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Ministers Discuss

Trade, Finance

and Economic Recovery

The Council of the Organisation for Economic Co-operation

and Development meeting on 1 7th-1 8th May at Ministerial

level, agreed upon policies required to strengthen the

international trading and financial system, and to extend economic

recovery into durable employment-creating growth.

The meeting was chaired by Mr. Paavo Vàyrynen, Minister for

Foreign Affairs and Mr. Jermu Laine, Minister for Foreign Trade, of
Finland. The Vice-Chairmen were Dr. Otto Graf Lambsdorff, Federal

Minister of Economics, and Dr. Hans Werner Lautenschlager, State

Secretary, Federal Foreign Office, of Germany; and Mr. Kaya
Erdem, State Minister and Deputy Premier, and Mr. Vahit Halefo-

glu. Minister of Foreign Affairs, of Turkey.

Ministers expressed their deep appreciation and gratitude to the

Secretary-General, Mr. Emile van Lennep, for his strong leadership

and outstanding dedication to the Organisation and to the cause of

international economic co-operation over the past fifteen years.

They wished him well for the future. The Council appointed as his

successor, with effect from 30th September 1 984, M. Jean-

Claude Paye, at present Director for Economic and Financial Affairs

at the French Ministry of External Relations.

Ministers agreed that a reduced level of inflation and the

economic recovery provide conditions favourable to achieving the
following objectives for OECD economic performance over the next

several years:

sustained economic growth, with more convergence among

OECD countries, making inroads into unemployment which remains
high, especially in Europe

lower inflation and reduced interest rates

strong growth in investment taking advantage of new techno¬

logies and changing markets

generalised expansion of world trade

continued and where appropriate increased flows of resources to

developing countries, strengthening their development potential
through productive investment.

Accordingly, their governments intend to:

pursue economic policies designed to promote sustained non-
inflationary growth and increased employment

provide a stable economic and financial environment which

permits markets to function efficiently
promote flexibility and innovation: in private sectors, in public

sectors and internationally, thereby fostering more resilient eco¬
nomic and social structures

take due account in their policies of international economic

interdependence

take steps to relax and dismantle trade restrictions and

trade-distorting domestic measures, as well as further to

strengthen the multilateral trading system

strengthen and improve trade, financial and investment relations

with developing countries as a matter of mutual interest; and

provide increased and more effective help to the poorer developing

countries in their difficult adjustment and development efforts.

Ministers agreed to work towards an economic and social

environment in which change, inherent in the process of growth, is

embraced for the new opportunities it brings and not resisted as a

threat. They recognised that the maintenance of policies which
increase the resilience of economic structures requires that the

benefits and the costs of change be shared fairly. In meeting the

challenges each country will need to adapt its institutional

arrangements taking account of its history and current realities.

Achieving Durable Growth

Macroeconomic balance

Ministers reaffirmed that low inflation is an essential component

of a stable economic environment leading to higher growth and

employment.

Ministers agreed that monetary policy is critical. They acknow¬
ledged the fact that in the early stages of past recoveries monetary
growth had often been unwisely stimulative and resolved to avoid
this. While each country will follow methods of monetary control

appropriate to its circumstances, policies should be consistent with
the medium-term objectives of greater price stability and sustain¬
able real growth. Particular focus on stable and moderate growth in
monetary aggregates is appropriate, and some Member countries
find a nominal income framework helpful in this respect. Some

Member countries will properly place greater weight on other

indicators, such as the exchange rate.

Ministers recognised that large budget deficits can leave a legacy

of high public debt, high interest rates and reduced capital
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To left: OECD's present Secretary General, Emile van Lennep of the Netherlands. To right: dean-Claude Paye of France, who was appointed as his
successor by the Council at Ministerial level and who is to take office on September 30th.

formation in the private sector. A rising burden of debt interest
adds to the problem. In the few countries in which government
borrowing has been brought sufficiently under control, and fiscal
positions are sound, scope may be found to lower the general level
of taxation. In many countries, including major economies, deficits
are projected to remain high despite recovery; governments intend
to reduce these by lowering the share of spending in national
income and enhancing revenues to the extent that spending cannot
be lowered. Adjustment of fiscal policies in this way would
contribute to a more balanced and therefore enduring recovery. In
general, governments' claims on national savings should leave
sufficient room for private investment and for the flow of savings
from the developed to the developing world.

Government spending should be controlled within nationally
chosen medium-term limits on the share of total resources it takes

up. Within those limits spending should emphasize programmes
and investments which promote flexibility. In many Member
countries reform needs to bring slower growth of spending on
social expenditure programmes without depriving those in greatest
need. Simplicity, stability and the right incentives in tax structures
are important for private decision-making.

Ministers agreed that wide swings in exchange rates in recent
years point to the desirability of trying to make the present
exchange-rate regime work better. The main contribution govern¬
ments can make is to pursue monetary and fiscal policies that are
sound and sustainable in themselves and which promote conver¬
gence in economic policies. Authorities should stand ready to
intervene in disorderly exchange markets.

Ministers considered that energy policy remains an important
element in economic performance. The principal need is to maintain

the momentum already achieved in more rational use of energy and

diversification of supply, as well as continued readiness to handle

potential interruptions in oil supplies.

Adaptive economic structures

Ministers agreed on the need to implement positive adjustment

policies across the whole range of economic activities, and

endorsed a Statement by the Economic Policy Committee, the policy
recommendations of which appear in the inset page 6. Such policies
would facilitate rather than impede the adjustment of production
structures to new technologies, changing market conditions and
shifts in international competitiveness. The task facing govern¬
ments is to phase out those measures which impede economic

performance or, where this is not possible, to replace them with

better, market-conforming alternatives. Strengthening competi¬

tion, improving regulation and promoting more open trade policies

are of key importance. The progress that has been made in freeing
capital markets from constraints needs to be consolidated and

generalised. Ministers called upon the Organisation to strengthen
its processes of review and appraisal of adjustment policies in an

overall economic perspective.

Ministers agreed that a lasting reduction in unemployment could

be achieved by sustained non-inflationary growth if accompanied
by improved labour market performance. Labour market and

related policies should encourage sructural change in ways which

create job opportunities and help workers and affected communi¬

ties to adjust. Improved labour market performance requires the

modification of policies that impede structural change and job

creation, as well as the strengthening of policies which promote

labour mobility and the acquisition of new skills. It also requires

more responsiveness in the level of real wages and non-wage

labour costs, as well as appropriate wage differentials, consistent

with the maintenance of social standards. Where appropriate.



Finland chaired the Ministerial meeting. Left to right: Paavo Vâyrynen, Minister for Foreign Affairs; Ambassador Wilhelm Breitenstein, Head of the
Permanent Finnish Delegation to OECD; dermu Laine, Minister of Foreign Trade.

specific action to influence the development of incomes may also
play a positive role in mastering inflation and fostering employ¬
ment. Ministers recognized that there was a continuing role for
carefully targeted measures to secure work experience and training
for youth and the long-term unemployed. Bearing in mind the
contribution that collective bargaining and consensus building can

make. Ministers requested the Organisation, in consultation with
BIAC and TUAC, to pursue the above orientations.

Bearing in mind the importance of the social, economic and
technological changes underway, Ministers underlined the impor¬
tance for the Organisation of dealing with all these issues in a
medium and long-term perspective.

The Global Context: Co-operation with

Developing Countries

Ministers agreed that OECD countries should further strengthen
co-operation with developing countries, contributing to their
economic recovery and renewed development progress.

The debt problem

Ministers noted that progress was being made in managing and

containing the problems of international indebtedness. Neverthe¬
less, the debt problems of some developing countries remain
serious and high interest rates add to the debt-servicing burden.
Ministers saw commitment to continued co-operation by govern¬

ments, international financial institutions, and the banking commu¬

nity as essential to achieve effective adjustment efforts by debtor
countries and to the continued effective functioning of the

international financial system.

Policies for improved resource flows

Ministers agreed that it was important to focus on the
fundamental task of ensuring that financial flows to developing

countries respond to development needs and investment opportu¬
nities, contributing to efficient resource use and avoiding unsus¬
tainable patterns of debt accumulation.

Ministers stressed that achieving satisfactory resource flows to

developing countries requires effective policies and international
co-operation in three central areas:

adequate savings by the industrialised countries
efficient use of capital by developing countries
effective channels of intermediation - the private capital

markets, the international financial institutions, and aid.

Ministers agreed on the need for improved policies as well as action
in these areas as outlined below.

Non-concessional resource flows

Recent experience has shown that more effective, market-
oriented policies are important for mobilising sustainable private
capital flows to developing countries. Ministers were of the view
that the international financial institutions could further develop

their roles in this respect. The role of the IMF in support of effective
adjustment was considered critical, as well as the World Bank's
emphasis on medium and long-term development. Against this
background. Ministers urged strengthened co-operation between
the IMF and the World Bank in fulfilling their complementary

responsibilities.

Official development assistance

Ministers renewed their pledge to maintain and, as far as



possible, to increase their countries' aid with a view to realising
their commitments to the international aid objectives, especially for
the poorer developing countries. They expressed special concern
over the trends and prospects in the low-income countries,
particularly of Sub-Saharan Africa, and urged a concerted effort by
DAC donors to adapt their aid efforts and policies to the particularly
difficult conditions and requirements of these countries. Ministers

welcomed the conclusions reached by the last DAC High-Level
Meeting on increasing aid effectiveness through strengthened aid
co-ordination. They agreed that the multilateral institutions have

an important role in providing financial and technical assistance and

in helping developing countries to pursue more effective policies.
These institutions must have adequate support. The role of IDA is

crucial and adequate replenishment of its resources is a high
priority.

Aid and trade related concessional finance

Ministers affirmed their commitment to avoid any de jure and de
facto financing practices which give rise to trade distortions and to
diversion of aid flows from development objectives and to apply
fully the guiding principles they have agreed upon. They enjoined
the competent bodies of the Organisation to take prompt action to
improve existing arrangements so as to strengthen transparency
and discipline in this area by all appropriate means. Differing views
were expressed with respect to the desirability of including
increases in established minimum grant elements in such action.
They requested these bodies to report on progress made toward

these ends by the next meeting of the Council at Ministerial
level.

Direct investment

Ministers noted the important contribution foreign direct invest¬

ment can make to efficient production, trade, including export
potential, and technology transfers, and to achieving a better
balance between debt and equity financing for capital importing
countries. They asked the Organisation to improve the monitoring
of direct investment flows and the identification of the main policies
and conditions in host and investor countries most conducive to

promoting direct investment, including strengthened investor/host
country confidence and security, and to help Member governments
prepare for constructive discussions with developing countries.

Trade policy in an economic and development context

Ministers recognised the common interest of all trading partners
in the effective functioning of the open international trading
system. They underlined the special responsibility of developed
countries in this regard, but also the importance of a gradual
integration of the developing countries into the system. Ministers
stressed that trade liberalisation should also be pursued more
systematically as an aspect of each country's economic and
development policies. The international financial institutions should

be encouraged to intensify their analysis, advice and technical
assistance on trade policy aspects of national economic develop¬
ment.

GOVERNMENT AID: THE POSITIVE ADJUSTMENT PERSPECTIVE

(Statement by the Economic Policy Committee)

Delegates emphasized the continued

need for positive adjustment policies both

at the domestic and international level,

and reaffirmed the basic principles set out

in the 1982 Ministerial Statement. They

agreed that the rise and decline of specific
activities is a normal feature of economic

development and does not as such pro¬
vide a rationale for government interven¬

tion. However, where government assis¬

tance to particular economic activities is

deemed necessary, it should be trans¬

parent and should allow, to the greatest
extent possible, the continued play of
market forces. Wherever appropriate, and

particularly in the case of structurally
weak industries, state aid should be

temporary, linked to plans for effective

restructuring, and phased out according
to a predetermined timetable. Delegates
also reiterated that considerations of

national security or self-sufficiency should

not be misused to justify measures of
excessive support and protection.

In the light of the experience of the last

two years and the present economic

situation, Delegates agree that the appli¬
cation of the basic principles of positive

adjustment policies merits sharper focus

on the issues of enhancing efficiency in

the medium term and creating viable new

jobs, containing inflationary pressures,
and maintaining the open multilateral
trading system. The general aim is to
identify more clearly those measures
which may be particularly harmful from

either a domestic or international per¬
spective, and to indicate alternatives that

accomplish the objectives at less overall

cost. Though adjustment policies must of

course be adapted to the specific circum¬

stances of each country, three priorities
can be identified:

Adjustment policies should be reo¬

riented towards achieving greater effi¬

ciency in the medium term through

increased flexibility and innovative use of

resources. To provide a basis for the

creation of viable new jobs, manpower

and social policies should place more

stress on retraining and redeployment,

while acknowledging the need to com¬

pensate those adversely affected by

structural change. So as to capitalise on

the growth opportunities arising from new

technologies and from the recovery

underway, policies impairing the effi¬

ciency of capital markets and the supply
of risk finance for investment should be

reviewed. Consistent and vigorous imple¬

mentation of competition policy, in addi¬

tion to improving the efficiency ofmarkets

for existing products, can lower the bar

riers to entry into new and promising lines
of activity. High priority should also be
given to reducing barriers to the exit of

resources from activities no longer viable,
for instance through appropriate bank¬
ruptcy and liquidation procedures. Ad¬

justment policies should be applied on as
horizontal and non-discriminatory a basis
as possible; however, where policies tar¬
geted to particular activities are appro¬
priate, they should avoid favouring less
efficient producers at the expense ofmore
promising firms and activities.

Urgent action by governments is
required to dismantle measures which

aggravate inflationary pressures. Policies
should be designed to minimise restric¬

tions on the competitive supply of pro¬
ducts from lowest cost sources to

domestic markets. With firmer demand

growth, policies also need to avoid exa¬

cerbating the potential for excessive

wage increases. Quantitative import re¬
strictions, voluntary export restraints,
market sharing arrangements and other
exemptions from normal competitive cir¬
cumstances should be subject to close
review.

Governments should take into account

the risk of negative international reper¬
cussions when designing their assistance
policies. In order to avoid a vicious spiral



The dialogue with developing countries

Ministers gave their full support to current efforts to improve the
dialogue with developing countries, in order to allow for substan¬
tive discussions aimed at pragmatic solutions. Moreover, they were

committed to making a positive contribution to the review and

appraisal of the International Development Strategy for the Third

United Nations Development Decade and to the major forthcoming

United Nations conferences, i.e. UNIDO IV and the International

Conference on Population.

East-West Economic Relations

Ministers expressed satisfaction with the work programme on

East-West trade and financial relations carried out by the Organ¬

isation. They noted that there had been an improvement in the

short-term financial situation of most East European countries, but
that the structural characteristics of the economies of these

countries and the practices of their state trading systems remain

important factors affecting the longer-term development of East-
West economic relations.

Ministers reiterated that East-West trade and credit flows

should be guided by the indications of the market. In the light of
these indications, governments should continue to exercise finan¬
cial prudence without granting preferential treatment. Ministers
agreed that the Organisation should pursue its examination of
problems and developments in East-West economic relations on
the basis of last year's guidance.

International Trade

Reducing trade barriers and distortions

Ministers recalled their agreement of last year to make use of the
favourable conditions provided by economic recovery to reverse
protectionist trends and to relax and dismantle progressively trade
restrictions and trade-distorting domestic measures. As a first step
governments have agreed, subject to completion of requisite
domestic procedures, to advance by one year, to early 1 985, all
tariff cuts scheduled for 1986 pursuant to the Multilateral Trade

Negotiations. Ministers expressed the hope that through such a
process of acceleration all the remaining scheduled MTN tariff
reductions would be achieved not later than early in 1 986, one year
ahead of time. Member countries which do not already provide duty
and quota free access for all imports from the least developed
countries will seek to move further in that direction, in particular
through their schemes for generalised preferences.

Ministers also agreed on the following programme of work to
develop specific proposals for individual and collective action:

identification by sector of the scope for action on trade-

restricting and trade-distorting measures, taking account of the

general economic context of each sector and of the adjustment that
has occurred; a report on the possibilities for concerted action,

including specific actions to expand imports from developing
countries, should be prepared by the next meeting of the Council at
Ministerial level _

in which each country seeks to match or

neutralise the assistance provided by
others, governments should ensure that

assistance is not used by recipients to

gain an economically unjustified advan¬

tage on world markets. Domestic policies
should be guided therefore by the need to
ensure that longer-term requirements of

efficiency govern not only national, but
also international resource allocation;

that shifting of adjustment burdens, in
particular employment problems, from

one country to another is minimised; and

that, more generally, policy objectives
and implementation are consistent with a

competitive international economy and
with the maintenance of an open system

of trade, investment and payments.

Recognising that domestic problems

and policies are at the root of many
economic conflicts between countries,

Delegates expressed the view that inter¬

national understanding might be greatly
advanced if governments, when inter¬

vening in national or international mar¬

kets, observe the need for transparency in

the design and implementation of policy.

Transparency, which would also improve

the efficiency of policy at the domestic

level, could be substantially enhanced by
governments through:

Improving the information available
within administrations about the level and

distribution of assistance provided by

central, state and local governments, and
its evolution over time. There should be

clear institutional responsibilities and pro¬

cedures within the public administration

for collecting and updating such informa¬
tion. The information collected should

cover not only direct financial transfers

but also indirect transfers through tax
allowances and other fiscal measures, as

well as off-budget forms of assistance.

Making greater efforts to improve the

evaluation of government assistance to

industry and regions and assessing its
impacts. More effective evaluation of the

costs and benefits of support measures is

indispensable for taking rational decisions

on whether to provide assistance and, if
so, in what form. Assistance should be

subjected to regular and impartial critical

review in terms of its objective, its design,
its administration, its recipient and its

ultimate use. The appraisal should take

into account longer term, economy-wide

impacts of the assistance measures and

not be restricted to the short-term con¬

cerns of the specific activities in question.

Improvement should be sought in the

methodologies for measuring the costs of

closures against the costs of continued

government assistance.

Striving for greater transparency in the
implementation of assistance policies.
This involves enhancing the coherence of

institutional arrangements in this field,

through the clear delineation of responsi¬

bilities and objectives, as well as steps to

ensure that the goals and impacts of

different assistance programmes are not

mutually counterproductive. Policy con

sistency should also be sought with re¬

spect to the conditions to which specific

aid is tied and the timetable to which it is

to be phased out.

Granting all interest groups and the
public at large greater access to reviews
and assessments of policy formulation,

implementation and implications during
both the decision making process and the

monitoring process. In this way, narrower
sectional pressures for assistance might
be better countered by a wider represen¬

tation of interests.

Transparency also has an international

dimension. It is essential for achieving

consensus among governments about

appropriate adjustment policy responses.

Delegates agree that the institutional

mechanisms for reporting, consultation

and cooperation in the cases where

domestic assistance may lead to interna¬

tional frictions need to be further streng¬

thened. They recognised that this is

important in order to avoid shifting adjust¬

ment burdens and especially employment

problems of specific industries from one

country to another, to break the vicious

circle of cumulative and competitive sub¬

sidisation, to re-establish confidence for

investment and to ensure the continuing

benefits of an open world trading system.
Such mechanisms should retain a

genuinely multilateral rather than bilateral

character, and be supportive of the re¬
spective roles of OECD, GATT, IMF and

other international organisations.



strengthening transparency and discipline in the field of trade
and aid financing practices as set out in the paragraph on aid and
trade related concessional finance

encouraging each Member country to assess the full economic

consequences of any new restrictive measures it envisages and to
identify any offsetting liberalisation measures

renewed efforts to achieve an international agreement on
safeguards.

In addition, Ministers requested the relevant Committees of the
Organisation:

to consider ways and means and, as appropriate, to take action
to improve the OECD arrangements for dealing with domestic
measures which have trade-distorting effects, including an
improved information system on industry-related policies and an
evaluation of countries' adjustment policies in an overall economic
perspective

to examine the possibilities of country reviews of trade policies in
a pragmatic and flexible manner.

