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Job Growth, Flexibility
and Security !

The Labour Market Outlook

Labour market prospects to the end of 1986 are not very
encouraging for the OECD area as a whole. The recovery in the
growth of output which has been underway for well over two
years seems set to continue, but at a more moderate pace than in
1 984. This slow-down mainly reflects a projected deceleration
in U.S. GNP growth to under 3 per cent at an annual rate. In
Japan, output should continue to grow briskly this year at just
over 5 per cent before decelerating slightly through 1986.
European GNP growth is expected to remain modest at an
annual rate of just over 2 per cent.

Given these output prospects, OECD employment should
continue its present modest growth rate. But this is unlikely to
match the continued growth in the labour force, so OECD
unemployment may resume its upward drift. By the end of
1986, the total could be 1 million higher than its 1984 level.
Both the U.S. and Japanese unemployment rates may show
little change over the forecast period, while Australian unem¬
ployment may continue to fall. But unemployment in Europe
seems set to rise still further except in some of the smaller
countries. The European unemployment rate could reach a new
postwar high of over 1 1 per cent (19'/2 million persons) in the
second half of 1986.2

This outlook is clearly unsatisfactory. Nor is it possible, in the
light of other projections to the end of the decade, to be more

optimistic about European unemployment trends beyond 1986.
Thus, the OECD Ministerial Council at its April meeting
reiterated that the unemployment problem is a cause of major
concern, especially its increasing concentration on the young
and on the long-term unemployed.

High levels of unemployment are not just a recent phenom¬
enon. Unemployment in many Member countries has shown a
strong upward trend over the past three cycles, that is to say
since 1969. Three main explanations for this trend rise in
unemployment have been suggested. The first stresses the
weakness of effective demand in Europe relative to the United
States in recent years. The second highlights the importance of
rising real labour costs and the associated squeeze on profita¬
bility. The third emphasizes the role of rigidities in the labour,
capital and product markets of European economies. As well as
contributing to rising real labour costs, inflexible markets
impede structural and technological changes, weaken incen¬
tives and make employers reluctant to expand their work
forces.

The continuing argument between the proponents of these
different views is not very helpful to advancing the policy

/. Highlights from OECD's annual Employment Outlook, just
published.

2. The projections are based on the customary assumptions: present or
announced monetary and fiscal policies and unchanged exchange
rates.

1. LONG-TERM UNEMPLOYMENT IN 16 OECD COUNTRIES

As % of total unemployment

1979 1983 1984

6 months 12 months Two years 6 months 12 months Two years 6 months 12 months Two years
and over and over and over and over and over and over and over and over and over

Australia 38.0 18.1 6.3 52.7 27.5 12.3 51.3 31.2 15.3

Austria 19.4 8.6 n.a. 25.8 9.0 n.a. 28.3 12.9 n.a.

Belgium 74.9 58.0 39.2 77.9 62.8 42.8 81.3 68.0 48.6

Canada 15.6 3.5 n.a. 28.7 9.8 n.a. 26.0 9.9 n.a.

Finland 41.5 19.3 4.4 38.3 14.6 4.7 38.6 14.4 5.3

France 55.1 30.3 12.0 67.0 42.2 19.4 66.5 42.3 21.9

Germany 39.9 19.9 8.3 54.1 28.5 9.3 55.1 32.7 14.2

Ireland 47.9 31.8 n.a. 50.9 31.0 n.a. 57.8 39.1 n.a.

Italy n.a. 35.8 13.1 n.a. 41.9 18.4 n.a. n.a. n.a.

Japan 36.7 16.5 n.a. 33.8 15.5 n.a. 37.6 15.2 n.a.

Netherlands 49.3 27.1 n.a. 69.6 43.7 n.a. 75.0 55.5 n.a.

Norway 11.0 3.8 n.a. 20.0 6.7 n.a. 28.5 10.8 n.a.

Spain 51.6 27.5 8.3 71.0 53.6 29.8 73.2 54.2 32.1

Sweden 19.6 6.8 n.a. 24.9 10.3 n.a. 27.9 12.3 n.a.

United Kingdom 40.0 24.8 n.a. 58.1 36.5 17.1 60.2 39.8 22.2

United States 8.8 4.2 n.a. 23.9 13.3 n.a. 19.1 12.3 n.a.

n.a.: not available.

Source : Measures of long-term unemployment are particularly uncertain, and international comparisons are difficult since the type ofsource and
the definitions used vary from country to country. Data for Australia, Canada, France, Italy, Japan, Norway, Spain, Sweden and the
United States are from household surveys and measure the duration ofjob-search among the unemployed; data for the remaining
countries are based on the duration ofregistration as unemployed according to the records maintained by employment offices. In the case
ofCanada, France, Italy, Japan (1984), Norway and Spain, personsfor whom no duration of unemployment was specified are excluded
from total unemployment.



Silicon Valley and surfboards: whether or not a firm is new may be more relevant to job creation than whether it is large or small.

debate. All three factors have a role to play in accounting for the
present unemployment problem. Thus, each needs to be
addressed if a lasting solution to unemployment is to be found.
Attempts to encourage a faster growth of demand, unless
supported by wage moderation, more flexible labour markets
and higher rates of investment, could soon be dissipated
primarily into higher inflation. It is also clear that wage
moderation and greater flexibility, by themselves, will not
stimulate a substantial increase in employment in the absence of
adequate growth of demand.

Most European governments are extremely reluctant to relax
the present stance of monetary and fiscal policy, believing that
efforts to encourage a faster growth of demand will rekindle
inflationary expectations. Instead, they have maintained a
relatively non-accommodating macro-economic policy stance
so as to lay the foundations for sustained non-inflationary
growth. At the micro-level, policy has attempted to improve
supply-side responsiveness by reducing market rigidities. This
has been accompanied by various labour market programmes to
aid special groups and those workers and communities most
affected by structural change.

Policies to facilitate structural change form integral parts of
an overall policy framework. The comments below concentrate
on particular aspects of the policy framework where recent
developments or additional information throw new light on
policy options.

Employment Growth and Small Firms

The job-creation potential of small firms is an issue that has
received considerable attention in recent years. Unfortunately,
the evidence on this topic is somewhat contradictory and
difficult to interpret. In some Member countries there has been
a trend over the past decade towards a greater concentration of
employment in small firms (i.e. those with less than 100 em¬
ployees), especially in manufacturing. In others the employ¬
ment share of small firms was either stable or declined.

Moreover, Canadian, United States and United Kingdom
studies, which monitor the behaviour of individual firms

through time, generally show higher employment growth
among small firms, particularly very small firms (i.e. those with
less than 20 employees).

Evidence such as this has led to many calls for government
programmes to aid small firms as a means of encouraging
employment growth. However, until much more information on

the reasons for faster employment growth among small firms is
available, any general forms of assistance to small firms should
be treated with caution. Such policies would not necessarily
reduce the high failure rate among small firms. While some of
these failures may be the result of discrimination by financial
markets or the lack of well-developed markets for risk and
venture capital, many reflect poor entrepreneurship or manage¬
rial ability. Attempts at more discretionary public assistance
run into the well-known problems of "picking the winners".

On the other hand, rigidities in the economy that retard the
birth and growth of small firms and self-employment should be
removed. For example, the workings of tax systems and capital
and product markets may discriminate against small firms. But
it is important to distinguish between disadvantages faced by
small businesses as a result of market imperfections and
regulations and those which are merely a reflection of the size of
the firm. For example, it is often argued that capital market
imperfections make it very expensive, if not impossible, for
small firms to obtain finance for investment and expansion. At
least part of this "bias" reflects the greater risks and adminis¬
trative costs to financial institutions of lending to small
enterprises.

In this context, it must also be remembered that small firms

have often been exempted in recent years from legislation on
matters such as industrial democracy, employment security and
occupational health and safety regulations. This may, in fact, be
one reason for the growth of small firms.

