6 bis of the Berne

Convention for the Protection of Literary and
Artistic Works.
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Transfrontier

Movements of

Hazardous Waste:

Getting to Grips
with the Problem

Last Spring the whereabouts of the drums containing soil contaminated
by dioxin from Seveso had governments, the public and the press
throughout Europe on tenterhooks for weeks. This search was but the
latest though admittedly one of the most dramatic in a series of
incidents resulting from the lack of laws and regulations covering the
transfrontier movement and subsequent management of hazardous
waste. A Decision recently adopted by OECD's Council is aimed at

remedying this situation. 1 The Decision is accompanied by a Recommen¬
dation concerning its implementation. This is the first multilateral, legally
binding agreement controlling the export and import of hazardous
waste.

National Monitoring

In recent years, many governments have

developed measures intended to enable
them to monitor the management of hazar¬
dous waste while it is en route from the

place of generation to the place of disposal
within their own frontiers. These systems

usually involve the authorisation of treat¬
ment and disposal facilities, the licensing of

transporters, and provisions for reporting
necessary information to the competent

authorities. Establishment of such systems

requires knowledge of:

which industries generate hazardous
waste

which firms handle, treat or dispose of
it

what the characteristics of the waste

(toxicity, corrosiveness etc.) are and the
amounts generated.

There are a number of reasons why coun¬
tries have felt the need to take action in this

area:

First, the amount of hazardous waste

generated is large. According to estimates,

about 1 50 million tonnes are generated

annually in the United States and 20-24

million tonnes in OECD-Europe. A large
part of the waste from manufacture and

use of chemicals is itself chemical in nature,

though there are also quantities of "every¬

day" products like waste motor-oil and
used batteries. Since a "waste" by defini¬
tion has no intrinsic economic value to its

generator, the latter does not usually have
any incentive to spend large sums on
treatment and disposal. Such wastes have

thus generally been disposed of by
methods which were relatively low in cost

to the generator. Often simple land-based
storage or dumping was chosen.

Another decisive factor was that, as

experience has shown, prevention in this

area is very much better than cure. The cost

to society of remedying situations brought

about by improper disposal can be very

high:
In Lekkerkerk (Netherlands), around

1970, chemical waste with high solvent

content was illegally added to demolition
waste used to fill ditches in a swampy area

for reclamation purposes. Severe problems

of air pollution inside houses and contami¬

nation of local drinking water resulted a

few years later. Clean-up costs, over ten

years, including the evacuation of residents
and the removal and incineration of con¬

taminated soil, amounted to about 200

million guilder ($63.7 million). If the original
chemical waste had been incinerated, the

cost would have been one thousandth of

that sum.

More recently, the United States Justice

Department filed a suit for $1 .85 billion on
behalf of the Department of Defence

against a private company. This is the

amount the Department of Defence esti¬

mates would be required to clean up the

contaminated area of the Rocky Mountain

Arsenal (in Colorado) where wastes con-

1. A Decision of OECD's Council is legally

binding on Member governments who must put

it into effect in accordance with appropriate

national procedures.

DEFINITIONS

Waste means any material considered
as waste or legally defined as waste in

the country where it is situated or

through or to which it is conveyed;

Hazardous waste means any waste

other than radioactive waste considered

as hazardous or legally defined as hazar¬

dous in the country where it is situated
or through or to which it is conveyed,
because of the potential risk to man or

the environment likely to result from an

accident or from improper transport or

disposal;

Transfrontier movement of hazar¬

dous waste means any shipment of

waste from one country to another,
where the waste is considered as being
hazardous waste in at least one of the

countries concerned. Hazardous waste

arising from the normal operation of
ships, including slops and residues, shall
not be considered a transfrontier move¬

ment covered by this Decision and
Recommendation;

Exporting country means any country
from which a transfrontier movement of

hazardous waste is initiated or is envis¬

aged;

Importing country means any country
to which a transfrontier movement of

hazardous waste takes place or is envis¬

aged for purpose of disposal (treatment,
landfill, storage, dumping or incineration
at sea);

Transit country means any country

other than the exporting or importing

country across which a transfrontier
movement of hazardous waste takes

place or is envisaged;

Countries concerned mean the export¬

ing, transit and importing countries;

Entity means the waste generator and
any natural or legal, public or private
person, acting on his own behalf or as
contractor or sub-contractor (export,

import, transport, collection, disposal,
etc.), who owns or has the possession of
the waste.
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taining pesticides and other chemical pro¬

ducts were deposited. Underground water
and thousands of tons of soil are contam¬

inated with chemicals that threaten

aquifers which serve the area adjacent to
Denver's international airport.