Strengthening the multilateral trading system

On the suggestions put forward for a new round of multilateral

trade negotiations, Ministers recognised that such an initiative

would be of the utmost importance to a strengthening of the liberal

trade system and the growth of trade opportunities. To open the

way for a firm commitment to new negotiations, extensive
consultations should take place with all GATT partners so as to

ensure a broad consensus on objectives, participation and timing.

Ministers stressed that early and thorough preparations would be
essential for the success of such an initiative, and that the GATT

work programme constitutes an important step in that preparation.

They underlined their determination to carry out, as a high priority,
the work programme set up at the 1 982 GATT Ministerial meeting.
The work of the OECD can make a useful contribution to this

preparatory process. Ministers agreed, however, that preparation

of such a round should not delay efforts to roll back restrictive

actions as agreed above, and that priority should be given to

resistance against protectionist pressures.

Recognising the importance of the issues raised by international

trade in services, Ministers noted that as further analysis proceeds,

the Organisation would increasingly focus its efforts on ways to

remove unjustified impediments and improve international co¬
operation. They expressed support for the efforts, under the aegis

Left to right: Ambassador Tansug Bleda, Head of the Permanent Turkish
Delegation; Kaya Erdem, Minister of State and Deputy Prime Minister,
Turkey.
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of the Trade Committee, to relate broad concepts relevant to trade

in services to the problems identified in specific sectors. They also
encouraged continued work to strengthen existing OECD agree¬
ments applicable to services. Ministers requested the Secretary-
General to submit a report including action proposals to Council
within two years.

Having reviewed progress to date, Ministers asked the Organ¬
isation to continue its analysis of trade in high technology products,
to examine specific problems which may arise in trade in these
products and, where such problems are identified, to examine

possible solutions. Means to strengthen the contribution of
technological developments to economic growth, and to facilitate
international flows of technology should also be examined. A report
will be considered at the next meeting of the Council at Ministerial
level.

Ministers expressed concern about the existence of serious

international market disequilibria in a number of agricultural
products due, to a large extent, to domestic support policies. They
recognised the need to ease measures which hinder the requisite
long-term adjustments, and to persevere with current efforts aimed

at reducing protectionism and trade distortions, and at improving
the functioning of international markets. They confirmed their
support for the Organisation's work programme on these issues.
Ministers, noting that work is underway in the fisheries area in
accordance with the mandate given in 1 982, requested that this

work should be pursued actively.

Ministers acknowledged the importance of issues arising in
relation to both competition and trade policies, such as cartels and

voluntary export restraints, which have the effect of inhibiting
competition and the proper functioning of markets. They called for
continued work and improved international co-operation in this

area. Ministers also underlined the need to give greater weight to
the consumer interest in trade policy formation.

International Investment

Ministers undertook a Review of the 1 976 Declaration on

International Investment and Multinational Enterprises and the
related Decisions. They expressed satisfaction that the three

related instruments approved in 1 976 and revised in 1 979, dealing
respectively with Guidelines for Multinational Enterprises, National
Treatment for enterprises under foreign control and incentives and

disincentives for international investment, are making an important
contribution to the international investment climate, and to

strengthening mutual confidence between multinational enter¬

prises and governments.

Noting the growing importance and scope of problems arising
from the imposition by Member countries of conflicting require¬
ments on multinational enterprises, Ministers agreed to strengthen
bilateral and multilateral co-operation in this area in order to avoid
or limit the scope of such conflicts. Accordingly they endorsed a set

of general considerations and practical approaches to these
problems as set out in of the Review Report. Ministers also noted

the concern over the impact of unitary taxation on international

investment and the importance of achieving an early resolution of

the problem.

Underlining the important role of foreign direct investment

between Member countries, Ministers agreed to reinforce the

application of the Declaration on International Investment and

Multinational Enterprises, including notably the national treatment

instrument. They endorsed the recent decision to amend the Code
for Liberalisation of Capital Movements in order to cover certain

right of establishment measures related to direct investment. They

called upon the Organisation to continue to work towards further
liberalisation of restrictions on direct investment.



What Goes Up
Must Come Down:

The Acid Rain Pi
by Ian M. Torrens1

ill em

The term "acid rain", familiar to only a
limited number of environmental

specialists just a decade ago, is

today a household word in most industrial¬
ised countries of the OECD. Scarcely a day

passes without it featuring in the news

media of European and North American

countries, and meetings and conferences

on the subject proliferate.

What is acid rain, why has it suddenly
moved from the back to the front burner,

why should we be concerned, and what
can be done about it? This article tries to

answer these questions, in particular from

the economic perspective. For the unini¬

tiated reader, the inset provides a simple

guide to the acidity of rainfall and how it is
measured. The explanation of acid rain's

relatively sudden rise to political promi¬

nence is more complex but has to do

principally with its transfrontier effects and
with the fairly recent discovery of severe

and accelerating damage to the forests of

central Europe.

As the inset indicates, all forms of preci¬

pitation not just rain can be acidic.
Indeed, the definition must be widened

even further to include acidifying com¬

pounds which are deposited in dry form.

The more correct and all-encompassing

term for acid rain is therefore "acid deposi¬

tion". Later we shall see that to understand

the effects of acid deposition better, and to

take measures to remedy them, we need to
widen our horizons still further to consider

air pollution in general, since some of the
effects seem to be related to the quality of

the airshed rather than to particular sub¬

stances which are deposited in a specific

place.

What is Acid Deposition and
Where Does it Come From?

The major air pollutants associated with
man's industrial activities are sulphur and

nitrogen oxides, particulates (or more

simply dust) and hydrocarbons. Emitted by

both stationary sources (power plants,
industrial installations, or residential /com¬

mercial buildings) and mobile sources (ve¬

hicles), these pollutants undergo chemical

transformations in the atmosphere

sometimes travelling hundreds or even
thousands of kilometers and return to the

earth in rain, snow or dry deposition.

Sometimes it is claimed that nature can

outdo man at emitting acidifying air pollu¬

tants (for example, large volcanic erup¬
tions). Indeed, averaged over the surface of

the globe, natural emissions of sulphur

dioxide are estimated to be about as large

as man-made emissions. However, the

man-made emissions are concentrated in

industrialised regions which cover only a

small proportion (less than 5 per cent) of
the earth's surface. Within these regions,

they greatly exceed natural emissions. The
Electric Power Research Institute in the

United States has estimated that natural

sulphur emissions in the eastern part of the
country and in south-east Canada amount
to only 1 to 2.5 per cent of the man-made
sulphur contribution2.

While concern was focussed initially on

1 . Head of Resources and Energy Division,
OECD Environment Directorate.

2. Acid Rain Research -A Special Report,

Electric Power Research Institute, November

1983.

WHAT IS ACID RAIN?

Rain is naturally somewhat acidic.

Measured as chemical "pH" on a scale of

1 to 14 (most acidic to most alkaline),

rainfall far from industrialised areas is

usually in the range 4.5 to 5.5. In

industrial regions, the pH of rainfall is

often around or below 4, and has been

measured at as low as 2.6.

It is also important to distinguish

between the acidity of rainfall and that

of the lakes or rivers affected by it. Even

sensitive lakes can absorb naturally

acidic rainfall. Problems for aquatic life

begin to occur when the pH of the water
it lives in falls below about 6. 5. Chart

page 12 illustrates the effect of pH on
lake or river ecosystems. Between

pH = 6.5 and pH = 5, most freshwater
crustaceans and fish die. Below

pH = 4.5 the lake becomes crystal clear,
beautiful... and unable to sustain fish-

life.

Lakes are not the only part of the

environment affected by acid rain, of
course. Forests and man-made mate

rials may be even more important if

measured by the costs to society of the

damage incurred. But the lake example

is a good illustration of some of the

complexities of the acid rain issue. Con¬

sider the following:

Some lakes, situated in areas rich in

limestone, have no problems in ab¬

sorbing and neutralising the most acidic
of rainfall caused by highly polluting

industrial regions nearby.

Other lakes, on granitic rock, are

acidified to the point of being unable to

sustain life even though they are
hundreds of miles from the nearest

industrial region.

In mountainous regions, the surge of

acidification associated with the spring

snow melt causes more damage to fish

populations in lakes than would contin¬

uous run-off averaged over the year.

This last fact will give the reader a

clue that "rain" is not the only problem,

and that all forms of precipitation

snow, hail, sleet can be acidic.



SCHEMATIC VIEW OF THE ACID RAIN PROBLEM

URBAN/RURAL
TRANSPORT

TRANSFRONTIER TRANSPORT
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EMISSION SOURCES

(stationary and mobile)
FUELS

Power plants Coal

Industry Oil

Transport Gas

Residential /commercial

MAJOR EFFECTS

POLLUTANTS

Particulates Property (materials)
Sulphur oxides - SOx Ecosystems (forests, lakes, crops)
Nitrogen oxides NOx Health
Hydrocarbons - HC Visibility

UNCERTAINTIES

Quantitative link between deposition and
emissions (how much of what comes down

where)?

Magnitude of effects attributable to
deposition

Valuation of effects (damage costs)

CONTROL STRATEGIES

(not mutually exclusive)

1 . Increase efficiency of energy use
2. R&D to increase knowledge of causes/effects
3. Emissions standards for air pollutants

uniform or variable

targeted on specific sources
national or international

new plants or existing plants
4. Setting emission reductions on regional or national basis (possibly

with emissions trading)

CONTROL TECHNOLOGIES

Low sulphur fuel

Fuel cleaning

Combustion modification for N0X control
Limestone injection for SOx control
Electrostatic precipitators or baghouses for particulate control
Flue gas desulphurisation

Catalytic converters on vehicles to control NOx and HC
New technologies (R & D)

COSTS/BENEFIT ISSUES

Cost of pollution controls

Environmental damage costs
Level of control to balance these

Who pays for pollution control?

Who pays the damage costs?

ECONOMIC IMPLICATIONS OF INCREASED CONTROL

Increased energy costs (1 0-20 per cent on new power plant costs; much less on electricity
costs to consumer)

Reduced margin between coal and oil prices (but oil also requires pollution control)
Use of economic resources for pollution control (only a problem in a stretched economy;
otherwise adds to GDP)

Lower materials maintenance and repair costs
Increased forest and lake productivity
Economic benefits due to greater visibility
Improved public health and lower health charges
Lower atmospheric lead concentrations if catalytic converters are used on vehicles
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sulphur dioxide as a principal contributor to

acid deposition, more recently nitrogen

oxides have attracted increasing attention.

Emitted in about equal proportions by

stationary sources and vehicles in indus¬

trialised countries, nitrogen oxides are esti¬

mated to be responsible for about 30 per

cent of the acidity in rainfall and dry

deposition, compared to 70 per cent for

sulphur oxides. However, as a result of

control measures taken over the past

decade in many countries, aimed at

reducing sulphur emissions, and of shifts in

primary energy sources for electricity gen¬

eration (towards nuclear power, for exam¬

ple), sulphur emissions have tended to
stabilise and even to decrease in some

countries, whereas emissions of nitrogen

oxides (N0X) are continuing to rise. The
secondary pollutants arising from NOx

emissions and atmospheric interactions

include not only nitric acid but also (through

interaction of N0X and hydrocarbons in the

presence of sunlight) photochemical oxi¬

dants mainly ozone. The latter is increas¬

ingly thought to be implicated in air pollu¬

tion damage to plants and trees and even
to materials.

Understanding of the environmental

effects of sulphur and nitrogen oxides,

though improving rapidly, is still incom¬

plete. But it seems clear that, in the future,

control of acid deposition needs to be

directed towards both sulphur and nitrogen

emissions, and towards all of the sources,

including vehicles.

What is Known and What is

Uncertain?

Our progress in understanding the phe¬
nomenon of acid deposition is now accel¬

erating, thanks to ambitious research pro¬

grammes in a number of OECD countries
and international bodies. For example,

while the precise link between emissions at

point A and deposition at point B on the
map is not yet clearly understood, there are
indications that emissions and deposition

are roughly proportional when taken over a
large geographic region. If further esta¬
blished, this would imply that a reduction in
emissions would lead to a corresponding

reduction in acid deposition overall - an

important factor in establishing the cost-
effectiveness of emission control.

In addition to the sources of the air

pollutants involved, the processes of trans¬

port in the atmosphere and the link
between emissions and deposition, the

effects of acid deposition on lakes, forests,

crops, materials and human health are also

beginning to be better understood. Indeed,
it is largely the results of recent research

that point to the need to consider acid
deposition in the broader context of air
pollution. For example, many researchers in

the field of forest damage consider that

acid deposition may be acting in combina¬
tion with other factors, such as elevated

ozone concentrations (another air-pollution

problem), fragile soils at higher elevations,

and periodic droughts. As regards damage
to materials, this is mostly an urban prob¬

lem, arising from elevated concentrations

of acidic gases close to emission sources

an acid deposition problem, but one to be
dealt with in the context of overall air

quality management.

Acidification has another important

effect on the environment, albeit indirect.

Acid moisture can react with toxic sub¬

stances such as mercury, cadmium and

aluminium, which have found their way into
the soil or lake beds as a result of industrial

activities. Relatively insoluble under normal
circumstances, reacting with acidic mois¬
ture these metals can become accessible to

man, animals and plants, through the food
chain or via drinking water, with resulting
toxic effects. For example, mercury and
cadmium can concentrate in aquatic food

chains and increase human exposure to

these substances3. There is evidence to

3. Acid Rain A Review of the Phenomenon

in the EEC and Europe, Environmental

Resources Limited, published by Graham and

Trotman for the EEC, Brussels and Luxembourg
1983.

EFFECTS ON THE ENVIRONMENT

Acid rain (and/or air pollution in more

general terms) is suspected of affecting
lake ecosystems, forests, crops, mate¬

rials and human health (the last mainly
via drinking water).

Lake Ecosystems (see also Chart A
page 12)

Loss of fish and other aquatic life has

occurred in many lakes in Scandinavia,
Eastern Canada and North-East United

States. A lowering of pH is believed to

damage the sodium balance of fish gills,
especially if the changes are sharp as

during snow melt. Evidence points
increasingly to dissolved aluminium as

an important damaging agent at pH
below 5.

Forests

Recent reports put forest damage in

central Europe as affecting more than

1 million hectares. In Germany, where

surveys have recently been very thor¬

ough, 34 per cent of the total forested

area now shows damage symptoms.

Forest damage in North America has to

date been reported only at higher alti¬

tudes, but recently scientists have dis¬

covered a significant reduction, over a
wide area of the Eastern United States,

of the rate of tree diameter growth in

several species of trees over the past

two decades. Air pollution, involving

several pollutants (particularly ozone)
acting in combination, is seen as an

important factor in forest damage. Its

effects may be rendered more acute by

other stress factors such as droughts

and fragile soils at higher elevations.

Acidic pollutants may act directly on the

leaves and stems, or indirectly by

altering the root environment.

Crops

Although early assessments pointed

to significant crop damage from acid
deposition, more recent work has
tended to indicate that, apart from a few
of the more sensitive species, crop

damage is unlikely to be severe except in
areas subject particularly to episodic
bouts of severe air pollution. Again,
combinations of other pollutants with

ozone are implicated by simulated

damage experiments.

Materials

Air pollution damage to materials
consists essentially of accelerated cor¬

rosion of buildings (particularly, but not

exclusively, those made of sandstone),
mortars, metallic constructions such as

bridges, and paint coatings. Of partic¬
ular concern in Europe is damage to

historic monuments, including statues

and stained glass windows outdoors,
and old leather and paper indoors. Since
these artifacts cannot be replaced, their
economic value is hard to estimate.

Human Health

Direct damage to human health by air
pollution involved in acid deposition in
most OECD countries (except in a few

highly polluted urban areas) is not now
thought to be significant except as a

complicating factor for those with a
fragile respiratory system. In the past,
health damage occurred when SO2 was
associated with particulates (e.g. the

London "smogs" of the 1950s), but dust
control, smokeless zones and high

stacks to disperse S02 have largely
eliminated this possibility. Acid rain in

reservoirs may lead to health problems

through corrosion of metals from water
pipes, or by leaching toxic metals into
groundwater. These possibilities are

geographically limited and subject to
monitoring and, if necessary, control.
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A. THE SENSITIVITY OF AQUATIC ORGANISMS TO A LOWERED pH
IN FRESH WATER

PH

7.5 7.0 6.5 6.0 5.5 5.0 4.5 4.0 3.5

MkÀ# Crustaceans, snails, molluscs etc. die

jjf ^anfflc

Salmon, char, trout, roach die

Sensitive insects and plant and animal plankton die

Whitefish, "siklôja", grayling die

Perch and pike die

Eel and brook trout die

'Mill
Insensitive insects, certain plant and animal

plankton can survive

Damage starts at

pH less than 6.5.

All "normal" life gone at

pH less than 5

Source: Acidification Today and Tomorrow, Report by the Swedish Ministry of Agriculture to the 1982
Stockholm Conference on Acidification of the Environment.

suggest that fish death in some lakes is at

least partly due to poisoning by aluminium
leached out of the lake bed as a result of a

falling pH value (inset page 1 1 ). Aluminium
in the soil, mobilised by acid deposition,

may be responsible for damage to the

ability of tree roots to provide sustenance
to the tree.

In summary, a substantial amount of the

evidence relating to the effects of acid

deposition might be termed "circumstan¬

tial", due to the difficulties in pinpointing
and quantifying causes and effects. The

science of acid deposition is an inexact

science and likely to remain so, for good
reason. The gigantic mixing bowl that is the

earth's atmosphere renders the scientist's
task as difficult and uncertain as that of the

weather forecaster. And the complexity of

the ecosystem (as well as that of the

man-made environment) compounds the

difficulty of describing acid deposition's

effects. But these are not unique problems

in our complex biosphere: environmental

policies have had to, and will continue to

have to, live with a degree of scientific
uncertainty. In particular, the fact that we
do not know to what extent some of the

changes now occurring in ecosystems may
be irreversible with time, lends some

urgency to the problem of deciding on an

appropriate policy response.

Can Acid Deposition
be Reduced?

While there are some "remedial" meas¬

ures which can be (and sometimes are)

taken to reduce the effects of acidification,

for instance the liming of vulnerable lakes,

the most efficient method of reducing acid

deposition is to tackle the source of the

problem, i.e. to reduce what goes up. The

control of emissions of acidic gases has

recently been studied extensively by the

OECD in the context of abating pollution

from coal combustion4. In addition, a major
project on control strategies for major air

pollutants is under way in the Environment
Committee.

The most important stationary sources

of the air pollutants implicated in acid

deposition are electricity generating plants

using fossil fuels principally coal and oil.

It is clear that emissions of sulphur and

nitrogen oxides (and of course particulates,

which can play a role in the atmospheric

processes leading to deposition) can be

greatly reduced using existing technology.

It is also important to realise that pollution

control can involve more than just prev¬

enting gaseous emissions from leaving the
smokestack or car exhaust. The choice of

the fuel, the treatment it undergoes prior to

combustion, the combustion process itself,

and the cleaning of combustion gases

before emission, can all contribute to a

greater or lesser extent (see Table).

Why, then, has the acid rain problem not

already been solved? There are two prin¬

cipal and interlinked reasons. First, some of

these technologies were developed rela¬

tively recently, becoming available for full-

scale application only over the last decade

or so, and thus would not be installed in

power plants built prior to that time. These

older plants, which may still have two or

three decades of useful life ahead, are often

considerably more polluting than a new

plant built nowadays would be allowed to

be. The second reason, explored in more

detail in the next section, is the cost of

emission control. Technologies like flue gas

cleaning are quite complex they have

been described as akin to installing a small

chemical plant downstream of the power

generating unit. They require energy, raw

materials and skilled manpower to run

them, and add to the solid and liquid

wastes which must be disposed of in an

environmentally sound manner.