Evidence on the dynamics of employment growth suggests
that attention to firm size, per se, may be misfocused. Canadian,
U.S. and U.K. studies, which have decomposed employment
changes into the effects of expansion and contraction of existing
firms and the birth of new firms, have found that most net job
creation came from the birth of new firms, both large and small.
Employment in existing firms, taken as a whole, fell with most
of the net job losses occurring in larger firms. To the extent that
one can generalise from these results, they suggest that public
support should be focused on new firms rather than small firms
per se. For this, policies which create a general economic
environment conducive to risk-taking and the establishment of
new enterprises, such as the lowering of barriers to entry and the
encouragement of research and development and venture
capital, are most appropriate. In some cases, large companies
faced with difficult problems of rationalisation and plant
closure have helped their redundant workers to set up small
enterprises. Initiatives such as these should also be encour¬
aged.



A. UNEMPLOYMENT IN THE OECD AREA
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Australia
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Iceland

Ireland

Italy

Japan

Luxembourg

Netherlands

New Zealand

Norway

Portugal

Spain

Sweden

Switzerland

Turkey

United Kingdom

United States

1984(a)

8.9

3.8

14.0

11.2

11.0(b)

6.1

9.7

8.6

8.5(b)

0.9(b)

16.0(b)

10.2

2.7

1.9(b)

14.0

4.7(b)

3.0

7.9(b)

20.1

3.1

1.1

16.2(b)

13.0(b)

7.4

North America 7.8

OECD Europe(c) 10.8(b)

Total OECD(c) 8.2(b)

1970 1975 1979 1984(b)

a) Data for all countries except Denmark, Greece, Iceland,
Ireland, Luxembourg, New Zealand, Portugal and Turkey are
standardized unemployment rates which are more comparable
from country to country than the unemployment rates published
in national sources.

b) Secretariat estimates.

c) Based only on countries with standardized unemployment
rates. These countries represent 90 per cent of the total OECD
labour force.

Sources: OECD Labour Force Statistics; Quarterly Labour
Force Statistics.

The growth of self-employment has been a feature of the
labour market recovery in some Member countries. In many
respects what has been said about small firms applies to
self-employment as well. But one recent policy initiative to
encourage self-employment merits closer attention. A few
Member countries have introduced schemes which allow unem¬

ployed persons to use their unemployment benefits to establish
new businesses. Initial evaluations of such programmes indicate
that these are promising initiatives deserving wider applica¬
tion.

Public policy should also seek to widen the population
engaging in enterprise and job creation activities to include
more women, young people and minorities. Measures to
improve the business and management skills of new entrepren¬
eurs should include the provision of support structures which
offer them training, technical and commercial advice and
access to capital.

Labour Market Flexibility

In both the economic and political arena, labour market
flexibility has often been cited as one of the main reasons for the
disparities between the employment performance of the United
States and Japan on the one hand, and the larger European
countries on the other. This thesis has not gone unchallenged.
Some observers argue that different macroeconomic policies
and socio-economic structures are more important causal
explanations. Others point to the Japanese economy as repre¬
senting quite a different model of flexibility to that of the U.S.
economy.

Indeed, the concept of labour market flexibility is itself rather
unclear. It is not confined to wages alone. Flexibility can be
achieved by changes in work organisation, work force mobility
and human capital formation, as well as by wage adjustments.
Further, lowering rigidities in the labour market will be more
effective if accompanied by similar trends in product and capital
markets. The ultimate goal of achieving sustained output and
employment growth has implications for the community at
large, including employers and trade unions, as well as public
authorities.

Within this broad framework, discussion on this matter is

restricted to areas where new empirical evidence is available,
namely real labour costs, relative wages and employment
security. In each case, the effects of apparent inflexibilities on
labour market efficiency need to be examined in detail in order
to gauge the appropriate policy response. In some instances,
policies to increase the responsiveness of labour costs and
employment to shocks may have favourable effects on effi¬
ciency, but at the expense of disrupting long-term social
values.

Real labour costs

There are basically two ways in which higher real labour costs
might reduce employment: capital and other inputs might be
substituted for labour; and lower profits may reduce investment.
In addition, if higher real labour costs result from higher
nominal wages in the face of non-accommodating monetary
policies, real demand and output may fall. Recent surveys on
the empirical relationship between employment and wages in
various countries suggest that, with unchanged output, a 1 per
cent fall in real wages would result, in the long term, in an
increase in employment of 0.2 to 0.5 per cent or more. When
allowance is made for the impact of changes in real labour costs
on output, the final effect on employment could be even
higher.

Real labour costs rose more quickly in Europe than in the
United States in the 1 970s. There is general agreement that this
was one of the factors responsible for the relatively large
increase in European unemployment between 1975 and 1979.
However, since 1982 European real labour costs have grown at
an average annual rate of just under 1 per cent, very close to the
U.S. growth rate. Indeed, in some European countries real
labour costs have been stable or even declined. Even recognising
that it may take considerable time for changes in real labour
costs to be fully reflected in changed employment, it would
seem, therefore, that the worsening unemployment situation in



Europe since the second oil price shock has been the result of
more than just labour cost and competitiveness developments.
In particular, the non-accommodating macroeconomic stance
adopted by most governments to fight inflation has undoubtedly
been a factor.

But continued restraint on nominal wage demands remains
an important element in the fight against unemployment.
Considerable benefits could accrue if the social partners agreed
on the need for wage moderation and deliver on such agree¬
ments. Success on this front would certainly improve the split
between real output and inflation of any increase in nominal
demand. By contributing to a further restoration of profitabil¬
ity, business confidence should improve. Depending on the
speed of investment and employment responses, government
action to support the level of demand may be appropriate to
offset the initial deflationary impact of lower wages on
consumption, thereby ensuring that extra output comes on
stream and more jobs are created.

2. REAL LABOUR COSTS PER EMPLOYED PERSON IN

15 OECD COUNTRIES (a)
Average annual growth rate in percentages

1970-73 1973-75 1975-79 1979-82 1982-84 (b)

Austria 6.3 5.7 3.5 1.2 1.2

Canada 2.9 1.5 0.5 0.2 -0.1

Denmark 2.7 3.5 1.9 1.5 -1.3
Finland 6.8 4.7 0.7 2.5 1.4

France 5.6 5.8 3.6 1.8 1.0

Germany 5.1 2.9 3.1 1.1 1.0

Italy 7.1 2.8 2.3 1.3 0.5

Japan 10.6 6.0 3.6 3.1 3.0
Netherlands 5.0 4.2 1.7 -3.0 -0.4

Norway 4.3 5.1 0.9 -1.8 0.6

Spain 8.3 6.0 4.2 2.2 1.8
Sweden 1.4 2.7 2.1 -1.0 -1.2

Switzerland 4.1 2.6 1.7 1.3 1.4

United Kingdom 3.8 3.4 0.0 0.3 2.1

United States 1.7 -1.4 1.1 -0.1 0.5

North America 1.8 -1.1 1.1 -0.1 0.5

OECD Europe (c) 5.3 4.0 2.5 1.0 1.0

a) Compensation of employees per employed person divided by the GDP
price deflator.

b) Data for 1984 are Secretariat estimates.
c) Countries shown only.
Source: OECD, National Accounts; Quarterly Labour Force

Statistics.

Relative wages

It has also been argued that flexible relative wage structures
are important in providing the appropriate signals for workers to
leave declining sectors and to acquire the necessary skills for
expanding industries and occupations.

During a period of structural change, one might expect a
flexible relative wage structure to exhibit some of the following
characteristics: a high and increasing wage dispersion, changes
in the ranking of industries according to their relative wages,
and a higher or lower growth rate of relative wages among
expanding or contracting industries. None of these criteria on its
own is an ideal measure. It is possible for the degree of wage
dispersion to remain constant, for example, and still exhibit
major shifts in the ranking of industries.

Analysis of industry wage structures in manufacturing in a
number of Member countries shows that the ranking of
industries has been relatively stable across countries in the
1 970s. At the same time, there are wide divergences in the level

of wage dispersion. Canada, the United States and Japan have
the most dispersed wage structures while wage dispersion is
typically much lower in Europe. The U.S. wage structure,
contrary to the trend in other Member countries, has also
widened sharply over the past two decades.