Export and Import: National

Systems Do Not Suffice

Some of the hazardous wastes gener¬
ated are treated or disposed of in a country
other than the country of origin, though it is
difficult to ascertain exactly how much.

The proportion of hazardous waste gener¬
ated on national territory that is exported is

about 8-10 per cent on average in Europe,

but the figure varies from country to
country and can be as high as 30 to 40 per

cent. In any case the quantities crossing
frontiers are substantial.

Why do countries export waste? Many

OECD countries are finding it increasingly
difficult to site hazardous-waste-disposal

facilities on their own territory because of

public opposition - the "not-in-my-back-
yard" syndrome. In this situation, the

economics often favour disposal in another

country as a lower-cost alternative even

when the costs of transport are added.

Among other quite legitimate
sons for exporting hazardous waste:

Newer (and more cost-effective) techno¬

logies may be available in another coun¬

try.

Appropriate facilities of a neighbouring
country may be closer to hand than an

equivalent plant on national territory (lower
transport costs).

Barrels containing dioxin wastes from accident in Seveso, Italy, being carted away from the French
town in which they were found in May 1983 after having been "lost" for eight months.

A large facility serving an entire region
can operate more economically than a

number of smaller plants in different coun¬

tries (economies of scale).

To these reasons for exporting waste
must however be added a further motiva¬

tion: that of disposing of the waste in

another country where less stringent regu¬

lations apply.

Until now there has been no properly
organised monitoring of the international
transport of hazardous waste2; countries

generally have not had sufficient know¬

ledge of consignments of waste entering or

leaving their territory to exercise proper
control.

The OECD Decision and Recommenda¬

tion is intended to fill this gap. It does not
seek either to curb or to promote the
transfrontier movement of waste. Rather it

is designed to provide a framework within

which the competent authorities of all the

countries concerned have adequate and
timely information on these movements.

The authorities can then ensure that differ-

2. Specific and very strict regulations have

applied from the outset to the transport,

export, storage and disposal of radioactive
waste.

DECISION AND RECOMMENDATION OF THE OECD COUNCIL ON

TRANSFRONTIER MOVEMENTS OF HAZARDOUS WASTE*

The Council, considering

that a number of OECD Member countries generate substan¬
tial amounts of hazardous waste and that a significant propor¬
tion of such waste is subject to transfrontier movements;

that efficient and environmentally sound management of
hazardous waste may justify some transfrontier movements of
such waste in order to make use ofappropriate disposal facilities
in other countries;

that the generatorofa hazardous waste has responsibilities to
ensure that the disposal of its waste is carried out in a manner

consistent with the protection of the environment, whatever the
place of disposal;

that countries have the sovereign right to manage hazardous
waste within their jurisdiction pursuant to their own environ¬

mental policies and legislation, taking account of the rules of
international law;

the need for concerted action among Member countries to
protect man and his environment against pollution which may
arise in connection with hazardous waste management;

On the proposal of the Environment Committee:
decides that Member countries shall control the transfrontier

movements of hazardous waste and, for this purpose, shall
ensure that the competent authorities of the countries con¬

cerned are provided with adequate and timely information
concerning such movements.

recommends that, to implement this Decision, countries apply
the principles concerning transfrontier movements of hazardous
waste set out below.

instructs the Environment Committee, having regard to work
of other international organisations, to elaborate a programme
of activities to develop further the principles set out below and
facilitate their implementation, and to explore what additional

international action may be necessary concerning transfrontier
movements of hazardous waste.

instructs the Environment Committee to review periodically
action taken by Member countries in pursuance of this Decision

and Recommendation.	
The Australian Government has abstained pending finalisation of

consultations with the state governments.
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PRINCIPLES CONCERNING

TRANSFRONTIER MOVEMENTS OF

HAZARDOUS WASTE

The following principles are designed
to facilitate the development of harmon¬

ized policies concerning transfrontier

movements of hazardous waste. They do

not prejudice the implementation of more

favourable measures for the protection of
the environment that are now in force or

that may be adopted; neither do they

prejudice the application of any interna¬

tional agreement dealing with the free
trade ofgoods or services or the transport

of dangerous goods.

General principles

Countries should ensure that hazar¬

dous waste situated within the limits of

theirjurisdiction is managed in such a way

as to protect man and the environment.