The relative costs of pollution control in

smaller plants of the size used by industry

are more onerous than for large power

plants, since they can derive less benefit
from economies of scale. To date these

plants have relied for pollution control less

4. Costs of Coal Pollution Abatement - Re¬

sults of an International Symposium, OECD,
Paris 1983.
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ABATEMENT TECHNIQUES FOR AIR POLLUTANTS

FROM FOSSIL FUEL POWER PLANTS

Emissions

1 . Sulphur Oxides

2. Nitrogen Oxides

3. Particulates

Abatement Techniques

Fuel selection

Coal preparation

Flue gas desulphurisa-
tion

Combustion modifica¬

tion

Selective catalytic

reduction of flue gas

Coal preparation

Electrostatic precipita¬

tors

Cyclones

Bag filter systems

Remarks

Use of low sulphur fuels

Removes up to 30 per

cent of sulphur for most
coals

70-95 per cent effi¬

ciency; produces a

sludge or solid waste

Staged combustion or

low N0X burners. Up to

about 60 per cent re¬

moval efficiency

Removes up to 80 per

cent NOx from flue gas

Reduces ash content

99.9 per cent efficiency

achievable for particles

greater than 3 microns
Most efficient method for

small particles
Reduces trace metal em¬

issions

lower pollutant emission standards can be

a powerful stimulus to develop more effi¬
cient and effective technologies for both

combustion and exhaust-gas clean-up.

What Does Emission Control

Cost?

Actual and estimated emission control

costs for large power plants cover a con¬

siderable range, as the 1982 OECD Sym¬
posium on the Costs of Coal Pollution
Abatement demonstrated. An approximate

range for sulphur and nitrogen oxide and
particulate control is about 1 0-20 per cent
of the total cost of electricity generated by

the plant. The cost increase to consumers

of the electricity, however, would be sub¬

stantially lower, since the electricity price
to the consumer is a blend of generating

costs from all types of power plant and of
the distribution costs. The Central Elec¬

tricity Generating Board of the United

5. With this technique, coal or other solid fuel
is fed into a bed of crushed inert material

(including limestone to absorb the sulphur
dioxide) through which air is passed upward to
give the bed the properties of a fluid during
combustion.

on combustion and post-combustion clean¬

up than on choice of fuel and fuel treat¬
ment. Here, there are indications that new

technologies, recently developed and now

under development, may hold good

promise for the future. Atmospheric fluid-

ised bed combustion5, now being offered

commercially by a number of manufactur¬
ers, offers smaller boilers the capability of

up to 90 per cent sulphur removal in the
combustion process. In addition, lower

combustion temperatures mean less ni¬

trogen oxide emissions. Another new tech¬

nology, limestone injection in multi-stage

burners, again aimed at reduction of sul¬

phur and nitrogen oxides leaving the com¬

bustion chamber, is presently at the pilot

plant stage. Both of these technologies are

being scaled up in test facilities in the
United States and Germany, with the

objective of assessing the possibility of
applying them to electricity generation

plants, possibly for retrofitting existing

units with better pollution control.

As far as mobile sources are concerned,

pollution control is mainly aimed at

nitrogen oxides and hydrocarbon emis¬

sions. The catalytic converter, now used in
North America and Japan reduces emis¬

sions of both (and requires lead-free fuel to

avoid destroying the catalyst). Other tech¬
nologies to reduce one or other of these

pollutants (e.g. the "lean-burn" engine or
stratified charge engine) are also aimed at

increasing fuel efficiency itself a means of

reducing pollutant emissions. Judging from

past experience, the requirement to meet Acidified lakes are crystal-clear, beautiful ... and sterile.
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Kingdom estimates that a major pro¬

gramme of retrofitting ten power plants

with flue-gas desulphurisation to achieve a

50 per cent reduction in the Board's total

sulphur dioxide emissions would increase

those plants' costs by 1 0-1 5 per cent, and

the cost of electricity to the consumer by
about some six per cent6.

Research and development, as well as

accumulating experience with existing pol¬

lution control systems, are tending to
reduce control costs. In addition, the new

technologies for in-burner control de¬

scribed in the previous section, if they fulfil

their promise, may provide less costly

means of emission reduction than flue gas

treatment. But they are not likely to be

available for full-scale application to power

plants before the 1 990s.

The Economic Issues

We have established that the cost of

reducing emissions of acidic gases is not
insignificant. We have also hinted, without

quantification, that the costs of not con¬

trolling emissions may also be consider¬

able. It is not easy to establish a cost-

benefit balance. The difficulties in obtaining

an accurate damage inventory, the scien¬
tific complexities and other factors con¬

spire against it. Several years ago the

OECD carried out a pioneering study to
develop a methodology for doing this7. The
study showed the rather wide ranges of

uncertainty in estimating the benefits of

emission reduction but indicated that, as

one moves toward more stringent control
(and in doing so incurs higher control
costs), the benefits of control also increase

roughly in proportion. More recently, a
study carried out for the European Commis¬
sion estimated that, in total, the cost of a

25-50 per cent reduction in SO2 and N0X
emissions would be of the same order as

the cost of environmental damage thereby
avoided to forests, lakes and materials3.

A definitive cost-benefit study is prob¬

ably not practicable because of the intrinsic

uncertainties in the process of identifying

and quantifying the damage costs of acid

rain. Continuing scientific investigation,

however, is revealing damage to more

components of our environment with

potentially very significant economic con¬

sequences. For example, the OECD cost-

benefit study carried out in the late 1 970s

did not examine forest damage, because it

was not yet perceived to be a problem.

Clearly, any study carried out today would

have to consider damage to forests and
materials as two priority areas for atten¬
tion.

In addition to the overall benefit-cost

balance, another problematic economic
issue is the distribution of benefits and

costs in both space and time. Who now

pays the costs of damage by acid rain to

the environment, and who will pay in the

future as damage grows and accumulates?

On the other hand, who should pay for the

controls aimed at a significant reduction of

these damage costs? These are often not

the same people indeed, they may not

even be citizens of the same country. And,
because of the time it will take to slow

down and reverse some of the damage
processes (to forests, for instance), the

costs of damage and the costs of control

may have to be paid simultaneously for a

number of years.

The complexity of these economic
issues, and their international dimension,
become even more evident when one

realises that we are talking here about
billions, not millions, of dollars in both

Europe and North America, both for the

damage that acid gas emissions are esti¬
mated to produce, and for the costs of
controls to reduce it:

In the European Community, the damage
costs estimated by Environmental Re¬

sources Limited3 included forest damage in
Germany ($0.2 billion a year); materials
replacement cost in buildings ($0.5 to
$2.7 billion a year); and loss of fisheries in
lakes ($0.03 billion). These estimates are

purely economic, and do not include the

aesthetic value which society might place

on these and other effects of air pollu¬
tion.

6. Tenth Report of the Royal Commission on
Environmental Pollution (HMSO, London
1984).

7. The Costs and Benefits of Sulphur Oxide
Control, OECD, Paris 1981.
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The same study estimates that a 50 per
cent reduction in SO2 emissions would cost

$4 billion annually (mainly through retrofit¬
ting 70 per cent of existing plants of

greater than 25 MW with flue-gas desul¬

phurisation). The cost of NOx control would

be somewhat lower, of the order of

hundreds of millions rather than billions of

dollars.

In the United States, the Electric Power

Research Institute has estimated that a

rapid reduction of SO2 emissions from

electricity generating plants by 10 million

tons about 45 per cent of total US emis¬

sions of SO2, which involves some

switching to low sulphur coal, some coal

cleaning, and installing flue gas desulphu¬

risation on 70 Gigawatts8 of mainly
existing capacity, might cost $9.5 billion
per year. This cost might be reduced by

some $4 billion per year if the programme
were stretched out to permit the use of

technologies now in the pilot or demonstra¬

tion stage instead of retrofitting flue gas
desulphurisation2.

With numbers as large as these, the
economic consequences of acid rain and of

policies to control it are easy to compre¬
hend. Briefly, the economic issues asso¬

ciated with control may be summarised as
follows:

What type and level of emission control
should be applied to new and to signifi¬

cantly altered installations?
What type and level of control should be

applied to mobile sources?
When and how should controls be

applied to existing installations?
Should controls be aimed at specific

geographical regions containing a high
density of pollution sources, or should
there be national (or international) emission

limits?

How should the Polluter Pays Principle

be reflected in policies, strategies and

regulations, and how should regulations be
supplemented with economic instru¬
ments?

What are the economic implications for

growth and employment of continuing to
incur damage costs and/or control costs,
and what are the economic implications of

emission controls for energy costs.

The Policy Alternatives

There is a wide spectrum of opinion

among OECD countries as to what is the

correct policy stance to take vis-à-vis the
acid rain problem. Broadly speaking, four

approaches are discernible. In order of
increasing overall cost, these are:

1 . Policies to increase efficiency of

energy use (which should be implemented

for other reasons in any case) and to
increase dependence on non-fossil energy
sources

2. An R & D strategy alone, based on the

judgment that not enough is yet known

about the cause/effect chain to take con¬
trol measures

3. Setting specified targets for reduc¬

tions in emissions on a regional or national

basis, together with installation-specific

standards, and allowing emissions trading9
to allocate the reductions in an economi¬

cally optimised way

4. Setting stricter limits on emissions of

acidic gases, either for specific sources

thought to be responsible for regional acid

deposition, or applying generally to new

(and ultimately existing) sources.

These approaches are not, of course,

pure alternatives, and policy options can
include various combinations of them. In

fact, there is little or no argument con¬

cerning the need to encourage increased

efficiency of energy use both for energy
and environmental reasons as well as the

need to accelerate research in order to

reduce scientific uncertainties, and R&D

to improve technologies for pollution con¬
trol.

Some OECD countries, like the United

States and Japan, have introduced stricter

air pollutant emission standards for new or

significantly altered installations. As time

goes on and old plants are replaced by new

ones, this measure will ensure a gradual
reduction in overall emissions.

The major policy debate centres on the

wisdom of taking, or prescribing, concrete

measures concerning existing installations,
until the benefit /cost balance of such

actions can be established with greater

certainty. Last year, however, Germany
introduced new federal regulations sev¬

erely limiting acid-gas emissions from both

large industrial plants and power plants
and has stipulated that all existing plants

must meet these standards by 1993.

With regard to vehicle emissions, the

lead in controlling air pollution was taken

by North America and Japan in the 1 970s,
and there is now considerable debate in

Europe concerning the desirability of intro¬

ducing policies requiring comparable stan¬
dards for new vehicles in the near future.

It is not the purpose of this article to

prejudge the outcome of the international
debate on air pollution control policy in the
OECD and elsewhere. A Recommendation

is now being developed on the control of air

pollution from fossil fuel combustion, for

consideration by Environment Ministers

when they meet at the OECD in 1 985. It is,

however, possible to make a number of

general points relevant to policy develop¬
ment in this field:

Measures to combat acid rain need to be

seen in the broader context of a more

general reduction of air pollution, which

would yield important ancillary benefits
(e.g. better visibility).

With the exception of vehicles, emission

controls applied only to new installations

will have an impact, but only relatively
slowly over a period of several decades,

especially with electricity demand growing
much more slowly than has historically
been the case. If the desire is to achieve a

more rapid reduction in emissions, existing
installations need to be included.

The cost-effectiveness of possible con¬

trol strategies must be an important factor
in the policy debate. This has two ele¬

ments. One is the question of what is the

most appropriate mix of technologies and

methods for achieving a given overall
reduction in emissions. The other is the

time element: within what length of time

can the costs of control be reduced through

technological improvements or bringing
new technologies onstream (the so-called

"technology-forcing" method)? And over

what length of time can the success of a

reduction in emissions be gauged by its
effect on air quality, acid deposition and its
environmental effects?

The question of equitable national con¬

tributions to solving what is an interna¬

tional problem is often raised. It is a very

difficult one, since countries have a widely

varying pattern of fossil fuel use and a

widely varying history of pollution control

to date. As mentioned earlier, pollutant

flows also vary considerably, some coun¬

tries being net exporters and others net

importers. Country responses are therefore

likely to be conditioned by how equitably

they perceive the economic burden to be

shared internationally in terms of both

existing damage costs and future control
costs - which is where an international

organisation like the OECD can play a
useful role.

Air pollution control is not a new topic in

OECD countries. But the overriding objec¬

tive in past policy decisions on the appro¬

priate level of control has been the reduc¬

tion of risks to human health. The time may

now be ripe to rethink conventional

wisdom about the appropriate level of
stress to which the industrialised world can

or should subject the atmosphere if it is to

maintain its vital life-support role, not only
for ourselves but for our natural environ¬

ment, which is so important for our eco¬

nomic well-being and quality of life.

8. 1 GW is 1000 Megawatts. A large power

plant, sometimes with several generating units,

is typically of the order of 1 to 2 GW.

9. Under this system, an older facility with

pollutant emissions exceeding the standards

may continue to operate if its emissions are

balanced by one or more installations emitting

amounts below the standards, by purchasing

the emission rights from the latter. This permits

the overall emissions target to be achieved in a

way which provides greater economic flexibil¬

ity.



Overfishing
and the New Law

of the Sea
by Karl Sullivan1

The major argument of coastal states for the extension of their fishing
limits and one which led to the opening of negotiations for the third
United Nations Convention on the Law of the Sea in Caracas, Venezuela,

in 1974 was that fish stocks were being depleted through overfishing
by foreign fleets. Eleven sessions and eight years later, the Draft
Convention on the use and ownership of ocean resources was finally
agreed2.

Although other issues delayed the adoption of the Convention, by 1977
most coastal states had unilaterally adopted the 200-mile limit or

exclusive economic zone (EEZ) to counteract the over-exploitation of their
coastal fish stocks, thus giving it the force of customary international law;
these limits were incorporated into the Draft Convention when it was

adopted five years later. OECD's Committee for Fisheries has reviewed

the impact of the new regime on Member countries' fisheries and looked

into the practical problems of fisheries management under this regime3.
While some Member countries have benefitted from the reallocation of

resources under the new Law of the Sea, others have lost access to

traditional fishing grounds.

Under the old regime of open

access, fish stocks were common

property and, since the rights to

these resources were poorly defined or
even non-existent there were few incen¬

tives to conserve these stocks. Fishermen

were forced to compete for a share of the

fish stocks and, since there was little

regulation, this competition generally led to

fleet over-capacity, and eventually to dim¬

inishing returns. International management

commissions existed4 but their basic objec¬

tive was limited to managing the fisheries

at the maximum sustainable yield5. To
achieve this, nations adhering to these
commissions committed themselves to

control inputs (restrictions on types of

gear, catch quotas, closed areas and sea¬
sons, etc.) but there was little in the way of

surveillance or enforcement of those

rules.

The 200-Mile Regime

The 200-mile limit was a revolutionary

change and, as with most changes, obsta¬
cles had to be overcome before the benefits

could be realised. From the outset, how¬

ever, many coastal nations expected a

rapid replenishment of fish stocks to new

rational levels, thus appreciably reducing

production costs by increasing catches per

unit of effort. This expectation was to a

large extent based on the idea that the new

regime would bring an immediate end to

uncontrolled fishing, and sometimes there

was a tendency to dismiss the uncertain¬

ties variable "recruitment" (reproduction

and survival rates), the reaction of fish

stocks to different exploitation patterns,

the complex interactions between stocks

and marine mammals, such as seals and

whales, and other environmental factors.

For most Member countries, the first

step in establishing 200-mile fishing zones

was to introduce laws regulating fishing

within their EEZ's. The Convention assigns

to coastal states the "sovereign rights for

the purpose of exploring and exploiting,

conserving and managing the natural

resources, whether living or non-living, of
the sea-bed and subsoil and the superja¬

cent waters, and with regard to other

activities for the economic exploitation and

exploration of the zone ..."

Coastal states have the right to apply

regulatory measures within the framework

of a comprehensive management system
but, attached to these rights, are certain
obligations with respect to the conserva¬

tion and utilisation of the living resources:
the coastal state must take into account

"the best scientific evidence available to it"

in determining the total allowable catch

(TAC); it must give due notice of proposed
conservation and management regula¬
tions; it must promote the optimum use of
the living resources in its 200-mile zone.

If a coastal state does not have the

capacity to harvest the entire allowable

catch, it is required to give other states

access to the surplus and, in so doing, to
take into account all relevant factors,
including not only "the significance of the
living resources of the area" to the

economy of the coastal state concerned

and its other national interests but also the

provisions of the Convention concerning:
landlocked countries and the geographi¬

cally disadvantaged countries of the Third
World

the needs of developing countries in the
region to harvest part of the surplus

the need to minimise economic disloca¬

tion in states whose nationals have habi¬

tually fished in the zone or which have

made substantial efforts in research and

identification of stocks.

These provisions, however, do not inter¬

fere with the coastal state's complete
control over its exclusive economic zone

since the determination of a surplus is
contingent upon the coastal state's deci¬

sion as to the allowable catch, and its

determination of domestic harvesting
capacity and the rate of exploitation that
would be desirable in order to rehabilitate

the overexploited stocks. Countries whose

nationals have traditionally fished in the
zone cannot demand to be given access as
a matter of right.

The coastal states also have the right,
under the 1 982 Convention, to establish
the terms and conditions under which

access to the surplus stocks is allowed.

These include: licencing of fishing vessels

1. Acting head of Fisheries Division, OECD's

Food, Agriculture and Fisheries Directorate.

2. It will become a formal convention when

60 nations have ratified it.

3. Experience in the Management of National
Fishing Zones, OECD, 1984; International
Trade in Fish Products: Effects of the 200-Mile
Limit, OECD, 1982.

4. For example, the International Council for

the Exploration of the Sea (ICES) in the

north-east Atlantic and the International Com¬

mission for North-West Atlantic Fisheries (IC-
NAF).

5. The biological optimum i.e. the greatest
possible yield which can be removed from a fish

stock each year without affecting its replenish¬
ment capacity. The economic optimum will

usually be less, because of the higher cost of
fishing the marginal stocks.
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REPLENISHMENT OF CANADIAN NORTHERN COD STOCK

(thousand metric tons)

550

500 *-
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1970 71 72 73 74 75 76 77 78 79 80 81 82 83 84 85 86 87

Projected total allowable catchCanadian catch Foreign catch

Source: Resource Prospects for Canada's Atlantic Fisheries, 1981-1987, Communications Branch, Depart¬
ment of Fisheries and Oceans, Ottawa, Ontario, Canada.

and their equipment; regulating seasons

and areas of fishing; payment of various

fees as compensation for the cost of

administering the exclusive economic zone;

specifying the information required of

fishing vessels; the placing of observers or

trainees onboard; the landing of all or any

part of the catch in the ports of the coastal

state; regularising joint ventures and other

cooperative arrangements and transferring

technology to the coastal state.

Has It Helped?

Some spectacular results are beginning

to emerge in countries which have imple¬
mented and enforced stringent conserva¬
tion measures within their 200-mile

fisheries zones: Canada's northern cod

stock is being rebuilt to new rational levels

which should provide increased catches
and catch rates for Canadian fishermen

(see chart). However, the management

problems in this area are limited because

the stock is wholly located within Canada's
exclusive economic zone, and the Canadian

catch has not had to be reduced. In other

areas, such as the North Sea, management

problems are more complex.

For most countries, the problem of

overfishing has not yet been resolved
because of difficulties associated with the

allocation of joint stocks, the lack of

alternate deployment opportunities for

fleets deprived of access and various social
considerations, all of which play a part in

sustaining fleet overcapacity.

Joint stocks

Joint stock management is difficult in

that it involves two or more countries

which may not be able to agree on a total
allowable catch or comply once the catch

figure has been set. A case in point is the
Baltic where the total allowable catch has

often been exceeded because countries

have not adopted effective enforcement

systems to regulate the activities of their
domestic fleets. In the case of Baltic cod,

the international management commission

recommended a catch of 197,000 tons in

1 981 , but a subcommission could agree to

no less than 272,000 tons; total landings

amounted to around 380,000 tons (see

table for other examples). As an indication

of the size of the problem, 80 per cent of all

stocks in the north-east Atlantic are joint

stocks, the main exceptions being those

inhabiting Icelandic and Faroes grounds.