The empirical relationship between relative wage changes
and employment is another important issue. While one would
expect a flexible wage structure to aid labour market adjust¬
ment, it is not clear how important this is in practice. Even in a
situation of a relatively inflexible industrial wage structure,
labour mobility may occur smoothly on the basis of expected
life-time earnings and availability of job opportunities. Simi¬
larly, the acquisition of new skills often represents a major
investment for workers. They are likely to be guided by expected
medium- to long-term trends, rather than short-term changes in
relative wages.

OECD's analysis suggests that there is no simple relationship
between changes in relative wages across sectors and employ¬
ment. The complexity of the issue can be illustrated by a
comparison of Canada and the United States. The United
States experienced lower nominal wage growth and a substan¬
tial widening of the manufacturing wage structure at both ends
of the distribution, while Canada experienced a compression of
the wage structure at both ends. Hence, in many respects the
U.S. relative wage structure in manufacturing would appear
more flexible. But employment in manufacturing has increased
much more in Canada than in the United States since 1970.

Even if greater relative wage flexibility across sectors was
judged to be desirable, the means to achieve this goal are
unclear since private sector wage differentials in most countries
are not directly determined by public policies. Sectoral wage
relativities are often determined in decentralised collective

bargaining situations where it is difficult for governments to
have a direct impact. In countries pursuing consensus policies to
achieve aggregate wage moderation, care is also needed to
ensure that attempts to substantially increase relative wage
flexibility do not compromise this goal.

In another important dimension of relative wages, age-
related pay differentials, the empirical evidence is more defin¬
ite. As last year's Employment Outlook showed, the level of
youth wages relative to those of other competing groups of
workers does matter. Increases in relative youth wages for other
than market reasons and downward rigidity in youth wages
It is important to secure a better match between the productivity of young
workers and their labour costs - through youth differentials, youth wage
subsidies or training schemes in which wages are related to productiv¬
ity.



relative to those of adults have resulted in job losses for young
people in some Member countries. In such circumstances, it is
important to secure a better match between the productivity of
young workers and their labour costs. This could be achieved
either by introducing youth differentials into wage structures,
by widening such differentials where appropriate, through
youth wage subsidies, or through post-compulsory education
and training schemes in which trainee wages are to some extent
related to their productivity. As a matter of general principle it
is desirable to combine differential wages for young people with
training so as to avoid the dangers of locking them into
low-productivity/ low-wage jobs.

Employment security

Another important part of the debate about labour market
flexibility has centred on employment security provisions. The
apparent high levels of employment security in Europe have
been cited as one of the reasons for Europe's poor employment
performance. Faced with the high cost of dismissing workers,
European employers, it is said, have become more reluctant to
hire new workers, even when demand recovers.

The complexity of the issue is illustrated by the quite diverse
trends which are emerging in Member countries. While a
number of European countries have reduced the coverage of
their employment security legislation, some collectively-
bargained agreements in the United States have extended a
measure of employment security in return for wage moderation
and other union "give-backs". Many employers clearly value
the benefits which can flow from employment security. It can
aid the formation of firm-specific skills, minimize turnover
costs, create a good industrial relations environment, and
enhance the public reputation of the firm. The fact that many
workers in both Europe and the United States as well as in
Japan have near "lifetime" jobs testifies that such benefits are
significant.

But increased employment security for some workers,
whether achieved through collective bargaining or statutory
protection, may be gained at the expense of others. This is
easiest to see if the increased security leads to higher labour
costs. In such cases, employment is likely to decline in those
sectors, so that more secure jobs are created for fewer people. To
the extent that these measures raise the ratio of fixed to variable
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labour costs, one would also expect a shift in the relative demand
for different types of workers. If some types of workers
(e.g., part-time workers and those on fixed-term contracts) are
excluded from coverage, there will be a shift towards hiring
them. There may also be a tendency to increase the number of
hours worked per employee.

Despite the reduction in an employer's ability to hire and fire,
it is uncertain whether greater employment security for some,
especially if it is negotiated collectively, impairs overall labour
market flexibility. The Japanese labour market remains quite
flexible despite the life-time employment provided to around a
third of its work force. In part this results from the policy of
Japanese firms to shift their life-time employees to different
tasks within the firm. Firms can also react to changes in demand
by varying their use of different forms of casual labour. The
growth of the so-called "secondary" labour market3 in other
Member countries suggests that the same approach may be
developing there. If so, overall labour market flexibility may not
decline. However, the burden of any adjustment is more
inequitably distributed across the work force.

Empirical evidence on the effects of employment security
measures on labour costs and employment is rudimentary.
While policies which increase the fixed costs of labour may
result in some short-run trade-off between number of employees
and hours per worker, in the long-run such policies appear to
have little impact on employment levels. It has been argued that
their main effect is to raise overall labour costs and thereby
reduce employment opportunities. But the size of this effect is a
complex issue depending upon the manner in which the various
measures influence costs, and whether employment security is
accompanied by productivity increases and wage moderation.
Reliable estimates of these factors are not yet available.
Similarly, while there has been an increase in part-time and
other relatively unprotected forms of employment, especially in
Europe, it is not clear to what extent this is associated with
employment security measures.

Nevertheless, some European countries have accepted the
case for reform of statutory provisions on employment security,
by reducing the scope and coverage of their legislation in recent
years. Measures taken include increasing the threshold size of a
firm before legislation comes into effect, reducing the minimum
amount of compensation which must be paid or the period of
consultation required before dismissals take place. Recent legal
amendments also explicitly expand the possibilities for hiring
new workers into relatively unprotected jobs.

All these measures can help employers to lower the costs of
guaranteeing continued employment security for some of their
workers. They may also increase employment opportunities for
the unemployed but at the risk of creating more employment
instability for unprotected groups. In short, while such moves
provide employers with greater flexibility, they may also
strengthen existing inequalities in the labour market.

Easing the Burden

of Unemployment

Cost-effective manpower and employment policies can con¬
tribute to structural adjustment in the labour market and to
strengthening the employment content of economic growth. In
addition, most governments have introduced special measures
to aid groups thought to be particularly affected by unemploy¬
ment. Initially, young people were singled out as deserving
special attention. More recently, concern has spread to the
long-term unemployed as the numbers out of work continuously
for over a year have risen very rapidly. The result is that many
Member countries have labour market programmes targeted on

these two groups. The form of assistance varies, although in
many cases it is recognised, implicitly or explicitly, that these
measures may not increase the level of employment. Rather,
they are intended to increase the likelihood that the target
groups will obtain some of the limited number of jobs available.
Without this special assistance, it is argued, young people and
the adult long-term unemployed will have the greatest difficulty
in regaining employment. Hence, the general aim of such
measures is to redistribute the burden of unemployment away
from the weakest groups in the labour market.

The proportion of the unemployed who are considered as
prime target groups is high and growing. For example, in many
European countries and Australia, all unemployed young
people plus adults out of work for over a year comprise between
60-80 percent of total unemployment. In such circumstances it
is very difficult to devise measures to help all target groups.
Partly this is because of substitution. Unless new jobs are
created, a job taken by a member of one target group of the
unemployed may be at the expense of a member of another
target group. Further, if target groups are too large, limited
funds will be spread too thinly.

Clearly there is a need to define target groups more precisely
so that they represent a smaller proportion of the unemployed
e.g. to focus aid on the young, long-term unemployed. Other
criteria could include more specific age groups or family
income.

Any such reconsideration should also take account of the

existence of recurrent unemployment. Persons who experience
multiple spells often undergo very long periods of unemploy¬
ment in total, suggesting that they may be another group who
deserve special help. This need not conflict with the aim of
redefining the size of target groups. OECD's analysis shows that
in many cases there is a clear and important connection between
youth and adult long-term unemployment and recurrent unem¬
ployment.

For some persons, repeated short spells of unemployment are
but the first stage in a downward spiral leading to long-term
unemployment. Further, some youths experience multiple spells
which add up over time to very long periods of unemployment.
Thus, repeated spells of unemployment could serve as an
additional indicator to labour market authorities that an

individual may be experiencing difficulties. Early detection,
counselling and assistance to such high-risk groups might prove
cost-effective in terms of preventing their drift into the ranks of
the long-term unemployed.