For this purpose, countries should pro¬

mote the establishment of appropriate

disposal installations and should adopt all

necessary measures to enable their
authorities to control the activities related

to generation, transport and disposal of
hazardous waste, and to ensure com¬

pliance with the laws and regulations in
force.

In respect of the management of hazar¬

dous waste that is subject to transfrontier
movements countries should require

that:

the entities concerned abstain from

participation in transfrontier movements

which do not comply with the laws and

regulations applicable in the countries
concerned;

the entities involved in transport or

disposal be authorized for this purpose.

Furthermore, with regard to any spe¬
cific transfrontier movement of hazardous

waste, countries should require that the

generator of the waste should:

take all practicable steps to ensure that

the transport and disposal of its waste be
undertaken in accordance with the laws

and regulations applicable in the countries

concerned;

in particular obtain assurances that all
entities concerned with the transfrontier

movement or the disposal of its waste

have the necessary authorisations to per¬
form their activities in accordance with

the laws and regulations applicable in the
countries concerned;

reassume responsibility for the proper

management of its waste, including if

necessary the re-importation of such

waste, if arrangements for safe disposal

cannot be completed.

Countries should apply their laws and

regulations on control of hazardous waste

movements as stringently in the case of

waste intended for export as in the case of

waste managed domestically.

International Pre-Notification and

Cooperation

Countries should co-operate in the

control, from the place of generation to

the place of disposal, of all hazardous

waste that is subject to transfrontier
movements.

For this purpose, and given the Deci¬
sion, countries should take the measures

necessary to ensure that the entities

within theirjurisdiction provide, directly or

indirectly, the authorities of the exporting,

importing and transit countries with ade¬

quate and timely information.
This information should specify the

origin, nature, composition, and quanti¬

ties of waste intended to be exported, the

conditions of carriage, the nature of envi¬

ronmental risks involved, the type of

disposal and the identity of all entities
concerned with the transfrontier move¬

ment or the disposal of the waste.

Exporting countries should take the

measures necessary to ensure that a

request from an importing or transit

country for relevant information elicits a

constructive and diligent response.

Countries should adopt the measures

necessary to enable their authorities to

object to or, if necessary, prohibit the

entrance of a consignment of hazardous

waste into their territory, for either dis¬

posal or transit, if the information pro¬
vided is insufficient or inaccurate or the

arrangements made for transport or dis¬

posal are not in conformity with their

legislation.

Countries should take all practicable

steps to ensure that a projected trans¬
frontier movement of hazardous waste is

not initiated if one of the countries con¬

cerned has decided in conformity with its

legislation to oppose the import or transit
of the waste and has so informed the

entities or authorities concerned in the

exporting country.

When an importing or transit country

opposes in conformity with its legislation

a transfrontier movement into its territory

and the waste has already left the

exporting country, the latter should not

oppose reimport of the waste.

ences in national policies or control requi¬

rements do not result in inappropriate

export or improper disposal of hazardous

waste. The object is to place all transfron¬
tier movements of hazardous waste into an

organised system meant to ensure proper

handling and disposal.

The implementation of the Principles
built into the Recommendation which

accompanies the Decision will require the

existence of effective national laws, regu¬
lations or administrative practices and the

strengthening of international co-opera¬
tion3. An effort has been made to keep to a
minimum the additional administrative

burden on governments and private com¬
panies.

The basic framework of the Principles

involves prior notification direct or indi¬

rect of the competent authorities in the

countries concerned by a transfrontier

movement of hazardous waste (i.e. the

exporting, importing and, where relevant,

transit countries). The Principles underline

the responsibility of the waste generator
regarding the proper disposal of his waste

and include provision for delaying, or if
necessary prohibiting, a proposed trans¬

frontier shipment if it is found that the

arrangements for its transport and disposal

do not comply with the laws and regula¬
tions applying in the countries con¬
cerned.

The Decision and Recommendation do

not attempt to prescribe the individual

measures which would be necessary for

effective implementation. These might
include such matters as:

the proper and standardised labelling of
hazardous waste consignments subject to
transfrontier movements

restriction of the number of entry points

to a country for such consignments

the specific content of prior notification

of the competent authorities

the notification procedures (OECD will

look into these in detail during the next
stage of international discussions aimed at

implementing this Decision and Recom¬
mendation).