Another dimension to the problem is that

countries sharing the stock may harvest it
in different areas or seasons or with dif¬

ferent vessels and fishing gear.

Fleets deprived of access

Distant-water fleets excluded from for¬

eign waters must sometimes be deployed

in the coastal state's own fishing zone,

thus adding to domestic fishing pressures.

Fortunately for them, however, bilateral

agreements have come to play an impor¬

tant role, in the short term, by providing

fishing opportunities for the displaced

fishing nations on generally reasonable

conditions of access. But the longer term
trend would seem to be for the coastal

states to build their own vessels to exploit
their own waters. Those vessels would not

require the trip-duration, freezing or fish-

hold capacity of the long-range fleets

because most of the processing would be
done onshore. In fact, since 1977, few

countries have undertaken to construct

new vessels to fish in foreign waters.

Social considerations

Finally, adjustment, i.e. the reduction

of excess fleet capacity has been particu¬

larly difficult in the fishing industry because
it affects fishermen with few alternate

employment opportunities and small firms

in single-industry towns. For most Member

countries, easing the adjustment burden is

considered paramount, there being a wide¬

spread desire to distribute this burden over
time.

In hindsight, the difficulties should not

have been unexpected as the transfer of

access to resources from one country to

another has taken place over a very short

period of time even though, because of the

bilateral arrangements, the redeployment

or phasing-out of foreign fishing fleets has

been more gradual than the redistribution

of fishing rights. Thus the benefits of the

new regime must, for the time being, be

considered "potential": stock rebuilding is a
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Under the 200-mile regime, there has been a revival of fishing communities that depend on small,
cost-efficient inshore fishing craft. Above: Bay de Verde in Newfoundland, Canada.

slow and hard process. However, with

disciplined management, one can realisti¬

cally expect replenishment of over-

exploited and depleted stocks, much

improved economic returns through higher

catch rates per unit of capital employed and

increased international trade (on average
some 35 per cent of the total world fish

catch is traded internationally).

Redistribution of Resources

Immediately preceeding the new regime,

over 1 2 million tons of fish, most of it for

human consumption, were taken annually

by the distant-water fleets of all nations in

waters now under coastal state manage¬

ment compared to the total world catch for

human consumption of 46 million tons.

Five country experiences provide an

insight into the implications of this shift in

production those of the United States,

Australia and New Zealand reflect the

opportunities afforded countries which

have gained from the new Law of the Sea,

while the Japanese and Spanish exper¬

iences are examples of the adverse conse¬

quences to countries which have lost

access to traditional fishing grounds.

The policies adopted by Australia and

New Zealand for the exploitation of their

exclusive economic zones have, as a prior-

TOTAL ALLOWABLE CATCH (TAC):

RECOMMENDATIONS AND RECORDED CATCHES

Kattegat /Skagerrak Area of the North Sea

Herring Sprat Cod

7979

Recommendation3 45,000 70,000d 26,000

Revisedb 45,000 70,000 30,000

Recorded catch 73,700 84,400 32,074

7980

Recommendation3 40,000 70,000 30,400

Revised13 50,000 77,000 31,900

Recorded catch 84,245 107,600 41,066

7997

Recommendation3 53,000 70,000 32,400

Revised0 -

Recorded catch 159,946 130,900 46,825

a) By the International Council for the Exploration of the Sea (ICES).
b) Total allowable catch (TAC) agreed to by the parties involved, i.e. Sweden, Norway and the

EEC.

c) No agreement was concluded for all regions.
d) Refers to the period duly 1, 1978 to dune 30, 1979.

ity, the objective of maximising the role of
their domestic fishing industry, cooperative
ventures with overseas interests and for¬

eign fishing, under licensing arrangements,
having second and third priority respec¬
tively. Similarly, the United States policy
places greatest emphasis on the develop¬
ment of the national industry. In the
interim, allocations to foreign nations
strongly reflect the desire to exchange this
privilege to fish in U.S. waters for help in

developing U.S. fisheries and advancing
new opportunities for fisheries trade.

Canada, Iceland, Greenland and Norway
have also benefitted from the redistribution

of seafish resources and have adopted
policies similar to those being pursued by
Australia and New Zealand. But in contrast

to the more gradual approach taken by the
United States, Australia and New Zealand,

Canada and Iceland reduced foreign parti¬
cipation in their fisheries almost at once. Of

the EEC member states, only Ireland - in
the short term at least - has gained from
the shift .

Japan, Spain, Portugal, the Federal

Republic of Germany, the United Kingdom
and France have lost access to traditional

fishing grounds. The Japanse distant-
water catch declined from 4 million tons in

1 973 to less than 2.2 million tons in 1 980.

This is a significant decline given the fact
that the fisheries sector provides direct

employment for 450,000 people in Japan,
while another million are engaged in secon¬

dary industries such as fish processing, the
supply of fishing equipment and materials,
and fish distribution, etc.

If, in absolute terms, Japan has lost

most, the fisheries sectors of Spain, Por¬

tugal and the Federal Republic of Germany
were more reliant on distant-water fishing.
Under the regime of unrestricted access,

upwards of three quarters of the Spanish
catch and two thirds of the German catch

was taken from the waters off other

countries. Spain has so far been successful

in maintaining access to several of its

traditional fishing grounds because of its

policy of dealing bilaterally with other
countries and its support for joint ventures.
On the domestic front, Spain has under¬

taken to restore national fishing grounds
depleted through overfishing and to

expand its aquaculture programme.

Future Prospects

Among the numerous obstacles im¬

peding the effective management of sea-
fish resources, the most basic one is

perhaps the biological uncertainty which is

a major problem because the size, nature
and location of the resource base influence

every other aspect of the industry

method of harvesting, placement of pro¬

cessing facilities, transportation, and mar-
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keting. However, it is significant that the

magnitude of the problem is now widely

recognized and as a result of new

approaches in mathematical modelling and

management, one can expect greater suc¬

cess in dealing with recruitment variability

and other biological and environmental
uncertainties.

As to the socio-economic problems,

adjustment can only be gradual because of
the special position of fishermen and

fishing communities, and because the

inheritance of the new regime included

many over-exploited stocks. Nevertheless,

the adjustment policies now being pursued

by Member countries are generally judged
by OECD's Fisheries Committee to be

positive. Their aim is to correct the broad

structural deficiencies caused by rapid

change and, at the same time, to alleviate

the social consequences of economic

change. That these adjustment policies

have been successful in scaling down

excess capacity and in restructuring pro¬

ductive assets augurs well for the future,

despite the fact that, in the short term,

production subsidies are distorting interna¬
tional trade.

Joint stock management is probably the

most difficult political problem, but there

have been significant achievements. For

example, the Common Fisheries Policy

adopted by the EEC in 1 983 is a sophisti¬

cated solution to the problem of how to

distribute the catch among Member coun¬
tries.

Progress has also been made in resolving
political problems of a purely domestic
nature such as the conflicts between dif¬

ferent types of fishing gear (e.g. trawlers
destroying passive gear such as cod traps),

between large vesssels and small boats

and between fishing communities.

In the final analysis, fisheries must

become economically viable. This implies

reducing inputs further and at the same

time modernising the fishing fleet. Fleet

modernisation must go hand in hand with

an energetic programme of resource con¬

servation. In this respect, the Convention

on the Law of the Sea is a significant

development; it has provided for an effec¬

tive response to the unrestrained over¬

fishing of many fish stocks under the

regime of open access.

Progress is being made because current

management practices, though more com¬

plex, are a definite improvement over the

pre-1977 situation, and though, seven

years later, the benefits are still in the realm

of "potential", a solid foundation has been

established. To build on it, fisheries man¬

agement must take the long view, and the

policy goal must be towards long-term

stability of catch and fishermen's earnings

and an orderly flow of products to consum¬

ers.

Collective Bargaining
and the Economic

Recovery
by Oliver Clarke1

Collective bargaining has long been

the preferred means of determining

wages and working conditions in

virtually all OECD countries, prized as a

democratic process through which em¬

ployers and unions regulate their own

affairs. However, during the postwar years

of steady economic expansion, a wide¬

spread tendency became apparent for the

outcome of bargaining to contribute to

inflationary pressures. Generally speaking,

the countries having this experience were

unsuccessful in finding an effective means

of dealing with it.

It might be thought that the high unem¬

ployment and low profitability experienced

during the worst recession since the 1 930s

would have kept collective bargaining set¬
tlements down to a non-inflationary level.

To some extent they did, but nevertheless

settlements in many countries continued to

be made at levels which were thought to

undermine economic growth objectives.

There were, however, some interesting

developments. For instance, in the period

1 980-83, governments played a more

active role in affecting the outcome of

collective bargaining than ever before in

peacetime. There were several wage

freezes, or statutory limitations on in¬

creases, of varying duration. Almost every¬

where that there was a national practice

of indexing wages on prices, the
mechanism was halted, or its conse¬

quences limited or its implementation

postponed. Pay increases for workers in

the public service were cut back in several

countries, as governments sought to limit

the burden of budget deficits and in some

cases to set an example of desirable levels

of increases for the private sector.

Government actions apart, there were

other significant changes. In some coun¬

tries with traditionally highly centralised

bargaining systems, the predominant

weight of bargaining moved downwards,
to the industry level or below. And not¬

ably where enterprise-level bargaining was

practised employers not only resisted

giving wage increases but in some

instances sought and obtained concessions
from workers.

These concessions and the move away

from centralisation clearly originated with

the importance, for some employers, of

reducing labour costs so as to survive, and

the greater differentiation required in a

period of intense competition to meet the

needs of different product markets. Wage
indexation was restricted because econ¬

omies simply could not afford the auto¬

matic transmission, regardless of ability to

pay, of price rises into wage rises. Govern¬

ment involvement developed because,

even in recession, collective bargaining in

some countries was still tending to produce
results which were difficult to accommo¬

date in the counter-inflationary policies

governments considered it necessary to

follow. Also, though it seems that the

recession by itself did not, in many coun¬

tries, contain wage pressures sufficiently,

the poor economic conditions did appear to

have ensured that government actions
were more effective than had been the case

in more prosperous times.

What Does the Future Hold

for Collective Bargaining?

But more important than dwelling on the

past is to try to see what the future holds.

To what effect will collective bargaining

work in the economic upturn? The two key
factors here seem to be the attitudes and

expectations which workers and their

unions bring to the bargaining table and
what the economic environment will be at

the time.

As to workers' attitudes, some com¬

mentators argue that the hard lessons of

the recession have taught workers and

1. OECD Social Affairs, Manpower and Edu¬

cation Directorate.
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their trade unions that wage increases

which do not flow from improved produc¬
tivity or other economic justification are

likely to endanger employment, and thus
that future claims will be moderated. It can

equally be argued, however, that so far as

basic attitudes of workers are concerned,

such an assumption may not be warranted.

The determination of wages, in all Member

countries except Australia with its judicial-
type conciliation and arbitration commis¬

sions, is traditionally left to collective
bargaining or to the labour market. Free

collective bargaining means that workers

and their unions are at liberty to extract the

most they can from the employer. In these

circumstances, and particularly where bar¬
gaining is decentralised, the overall

national interest is usually too remote a

concept to inhibit workers from freely
exercising their rights.

Attitudes are, however, likely to be

tempered by expectations. For instance,

when inflation was rising steeply but unpre¬

dictably, expectations led workers to claim

increases that would at least protect their

living standards in the worst likely case.

They will have different expectations now,

with inflation commonly stationary or fall¬

ing, and this will be reflected in bargain¬

ing.

Workers' expectations will also have

regard to what they know of the broader

economic climate. In present circum¬

stances, this will include continuing high

levels of unemployment, at least for some

years to come, the flow of work from the
advanced industrialised countries to low-

cost countries and consequent structural

change, the prospect of large-scale techno¬

logical advance, and the possibility that

tight monetary and fiscal policies will lead

employers to check increases in labour

costs that cannot be passed on through

higher prices. And, of course, workers will

be influenced by the strength or weak¬

ness of the upturn.

No-one can predict what the interplay of
workers' attitudes and expectations with

the future economic environment will pro¬

duce. The effects of collective bargaining
on costs and on inflation may not of course
come so much from increases in nominal

wages, as in the 1970s, but rather more

through trade-offs between wages and

employment security and reductions in

working time. Certainly there seems to be

no early likelihood of pressures from wage
bargaining returning to the levels which
some countries experienced in the 1970s.

But if, even in severe recession, wage
pressures have led many governments to

check wage increases, one can only con¬
clude that they will be difficult to reconcile

with national economic needs in the

upturn. When profits are seen to be rising,
especially if there are signs of unemploy

ment falling, workers will expect employers
to pay higher wages, possibly to the
detriment of increased investment.

On balance then, it seems likely that
economic recovery will be accompanied by
pressure to increase wages (and perhaps
this is the point at which to note that

'wages', in this article, can be regarded as
extending to most elements of non-wage
labour costs) though not, perhaps, as
intense as in the 1 970s. The pressures will
probably be unevenly distributed between

countries. Indeed in some of them, wage
pressures did not create appreciable prob¬
lems in the 1 970s and there is no reason to

suppose that those countries will exper¬
ience problems now. But they will likely be
substantial enough in many countries, if

unchecked, to strengthen inflationary ten¬
dencies. The question is: how can these
pressures best be avoided or countered?

Possible Responses

Before dealing with this question, it is

perhaps necessary to note that there is

nothing wrong with raising wages - indeed

higher wages continue, as in the past, to be

a very desirable social objective but

basically they do need to be earned through

higher productivity. The case considered

here, however, is where claims made go

beyond what can be afforded in a particular
economic climate.

In that case, possible responses include

the following:
selective measures

statutory or voluntary incomes policies

monetary and fiscal policies

consensus policies

institutional change.

There is, of course, a certain overlapping

between these classifications, and they are

by no means mutually exclusive.

Selective measures

The evidence suggests that measures

during the recession to freeze wages or

limit wage increases by statute or decree

were, on the whole, fairly successful. It

seems likely however that, in an economic

upturn, such actions would have much less

impact, as was commonly the fate of

similar measures tried in the years of

steady economic growth.

The special restrictions widely placed on

public service pay, given the present and

likely future pressures on public expendi¬

ture, seem likely to continue into the future

and will have some influence on bargaining

in the private sector.

Statutory or voluntary incomes
policies

The widespread postwar emergence of

conflict between the outcome of wage

determination processes and national eco¬
nomic needs often led to the introduction of

statutory and voluntary incomes policies.
At various times most OECD countries

have had experience of them - in some

cases of several policies, usually of varying
kinds.

That experience has been decidedly

patchy. Incomes policies tend to have a

satisfactory "impact effect" on their intro¬

duction but, unless they are essentially
short-term measures, wage anomalies
tend to grow between groups of workers,

and the policies risk distorting the labour

market generally. When they terminate,
there is a likelihood of a mass of claims to

make up for - or more than make up for

what workers perceive as their losses

during the life of the policy, thereby losing
at least some of the gains achieved. Even if

they are supported by both union and

employers' leaders, as voluntary policies
are by definition, it is by no means certain

that ways around them will not be sought

by groups of workers and their employers
who find them inconvenient. So far as the

distinction between statutory and volun¬

tary policies is concerned, statutory poli¬

cies have the advantage that they underpin
voluntary ones, evoking the respect in

which the law is held. Voluntary policies are

usually more flexible but may carry less

weight than statutory policies. It seems

likely that the relative success of an

incomes policy is influenced by such factors

as whether economic conditions support it

(for instance, if employers are making high
profits, workers are unlikely to conform to

restriction of their right to bargain) and

whether the parties see the policy as
essential for the nation in a particular

situation and equitable in its incidence.

In the present upturn, it seems unlikely
that statutory incomes policies will be

effective, save in exceptional circum¬
stances. Voluntary policies, on the other

hand, despite their uneven record in the

past, seem more promising, providing that
their objectives are realistically modest and
they are part of what are called "consensus

policies".

Monetary and fiscal policies

A quite different approach from the

others is through monetary and fiscal

policies. Obviously these policies have a

great many objectives not related to the

movement of wages, and firm policies are

in any case needed to underpin any

incomes policy. But increasingly, in recent
years, monetary and fiscal policies have

played a large role in dampening wage

pressures, sometimes in conjunction with

other policies.

They also have the advantage that they

do not lead to distortions of wage differen¬
tials and that no special institutional
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mechanisms are required to assist their

operation. On the other hand, if they are
strong enough to check wage growth, they

are likely to depress industrial activity and

thus worsen unemployment.

Consensus policies

There has been a great deal of discussion

in recent years, both in connection with

collective bargaining and in respect of

wider economic and social issues, about

the notion of consensus. Consensus is not

easy to define but, in the present context, it

may be taken as signifying a state of

relationships between governments, trade

unions, and employers' organisations, in

which, while recognising that governments

have electoral obligations to fulfil and that

the final say rests with parliaments, the

parties strive to reach broad agreement on

relevant national objectives and on the

policies for achieving them. If agreement on

policies cannot be reached, the parties can

at least agree to respect each other's
differences and seek to ensure that these

differences do not disturb the progress of

the nation. Consensus does not necessarily

involve formal incomes policies or other

formal agreements, and it in no way implies

the existence of a corporate state - unions

and employers remain free to leave the

consensual association should they so
wish.

While the word "consensus" does not

seem to have been used at the time, what

seems to be implied by current advocates
bears a marked resemblance to the kind of

close and relatively harmonious concerta¬
tion of effort towards economic recon¬

struction engaged in by some European
countries in the aftermath of the Second

World War. Indeed, given the extent of

current problems of industrial structure in

many countries, one might well talk of

"post-crisis reconstruction" in the present
situation.

More narrowly, consensus presupposes

that the outcome of collective bargaining
would not exceed what could be afforded

without adding to inflation, having regard

to productivity, the need for investment,

changes in the terms of trade, etc. The joint

objective would be that collective bar¬

gaining and government economic policies

would be complementary rather than in
conflict with each other. Released from

fears of inflationary pressures coming from

collective bargaining, governments could

more forthrightly develop policies aiming at

economic growth and increases in employ¬
ment.

This picture is, of course, too rosy to be

entirely realistic. In free societies, it is

difficult for unions and employers' organis¬
ations to ensure that central understand¬

ings are fulfilled at all levels. Income

receivers not party to such understandings,

like the liberal professions and other self-

employed people, may disregard them.

Governments' political commitments, or

political views predominant in unions or

employers' circles, may rule out any possi¬

bility of agreement. The price of agreement

in terms of meeting the aspirations of

interest groups may be stiff. And propon¬
ents of consensus need to be sure that their

arguments are grounded on hard realities

rather than on a Utopian, if human, longing

for harmony. This said, there remain

enough examples of successful consensus

amongst OECD countries, such as Austria

and Japan, both of which have excellent

economic records, to encourage the belief
that there is some connection between

consensus and economic well-being. One
economist, Professor Ezio Tarantelli, has

assembled evidence from a study of 1 6

OECD countries which strongly suggests
that there is a clear link between them. But

this evidence, though plausible, cannot be

regarded as conclusive; even if proven, it

could be argued that causality runs the

other way, i.e. that a thriving economy
facilitates consensus rather than vice

versa. Be this as it may, if one considers the

range of possibilities open for dealing with

conflict between collective bargaining out¬

comes and economic needs, development

of consensus policies, where they are

feasible, can be strongly supported as a

constructive approach to resolving the
conflict.

Collective bargaining institutions

Another aspect of this subject which

needs to be explored is the significance of

the institutions of industrial relations, of

different arrangements for collective bar¬

gaining and different kinds of relationships

between governments, unions and em¬

ployers, in facilitating inflation-free devel¬

opment of wages. This is an enormous field

of study, but two aspects can be taken as

illustrative, the levels of collective bar¬

gaining and the consultative bodies set up

to facilitate understanding between gov¬

ernments, unions and employers.