In conclusion, the above analysis clearly demonstrates that a
significant reduction in unemployment requires greater effort
directed at finding the right mix of economic, labour market,
social and educational policies. This is a complex and difficult
task in all OECD countries, since the cyclical and structural
elements of policy must be consistent and credible with this
objective. Further, the employment implications of policies in
areas such as social security, education and taxation need to be
given new weight. It follows that piecemeal efforts conditioned
by the relative strengths of special interest groups will be
inadequate. A more comprehensive and determined approach
by governments is needed. But this does not mean that
everything can be left to government. Indeed, the reduction of
unacceptably high levels of unemployment is a challenge to all,
and the solution will require co-operation and contributions
from all groups in society.

19th July 1985

3. The term "secondary labour market" is used in a variety of ways.
Here it is used to mean low-skill, low-paid jobs with poor working
conditions, few fringe benefits and little prospect of a career.
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Migration:
he TEBiids Coi
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In the postwar era, migrants within

Europe have customarily gone to
another, more northerly country to work

for a season or a few years, then gone back
home to their roots. Australia, New Zeal¬

and, Canada and the United States, on the

other hand, have traditionally been seen as
places one "went out to" to settle,

become citizens and take up a new life.

This stereotype may not have been

completely accurate. More emigrants to
North America, Australia and New Zealand

actually went home again perhaps only

to retire than was popularly thought to be
the case. (The ILO has estimated that

31 per cent of the 1 5.7 million immigrants
into the United States between 1 908 and

1 957 re-migrated, while 20 per cent of the
settlers in Australia between 1947 and

1980 returned home.)

Whatever the extent of the difference, it

is clear that, ever since the recruitment of

foreign workers in Europe was virtually
brought to a halt in the years from 1 973 to
1 975 (the process had begun even earlier),
the European pattern has approached that
of North America, Australia and New Zeal-

Emigration is viewed as a human

right whereas immigration is

considered a privilege.

and. Few new workers have been allowed

in, except of course within the areas of free

movement, but family reunion has been

encouraged, at least until recently. Children

have been born to immigrants or allowed to

immigrate, and the reunited families have

stayed on. Children have been schooled in

the host country and sought jobs. Women

migrants too have joined the work force.

The problems that have arisen in Europe,

as a result of its moving towards the

settlement pattern, are well known. Many

women have ended up in jobs with low

earnings and low skills, undeclared,

without social security protection. Unem¬

ployment rates are higher than for local

women or immigrant men. Often the

children of migrants receive inadequate

education rarely beyond primary school

or short secondary cycles and achieve¬

ment has generally been low. Young

migrants are more often unemployed than

natives. They ordinarily follow their par

ents' occupations, have generally been

unable to enter apprenticeships and often

end up in low-skill, low-paid jobs.

At the same time as settlement migra¬

tion has come to Europe, waves of illegal

immigrants, particularly from Latin

America and the Caribbean, have gone to
seek work in the United States. It is

estimated that some 500,000 immigrants

enter the U.S. illegally every year, almost

as many as the number of legal entrants;

there may be as many as 3.5 to 6 million

illegal immigrants in the country in all

between 3 and 5V2 per cent of the work¬

force and in Canada the figure may

amount to V2 per cent of the labour force.

Europe too - particularly Italy but also

Spain and Greece has had illegal as well

as legal immigration, mainly from North

Africa. Foreigners may account for a full

3 per cent of the Italian labour force at the

present time. North America, Australia and

Europe have all received refugees as a
result of political upheavals in Asia and
Latin America. *

1. A chapter in OECD's new Employment
Outlook deals with this matter.



Wives of immigrants are coming onto the labour market in increasing numbers. Above: A Turkish
worker in a German factory near Stuttgart.

Unemployment has not helped to

smooth the passage. Increasingly, for¬

eigners have been seen as competitors in

the labour market rather than simply fillers

of jobs native workers didn't want (so-

called complementary workers). And in¬

creasingly this perception may be true, at

least in what are known as "secondary"
labour markets in which more and more

local women and unskilled young people

compete with foreigners.

Converging Policy Priorities

Similar problems have given rise to

similar policy priorities in all of the receiving

countries. First, there has been a search for

more effective ways to control and monitor

inflows and to check illegal immigration.

However, modern transport and communi¬

cations and the need to safeguard indi¬

vidual liberties pose problems for such

control. Given the importance of interna¬

tional tourism, moreover, border crossings

cannot be prevented: in France, for exam¬

ple, a census has shown that most illegal

migrants enter the country with valid tou¬

rist visas and thus usually have to be

identified on the job. The difficulties of

illegal immigration are further compounded

for Italy, Spain and Greece, traditional

countries of emigration, in that control of

worker immigration has not yet been fully

developed, as well as the fact that many of

the new immigrants enter the underground

economy. In the United States, the length

of the border with Mexico makes tight

control virtually impossible.

A second policy priority for the countries

of immigration is social and humanitarian,

to encourage normal living patterns and to

accept refugees. Yet a certain hardening of

attitudes towards immigration has oc¬

curred in recent years, sparked off by high

unemployment. In the early 1 970s, family

reunion was encouraged partly through

financial incentives on social grounds.

But, as the wives and children of migrants

have sought access to jobs on labour

markets where unemployment was already
high, economic considerations have muted

other concerns, and several countries have

tightened the criteria for admission of

family members and for their subsequent
access to the labour market.

Integrating permanent migrants into the

host country is a third priority. Since

European experience with workers who

decide to stay on is still recent compared

with that of the United States, Canada or

Australia, OECD's report suggests that
Europe may have some catching up to do in

this respect. The success of integration is

not necessarily linked to citizenship: in

some countries (e.g. Sweden), naturalisa¬

tion is possible after as little as two years of
residence. In others (e.g. the Netherlands)

many of the migrants come from former

overseas territories and are, therefore,

citizens on arrival. But this does not neces¬

sarily mean that they are integrated or even

that they wish to be: some ethnic and
national minorities want to maintain their

national or cultural identity. Thus a balance

must be found between allowing for this

diversity and preventing ethnic groups from

becoming isolated from the rest of society,
most importantly by ensuring equal access

to economic opportunities.

The Future

Thus, in Europe, immigration countries

are living with a quantitatively important

and politically uneasy legacy of foreign

labour, created by publicly encouraged

migration flows prior to the first oil shock.

A. INFLOWS OF FOREIGN POPULATIONS:

6 EUROPEAN AND 3 NON-EUROPEAN IMMIGRATION
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WHO GOES WHERE

The presence of foreign workers and populations is now a

well-established feature of the highly industrialised European
Member countries. Luxembourg and Switzerland have by far the
highest proportion of foreigners, both as a share of the total

population and as a share of the labour force, followed by
Belgium, Germany and France. The proportion in Sweden

appears to be somewhat lower, but this is partly the result of
more liberal naturalisation policies. Thus a different measure

such as the share of foreign residents plus recent naturalisations

shows a similar proportion to those of Germany and France.

These foreign workers are not randomly distributed by
nationality over the main European receiving countries. Austria,

for instance, has a high proportion of Yugoslav workers, Belgium
mostly Italians and Moroccans, France mainly Portuguese and

North African workers. Germany has Turks and Yugoslavs,
Sweden has Finns, and Switzerland, Italians and Spaniards.
These patterns can only partly be explained by geographical
distance or cultural affinity between sending and rece>

AND WHAT THEY DO

countries; they also reflect the momentum which migratory
flows tend to acquire once they have been established.

These aggregate data do not, however, convey an appro¬
priate picture ofmuch higher rates of concentration of foreigners
in particular regions and localities. These concentrations have
created serious social tensions and have shifted the focus of

public attention away from the economic role ofmigrant workers
to their lack of integration, and that of their family members, into
the society at large.

Migrant workers are in fact usually concentrated in construc¬
tion, hotel and catering and domestic services, but there is no

clear pattern of concentration from country to country or even
from firm to firm. Thus, historical developments seem a better

explanation than complementarity but may also influence
present and future developments: once certain occupations and

sectors are regarded as typical "foreign worker" domains, they
may be avoided by other workers, even if unemployment is
high.