Clearly, if the Decision and Recommen¬
dations had existed at the time of the

Seveso affair, this incident might have

followed a different course: governments
and the public might have been spared both

worry and time. For the future, appropriate

implementation of the Principles should

give confidence to all parties that trans¬

frontier movements leading to improper

disposal of hazardous wastes are less likely
to occur.

3. The Decision is fully compatible with work

in progress in the European Communities.

Discussions on its implementation will, of
course, take into account the need to avoid

duplication of administrative work by govern¬

ments and companies.
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New OECD
Publications
ECONOMICS

OECD ECONOMIC SURVEYS -1983-1984

Series:

Detailed annual surveys of economic trends and
prospects for each OECD country.

FINLAND (December 1983, 70 pages)
110 84 31 1) ISBN 92-64-12532-9

IRELAND (December 1983, 80 pages)
(10 84 18 1) ISBN 92-64-12535-3

NETHERLANDS (February 1 984, 78 pages)
110 84 21 1) ISBN 92-64-12555-8

SWEDEN (February 1 984, 76 pages)
(10 84 25 11 ISBN 92-64-12558-2

UNITED KINGDOM (January 1984, 86 pages)
(10 84 28 11 ISBN 92-64-12551-5

Per issue: 	 F20.00 £2.00 US$5. 00 DM9.00

(WOO 00 I) ISSN 0376-6438

Subscription to the 1983-1984 Series (20-24 surveys to be
published): 	 F340.00 £34.00 US$75.00 DM150.00

NATIONAL ACCOUNTS -VOLUME I. MAIN

AGGREGATES 1953-1982 (January 1984)
(30 84 01 31 ISBN 92-64-02540-5 102 pages
bilingual 	 F58.00 £5.80 US$11.50 DM26.00

ENERGY

IEA (International Energy Agency)

ENERGY BALANCES OF OECD COUNTRIES

1970/1982 (February 1983)
(61 84 03 31 ISBN 92-64-02497-2 450 pages
bilingual 	 F158.00 £15.80 US$32.00 DM70.00

ENERGY STATISTICS 1981/1982 AND MAIN

HISTORICAL SERIES (February 1984)
(61 84 02 31 ISBN 92-64-02496-4 1 76 pages
bilingual 	 F80.00 £8.00 US$16.00 DM36.00

ANNUAL OIL AND GAS STATISTICS

1981/1982 (February 1984)
(61 84 04 31 ISBN 92-64-02498-0 556 pages
bilingual 	 F200.00 £20.00 US$40 00 DM88.00

DISTRICT HEATING AND COMBINED HEAT

AND POWER SYSTEMS: A Technology Review
(January 1984)
(61 84 01 11 ISBN 92-64-12538-8

306 pages 	 F1 70,00 £17.00 US$34.00 DM75.00

ENERGY RESEARCH, DEVELOPMENT AND
DEMONSTRATION:

Activities of IEA - 1 982/1 983
194 pages free document

NEA (Nuclear Energy Agency)

URANIUM: RESOURCES, PRODUCTION AND

DEMAND. A Joint Report by the OECD Nuclear
Energy Agency and the International Atomic

Energy Agency December 1 983

(February 1 984).
(66 84 01 1) ISBN 92-64-12550-7

348 pages 	 F160.00 £16.00 US$32.00 DM71.00

NUCLEAR LEGISLATION. Analytical Study.
Regulatory and Institutional Framework for

Nuclear Activities. Vol I: Austria, Belgium,
Canada, Denmark, France, Federal Republic of
Germany, Greece, Iceland, Ireland, Italy, Japan,
Luxembourg, Netherlands (December 1983).
(66 83 07 1) ISBN 92-64-12534-5

220 pages 	 F125.00 £12.50 US$25.00 DM56.00

THE COSTS OF GENERATING ELECTRICITY IN

NUCLEAR AND COAL-FIRED POWER

STATIONS. A Report by an Expert Group.
"Document" Series (December 1 983).
(66 83 03 1) ISBN 92-64-1 251 4-0

60 pages 	 F40.00 £4.00 US$8.00 DM20.00

DOSIMETRY ASPECTS OF EXPOSURE TO

RADON AND THORON DAUGHTER PRO

DUCTS. Report by a Group of Experts of the
OECD Nuclear Energy Agency, September
1 983. "Document" Series (December 1 983).
(66 83 06 11 ISBN 92-64-1 2520-5

120 pages 	 F80.00 £8.00 US$16.00 DM35.00

NUCLEAR LAW BULLETIN No. 32

-DECEMBER 1983 (January 1984)
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