There is a wide range of differences

between the predominant levels, or combi¬

nation of levels, at which collective bar¬

gaining is carried on in Member countries,

ranging from national-central to enterprise

and workplace bargaining. It is sometimes

suggested that centralised bargaining is

the most desirable of the various forms, at

least from the point of view of reducing the

conflict between collective bargaining and

economic needs, the reason being that the
national interest is most evident at this

level, so that agreements can take it into

account. Centralised bargaining enables

the bargainers to ensure that the various

groups of workers tend to be subject to the

same criteria. Also in periods of inflation it

can hold inflationary pressures in check

better than decentralised bargaining.

On the other hand, centralised bar¬

gaining presents serious problems in

accommodating the special economic
needs and circumstances of different

industries and enterprises, making wage

drift probable. And it is more difficult to

ensure that central agreements are applied

throughout the workforce, as intended,
than is the case where enterprise agree¬
ments are made to suit the circumstances

of particular enterprises by people who are

themselves directly affected by the agree¬
ment.

Enterprise or workplace bargaining, on

the other hand, relates easily to specific
local needs. It fits well with national needs

for wage differentiation and wage flexibil¬

ity, both in recession and in periods of

growth. On the other hand, it is difficult to

predict the aggregate outcome of such

decentralised bargaining or to ensure that it

is consistent with national needs, particu¬

larly in times of economic growth and

inflationary pressure. Also, decentralised

bargaining is likely to lead to perceived

inequities between different groups of
workers.

If centralised institutions facilitate con¬

sensus, they are not in themselves suffi¬
cient to achieve it. Even so, it is difficult to

see how existing bargaining arrangements

can be significantly altered unless the

bargaining parties become convinced that

new arrangements are to their mutual

advantage. And the experiences of both
the United States, where decentralised

bargaining has responded remarkably

effectively to economic needs, and Japan,

where bargaining is largely decentralised

and where economic performance is good,

suggest that success is not dependent on

centralised bargaining. On the whole, the
case for centralised bargaining must be

regarded as arguable but not proven.

Whether bargaining be centralised or

not, a substantial number of countries have

established formal arrangements at na¬

tional level to strengthen mutual under¬

standing between governments, unions

and employers. The institutions concerned

have a wide variety of rights, responsibili¬

ties, fields of concern and membership

(sometimes including independent mem¬

bers): the French Social and Economic

Councils (and to some extent the Commis¬

sions of the Plan), the British National

Economic Development Council, the Aus¬

trian Wage and Price Commission, the

Dutch Social-Economic Council, the Japa¬

nese Labour-Management Round Table

and the Norwegian Contact Committee and
Technical Committee come to mind in this

connection.

Such bodies do not, of course, stand on

their own. Their functions are supple-
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mented by many other arrangements,
formal and informal, for discussions

between governments, unions and em¬

ployers. There are several bipartite bodies
too, such as the Dutch Foundation of

Labour. Not least, there are the great
number of consultative councils and com¬

mittees within enterprises which include,

amongst their principal functions, the

improvement of relationships and under¬

standing of the needs of the enterprise.

Experience suggests that formal consul¬
tative institutions2, if set up with a clear
purpose and maintained in a genuine spirit

of interchange of ideas and views on

subjects of national concern, can play a
useful if modest part in avoiding conflict

between collective bargaining results and

the needs of the economy. Even if the goal
of consensus is not pursued, such forms of

dialogue are likely to improve the quality of
decision making. However, for practical

purposes, the responsibility of consultative

bodies has to be viewed primarily as to

inform, to maintain constructive dialogue,
and to build understanding. They can be
expected to strengthen but not to control

an incomes policy.

These brief observations cannot claim to

convey the essence of the relevance of

industrial relations systems to the problem
of the conflict between bargaining out¬
comes and economic needs. There are such

substantial differences between systems in
Member countries that it is difficult to draw

conclusions which go beyond generalisa¬
tions unless systems are examined individ¬

ually in the light of wider experience. In that
sense, comparative analysis has a lot to

offer. And there are certainly some impor¬
tant questions which underlie the problem
area with which this article has been

concerned and that such analysis could
help us to understand. For instance, why is
it that in some Member countries industrial

relations are much better - by almost any
test - than in others? What is the explana¬
tion of changes in the quality and efficiency
of industrial relations in a particular country
over time? Why is it that some countries

have experienced no appreciable problems
in reconciling collective bargaining out¬
comes with the needs of their economies,

while others have had such problems for

many years? Do wage determination pro¬
cedures contain sufficient flexibility to
ensure that wages relate adequately to
product prices, to employment needs, and
to the efficient allocation of labour? These

are questions which must await further

research.

2. See M. Cooper, The Search for Consensus,
OECD, Paris, 1 984, for a review of some of the

national institutions.

The Consumer:

A Force Against
Protectionism

Consumers, whatever their nationality, have a common interest in
opposing protectionism if they are to have access to the widest possible
choice of goods and services at competitive prices. But in today's
economic context, some consumers may see themselves as potentially
unemployed workers and so may be too easily convinced that protec¬
tionist measures are the best way to avoid assuming that role. But it is a
well known fact that even if protectionism can prop up weak firms for a
time, in the longer term, growth andjob creation depend on the existence
of a competitive, dynamic business environment. A deeper probing into
the elements of the debate on consumer welfare and protectionism is
attempted in a recent OECD report1.

These issues will also be discussed at a symposium to be held in Paris in
November. It is to serve as a forum for an exchange of views between
government officials, business and trade union representatives, and
consumer organisations.

The Impact of Protectionism on
the Consumer

Whenever a country introduces an

import tariff, quota or export subsidy, there
are losers as well as winners, even at

home, and in many cases the aggregate
losses caused by any given protectionist

measure exceed the gains. Typically, how¬
ever, these gains are concentrated on a

particular industry, are shared by em¬
ployers and workers and therefore receive

the most publicity, while losses are spread

out over a large number of taxpayers or
consumers. Because the losses are less

apparent, a bias in favour of protectionist

measures may develop.

The losses are very real ones. In the

short term, trade barriers lower the supply
of available goods and services and thus

may have a direct impact on price, quantity
and quality, as well as on consumption

patterns and income distribution. Even

more serious are the longer-term effects,

not only on welfare but on jobs and

investment due to the reduced dynamism

of the economy if foreign competition is
shut out or lessened.

Higher prices

The most visible loss to consumers is a

rise in prices. One United States study
compared the prices of a sample of 168

representative imports (automobiles, food

products and pharmaceuticals were ex¬

cluded) with domestically produced goods
of comparable quality and found that U.S.

consumers saved $2.2 billion annually by
buying imported goods. (Imported clothing
was approximately 5 per cent cheaper than

the domestic equivalent, imported foot¬

wear and durables 1 2 per cent cheaper.

Overall, imports were 10.8 per cent

cheaper than comparable domestic pro¬
ducts.)

Protectionism increases prices in three

ways:

It raises the cost of the imported pro¬
duct.

1. Consumer Policy and International Trade,
fo be published.
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TAKING ACCOUNT OF THE CONSUMER: A CHECKLIST

OECD's report sets forth a checklist to give governmental

decision-makers a sounder basis for evaluating the effects of

proposed trade measures, including their impact on consum¬
ers.

What is the expected effect of the measure on the price of the

commodity concerned and on the general price level?
What are the expected direct economic gains to the sector,

industry or firm?

How many jobs are likely to be created or protected by the
measure? In the absence of the trade protection measure, what

are the expected costs of unemployment compensation?

How much can government revenues be expected to increase
as a direct result of the imposition of tariffs (import licences and

tax receipts). How much can government expenditures be
expected to increase as a result of export promotion, government
subsidies and lost tax revenues?

How much will consumers have to pay as a direct result of

higher prices for the imports and how much will consumption
fall?

Will certain groups of consumers suffer disproportionately?

What is the likely impact on availability, choice, quality and

safety of the goods or services?

What is the likely impact of the measure on the structure of
domestic markets and the competitive process within those
markets?

Will the measure encourage or permit structural adaptation of

domestic industry? What will be the effect on investment by

nationals or foreigners?

What are the expected economic effects of the measure on

other sectors of the economy, in particular on firms which buy

from or sell to the industry affected?

How are other governments and foreign firms likely to react to

the measures and what is the expected effect on the economy of

such reactions? Is the measure a response to unfair practices in
other countries?

What are the likely effects of the measure on other countries?

How can damage to trading partners be minimised?

It induces additional domestic produc¬

tion of the protected product at a higher

cost than that of the the import without

protection.

It takes away from consumers income

that could have been used for the purchase

of other goods if the lower-priced import

had not been kept out.

The second element represents an

implicit subsidy to domestic producers who

can only increase output of the protected

good by diverting factors of production

from other goods or services. Since the

alternative product would normally have a

higher value at world market prices, there is

a net loss to the economy the production

foregone in these other, internationally

competitive, sectors.

Loss of dynamism

Since competition forces firms to min¬

imise production costs and to search for

more efficient means of production and

new markets and products, protection

against foreign competition reduces these

pressures. The same is true of the incentive

to produce quality products. The loss may
take several forms - substitution of inferior

goods for higher quality ones, lack of

availability of high technology products,

malfunctioning or defects in the product.
These are the losses in economic

dynamism which result from protection¬
ism.

Quality

Consumer preference for imports cannot

always be explained in terms of price.

Imports have been successful in recent

years not only because they were less

costly but because of their quality, relia

bility and attractiveness. Importers have

also supplied innovative products not pre¬

viously available on the domestic market.
Such factors or a combination of them

can offset the effects of protectionist
measures.

Some Restrictions Have More

Impact Than Others

There are important differences between
trade barriers. Some leave the consumer

and foreign manufacturer greater freedom

to choose what they consume or produce

than others. Some are more transparent

than others and some bring in more gov¬

ernment revenue or entail larger adminis¬

trative expenditure.

Tariffs

Unless they are absolutely prohibitive,

tariffs may do less harm to consumers than

other kinds of restriction, since they do not

actually prevent anyone from buying for¬

eign goods if he is willing to pay the higher

prices. Foreign manufacturers moreover

may offset the competitive disadvantage

caused by tariff walls or tariff-like protec¬

tion through an aggressive price policy. A

comparative study of car prices in EEC

countries, undertaken by the European
Bureau of Consumers' Unions, shows con¬

siderable differences in the pre-tax price of

passenger cars: manufacturers have clearly
made an effort to offset differences in sales

and other taxes. Although this case does

not involve tariff protection, it illustrates

the fact that exporters can, in certain

circumstances, adjust more easily to tariffs
and tariff-like measures than to other forms

of trade restriction.

Quantitative restrictions

To limit the volume of imports of a

product, import licences can be issued

within a pre-established quota. Such

licenses are, by definition, scarce and
therefore assume a value of their own,

while the price of the import to the con¬

sumer increases by the amount of the

resulting "scarcity premium". Thus the

effects of quantitative restrictions (quotas,

orderly marketing arrangements and volun¬

tary export restrictions) are similar to those

of a tariff except that the difference

between the final price of the import and

the world price accrues to the import-

licence holder instead of to the government

unless it is taxed away.

Quotas may also affect the quality of the

products imported and hence their price. If

the quota restricts the number of units

imported, and if import profits are roughly

proportional to the value of sales, then

importers will generally import higher-

quality products which command higher

prices so that, within a given quota, the

value of sales and hence profits will be

greater.

Of particular concern from the con¬

sumer's point of view is the effect of

quantitative restrictions on income distri¬
bution. If trade restrictions induce im¬

porters to increase the unit value of the

goods they sell, the increase in cost is likely

to fall on low-income consumers, particu¬

larly if the product concerned is a basic

necessity. For example, footwear imports

into the United States were subjected, in

the 1970s, to an orderly marketing

arrangement which raised the price of all

imported shoes. But since imported foot¬

wear moved up market, the largest price
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rises hit the now scarcer low-priced
imports. Thus the restraint on footwear

imports tended to act as a regressive "tax"
on lower-income consumers.

Administrative barriers

For consumers as well as exporters,

administrative barriers are a serious impe¬
diment to trade flows. First their inherent

lack of transparency and largely discre¬

tionary nature make trading relations
unpredictable. Too few or overzealous cus¬

toms officers may cause delays. In addi¬
tion, product-safety regulations and other

measures to protect the consumer can be

used, inadvertently or even deliberately, as
a protectionist device (see inset

below).

National consumer groups have some¬

times opposed formal or informal "buy at

home" campaigns because they run
counter to the principle that consumers

should base their product choice on objec¬

tive criteria such as price and quality. In the

EEC, the European Court of Justice held

that one such campaign violated the Treaty

of Rome and the Community directives

relating to the free circulation of goods
within the Common Market. The Court

found direct government involvement in

that the country concerned had provided

financial assistance to the campaign.

The Consumer A Neglected
Party in Trade Policy

Although some countries do not have

institutional arrangements to ensure that
consumers' interests are taken into

account, others do, the most formal being a

statute requiring the trade authorities to

hold formal enquiries or public hearings

during which all interested parties including
consumer bodies can make their views

known. Even where elaborate machinery
exists, however, the available evidence

suggests that the comments of consumer

representatives do not greatly influence the

final decision of trade-policy makers.

Why? First,- because decision-makers

find it hard to identify consumer interests or
to distinguish them from other social

issues; second, because of the fact, already
mentioned, that the losses from any given
trade barrier are spread out and third,

because there is still no generally accepted
methodology for evaluating consumer
interests as against those of other parties

producers and wage earners for example

(see inset, page 23 for one suggested
approach).

The lack of consumer influence on trade

policy is partly due to the fact that con¬

sumer interests are generally more diffuse,
geographically and in terms of product

coverage, than those of domestic produc-

CONSUMER PROTECTION AND INTERNATIONAL TRADE

In the past decade, many OECD
countries have enacted laws to define

consumers' rights, to protect consumers

and to curb malpractice in the market¬

place. These laws address such ques¬

tions as product standards, guarantees,

misleading advertising, packaging and

labelling and product safety. While they

do help people decide what to buy, the

laws' requirements inherently limit con¬
sumer choice and so involve real costs.

Although such laws generally apply with

equal force to all products and so do not

discriminate against imports, they are
not unrelated to international trade,

since they impose particular burdens on

foreign exporters as compared with

domestic producers and since exporters
have to meet a variety of product-

related requirements and regulations in

each market in which they want to sell.

Different product-standard require¬

ments may thus compel exporters to

modify and redesign their product for
each national market, and care should

be taken that consumer protection

measures do not unintentionally create
barriers to trade.

A first step in this direction was the

informal notification procedure con¬

cerning product safety (regulations, pro¬
duct bans and recalls, safety research)
set up by the OECD Committee on

Consumer Policy in cooperation with the

Organisation's Trade Committee. More¬

over, OECD is seeking to promote the

adoption by Member countries of a

systematic approach to product-related

safety problems, one which will include

the use of reliable sources of data on

accidents and the application of risk-

management and cost-benefit methods

in the decision-making process before

the introduction of new product safety
measures.

International harmonization of pro¬

duct standards is important not only
from the point of view of consumer

policy but also from that of trade policy.
While progress in this direction has been

achieved by the OECD and by interna¬
tional standardisation bodies, in partic¬

ular the International Organisation for
Standardisation and the International

Electrotechnical Commission, harmoni¬

zation is a long-term objective which

may be difficult to achieve. Case-by-
case cooperative efforts are therefore

necessary to prevent different national

standards from being used as barriers to
trade.

Product-related standards affecting
international trade are subject to inter¬
national discipline under the 1979 GATT
Code on Technical Barriers to Trade.

This code contains specific provisions
designed to avoid the creation ot un¬

necessary obstacles to trade, to accord

equal and non-discriminatory treatment

to imports and to ensure, through notif¬
ication, that signatories are kept
informed about standards or technical

regulations in preparation when these

have significant effects on trade. GATT

has set up a Committee to deal with the

settlement of disputes and prepare the
necessary procedures.

Trade problems arising from the appli

cation of different product standards are

highlighted by a number of decisions by
the Court of Justice of the European
Communities in application ofArticle 36

of the EEC Treaty concerning the free
circulation of goods within the Common
Market. In this context the Court's

"Cassis de Dijon" decision is exemplary.
Its principles can be summarised as
follows:

As a general rule, products lawfully
produced and marketed in a member

state have to be admitted for sale in

other member states.

National product standards and tech¬

nical rules can only be used to restrict or

exclude imports of foreign products for
imperative reasons, such as the protec¬
tion of health and safety, fair competi¬
tion and consumer protection, provided

that such rules are not disproportionate
to their objective and that no alterna¬
tives less harmful to trade are availa¬

ble.

Where product standards differ be¬

tween Member countries, it is important
to determine whether standards in the

exporting country, though different, pro¬
vide an equivalent degree of protection
and meet the basic criteria laid down in

the regulations of importing countries.

Although applicable only within the
rather specific context of efforts to

integrate markets and harmonize na¬

tional laws within the EEC, the "Cassis

de Dijon" doctrine exemplifies many of

the issues involved in balancing trade
interests against the need to regulate
imports in order to protect consumers.
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The consumer is the victim of protectionist measures which limit choice and raise the price.

ers. Another explanation is that consumer

groups have focussed their efforts on

consumer protection laws, and on the

whole been less aware of the impact of

trade policy so that they have not taken

advantage of whatever possibilities exist to
exert their influence. The inherent lack of

transparency and the complexity of many

restrictive trade measures, especially those
belonging to the "new protectionism" (vo¬

luntary export restraints, administrative

and technical barriers, etc.) also play a
role.

Given the diversity of government struc¬
tures in OECD countries, it is neither

possible nor desirable to propose a single
institutional model to ensure that con¬

sumer interests are reflected in trade deci¬

sions. Although the lack of any formal

procedures and institutions may be a major
impediment, the fact that such procedures

exist is in itself no guarantee: their practical

application is more important. OECD's

report calls attention to six relevant points
in this context:

Trade officials should seek the advice of

consumer-policy officials before taking

decisions likely to have a significant impact

on consumer interests (informal but regular

contacts, establishment of standing inter¬

departmental committees or task forces,

written or oral submissions at public hear¬

ings).

Consumer policy authorities should be

provided in good time with relevant infor¬
mation about the nature and the motivation

behind proposed trade measures and be

given enough resources to exert a real
influence on the decisions made.

Governments should see that consumer

protection measures (e.g. product safety
and packaging and labelling requirements)

are not inadvertently used as barriers to
trade.

Representatives of consumer interests

should be given an opportunity, through

public hearings or less formal proceedings,

to express their views on trade-policy

measures likely to have a significant impact

on consumers (though such proceedings
may impose heavy costs on consumer
organisations).

Member countries should encourage

analysis of trade-policy measures by inde¬
pendent experts.

Any group demanding trade protection

should be required to substantiate its
claims. Care should be taken so that laws

dealing with unfair trade practices (in par¬

ticular anti-dumping and countervailing

duties) are not misused for protectionist or

anti-competitive purposes. The role of

unfair trading practices in causing damage

should be assessed on the basis of objec¬
tive criteria in accordance with GATT rules

and should follow procedures in which all

interested parties can make their views
known.
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New Figures on

Aid to Developing Countries

Total aid receipts of developing coun¬
tries from all sources amounted to

$33.6 billion in 1983, about the
same level as in 1 982.

Multilateral aid, which was a dynamic
factor of aid growth through the 1970s,
has stagnated since 1 980. Given the diffi¬

culties in funding international financial
institutions, in particular the International

Development Association (IDA), the flow of

multilateral aid is unlikely to grow over the
next few years and could shrink unless

there is an upturn in contributions to the
multilateral sector.

DAC Aid

Official Development Assistance from

DAC countries to developing countries and
multilateral agencies, at $27.5 billion, was
slightly below the 1982 total. But in real

terms (constant prices and exchange rates)
ODA remained at its 1 982 level. Since GNP

rose, aid as a share of donors' GNP fell from

0.38 per cent to 0.36 per cent. Taking the
past five years together, DAC Members'

ODA has been increasing in real terms at a
trend rate of 4.8 per cent, and the

ODA/GNP ratio has accordingly risen over
this period.