FOREIGNERS IN 7 OECD COUNTRIES, 1982

Percentages

Bel-

gium(b)
France

Ger¬

many

Luxem-

bourg(b)

Nether¬

lands
Sweden

Switzer¬

land

Foreign labour as per cent of
total labour force 8.2 6.6 9.2 33.0 3.7 5.2 19.7

Foreign unemployed as per
cent of total unemployed 13.9 20.2 13.4 n.a. 8.0 9.7 28.5

Foreign population as per
cent of total population 8.9 6.8 7.6 26.2 3.8 4.7 14.5

Foreign population plus
recent naturalisations (a)

as per cent of total

population 9.6 7.6 8.1 n.a. 4.5 7.0 17.1

a) Naturalisations since 1970.

b) 1981.

n.a.: not available.

B. POPULATION LIVING ABROAD:

6 EMIGRATION COUNTRIES3

Thousands

In Europe

In rest of the world

Total

Portugal Italy
Yugo¬
slavia

Spain Turkey Finiand

In Europe
In rest of the world

Total

1 182

2 659

3 841

2 327

2 990

5317

1090

380

1470

867

251

118

2 108

296

2 404

180

50

230

a) 1 983 or nearest year.

Despite some attempts (e.g. the use of
financial incentives) to incite foreign
workers to return home, they have for the

most part remained, in part because those
from countries outside the Common

Market know that, if they leave, they will
not be able to return. In some countries,

such as France, Belgium and the Nether¬

lands, the "stock" of foreigners has con¬
tinued to build up. Nevertheless the net

effect of the slowdown of worker migration
has been to shift the burden of labour

surplus back onto the traditional countries

of emigration which have also been suf¬

fering from the recession. There have been

some compensatory flows however: Turks,

and to a lesser extent Portuguese and

Yugoslavs have gone to work in the Gulf

States and Libya.2

It seems unlikely that European coun¬

tries will again open their doors to for¬

eigners in the course of this decade. With

high unemployment, particularly among
young people, low female participation

rates in some countries such as Germany
and the Netherlands, and a reserve of

young immigrants and women still slated

to come in under family reunion pro¬
grammes (700,000 to a million for France

and a million for Germany), any pickup in

the demand for labour seems likely to be
met from these sources. Moreover, some

European immigration country govern¬
ments have come to think that the large

government-supported influx of migratory
workers earlier on may have contributed to

the present rigidities in Europe's labour

market, since it enabled national workers

simply to avoid certain occupations and the

lower wages they entailed. Not only occu¬

pational but also geographical mobility may

have been dampened since foreign workers

were often concentrated in particular

2. Some 80,000 Turks are working in Libya

and again as many in Saudi Arabia, making

these countries the largest employer of Turkish

workers after Germany.
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One of the policy priorities of all OECD countries is to integrate the children of immigrants into the

community.

places within the immigration country. For
social reasons too, it seems that some

governments would be less than enthu¬

siastic about returning to the pattern of

large-scale immigration, having departed
from it.

Thus the "pull factor" for foreign labour

has weakened markedly, and restriction is

most likely to continue for some time,

although the EEC and Nordic labour mar¬

kets will still be obliged to accept each

others' nationals. (In the 1990s there may

be more demand for foreign workers in

Europe because the working population of

traditional immigration countries is ceasing

to grow or even declining).

As to North America, Australia and New

Zealand, strong employment growth could

bring about a resurgence in demand for

foreign labour, albeit a selective one. But

these forces may be offset by the fact that

wages are more flexible in these countries

and that population is continuing to grow.

All in all, less of a change in pattern is seen

for North America, Australia and New

Zealand than for Europe.

In many of the traditional countries of

emigration, the demographic "push factor"

has weakened: working-age people are

declining relative to the population as a

whole in Finland, Greece and especially

Italy, and OECD's report foresees growing

illegal immigration into these countries. But

there are still demographic pressures to

emigrate in Turkey and Portugal. These

countries, as well as Yugoslavia, are likely

to continue having a structural labour

surplus.

As OECD's report points out, there is a

dichotomy between the two types of

migratory flows. Immigration is highly reg¬

ulated by policy; emigration is more

responsive to market forces. For the fore¬

seeable future, the two, working in the

same direction, are likely to damp down

migratory flows.

Youth Job

The Proble

B
etween 1981 and 1983, unem¬

ployment among young people in

Australia jumped from 10.8 to

1 8 per cent. Alarmed by the high and rising

rates of youth joblessness, especially

among teenagers, the newly elected Gov¬
ernment asked an OECD team to review

Australia's youth policies2 The resulting
report suggests that, while youth unem¬

ployment "is a problem with immediate and

visible impacts", it can be seen as an alarm

calling attention to a different set of prob¬

lems: the presence of structural difficulties

in the Australian economy and the need for

changes in education and training arrange¬

ments for young people. Specifically, it

calls attention to longer-term prospects of

widespread skill shortages when today's

young grow older and a disturbing deterio¬

ration in the quality of jobs currently

available for young people. The team

warned against defining youth problems
too much in terms of immediate labour-

market difficulties particularly high un¬

employment because short-term

improvements in job growth could occur

without resolving medium and longer-term
structural mismatches. Simultaneous ac¬

tion is required to address both short and

long-term problems.

The team's concern with long-term mea¬

sures was not out of step with the objec¬
tives of the Australian authorities who had

asked the experts to examine not just youth

labour-market programmes but education,

training, apprenticeship and income-sup¬

port policies as well. This broad mandate
reflected the consensus that the roots of

the difficulties facing young Australians are

deep, that they are not confined to the

labour market and that they require com¬

prehensive action cutting across multiple

policy areas.

How Serious is

Youth Unemployment
in Australia?

When the OECD review team visited

Australia, youth unemployment rates were

at high levels. In August of 1 983, with
overall youth unemployment at 1 8 per

cent, unemployment for teenagers stood at

22.6 per cent. The problem was serious
and indeed had been an issue in the

parliamentary elections held earlier in the

12



lessness in Australia:

m Behind the Problem
by Gregory Wurzburg^

year. Yet, in its analysis, the review team

did not assign a high priority to measures

for reducing youth unemployment in the
short term.

The reason has to do with the fact that

much of the youth unemployment is recent,

sudden, and likely to improve when
macro-economic conditions do. The

problem is certainly less chronic than in

many other OECD countries. While youth
unemployment in the OECD area rose

steadily after the 1979 oil shock, in

Australia it stayed at a plateau of just under
12.5 per cent. In 1981, contrary to the
experience of virtually all the other OECD

countries, it dropped - to 1 0.8 per cent, a
level more than a quarter below the

weighted average for the OECD area as a

whole. But the subsequent increase came

as a shock to the nation, in part because of

the rapidity of its rise in 1 983. In that year,

labour force participation rates of young

people dropped only slightly, but youth

employment fell by 8 per cent, and full-

time employment for teenagers plunged
20 per cent.

But the team found that, even then,

youth joblessness was not isolated from

the experience of the labour market as a

whole. During the same time, overall unem¬

ployment had also jumped as the

Australian economy absorbed the delayed

impact of a second oil shock and the effects

of multiple macro-economic factors that

reduced demand. While not minimising the

immediate hardship borne by unemployed

young people, the team suggested that an

economic recovery would reduce youth

unemployment considerably. In fact, since

that time, youth unemployment has

declined, from 1 8 per cent in 1 983 to

16.1 per cent in 1 984. Teenage unemploy¬

ment has fallen more dramatically, from

26.3 per cent in January 1 984 to 1 8.6 per

cent in July, 1985.

Unemployed youth are not the only

young people in trouble in Australia. Many

of those who find jobs are discovering that
the work is not of a kind that leads to

stable, full-time employment and a career.

Increasingly, the jobs going to young
people are part-time: between 1970 and

1983, part-time employment of young

people grew by 25 per cent, a rate nearly
three times that of adults. Some of this

growth reflects changing labour-supply

patterns, as more young people combine
such work with full-time education, but

part is also due to demand-side shifts such

as increased employment in service-sector

jobs where full-time job seekers often have

to accept part-time employment (in

retailing for example). Full-time employ¬

ment opportunities are also declining:

between 1 970 and 1 983, when the share

of teenagers in employment dropped by

20 per cent, their share of full-time

employment dropped by 34 per cent. This

pattern too has its roots on the demand

side as sectors such as manufacturing that

have employed many young people in

apprenticeships especially decline.