The small fall in aid volume recorded in

1 983 was due to a decrease in disburse¬

ments to multilateral agencies, in particular
contributions to IDA and the concessional

funds of the regional banks (reversing the
sharp increase in 1 982, which had resulted

in part from delayed payments in 1981).

Bilateral DAC aid disbursements stayed on
their established upward trend.

Preliminary estimates for 1 983 indicate
that ODA from DAC countries to the least

developed countries (LLDCs) fell slightly
below the 1 982 level both in nominal and

real terms but remained unchanged as a
share of total DAC ODA. Total aid receipts

of the 36 LLDCs have grown rapidly in

recent years. Over the five year period to
1982/3, they rose at an annual average

rate of 5.8 per cent in real terms to reach

$6.5 billion in the latter year. DAC coun¬
tries accounted for $5.9 billion of this

amount, having risen in real terms by some

5.4 per cent a year over the five years. DAC
donors' aid to the LLDCs rose as a share of

DAC countries' GNP from 0.06 to 0.08 per
cent and as a share of total DAC aid from

A. AID BY GROUPS OF DONORS

ODA at 1982 prices and exchange rates, $ billion
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B. DAC ODA BY DESTINATION

1981/82 average net disbursements: $22.5 billion

20.5 per cent to 24 per cent.

Future trends are difficult to forecast

because of the uncertainties surrounding

some major donors' programmes. Some

further increase in ODA in real terms may

be expected for DAC countries as a group,

although the rate of increase is likely to be

rather smaller than in recent years. The

evolution of the total ODA receipts of

developing countries will also be affected

by the uncertainties in funding the multila¬

teral financial institutions and the possi¬

bility of a further decline of aid flows from
non-DAC sources.

Individual DAC Countries'

Performance

Norway, in 1 983, was by far the largest
donor in terms of the ODA/GNP ratio at

1 .06 per cent. Other donors exceeding the

0.7 per cent ratio include the Netherlands,

Sweden, France (if aid to overseas depart¬

ments and territories DOM /TOM are

included) and Denmark. Particularly strong
aid increases in 1 983 were recorded by

Switzerland, Japan, Finland, Canada and

Norway.

The high level of Australia's ODA disbur¬

sements in 1 982 had been due mainly to a

"bunching" of multilateral contributions

and overstated the long-term trend of its

aid programme. As has been expected, its

aid flows in 1 983 were considerably below

the 1 982 level: as a per cent of GNP they

fell from 0.56 to 0.49. On a fiscal year
basis, ODA has shown a moderate upward

trend, and the Australian government

recently reconfirmed its adherence to the

0.7 per cent of GNP target.

In 1 983, Austria's net disbursements of

ODA amounted to $1 57 million, equi¬
valent to 0.23 per cent of GNP. This figure
includes $78 million of net disbursements

of development loans including conces¬

sional export credits. There was a sharp fall

in contributions to multilateral agencies
from 0. 1 1 per cent of GNP in 1 982 to 0.04

per cent in 1 983.

Belgium's ODA outflows in 1983

remained unchanged in real terms and as a

per cent of GNP (at 0.59 per cent), a fall in

multilateral contributions offsetting in

creased bilateral disbursements. Belgium's
declared policy is to raise aid appropria¬

tions to an amount equal to 0.7 per cent of
GNP.

The downward trend in Canada's aid in

recent years was halted in 1 983. Disbur¬

sements of ODA increased by 1 9 per cent
in nominal and by 1 2 per cent in real terms

to $1 .4 billion, equivalent to 0.45 per cent
of GNP. The outlook for the next few years
is one of continued growth towards an

interim target of 0.50 per cent to be

reached by fiscal year 1985/86.

Denmark raised its ODA disbursements

in national currency by 4 per cent repre¬
senting, however, a small fall in real terms

and a decline from 0.76 per cent to 0.72

per cent of GNP. This fall is due to a drop
reported for multilateral contributions. Bila¬

teral disbursements were up by 1 2 per cent
in real terms. According to the medium-

term budgetary plan, Danish ODA appro¬
priations in relation to GNP will be stabil¬

ized during 1984-1987 at a level slightly
above that of 1 983. ODA disbursements

are expected to continue to ex¬

ceed 0.7 per cent of GNP.

In implementation of the plan to reach

0.7 per cent of GNP by the end of the
decade, Finland further increased its aid

disbursements by 1 3 per cent in real terms
to $1 53 million and as a share of GNP from

0.30 per cent in 1 982 to 0.33 per cent in
1983.

France's ODA (including aid to its Over¬
seas Departments and Territories) rose

Norway was the largest aid donor in 1983. Below: a Norwegian - supported water programme in
Tanzania.
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C. TOTAL DAC ODA AS PERCENTAGE OF GNP, 1970-1983
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further by 1 3 per cent in national currency
to just under $4 billion, equivalent to 0.76
per cent of GNP, the highest ratio since

1 965. France has set itself the target of
reaching in 1988 0.7 percent of GNP for

ODA to independent countries, i.e.

excluding overseas departments and terri¬

tories. Measured on the latter basis,

France's ODA rose by 1 2 per cent in
national currency, reaching $2.5 billion or
0.49 percent of GNP. ODA should con¬
tinue to increase.

Germany's ODA of $3.2 billion in 1 983
represented an increase in real terms com¬

pared to 1 982 of some 3 per cent. As a
share of GNP it rose from 0.48 to 0.49

per cent, Germany's highest figure to date.

For the immediate future, Germany aims at

maintaining its ODA/GNP ratio at about
this level.

After a rapid expansion of Italy's aid
since 1 979, its net ODA disbursements in

1 983 further rose by 1 4 per cent in
national currency. As a per cent of GNP
they remained at the 1982 level of 0.24

per cent. The aid budget has continued to

grow at a very rapid rate in keeping with the

objectives of Italy's medium term plan.

Disbursements, which so far have not fully
kept pace with the growth of budgetary
resources, are expected to increase signifi¬
cantly in the next few years.

Japan's ODA in 1 983 increased by 24.4
per cent in dollar terms and as a percent of
GNP rose from 0.29 to 0.33. The increase

was primarily due to a sharp increase in

multilateral ODA, in particular payments to
the IDA. Under the second ODA plan, it is

envisaged that the cumulative flow of

Japanese aid over the years 1981-1985,

expressed in dollars will be double the

cumulative amount recorded over the

period 1976-1980.

The Netherlands in 1 983 exceeded the

0.7 per cent of GNP target for the ninth
consecutive year. The record levels of 1 .08

per cent in 1981 and 1982 could, how¬

ever, not be maintained. The ODA/GNP

ratio dropped to 0.91 percent. This fall

does not reflect a change in Dutch aid

policy but was caused by a combination of

accidental factors relating to the timing of

disbursements and project implementation

problems. The Dutch government con¬

tinues to allocate about 1.2 per cent of

GNP to development co-operation (a
slightly broader concept than ODA as

defined by DAC) and ODA should therefore

remain at a very high level.

New Zealand's ODA flows increased by

6 per cent in national currency and as a per
cent of GNP from 0.28 to 0.29, bringing to
a halt the downward trend observed

through recent years. However, the gov¬
ernment's policy remains to reduce public

expenditure in real terms in the light of
continuing severe economic and budgetary
problems and this may affect the level of
aid.

With budgetary aid appropriations rising

rapidly and steadily in recent years, Nor¬

way's net ODA disbursements in 1 983
climbed to a new record level of $584

million, equivalent to 1 .06 per cent of GNP

(0.99 percent in 1982), the second

highest percentage reached by any DAC
country over the last 20 years. This out¬

standing performance reflects the con¬
tinuing strong support of Parliament and of
the public for development co-operation.

Sweden'stotalODAin 1 983 at 0.88 per

cent of GNP was below the record 1 .01 per

cent reached in 1 982, mainly because

multilateral contributions, which had been

bunched in the earlier year, reverted to their
trend level. Sweden remains committed to

a target for aid appropriations of 1 per cent

of GNP. For fiscal 1 984/1 985, appropria¬
tions represent 0.98 per cent of GNP,

lower than in previous years, and in the

near term, net ODA disbursements may

change little as a share of GNP compared
with 1983.

In 1 983, Switzerland's ODA rose by 30

percent in national currency to $318
million and by 0.06 percentage points to

0.31 percent of GNP. A sharp rise in

contributions to multilateral organisations

accounted for a substantial part of the

increase of ODA. The current financial plan
foresees some growth in real terms and
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Switzerland had the largest percentage increase in aid. Above: a village health worker in a Swiss
programme near Bombay.

approximate stability in the ODA/GNP budgetary planning, the aid programme
ratio. will grow in current prices after 1982/83

The United Kingdom's ODA in 1983 at a rate wnich wi" at least ma'nta'n its
increased slightly in national currency by 4 value in real terms,
per cent, but fell as a per cent of GNP from After a sharp upturn to 0.27 per cent of
0.37 in 1 982 to 0.35 in 1 983. On present GNP in 1 982 of ODA disbursements by the

110

D. TOTAL RESOURCE RECEIPTS FROM ALL SOURCES

at 1 982 prices and exchange rates, $ billion

100

United States this ratio fell back to

0.24 per cent in 1983. The increase in

1 982 was largely the result of the bunching
of contributions to multilateral agencies,
and the drop in 1983 was exclusively due
to a fall of $0.8 billion in this item: bilateral

ODA disbursements in 1 983 increased by
$0.4 billion.

ODA from Non-DAC Members

Net aid disbursements from OPEC coun¬

tries had fallen from $8.5 billion in 1 981 to

$5.9 billion in 1982 and are estimated to

have fallen further to $5.5 billion in

1983.

Since the last publication of data, new
information has led to a revision of earlier

estimates. The revision is primarily due to

the inclusion of the USSR aid to Mongolia.
CMEA countries' net disbursements are

now estimated at $3 billion in 1981 and

$2.9 billion in 1982 and in 1983.

As a proportion of estimated GNP,

CMEA aid represented 0.17 to 0.18

per cent in each of these years. The Soviet

Union provided 85 per cent of total CMEA

aid, or some $2.4 billion. East European
countries' net disbursements were about

$0.5 billion. The GDR ranked first followed

by Czechoslovakia and Bulgaria.

Total Resource Receipts

Developing Countries

of

1970 71 72 73 74 75 76 77 78 79 80 81 82 83

Preliminary estimates suggest that total

net medium- and long-term financial

resource receipts of developing countries

from all sources, including not only aid but

also bank lending, multilateral non-conces¬

sional lending, export credits and direct

investment, increased by some $6 billion,
to $103 billion. However, taking into
account the conversion of short-term bank

loans into long-term maturities in the

course of debt-rescheduling operations,
the total net flow of financial resources has

fallen.

Within this total, the flow of conces¬

sional resources remained at about its

1 982 level. Non-concessional flows are

estimated to have increased by $7 billion
to $67 billion in 1983. This increase was

accounted for by higher long-term bank

lending estimated at $36 billion, up from

$26 billion in 1 982. A major portion of this
increase is accounted for by the consolida¬

tion of short-term lending, through debt

rescheduling arrangements, to longer-term

lending. A significant portion of the bank

lending was channelled through off-shore

centres and was financed in part from
non-DAC sources. The total net flow of

resources, including short-term bank lend¬

ing, fell from $132 billion in 1981 to
$1 1 2 billion in 1 982 and to $101 billion in

1983.
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Recession and Recovery

The forces of recession began in 1979.
The increase in the price of
internationally-traded oil reduced
OECD real incomes by around Vi per
cent of OECD GNP between 1978 and

1979, and nearly 2 per cent in the
following year. As after the first oil
shock, OPEC countries adjusted their
expenditure, including that on OECD-
produced goods and services, only with a
lag. During the period of adjustment,
world absorption was reduced; total
OECD GNP was reduced on this

account by nearly 3 percentage points
between 1978 and 19801. By the end of
1982 the OPEC current account was

back in deficit: net exports to OPEC had
added about as much to OECD GNP

growth as the oil price rise had previously
subtracted. But inflation had risen from

8 per cent for 1978 to nearly 13 per cent
for 1980.

Applying the lessons learned after the
first oil shock, policy response in almost
all OECD countries to this new oil price
shock aimed to contain the resulting
inflation. Monetary policy was tightened
in order to break into the inflation spiral,
while fiscal policy was, in the majority of
countries, directed towards the medium-

term reduction of structural budget
deficits (and if possible actual deficits)
rather than short-term demand support.
This prolonged and deepened the
immediate recession in activity. Of the
two influences, it would appear that the
monetary tightening had the greater
impact on activity. Fiscal policy, as
measured by the change in cyclically-
adjusted budget balances, would seem to
have exerted a slight negative impact on
activity in the OECD area as a whole,
with restriction in Europe and Japan
being very nearly offset by a significantly
expansionary policy in the United
States.

It was to be expected that tight
monetary policy would have a restrictive
effect on demand and output, at least

With the OECD economy,
and most economies

individually, now well into
recovery, crucial questions are
how strong, and how durable,
the recovery will prove to be.
The forces which shaped the
recession, and which are now

propelling the recovery, are in
some respects different from

those in past cycles.

until economic agents adjusted their
expectations to a lower medium-term
rate of inflation. This inevitably took
some time to occur. But in addition, the
effect of tight money apparently went
deeper, through two ill-foreseen
developments. First, there was an
unexpectedly large reduction in the
stock/output ratio in most OECD
countries. Not all of this reduction would

seem to have been due to the high cost of
financing stocks, but interest-rate-
induced destocking could have reduced
OECD GNP growth by as much as a
percentage point as between 1981 and
1982. Secondly, high interest rates
increased the debt servicing costs of
many non-OECD countries in 1982 and
1983 and this, coming on top of a
weakening of their export volumes and a
fall in their prices, obliged them to
control their rapidly growing external
deficits by cutting back on imports from
industrialised countries. The reduction of

that part of their imports, which on
OECD estimates was due to the high
level of interest rates after 1979, may
have reduced OECD GNP growth by
nearly 1 percentage point between 1980
and 1981, and about Vi per cent in the
ensuing year.

Nominal interest rates fell in the

United States in the autumn of 1 982, and
then in other countries too. This helped to
boost housebuilding, stockbuilding and
purchases of consumer durables, and was

an important force in the earliest stages
of the recovery. The concomitant fall in
inflation - the combined result of tight
policy and lower commodity prices -
further aided the recovery via wealth
effects on private consumption. This may
have added cumulatively about
2 percentage points to OECD GNP
between 1981 and 1983. Nevertheless,
real interest rates have remained higher
than usual in a recovery phase and, as the
Chart shows, the gap between them and
rates of return on capital is considerably
narrower than in the past.

The stance of economic policies does
not appear to have changed much since
the autumn of 1982. In Europe, fiscal
policy remains restrictive as countries
reduce structural deficits and, increas¬
ingly, actual deficits as well. Fiscal policy
in Japan is also tight. The actual govern¬
ment deficit in the United States

increased somewhat in 1983, the cyclical
reduction resulting from the recovery
being more than offset by a widening of
the structural component. For 1984, the
structural component is expected to
increase only slightly, and to be swamped
by a large cyclical improvement. For the
OECD area as a whole, OECD estimates

indicate a small positive fiscal stimulus to
activity for 1982 and 1983, arising from
the changes discussed, and little stimulus
in 1984. Monetary policy can be charac¬
terised as non-accommodating. Mone¬
tary aggregates accelerated for a year or
so from mid- 1982 (although financial
innovations render interpretation diffi¬
cult): they have subsequently fallen
back. For 1984, further reductions of a

point or so have been made at the upper
end of the target ranges in some major
countries. Nominal interest rates have

fallen from their 1981 peaks, but have
remained high in relation to actual rates
of inflation.

The key forecasting question is

1 . See "Resource Prices and Macroeconomic

Policies: Lessonsfrom Two Oil Price Shocks",
OECD Economic Studies No. 1, Autumn
1983.
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whether the recovery that is now under
way, albeit at a differing pace in the
various OECD regions, is likely to be
self-sustaining.

Recent Developments and
Immediate Prospects

The United States recovered early and
continues to grow strongly, at much the
same rate as in earlier recoveries. The

recovery outside the United States, and
on average for the OECD area, has so far
been slow by historical standards, and is
expected to remain so. Real OECD GNP

expanded at an annual rate of 5 per cent
in the second half of 1983 (Table 1),
slightly stronger than estimated in
OECD's Economic Outlook of De¬

cember 1983, and faster than expected
for the next two years. Domestic activity
in Japan picked up more recently, but its

growth remains subdued by past
recovery standards. In Europe, domestic
activity growth has generally been weak,
averaging 1 to 2 per cent, although the
United Kingdom recovered early (from
mid- 1981), and grew strongly in 1983
(3 per cent).

So far, it is only in the United States
that a typical cyclical recovery pattern of
demand has been seen. There was a
rebound of the stock cycle in the second
half of 1982 and a pick-up in consump¬
tion, fuelled by tax cuts and falling
inflation and nominal interest rates.

Residential construction staged a strong
recovery from late 1982 as nominal
interest rates declined. Private non-resi¬

dential investment began to grow
strongly in the second quarter of 1983.
The main damping effect has come from
foreign trade: the combination of relative
cyclical strength of domestic demand

INDICATORS OF PRIVATE INVESTMENT

UNITED STATES

Fixed investment:
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and a high exchange rate has depressed
exports and led to a big rise in imports;
whereas total domestic demand grew by
4.6 per cent in 1983, real GNP grew by
only 3.4 per cent. Unemployment has
fallen sooner and faster than expected, in
part because of declining participation
rates.

The pick-up started later in Japan than
in the United States and has been more

modest. Fiscal policy has been steadily
restrictive. Nominal interest rates and

inflation were both relatively low in
Japan in recent years, and any falls that
have occurred have therefore had rela¬

tively little impact on spending. A
recovery in business investment started
late in 1983, but the growth rate of
domestic demand has only recently
exceeded its ten-year trend. Net exports
have been the most dynamic factor con¬
tributing to a GNP growth rate of 5 per
cent in late 1983 and early this year.

In Europe there has been a very
modest recovery. Falling after-tax real
wages and declining employment have
meant that consumption growth - about
1 per cent in 1983 and early 1984 - has
come from a marked fall in savings
ratios. Investment recovered somewhat

in late 1983, but domestic demand

growth remains sluggish. As in Japan,
the contribution of the real foreign bal¬
ance to GNP growth has been important
during this recovery: about one-third
between 1982 and 1983.

Within Europe, the picture differs
almost as much as between OECD zones.

The growth of output has been marked in
the United Kingdom, Germany and
some of the Nordic countries but has

hardly begun in France, Belgium and
some other smaller countries. Inflation

has come down in the majority of coun¬
tries but remains stubbornly high in a
few. Unemployment also remains stub¬
bornly high.