The structural changes that are

squeezing young people into part-time and

low-paying full-time jobs are, to some

extent, the result of a dynamic process of

adjustment in which some sectors and

occupations are disappearing and others

emerging. If public authorities were to try

to check that process, they might be

interfering with underlying market forces

and thus contribute to more disruptive

subsequent adjustments. But at the very

least, these adjustments must be examined

to determine whether other dynamics are
at work. Between 1971 and 1980, when

employment in the Australian public service

was growing by nearly three fifths, youth

employment in the public service was

declining by a third for no obvious reason.

This suggests that some action might be
taken to correct the imbalance.

Girls and young women also face dis¬

crimination, though in many respects
females in Australia fare better relative to

males than they do in other OECD coun¬

tries: unemployment rates are close to

those of males and in some cases lower;

however their participation rates are signif¬

icantly lower than those of men. There are

distinct patterns of occupational segrega¬

tion, and wages and earnings are less than

for boys and young men. Moreover, there is

strong evidence that unemployed females

are much more likely to withdraw from the

labour force than their male counterparts;

this means that unemployment rates may
underestimate the real extent of female

joblessness. Correcting imbalances in the

treatment of males and females requires

that occupational segregation and discrim

inatory practices by employers and unions

be eliminated. Equal rights legislation has
recently been enacted and will certainly

help. These forms of discrimination cannot

however be remedied by labour markets
alone. Problems due to lack of skills, skill

mismatches and, perhaps, a lack of aware¬

ness of changes in the labour market

require shifts in education and training

policy. Many difficulties experienced in the

labour market by young women, particu¬
larly occupational segregation, are rooted

in their vocational and educational prepara¬
tion.

Education and Training:
Centrepiece of Youth Policies

Almost any analysis of the youth situa¬
tion in Australia has to come back to the

problem of education and training. Labour

market problems, immediate and longer

range, are symptomatic of the skill mis¬
matches that call for increased levels of

education and updated training. Elimi¬

nating occupational segregation of females

means changing vocational preparation

from secondary school on. As the

Australian economy continues to broaden

beyond mining and manufacturing into
services and other activities that entail

more sophisticated technologies, higher

average levels of education and training for
the emerging occupations must be

achieved while vocational preparation for

occupations that are changing or dying out

in declining sectors is simultaneously
phased out.

None of these kinds of shifts are peculiar

to Australia; nor are the pressures on

education and training institutions. But the

Australian authorities may find the adapta¬

tion especially difficult given the magnitude

of the challenge. The more difficult tasks
will be to raise educational attainment and

to modernise apprenticeship training,
making it more accessible to females or

creating an alternative to it. Educational

and vocational training opportunities must

be better suited to meeting changing
employment requirements, and there is a

need for a more structured interface

between the various education and training
activities. **

1. OECD Social, Manpower, and Education
Directorate.

2. Youth and Work in Australia: A Compre¬

hensive Policy Agenda, forthcoming. The mem¬

bers of the team were Ritt Bjerregaard, Chair¬

man, Member of Parliament, former Minister of

Education and former Minister of Social Affairs,

Denmark; Anke Fuchs, Member of Parliament,

former Minister of Health, Youth and Family

Affairs, Germany; Sir Richard O'Brien, Chair¬

man, Engineering Training Board, United King¬

dom, former Chairman of the Manpower Ser¬

vices Commission; and the author of this

article.
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The most serious problem with educa¬

tion and training in Australia is that a large

number of young people leave formal edu¬
cation and training with less educational
competence, vocational preparation, job
search and job-holding skills than are
needed for employment. In 1982, retention

in gent al education at the secondary level
was on the rise, but still only 36 per cent of

students continued through the final years

(years 1 1 and 1 2) of secondary educa¬
tion.

For the majority of young people who do
not complete secondary school, the educa¬

tion and training opportunities are uneven.

Apprenticeship levels have fluctuated
greatly with changes in economic activity,
and post-apprenticeship placement has
been uncertain. As to enrolment in tech¬

nical and further education (which requires

no secondary certificate as a prerequisite),
it is predominantly part-time even for
15-16 year olds. Moreover, students are
concentrated in general preparation rather
than vocational streams.

The biggest obstacle to raising educa¬
tional attainment in Australia is the narrow

orientation of secondary education, which

is geared almost exclusively to preparation

for higher education. Because of that

narrow focus, the content of curriculum in

the last two years of secondary education

and even before, as well as assessment

practices, are geared to the entry require¬

ments of higher education. The Australian

authorities have already taken steps to

encourage, in these last two years,
increased enrolments of the students who

are not going on to higher education (more
vocationally-oriented curricula and dif¬

ferent assessment of performance). But

progress is slow, partly because broad¬

ening the mission of upper secondary

education runs counter to tradition, partly

because attempts to change standards for

assessment of student performance are

seen frequently as attempts to relax these
standards.

Apprenticeship has been an important
source of skilled workers in Australia and

one of the main avenues of vocational

preparation for young people: approxi¬

mately 1 5 per cent of secondary school

leavers enter the system. But it has been

weakened in recent years: intake of new

apprentices has fluctuated with levels of

economic activity and, in the early 1 980s,

declined by roughly a third. Since then,
enrolments have recovered somewhat, but

partly as a result of subsidies paid by the

central government to employers. The

system has a poor record on female enrol¬

ment (typically fewer than one in ten
apprentices are female) and the vast

majority are concentrated in two traditional

women's occupations hairdressing and

food-processing. Finally, the apprentice-

A female apprentice glazier in Perth in Western

ship system has been slow in updating

training and in responding to pressures for

places in new trades and occupations.

Strengthening apprenticeship will mean

making it more resistant to fluctuations in

economic activity, more balanced in enrol¬

ments as between males and females, and

more responsive to changing skill require¬

ments and new occupations. The key to

change is for employers to treat appren¬

ticeship expenses as a fixed cost or invest¬
ment rather than a variable labour cost.

This might be accomplished through a

system of levies and rebates, operated in

such a way that employers who do not

create apprenticeship positions help fi¬

nance training costs for those who do.
More balance in enrolments between the

sexes is likely to require at least some

degree of positive discrimination in favour

of girls and young women in traditionally

male occupations as well as extra support

activities, possibly even separate training

for girls. But should they not be interested

in these trades, or should they lack the

educational skills required to enter or com¬

plete apprenticeship training, sustained

guidance and counselling will also be

necessary, most likely in secondary educa¬

tion. Greater flexibility will also require
continual review of both institution-based

and on-the-job training to assure that the

content is up to date and that the training is

applicable to other workplaces.

The key improvement is likely to be a

tighter overall structure within which

options for young people are more clearly
defined and their choices facilitated. Under

the current arrangements, the most struc¬

tured route (taken by only a minority of
young people) is to stay in secondary

education and then go on to higher educa¬

tion. The pathways into apprenticeship,

technical or further education, or employ-

Australia.

ment are not so clearly marked, and the

transition from secondary education to

these other approaches is more proble¬
matic. To assure a better transition, the

review team recommended that the Aus¬

tralian authorities create an entitlement

that would guarantee all young persons the

opportunity, before leaving secondary edu¬

cation, to receive counselling about

employment opportunities in different car¬

eers, the educational and training require¬

ments for entering those careers, advice

about their next steps in education and

training, as well as job-search assistance

for those seeking immediate employment.

The purpose of the entitlement would be to

guarantee that all young people receive at

least a minimum of preparation for their

careers before leaving the formal education

and training system.

The Income-Support Dilemma

One factor that is bound to complicate

any strategy to increase educational and
skill competencies in Australia is the pre¬

sence of a complex web of income-support

arrangements for young people. Viewed in

their totality, these arrangements create

incentives that discourage enrolment in

secondary education (particularly for young
people from low-income families) and
favour job search over training or educa¬
tion, with the result that the search is likely

to culminate in a low-skill job.

There are three main elements of

income-support assistance: aid to parents

of children who stay in secondary educa¬

tion; aid to students who pursue tertiary

education including enrolment in tech¬
nical and further education and unem¬

ployment benefits. All are income-tested

against either parents' income, or the

young person's own income. The first is
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conditional on enrolment in years 1 1 and

1 2 of secondary education, the second on

enrolment in any tertiary institution and

covers youths up to age 25. The only

requirement for unemployment benefits is

that a person be available for work. All

unemployed persons, age 1 6 or older, are

elegible for these benefits which last as

long as the person is without work.

Although benefit levels under particular

programmes vary according to age and

may entail certain conditions (extra allow¬

ances may be available to students living

alone, for example), unemployment bene¬
fits are generally higher than the benefits

for students in tertiary education; both are

higher than for students in secondary
education.

When the review team visited Australia,

the authorities had already committed
themselves to some kind of rationalisation

of benefits and eligibility. In light of its

emphasis on increased education and train¬

ing, the review team recommended that

the income-support arrangements be de¬

signed to steer young people in this direc¬

tion and hence suggested eliminating the

incentives favouring tertiary over secon¬

dary education and unemployment over

education and training. The team also

suggested restricting eligibility for unem¬

ployment benefits after a period of time,

requiring that recipients enrol in education

or training so as to increase their chances of

eventually finding a job.

The labour market situation facing young

people is, in many respects, an extension of

the more general slack in the Australian

labour market. Improving their situation in

the near and medium term requires, at a

minimum, macro-economic and micro-eco¬

nomic policies that favour employment,

supplemented by selective intervention to

assure that young people benefit from

increases in overall employment.

But any such short and medium-term

measures must be complemented by

longer-term ones. The Australian economy

has already changed and promises to

continue to change in a way that is going to

impose stiffer education and skill require¬

ments on the labour force. That develop¬

ment needs to be recognised and

addressed, through measures which in¬

crease enrolment in education and training

so as to create alternatives to unemploy¬

ment; more importantly, the adaptability of
the labour force must be enhanced in the

face of these structural changes. More

education and training would also help
minimise the trade-off between short-term

and long-term labour-market problems for

young people.

Biotechnology:

How to Improve

Patent Protection

by Salomon Wald1

On 16th June,1 980, the United

States Supreme Court ruled, after

8 years of argument, that a man-

made, oil-eating micro-organism devel¬

oped by Dr. Ananda Chakrabarty for the

General Electric Corporation, was patent¬

able under United States law. For days, the

"Chakrabarty decision" made headlines in

the American and international press, the
first time an event in the esoteric field of

patent law had attracted the attention of a

public larger than the small circle of patent

lawyers and industrial inventors. The

Washington Post wrote, in a lead article,

on 19th June,1 980:

"The subject the patentability of living

things probably merited the headlines

that Monday's Supreme Court decision

received. . . For the philosophical implica¬

tions are enormous as, incidentally,

are the amounts of money likely to be
involved... This decision comes at the

beginning of what is likely to be, without

exaggeration, a new industrial revolu¬
tion. . . "

One and a half years later, the patent

attorney who argued and won the Chakra¬

barty case, Edward McKee, joined a group

of distinguished patent experts invited by

OECD to help the Organisation in its

first in-depth study of patent protection.

Three other members of the group,

Prof. Friedrich-Karl Beier, Managing Di¬
rector of the Max-Planck Institute for For¬

eign and International Patent Copyright

and Competition Law in Munich, Dr. Jo¬

seph Straus from the same institute, and

R. Stephen Crespi, Patents Controller of

the British Technology Group and in charge

of patenting inventions arising from Bri-

tains's public research, drafted, with the

help of OECD's Secretariat, the report

Biotechnology and Patent Protection which

has just been published2. Other experts in
the group came from industry, and senior

members of the European Patent Office and

the World Intellectual Property Organisa

tion (WIPO) participated as observers in the

preparation of the report.

Why has the law come to play such a

dominant role at the very dawn of this new

technology?

The fact that biotechnology uses living

organisms as its production tool explains

why ethical, philosophical and hence legal

questions have been more prominent at the

emergence of this new technology than for

any other and why some of these ques¬

tions, if they find no timely answer, could

delay, if not jeopardise the development of

biotechnology. The questions are basic.

What is life? Who owns life? What sepa¬

rates "naturally occurring" micro-organ¬

isms useful for biotechnology from man-

made micro-oganisms? Where on the scale

of life forms do we reach a barrier beyond

which no monopolistic private ownership of

an invention, in the form of a patent, is

acceptable? The Chakrabarty decision has

freed the discussion on patent protection in

biotechnology from all doubts as far as

micro-organisms are concerned, and the

principle of patenting industrially useful

micro-organisms is now widely accepted

throughout the OECD area. The possibility

of extending patent protection to geneti¬

cally engineered plants a much higher life

form is already under discussion too. The

possibility of patenting animals has been

brought up from time to time, though in this

case, ethical questions play a much greater
role.

How can the requirements of patent law,

which are based on experience with inven¬

tions of inanimate matter, be applied when

the invention is of living, self-replicating
matter? How can the industrial inventor in

biotechnology, where investment require¬

ments are still huge and revenues from new

products not yet forthcoming, be encour-

1 . OECD Science and Technology Policy Div¬
ision.

2. Biotechnology and Patent Protection,
OECD, 1985.
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aged, if not by improving patent protec¬

tion? The future of biotechnology would
seem to depend critically upon such

improved protection. In the past, more¬

over, the chemical and pharmaceutical

industries which are the main developers of

this new technology, have relied on patent

protection more heavily than any other
industrial sector. Because of the ease with

which the starting material, the micro¬

organism, can be taken away and dupli¬

cated, and also because of the great
international interest and competition in

the field, patents are even more imperative

in biotechnology than in chemistry. Trade

secrecy can not provide an alternative.

The origin of many present problems can

be found in the history of the patent

system. Some authorities claim that

existing patent laws do not allow a patent

to be obtained on every new invention that

merits legal protection. Present patent

systems still focus on technical solutions of

immediate practical use. The limitation of

patent protection to inventions of a "tech¬

nical character" initially took into account

only the limits of "industrial applicability".

Later, "technical character" became an

independent criterion. This led to the exclu¬

sion from patent protection of inventions in

the field of agriculture, plant and animal

breeding, and medical treatment because

Patent Offices and Courts would deny their
"technical" nature.

As early as the 1 9th century, the

response of patent law to new inventions in

the fields of biology and fermentation

varied from country to country. Even today

there is no other field of technology where

national laws vary on so many points or

diverge so widely as they do in biotechno¬

logy. It appears that United States and

Japanese laws are, on the whole, more

open to the new developments in biotech¬

nology and more flexible than are the

laws of most other OECD countries. In

other words, the two countries which are

most advanced in industrial biotechnology

also give inventors in this field the best

legal protection. This can only reinforce

their position: international investors prefer

the countries that afford strong and effec¬

tive patent protection. On the other hand,

even the best national protection available

for biotechnological inventions in some

countries is not satisfactory as long as

substantially lower standards of protection

are applied in other countries. Therefore,

harmonisation of patent protection would

be advantageous to all OECD countries

having an interest in biotechnology.

Biotechnology is a particularly good

example of the patent problems raised by

rapid scientific and technological change.

Science and technology move faster than

the law. This can lead to discrepancies and

problems of adaptation, particularly when
the law is embedded in international trea-

Ananda Chakrabarty with the micro-organism

ties which can be changed only with the

approval of a large majority of its signato¬

ries, and this is very difficult to achieve. The

latest important international legal conven¬

tions relevant to biotechnology (Interna¬
tional Convention for the Protection of New

Varieties of Plants 1961, Strasbourg Con¬

vention 1963, European Patent Conven¬
tion 1973) were discussed and ratified

before the spread of biotechnological
inventions, especially those of genetic

engineering. Thus, the European Patent

Convention was a big step forward in the

direction of international harmonisation,

but it also has provisions which are detri¬

mental to biotechnology, although this was

not recognized in 1973. None of the

contracting states will now modify its

national laws without having the European
Patent Convention modified as well.

Sooner or later, there will have to be

discussions on such modifications.