Prospects for the next eighteen months

Between now and the end of next year,
important differences in developments
among the different regions of the OECD
economy are likely to continue. The
probable outcome for the United States,
on present policies, is considered to be a
slowing of the expansion. The recovery
there is so far about eighteen months old.
It is likely that the growing structural
fiscal deficit will of itself tend to provide
increasing impetus to demand as
between 1984 and 1985. Given adher¬

ence to the present monetary targets, this
growing deficit is likely to contribute to
keeping interest rates high or even push
them higher. Corporate balance sheets
were unsatisfactory at the start of the
recovery, in the sense that debt to equity

31



1. GROWTH OF REAL GDP/GNP IN THE OECD AREA"
Percentage changes from previous period, seasonally adjusted at annual rates

From From previous
1982

Share

in

total

Average
1972

to

previous half-year

year 1983 1984 1985

1982
1983 1984 1985 11 1 // 1 //

United States 40.5 2.2 3.4 6 VA 7.5 6I/2 3'/4 VA VA

Japan 14.0 4.3 3.0 43/4 33/4 5.0 5 4 VA 4

Germany 8.7 2.0 1.3 3 23/4 2.3 VA 23/4 V/i 3

France 7.1 2.7 0.7 VA l3/4 1.0 1 l'/2 VA 2

United Kingdom 6.3 1.4 3.1 2Vi VA 2.5 2 3'/2 2 2

Italy 4.6 2.6 -1.2 2'/4 2'/4 1.7 2'/2 2 2 3

Canada 3.8 2.8 3.0 4'/2 3 6.9 33/4 3'/2 3 2'/4

Total above countries 84.9 2.5 2.6 4'/2 23/4 5.3 5 3 VA 2%

Other OECD countries* 15.1 2.4 1.6 23/4 2'/2 3.3 2'/2 2'/2 2Vi VA

Total OECD 100.0 2.5 2.4 4'/4 23/4 5.0 4'/2 3 va VA

Four major European coun
tries 26.6 2.1 1.1 2'/4 2'/4 1.9 2'/4 2'/2 2 2Vi

Total OECD less the United

States 59.5 2.7 1.8 3 23/4 3.3 3'/4 3 VA 23/4

Industrial production:
Major seven countries - 2.8 4.0 73/4 3'/2 12.0 73/4 4 3'/2 VA

Total OECD - 2.8 3.5 7'/4 VA 10.8 7'/4 4 V/l VA

Other OECD Countries

1982

Share in

total

OECD

Average
1972-

1982

From previous
year

1983 1984 1985

Austria 0.9 2.6 1.9 2 2'/4

Belgium 1.1 2.3 0.5 VA 2

Denmark 0.7 1.9 2.5 2V* 2%

Finland 0.6 3.1 3.0 4>A m

Greece 0.5 3.1 0.3 VA 2

Iceland 0 3.4 -4.2 -4'A VU

Ireland 0.2 3.6 1.0 1% 2'/4

Luxembourg 0 1.7 -2.4 -3A 0

Netherlands 1.8 1.9 1.0 VA VA

Norway 0.7 3.7 3.2 2 VA

Portugal 0.3 3.8 L-0.5 -2 VA

Spain 2.4 2.6 2.3 2 VA

Sweden 1.3 1.6 2.3 3'/4 VA

Switzerland 1.3 0.5 -0.1 2¥* VA

Turkey 0.7 5.1 2.8 33/4 4

Total smaller Euro

pean countries 12.7 2.4 1.6 2'/4 2'/4

Australia 2.1 2.6 1.2 6 3'/2

New Zealand 0.3 1.5 1.7 VA 1

Total of above coun

tries 15.1 2.4 1.6 23/< VA

OECD Europe 39.4 2.2 1.3 VA 2 Va

EEC 31.1 2.1 1.1 2'/4 2'/4

a) Aggregates were computed on the basis of 1982
GNP/GDP values expressed in 1982 US dollars.

b) Half-yearly data must be interpreted with care sincefor
eleven ofthese countries, amounting to over 50 per cent ofthe total
GDP of the smaller countries, half-yearly growth rates were
obtained by a purely mechanical interpolation.

ratios were unusually high; and while
balance sheets have since improved, they
cannot be regarded as strong for the
present phase of recovery. Firms there¬
fore remain vulnerable to higher interest
rates, and it is projected that business
fixed investment growth will slow down
from the second half of this year. The
growth of private consumption is also
expected to slow down because it is
believed that household savings ratios
will rise as inflation edges up a little. And
under the assumption used in OECD's
forecasting of unchanged exchange

rates, net exports are expected to con¬
tinue to make a negative contribution to
U.S. GNP growth (and a positive one for
other countries), even though the U.S.
growth-rate differential with respect to
other countries is projected to narrow.

In Japan, too, the period of fastest
expansion may already be past, but the
domestic recovery there, although mod¬
est, could be more sustained, even with
fiscal policy continuing to exert a re¬
straining influence on growth. Private
investment is expected to accelerate
gently, partially compensating for slug¬
gish private consumption, while exports
are projected to grow strongly, although
less so than recently, since they will be
restrained by slower United States
demand growth and by the fall in Japan's
relative competitiveness. Nevertheless,
projected domestic demand growth, at 3
to 4 per cent, is considerably slower than
in previous recoveries. With a significant
expected positive impact from net
exports, real GNP growth may be some
three quarters of a point stronger than
this over the next eighteen months.

In Europe, where the recovery started
late, it remains fragile and appears
unlikely to accelerate to a rate that would
bring about a significant reduction in the
level of unemployment by end- 198 5.
Fiscal policy is still tightening in several
European countries, in order to reduce
structural deficits, and monetary policy
remains cautious, with further projected
slowing in growth of the aggregates. Part
of the positive impact of disinflation on
spending behaviour is still working
through the system, but its influence may
be waning. Partly because of this, private

consumption in real terms is projected to
expand at only 1 to 1 Vi per cent rates,
and government expenditure on goods
and services by even less. On the other
hand, the outlook for investment is

improving, with growth rates of 2 Vi to
3 'A per cent being projected. Business
investment is inherently difficult to fore¬
cast, and the main factors behind this
assessment are as follows. Continuing
wage restraint and declining nominal
interest rates, together with cyclical
improvements in labour productivity
gains have led to considerable improve¬
ments in profit margins, albeit from a low
level. Capacity growth rates appear to
have fallen significantly in several coun¬
tries, and the growth rates of industrial
output experienced so far and expected in
the near future may suffice to bring
capacity operating rates to high levels in
certain sectors.

Putting these elements together,
domestic demand growth in Europe is
projected to expand at a rate of about
2 per cent per annum. But reflecting this
relative cyclical weakness and the
favourable competitive position of much
of European industry on the fixed
exchange rate assumption, net exports
are expected to continue making a signif¬
icant contribution to real GNP growth,
raising it to a 2 to 2 V2 per cent rate.

Prices and wages

By the spring of 1984, inflation rates
were in single digit figures in 1 7 out of the
24 OECD countries, and lower than in
any year since the first oil shock in 9 of
them, including 5 of the seven major
OECD countries. At 5 per cent, the
average inflation rate for the OECD area
is also lower than in any year since 1972.
The tendency of successive recoveries to
start from successively higher inflation
rates, in evidence since the early 1960s,
has thus been reversed for the moment. It

is expected that inflation rates will tend
to converge, with some increase in the
United States and Japan being offset by
a gentle fall in Europe. As a result,
inflation may continue to hover around
the 5 per cent mark for the OECD area
(Table 2), i.e. slightly higher than the
average of the thirteen years to 1973. The
main factor underlying the general infla¬
tion outlook is the expected mildness of
the recovery in real output. An upsurge in
commodity prices (except via unpredict¬
able supply shocks) seems unlikely, as
does a wage explosion, given the unem¬
ployment outlook. The projections imply
a steady improvement in profit margins
outside the United States.

Trade and current balances

OECD import volumes are forecast to
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2. PRIVATE CONSUMPTION DEFLATORS IN OECD AREA0

Percentage changes from previous period, seasonally adjusted at annual rates

Average
1972

to

1982

From

previou.!

From previous
half-year

year 1983 1984 1985

1983 1984 1985 11 I // I //

United States

Japan
Germany
France

United Kingdom
Italy
Canada

Total of above countries

Other OECD countries*

7.6

8.1

5.2

10.6

13.7

17.1

9.5

8.4

10.7

3.9

1.5

3.0

9.6

5.4

14.9

5.9

4.7

10.0

4

2'/4

3

VA

5

10'/2

5

4Vl

9Vi

5'/4

3

3'/4

53/4

5'/4

8

5'/4

5

8

3.9

1.5

3.6

9.4

4.3

11.6

5.0

4.5

9.8

Vk

V/2

23/4

7'/2

5

11

5

4'/4

10

5'/4

2'/4

3

6'/4

5'/4

8%

5

43/4

8%

5

23/4

3>/4

53/4

5'/4

8

5'/4

43/4

73/4

5 Va
Vh

Vk

5

VA

VA

VA

5

7'/4

Total OECD 8.7 5.5 5'/4 5'/4 5.3 5 5'/2 5V4 VA

Four major European coun¬
tries

Total OECD less the United

States

9.9

9.7

7.5

6.7

6

6

S M

5'/2

6.9

6.3

6

6'/4

5'/2

5'/2

5'/2

5'/2

5

5'/4

Other OECD Countries

Average
1972 1983 1984 1985

to 1982

Austria 6.5 3.5 5% VA

Belgium'' 7.6 7.7 6'A 5'A

Denmark 10.7 6.7 S'A 4'/2

Spain0 16.5 12.1 10 l'A

Finland0 11.9 8.4 VA 1

Greece 17.0 19.5 18% 17

Ireland 15.7 10.5 9 6

Iceland0 42.6 83.0 27 15

Luxembourg 7.4 8.4 73/4 6'A

Norway 9.5 8.6 6'A 6

Netherlands 7.3 2.5 VA VA

Portugal 20.3 25.5 27 223/4

Sweden 10.4 10.6 6'A 5'A

Switzerland0 5.0 3.0 2% VA

Turkey 39.9 31.4 38 21

Total smaller Euro

pean countries 10.5 10.2 10 'A 8

Australia 11.3 9.4 6 63/4

New Zealand0 14.1 5.1 5'A 7

OECD Europe 10.1 8.4 l'A 6'A

EEC 9.7 7.4 6'A 5'A

a) Aggregates were computed on the basis of 1982 values
expressed in 1982 US dollars.

b) Half-yearly data must be interpreted with care sincefor
eleven of these countries, amounting to over 50 per cent of the total
GDP of the smaller countries, half-yearly growth rates were
obtained by purely mechanical interpolations.

c) Consumer price index instead of national accounts
implicit private consumption deflator.

grow at an annual rate of 5 to 6 per cent
from mid- 1984 after their turn-around

between 1982 and 1983, and rapid
growth in early 1984. Non-OECD coun¬
tries have already adjusted to a consider¬
able extent to the earlier fall in their

export volumes and export prices, and
should be able from now on to increase

their import volumes in line with their
exports at an annual rate of 5 to 6 per
cent. Hence, the contribution of OECD

net exports to real output growth should
move from negative to neutral. Trade
prices are also expected to show less
movement than in most post-oil-shock
years, with only minor terms-of-trade
gains or losses as between major world
zones.

On this basis the OECD area may
incur an external deficit on current

account of about $50 billion (Table 3),
while developing countries are expected
to run a deficit of $40 to $50 billion,

current external balance, from a deficit
of $40 billion in 1983 (PA per cent of
GNP, itself a record) to over $100 bil¬
lion, or almost 3 per cent of GNP, by
1985. The recorded counterparts are
expected to lie in a marked increase in the
surplus of Japan in particular. The
majority of European countries, in¬
cluding many of those which have faced
balance of payments problems for several
years, are likely to see reduced deficits or
larger surpluses.

Employment and unemployment

The least satisfactory aspect of the
recovery is the expected persistence of
high rates of unemployment. Although
total employment is forecast to pick up
almost everywhere, and to continue
growing strongly in the United States, it
is also expected that both the active
population and female participation
rates will increase. Hence there is

unlikely to be any significant decline in
unemployment outside the United States
(Table 4). The situation is likely to be
worst in Europe, since it is there that
projected output growth is slowest.
Unemployment in OECD Europe is

CURRENT BALANCES OF OECD COUNTRIES

$ billion; seasonally adjusted, at annual rates

1982 1983 1984 1985

1983 1984 1985

I II I II I 11

United States

Canada

Japan
France

Germany
Italy
United Kingdom

Total of above coun¬

tries

Other OECD

countries

-11.2

2.4

6.9

-12.1

3.6

-5.5

9.7

-6.2

-23.1

-40.8

1.3

20.8

-4.0

3.9

0.5

3.1

-15.1

-9.6

-86'/4

2'/2

30l/2

-2

5%

-%

2'h

-47%

-4

-105

2'/4

36

'h

10

'/4

2

-54

l3/4

-26.8

2.4

19.8

-9.5

6.3

0.7

3.2

-3.9

-10.9

-54.7

0.2

21.8

1.6

1.6

0.3

3.0

-26.4

-8.2

-80'/4

2'/4

29%

-2'h

5

-1

2%

-44

-6

-92'A

2%

31

-VA

6'/2

-'h

2

-51'/2

-2

-105'/4

2 'À

34

'h

83/4

0

2

-573/4

2

-1043A

2'/4

373/4

3/4

11 '/2

>/4

2

-50'/4

l'/2

Total OECD -29.3 -24.7 -5 1 % -52'/2 -14.8 -34.6 -50 -53'/2 -553/4 -49

EEC -8.8 3.0 43/4 -16'/2 2.1 4.0 VA 73/4 14'/4 18%

which is probably the maximum that can
be safely financed. The external position
of OPEC may also rest in deficit, of
around $10 billion. The counterpart to
these projected deficits for the major
world zones is to be found in the world

current account discrepancy. The in¬
creasing size of the discrepancy in recent
years, and projected for 1984 and 1985,
is an unavoidable, but measurable and
broadly-predictable consequence of re¬
cording errors and omissions in trade in
invisibles. Within the OECD area, con¬

siderable divergence of current account
positions is likely. The actual and pro¬
jected competitive and relative cyclical
position of the United States entails a
continued projected deterioriation of its

Other OECD Countries

1982 1983 1984 1985

Australia -8.5 -5.2 -5 -5'A

Austria 0.7 -0.1 'A %

Belgium-
Luxembourg -2.7 -0.5 -'A VA

Denmark -2.2 -1.2 -VA -1

Finland -1.0 -1.0 -1 -3/4

Greece -1.9 -1.9 -2 -2'/4

Iceland -0.3 -0.1 0 0

Ireland -1.3 -0.4 -'A -'A

Netherlands 3.6 3.4 VA 6

New Zealand -1.6 -1.2 -1 -l'/4

Norway 0.5 2.5 2'/4 2

Portugal -3.2 -1.5 -% -%

Spain -4.2 -2.4 -'A 0

Sweden -3.5 -1.1 'A l'/2

Switzerland 3.6 3.0 VA VA

Turkey -1.2 -2.0 -VA -1

Total -23.1 -9.6 -4 VA
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UNEMPLOYMENT IN THE OECD AREA

National definitions

1983 1984 1985
1983 1984 1985

1 11 1 11 I //

Unemployment rates
United States 9.6 714 7 Va 10.2 8.9 V/a 714 714 IVa

Japan 2.6 214 21/2 2.7 2.6 2Va 214 214 214

Germany 8.2 8 73/4 8.1 8.4 8'/4 8 73/4 73/4
France 8.4 m 10'/2 8.3 8.4 9 Va 10 1014 11

United Kingdom0 11.6 1 l>/2 11 Va 11.6 11.5 1 l'/2 11% 1114 1U/4

Italy 9.7 10 \0Va 9.6 9.7 10 10 10 Va 10 Va

Canada 11.9 \\Va 11 12.4 11.4 1114 1114 11 11

Total of above countries 8.2 m 7'/2 8.5 7.9 714 714 714 714
Other OECD countries 11.6 nvi 123/4 11.4 11.9 12M 1214 123/4 123/4

OECD Europe 10.5 h UVa 10.4 10.6 11 11 1114 1114

Total OECD 8.9 814 814 9.1 8.8 814 814 814 814

Unemployment levels
(millions)

North America 12.1 10 93/4 12.9 11.4 10 93/4 93/4 93/4

OECD Europe 17.8 183/4 \9Vi 17.6 18.1 1814 19 1914 1914

Total OECD 32.3 31 3114 32.8 31.8 31 31 31 313/4

1983 1984 1985

Australia 9.9 9 'A 8%

Austria 4.3 4'/2 5

Belgium 14.0 14'/2 15

Denmark 10.6 10'/2 10

Finland 6.1 53/4 5'/4

Greece 6.1 63/4 VA

Iceland 1.1 2 2'/2

Ireland 14.1 16% 18

Luxembourg 1.4 1% 2

Netherlands 14.2 15 15'/2

New Zealand 5.5 6'h 7'/4

Norway 3.3 3'/4 3'/4

Portugal 9.3 11% 11 Vi

Spain 17.9 19'/2 20

Sweden 3.5 3 3

Switzerland 0.9 % 'h

Turkey 15.4 16'/4 17

Total of above 11.6 12'/2 123/4

a) Break in series from April 1983: recorded rate reduced by 0.6 point.

Other OECD Countries Uncertainties in the outlook

Although one of the possible risks is of
a resurgence in inflation, it is judged not
to be great, for the following reasons. The
subdued developments in wages and unit
labour costs, which date from the onset of

the recession, appear to be continuing,
even in countries where the recovery is
furthest advanced. Although it is too
early to suggest that wage bargaining
behaviour has shifted irreversibly to
greater moderation (see page 19), there
are few indications even in the United

States of a reversal and, in many coun¬
tries, both low inflation expectations and
continuing high unemployment are likely
to restrain wage growth. At the same
time, growth rates of output are forecast
to fall short of those which would provoke
a significant revival in commodity prices,
including oil prices.

Insofar as inflation seems unlikely to
fall much further, one stimulus to the

recent growth in consumption will be
reduced; for as noted above, the present
recovery has been assisted by a wide¬
spread decline in savings ratios, probably
through a combination of disinflation-
induced wealth and confidence effects.

Indeed, if there has been some over-

adjustment by households, there could
now be a move in the opposite direction.
Given the large weight of consumption in
total demand, this could affect output
growth significantly.

The main uncertainty attaches to
investment. In some countries, past sur¬
veys underestimated the near-term
strength of the investment upturn. Stock-
building can be particularly buoyant at
this stage in the cycle, and recent revi-

expected to rise from its current level of
18 14 million, to reach 19 14 million by
end- 198 5. In the United States, strong
output growth in combination with a
temporary slowing of labour force
growth is expected to result in a further
significant near-term reduction in unem¬
ployment; but if the recovery goes as
projected, and decelerates from around
the middle of this year, further reduc¬
tions would be slight.

Uncertainties and Risks

The outlook as described is for mod¬

erate but continued growth in the OECD
area as a whole. However, there are risks

which, though hard to assess, could sub¬
stantially alter the shape and even the
sustainability of the recovery as thus
depicted.

sions to investment estimates and fore¬

casts have generally been upward. An
attempt has been made in the projections
for this year to allow for intrinsic tenden¬
cies to underestimate the strength of
investment at this stage in the cycle. But
allowance for this may be appropriate
only for the next six to twelve months or
so. Beyond that, a number of conflicting
influences may be at work.

First, although nominal interest rates
have fallen in most countries, they are
firming again in some. And real rates are
high by historical standards, and are
likely to remain so. They continue to be
high in relation to realised rates of return
on capital, even though these have also
risen. Hence pure profit rates (the differ¬
ence between rate of return on capital
and interest rates) remain depressed, as
can be seen from the chart on page 3 1 .
The recent surge in profit margins may
therefore find its way as much into
reducing indebtedness and financial
investment as into building up the stock
of physical capital. A revival in profit
shares, which is implicit in the projec¬
tions, may not on its own be as reliable an
indicator of the investment outlook as it

used to be when rates of return, real
interest rates and growth expectations
were markedly different. On the other
hand, insofar as investment has been

cash-constrained, the improvement in
corporate cash flow will act as a stimu¬
lus.

Other determinants of investment may
also be important. In a number of coun¬
tries output growth may have exceeded
that of the economically viable capital
stock. Even allowing for some extension
of service lives and the re-activation of

moth-balled equipment, this suggests
that capacity constraints in some sectors
may induce higher investment, which
would give a more durable aspect to the
recovery.

Willingness to invest will also be
affected by less tangible factors such as
inflation expectations, confidence in the
stability of monetary and fiscal policy,
and views about the sustainability of the
recovery. The uncertainty turns in on
itself, since it is as yet unclear whether
the recovery so far reflects solely a
once-and-for-all adjustment by business
and households to disinflation-induced

portfolio imbalances, or whether cumu¬
lative upward momentum has now been
established. Overall, the uncertainties
surrounding investment could be charac¬
terised as a possible tendency to underes¬
timate its strength in the first part of the
projection period, with larger uncertain¬
ties in both directions after that. Some of

these in turn reflect the risks of changes
in monetary policy or exchange rates,
which are discussed below.
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Risks attendant on the outlook

A main element of risk seems to arise

from the possible interaction of monetary
conditions in the United States with its

rising structural budget deficit. High
interest rates do not appear at present to
be seriously constraining investment,
which is buoyant. However, stronger-
than-projected private credit demand
together with accumulating public debt
could continue to push up interest rates
significantly, thereby curtailing stock-
building, fixed investment and purchases
of consumer durables in the United

States -perhaps to the extent of pro¬
voking a sharp cyclical reaction of the
sort seen in 1981. The international

implications of such a development could
be serious: demand would be depressed in
the OECD area as a whole, and the
precarious financial situation of the
heavily-indebted developing countries
would be exacerbated.

An associated risk is that the value of

the dollar may move sharply. The projec¬
tions embody the customary assumption
of fixed exchange rates except for those
small countries with established rules for

changes in nominal rates. However,
potential current balance tensions engen¬
dered by this assumption and by diver¬
gent growth rates are considerable. The
U.S. current account deficit is projected
to widen from an average annual rate of
some $80 billion in recent months to over

$100 billion for 1985, equivalent to 3 per
cent of GNP. Such a ratio would not be

historically abnormal in some other
Member countries; and, so far, private
market participants have been content to
finance this deficit at current exchange
rates - indeed, recent strengthening of
the dollar indicates that external demand

for dollar assets has increased relative to

the deficit. Whether or for how long this
will continue is a key question - in par¬
ticular as the current deficit widens.

With the exception of the risk noted
above that U.S. interest rates might
increase sharply, the factors which have
so far underpinned the strength of the
dollar are unlikely to move further in its
favour. Moreover, market sentiment
about relative rates of return on different

currencies could display increasing sensi¬
tivity to possibly adverse relative judge¬
ments about current and future U.S.

policy and also to the size and self-
reinforcing character of the U.S. current
account deficit, as the debt-servicing
component of the accumulated deficit
rises.

The sustainability of the international
pattern of private capital flows might
well be enhanced were there to be a

moderate fall in the dollar which was not

expected to be indefinitely prolonged.

But an important issue would be how far
and fast the dollar moved. A gradual
adjustment which did not lead to upward
pressure on U.S. interest rates could ease
some tensions inherent in the situation

without necessarily aggravating other
difficulties. The direct effect on U.S.

exports and thereby the sustainability of
its recovery would be helpful, and given
the size of the United States in OECD

activity, the positive effects of sustained
U.S. growth over the medium term could
outweigh the depressive effects on other
countries of the reduction in their inter¬

national competitiveness. Furthermore,
insofar as appreciating countries felt able
to reduce interest rates in response to
appreciation of their currencies,
domestic activity in those countries
would be stimulated, tending to offset the
effects of weaker exports to the United
States and in third markets. However,

sharp fluctuations or overshooting of the
dollar could have damaging effects on
trade and finance. If there were to be a

substantial fall in the dollar, and even
more if this created the expectation of
continuing for a prolonged period, it
might be judged necessary to raise U.S.
interest rates to limit the fall of the

dollar. This could have serious effects on

the recovery, not only in the United
States but elsewhere too.

Among the countries most vulnerable
to such developments are those less
developed countries with exposed finan¬
cial positions. Much, though not all, of
their debt is denominated in dollars,

which would give them an unambiguous

balance sheet improvement if the dollar
declined in value (though revaluation of
debt in other currencies could be signifi¬
cant in a few cases). However, this gain
could be offset, or even reversed, by a rise
in interest rates both in the United States

and elsewhere. This would not affect

fixed-rate instruments but increasingly,
as debt was rolled over, the burden of
interest payments would rise. The net
effect is hard to judge in the absence of
better data on the amount of dollar-

denominated debt, the term structure of

debt and the proportion which is fixed-
rate. However, if higher interest rates
resulted in a significant weakening of
OECD import demand and thereby in
the debt-servicing capacity of less devel¬
oped countries, some already finely-
balanced financial positions could be¬
come even more difficult. Furthermore,
the effects would probably not stop there.
In 1982 a contraction of imports by the
less developed countries caused by the
deterioration in the debt service position
significantly weakened demand for
OECD output, perhaps to the extent of
1 per cent of OECD GNP.

A final risk concerns the price of
internationally-traded oil. The forecasts
incorporate the technical assumption of
no change in the dollar price of oil over
the forecast period. Previous episodes
have shown, however, how rapidly oil
prices, and thereby the prospects for
inflation and activity, can change if there
are significant shortfalls in the supply of
oil to world markets.

Country Problems
and Strategies:
Portugal and Turkey

PORTUGAL

The mounting imbalances in the Por¬

tuguese economy between 1 980

and 1 983 led the government to

introduce a short-term austerity pro¬

gramme in mid-1983 to reduce the cur¬

rent-account deficit and the external bor¬

rowing requirement. Inflation was running

at about 20 per cent a year, the current

account deficit had amounted to $3.26 bil¬

lion in 1982 (1314 per cent of GDP), and
the general government deficit was equi¬

valent to 1 1 Va per cent of GDP. Between

1979 and 1982, Portugal's foreign debt
almost doubled, from $7.3 billion to

$13.7 billion, peaking at $14.6 billion in
the second quarter of 1983.

The main objectives of the restrictive

economic policy announced in June 1983
were to trim the current account deficit to

$2 billion in 1983 and $1.25 billion in

1984 (6 per cent of GDP), to limit the
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growth of foreign debt to no more than

$1 5 billion at end-1 984, to cut the public
sector deficit to 1 0 per cent of GDP in 1 983

and 7 Va per cent of GDP in 1 984 and to

hold growth of domestic credit to 29.7 per

cent in 1983 and 22.6 per cent in 1984.

This so-called "emergency programme"

had an immediate impact on economic

activity, with growth falling to below zero

after averaging 2.7 per cent per annum in

1980-1982. Unemployment rose to over

9 per cent by end-1 983, and the current
account deficit narrowed to $0.3 billion in

the second half of 1 983, as against
$1.4 billion in the first half. Inflation con¬

tinued to rise, with retail prices going up

25 V4 per cent in 1983. The government's

borrowing requirement was sharply re¬

duced in 1983 as well, falling to 8.6 per
cent of GDP.

The challenge for the Portuguese autho¬
rities remains to consolidate this improve¬

ment, since past experience has shown

that short-term corrective policies are

insufficient to tackle the underlying struc¬

tural imbalances in the economy. The

government has accompanied its emer¬

gency programme with a medium-term
"economic and financial recovery pro¬

gramme", designed to reform the financial
system and improve the management of
state-owned enterprises, and plans to

introduce a four-year economic modernisa¬

tion plan, but in the meantime it will have to
maintain the stance of fiscal and monetary

policies to prevent the economy over¬

heating and falling victim yet again to its
underlying structural weaknesses.

These problems started in the early
1 970s, as a result of a series of exogenous

shocks inflicted on the relatively antiquated

Portuguese economy. First there was a
jump in oil prices; then decolonisation
brought the return of some 700,000 Por¬
tuguese from the former colonies; finally,
there was the second oil shock. While

Portugal enjoyed a relatively high level of
growth and activity in the six years from
1 977 to 1 982, it was faced with growing

disequilibria of a structural nature, espe¬

cially the deficits on its current external
account and its public sector budget.

Unemployment became a problem in the
mid-1970s, surging from 2 per cent in
1 974 to 7 1 /2 per cent in 1 977 with the
sudden influx of former colonial residents

into the labour market. Subsequently,

though, the unemployment rate appears to
have been relatively stable at around 8 per
cent, but this figure does not tell the whole
story. There is considerable disguised
under-employment, especially in the large
agricultural sector. Moreover, repatriated
officials from the colonies were for a large

part absorbed into the administration,
while all companies, especially state-
owned ones, were compelled to retain

more labour then they needed.

The poor performance of Portuguese agricul¬
ture is due to a combination of factors including
unfavourable natural conditions.

Inflation was already relatively high in
Portugal at the beginning of the 1 970s, but

it gathered pace after 1974. Retail prices
rose 25 per cent in 1 974-75, compared to

an 8 Vi per cent annual average rate in

the previous five years. More seriously,
unlike other OECD countries, inflation did

not decline much thereafter, averaging
22 per cent a year between 1 976 and

1983. Wage costs have been a major
contributor to inflation, but so has the

crawling peg devaluation of the escudo,

which has exacerbated the rise in import
prices. Portugal's dependence on imported

energy and foodstuffs makes it highly
vulnerable to imported inflation; the policy
of depreciating the escudo was introduced

in 1976, and the average effective
exchange rate of the escudo fell by an
average of 1 5 per cent a year between
end-1 975 and end-1 983.

Prices are still extensively regulated:
there are three levels of price control,
ranging from the rigid fixing of the prices of

certain staple commodities by the govern¬
ment (often involving substantial subsidies)
to a regime of unrestricted pricing. In
between, there are systems requiring com¬
panies to obtain government agreement to
price increases or calling simply for enter¬
prises to notify the authorities of planned

increases. The government is hoping to
liberalise the structure of pricing regula¬
tions, but has not yet announced any
fundamental reforms. Even so, the gradual
relaxation of price controls was one reason

for the very sharp price increases intro¬
duced towards the end of 1983 and the

beginning of 1984.

One of the major constraints on the

Portuguese economy is the persistent

recurrence of balance of payments deficits.
Prior to 1974, the current account had

traditionally been in balance, if not in

modest surplus, but there has been a deficit

in most years since then. The deficit was

$1.5 billion in 1977, inducing the govern¬
ment to tighten up its economic policies.
This brought the external account back into

balance in 1 979, but from 1 980 onwards,

the recovery in domestic economic activity
and the second oil price shock pushed the

current account back into deficit again.

One reason for Portugal's balance of
payments deficit was the increase in unit

labour costs, which rose faster than in its

principal partner countries. As a result, it

was decided to depreciate the escudo

using the crawling-peg mechanism, but
this only partly offset the rise in relative

costs. In any case, the deterioration in

Portuguese industry's competitive position
was only one factor responsible for the

widening of the trade deficit. The compo¬
sition of Portuguese trade also makes the

economy extremely sensitive to changes in

demand and prices. The country is almost
totally dependent on imported energy, and
the energy deficit accounted for 37 per
cent of the total deficit in 1 981 , as against
1 4 per cent in 1 972. The chronic deficit of

the agro-food sector has also worsened

during the period, with its share of the

overall deficit rising from 1 5 per cent in
1972 to 19 per cent in 1981.

Altogether, agriculture has had the

poorest performance in Portugal's

economy in recent years. In the early
1 970s, it employed 32 per cent of the

population and contributed 1 7 per cent of
GDP. Over the past decade, the situation

has deteriorated sharply: in 1 980-81 , agri¬
culture still employed 27 per cent of the

labour force but accounted for only 8.5 per
cent of GDP. The poor performance of
Portuguese agriculture is due to a combi¬
nation of factors, such as unfavourable

natural conditions, inefficient use of land,

inadequate utilisation of fertilisers and

machinery, poor infrastructures and the

large number of small farms in the north

and centre of the country.

Another burden on the Portuguese
economy is the public sector, which has

swelled considerably since the change of
regime in 1 974, both through the develop¬
ment of public welfare and education sys¬
tems and through the creation of a large
state-owned industrial sector. From being
a net lender in 1 973, the public sector has

become a heavy borrower; the public debt
rose from the equivalent of 19.2 per cent of
GDP in 1973 to 55.3 per cent of GDP in
1982. In 1977, the nationalised manufac¬

turing sector (including all companies in
which the state has at least a 50 per cent
holding) was estimated to account for

16 per cent of GDP, 31.5 per cent of

investment, 1 7 per cent of earnings, and
8 per cent of employment. Public enter¬
prises are relatively capital intensive, and
their financial position has deteriorated

sharply as a result of growing investment
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outlays and a steep increase in labour and
financial costs. Some of them have also

been required to limit price increases,
causing their borrowing requirement and

indebtedness to expand relentlessely. At
end-1 981, their total indebtedness stood

at $1 2.5 billion, of which 62 per cent was
short-term debt. About half this borrowing
was from abroad; in the first quarter of
1 983, their foreign debt totalled $8 billion,
representing 56 per cent of Portugal's total
external debt.

The immediate outlook for the Portu¬

guese economy is for continued negative
growth in 1984. Unemployment may
increase further, but the trade balance

should improve, leading to a decline in the
current account deficit to a forecast $1.3

billion this year. The impact of the govern¬
ment's restrictive policies may be felt less
rapidly when it comes to inflation, since

consumer prices are expected to rise

27 per cent in 1984, although that would
still represent a fall in the annual rate of

increase from 40 per cent in the second

half of 1 983 to 20 per cent in 1 984.

A lasting slowdown in inflation must

remain one of Portugal's priorities for the
future. At the same time, if the external

account is to remain in equilibrium and the
exchange rate of the escudo to be stabil¬

ised (an essential prerequisite for con¬
taining inflationary pressures), the produc¬
tive system has to be thoroughly moder¬
nised, especially the agricultural sector.
Radical structural action will have to be

taken to reduce Portugal's dependence on
external supplies of essential commodities

and to improve its export competitiveness.
In the meantime, a restrictive stance of

economic policy will have to be maintained;

it has already yielded some promising
results and these will have to be consoli¬

dated. Attention should now be given to
the medium-term strategy, and the govern¬
ment's proposed reforms as regards indus¬
trial restructuring, and the modernisation

of agriculture should be implemented as
soon as possible.

The adoption of an economic stabilis¬

ation and recovery programme in

January 1 980 led to a sharp turn-
round in Turkey's economic performance

over the following three years. By 1 982,
the current account deficit had been cut

back to little more than $1 billion from

$3.2 billion in 1980. Inflation, which had

peaked at an annual rate of 1 30 per cent in

the first few months of 1 980, was brought
down to about 25 per cent by the end of
1 982. Economic growth spurted to 4.2 per
cent in 1981 and 4.4 per cent in 1982,

after recording minus 1.1 per cent in 1 980.
And the budget deficit was reduced. The
only blot on the economic record was

unemployment, which rose to 18.2 per
cent in 1982, making an average of
1 5.4 per cent for the 1 978-1 982 period,
compared to 12.2 per cent in 1973-
1977.

In 1 983, however, the Turkish economy
failed to live up to expectations and went

into reverse. The growth rate declined to

slightly over 3 per cent, inflation surged
upwards again to 40 per cent by year's
end, and the current account deficit deter¬

iorated to $ 2. 1 billion. In the light of these
developments, the new government el¬

ected in November 1 983 adopted a fresh
economic strategy aimed at reducing infla¬
tionary pressures and redressing the bal¬

ance of payments through tighter fiscal and
monetary policies. Above all, however, the

new administration resolved to open up the
Turkish economy and accelerate the liber¬

alisation of trade and foreign exchange
regimes, on the grounds that sustained

growth in the medium term could only be
assured by exposing Turkish industry to
market forces and international competi¬
tion.

The government's new approach repre¬
sents a radical break with the past. Tradi¬

tionally, the Turkish economy has been

subject to direct intervention at every level
of government, industrialisation has been

spearheaded by the state and successive

governments have adopted an inward-

looking attitude that sought to protect the

domestic economy from foreign competi¬

tion. Now the aim is for greater integration
with the world economy.

A first step was to streamline govern¬

ment and administrative procedures. Se-

The Turkish government is seeking for greater
integration into the world economy. Below: the
port of Izmir.

condly, restrictions on imports have been

abolished, apart from a few remaining

controls on the import of arms, drugs and

certain agricultural products. Some con¬

sumer durables, considered as luxury

items, are also still subject to surcharges to
provide temporary and limited protection
to domestic industries. The third main arm

of the new strategy was the liberalisation

of foreign exchange controls. Turkish resi¬

dents can now take up to $3,000 in foreign
currency with them when they travel

abroad, and may invest abroad. Foreigners
can now invest freely in real estate, while

residents and non-residents alike may open

foreign exchange accounts. These meas¬

ures are not without risks but, despite the

low level of Turkey's convertible foreign
exchange reserves (less than two months'

imports), the country's credit rating is
rapidly improving.

Fiscal and financial incentives to

exporters are still in force, but these are

regarded as temporary, pending a recovery

in exports (which stagnated in 1 983 as a
result of depressed demand in Turkey's
traditional export markets in the Middle

East). Tax rebates on exports currently
range from 5 to 30 per cent of their value

(fob), but the government intends to cut

these substantially by September 1 984. It

favours a more market-oriented approach

to stimulating exports and is promoting the

development of strong, diversified trading

companies alongside the existing cohort of

small exporters. The government is also

endeavouring to win back and step up
market shares in Middle Eastern and East

bloc countries through bilateral agree¬
ments.

Another major problem the new admin¬
istration has set out to tackle is the cost of

subsidies and transfers to state-owned

enterprises. Although not all state enter¬

prises are making losses, most still suffer

from low productivity and bad manage¬

ment. Oil and electricity prices have been

increased, and the fertilizer subsidy drasti¬

cally cut in a bid to contain the drain of

financial resources to public sector enter¬

prises. The government not only intends to

improve the economic performance of

these enterprises but also plans to sell

shares of some of the more profitable ones

to the public.

At the same time, the private sector is

benefiting from lower corporation tax. This

is part of a major package of tax conces¬

sions the government has introduced in
1 984, which includes a reduction in income

tax rates, a cut in the withholding tax on

interest earnings from 20 to 10 per cent

and a cut in the tax on banking transactions

and insurance from 1 5 to 3 per cent. In

view of these tax cuts (which may be

partially offset by increases in some expen¬
diture taxes), it is unlikely that the budget
deficit will be reduced in 1 984.
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The primary concern of the new govern¬
ment is to contain inflationary forces,
which is an important precondition for a

return to higher economic growth rates and

hence for an increase in employment and
an acceleration in Turkey's industrial and

social development. Wage rises pose a
problem in this regard, however; after

rising in real terms in 1 983, wage rates are
set to go up by 25 per cent in 1 984,

according to government guidelines,
which, taking account of tax concessions,

would raise take-home pay by about
45 per cent, well above the expected rate

of inflation. Other problems are the persis¬
tent public sector deficits and the low

productivity of state enterprises. Hence,
the rate of price increase is forecast to fall

only marginally to 38 per cent on average
but, with a stronger deceleration in the
second half of 1 984. GNP is expected to
grow by 4 per cent this year. At the same
time, the trade deficit is forecast to decline

to $3.2 billion (from $3.5 billion) and the
current account deficit to fall to around

$1.5 billion.

In the longer term, higher economic

growth will require some major structural

adjustment of the public sector. In the

1 970s, private savings were insufficient to

finance both private investment and the

growing public sector borrowing require¬

ment, and this led to an unsustainable

current account deficit. Although the

reduction in the public deficit and the

balance of payments deficit since 1 980 has

put the Turkish economy on a more stable

footing, this was only achieved at the cost

of a fall in private savings and investment

relative to output, with resulting negative

implications for productivity and growth.

While it is important for the Turkish

economy to be opened up to world trade

and the international division of labour,
there is an overriding need for Turkey to
expand its exports of goods and services,
both to finance its necessary imports and
to attract inflows of private capital. The
authorities must, therefore, take care to

maintain a competitive exchange rate, to
remove administrative obstacles to exports
and provide export finance. At the same

time, there is a need for industrial policies
designed to promote modernisation, re¬
ward initiative and innovation and end

industry's reliance on government guid¬
ance and financial support. The attraction
of foreign direct investment will also be an

important determinant of Turkey's rate of
growth and development; to the extent
that the recent liberalisation measures do

not succeed in increasing the inflow of

foreign capital, which has been relatively
modest to date, further efforts may be
needed to improve the legal and material
conditions governing foreign investment
and the import of technical and commercial
know-how.
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