In their report, the OECD experts make

recommendations on ten major issues, at

the same time stressing that they are
aware of the sensitive and controversial

he patented.

nature of some of their recommendations

(see box). The intention is to strengthen the
patent system as a tool of scientific and

technological progress and to improve

patent protection, particularly for academic

and industrial inventors in biotechnology.

Two recommendations one on the

"grace period" and another on plant protec¬

tion - have already led to lively debate.

A grace period would allow scientists to

submit, within a certain time limit, a patent

claim on an invention even if they have

already disclosed it in scientific publica¬

tions or in any other way that would

contravene the "novelty" requirement of

patent law. Grace periods exist in a few

national laws (United States, Japan,

Canada). These make patent law more

compatible with the habits of the academic

scientist who wants to publish but would

forfeit patent rights were he to do so. The

importance of the academic contribution to

the development of biotechnology makes

the introduction of an internationally recog¬
nised grace period of six months (if not a

year) particularly desirable and has, there-
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"You want me to patent that?"

fore, growing support throughout industry
which wants stronger links with the univer¬

sity. However, introducing grace periods in
Europe would require a modification of the

European Patent Convention, and any pro¬

posal to change this convention (which

took its final form only after many years of

negotiation) meets with strong resistance.

"It is difficult to understand" says the

report "why so many of the official atti¬

tudes on this point are unyielding, espe¬

cially in Europe. The older German, Italian

and United Kingdom laws allowed a grace

period without apparent detriment to any

party, and the current provisions in the

United States and Canada cause no prob¬

lems for these nations within the operation
of their national laws."

Proposals related to plant protection

have also led to controversy. In most

countries, new plant varieties fall into the

domain of special Plant Variety Rights.

They have been applied to plant products

obtained by traditional breeding methods

which generally cannot be protected by

patents. The law of many countries, and

the European Patent Convention specifi¬

cally, excludes all new plant varieties from

patent protection. However, the new gen¬

etic engineering methods are increasingly

being applied to plants and are expected to

?&f

lead to new plant varieties within a few

years. Such methods may be the subject of
written, scientific description and repeat-

able as required by patent law. The ques¬

tion arises, therefore, why these methods
and the products thereof should not be

protectable by patents, especially since
industry, which carries out much of the

plant-genetics research, wants patent pro¬
tection, considering it a much better and

commercially more attractive alternative

than plant variety rights. Thus, the

advancing technology itself points to the

need to re-examine the legal options and

should prompt governments to seek solu¬

tions to the problem of how to give more

effective protection to genetically engi¬
neered plants.

However, such proposals have so far

met with vigorous opposition from plant

breeders who fear that patent royalties
would be a new burden on them, from

ministries of agriculture, which may be
averse to legal changes that could affect

agricultural policies or privileges, and from

the Soviet Union. The latter is eager to
acquire genetically engineered plants be¬

cause the Soviet Union hopes to find tech¬

nological solutions to its perennial agricul¬

tural crises but would also prefer not to pay
any patent royalties.

OECD's report was discussed at the first

session of the World Intellectual Property

Organisation (WIPO) on biotechnological
innovations and industrial property in
Geneva last November and WIPO which

administers the International (Paris) Con¬

vention for the Protection of Industrial

Property, the main international patent

treaty, has agreed to use the report as a
basis for its own future work.

Several conclusions and recommenda¬

tions of the report have particular implica¬

tions for Europe. The question is whether

there will be enough understanding,
enough political will, to overcome the

resistance to change, so that a situation

which seems to put Europe at a disadvan¬

tage compared to the United States and

Japan can be modified before the gap
widens even further.

Discussions and reviews of patent pro¬

tection in biotechnology are now taking

place in the European Patent Organisation

and in the Commission of the European
Communities. Consultations between the

Commission and the interested industrial

and academic circles have begun, with a

view to possible Community initiatives to

improve and harmonise patent protection

in biotechnology.

Similarly, the International Union for the
Protection of New Varieties of Plants

(UPOV) has been considering the problems
of plant protection and the relative merits

of plant variety rights and of patents to

protect new plants.

International patent law changes very

slowly, perhaps once in a generation. The

authors of the report have no illusions

about this: "Traditional principles of law are

not easily abandoned, and reform pro¬

posals take time before they are accepted

and implemented." Still, many signs indi¬

cate that we may be at the beginning of

such a major change. It is not too far¬

fetched to expect that international patent

law regarding biotechnology will, in ten to

fifteen years, be different from what it is

today.

TEN RECOMMENDATIONS

There is need for a grace period at international level, allowing
inventors to submit, within a certain time limit, a patent claim on
an invention even if they have revealed it already in scientific
publications.

The experts would like to see claims to micro-organisms per
se generally accepted.

Claims to naturally occurring micro-organisms should be
accepted, if they are new and if there is a clear disclosure of

industrial applicability.

Disclosure of micro-organisms by description or deposit are
recommended as alternative or complementary ways of meeting
the requirement of repeatability.

Release of micro-organisms: it is suggested that release
conditions should be improved.

Plant protection: fhe need to find more effective protection for

new plants arising from genetic engineering methods is under¬
lined.

Inanimate products of nature should be generally patenta¬
ble.

Patent Office practices should help to reduce delays in
patenting procedures.

Infringement: no simple and uncontroversial legal solution
seems to be possible.

Attitudes and policies of universities, research organisations
and scientists towards patenting and licensing can be improved

by several measures, such as the setting up of a patent
infrastructure for advice and patent filing.
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West-East Technology
Transfer:

The attention given to certain types of technology transfer from the West
to the Soviet Union gives a misleading picture of the overall importance of
such transfers. A study produced for OECD by Morris Bornstein of the

University of Michigan, and shortly to be published, shows that the
contribution of Western technology transfers to the growth and
development of the Soviet economy as a whole, though difficult to
measure precisely, is relatively modest. 1 .

The combination of factors that have

whetted the Soviet Union's appetite

for Western technology are well

known. Its growing awareness of the

importance of technological innovation for

economic growth has led it to realise that it

lags behind the advanced countries of the

West in many essential areas, a situation
that is not unconnected with certain fea¬

tures inherent in the Soviet economic

system. While the Soviet leadership has

never considered technology imported

from the West as a key factor in the

country's economic development, it would

no doubt have liked to see it applied more

extensively than it has been. A number of

obstacles have stood in the way, how¬

ever.

Obstacles

The principal barriers to the USSR's

acquisition of Western technology have

been its inability to finance and absorb

imported technology. In addition, restric¬

tions have been imposed by Western gov¬

ernments on the export of certain techno¬

logies considered to have military or stra¬

tegic value.

Finance

The Soviet Union's ability to finance

imported Western technology depends

essentially on three closely related factors:

the surplus left on its convertible-currency

export earnings after paying for other

high-priority imports; the availability (and
terms) of Western credits; and the extent

to which it succeeds in negotiating coun

tertrade agreements for future exports

from convertible-currency countries to bal¬

ance these imports.

When it comes to convertible-currency

trade, the Soviet Union's merchandise

imports exceed its merchandise exports,

resulting in a persistent deficit on its overall

trade balance. Net interest payments are

negative, too. Offsetting the deficit on

these two items, however, are arms sales

to developing-country market economies,

gold sales and net foreign borrowings. The

Soviet Union's ability to finance purchases

from the West has been enhanced by a

variety of developments improvements
in its terms of trade as a result of increases

in world oil prices, higher gold prices on

world markets and greater opportunities
for arms sales to the Third World. On the

other hand, a number of adverse changes

have also occurred such as poor harvests,

which have made it necessary to import

additional grain, and the cost of servicing

the country's convertible-currency debt.

The USSR has tended to enjoy a high

credit rating in international financial mar¬

kets because it has held down its repay¬

ments on convertible-currency debt to

some 1 5-1 7 per cent of total convertible-

currency receipts (from merchandise ex¬

ports, arms sales, gold sales, etc.).

Countertrade agreements are one of the

devices used by the USSR to step up its

convertible-currency earnings. These

agreements enable the Soviet Union to

repay credits advanced for the import of

Western machinery and equipment with

the convertible-currency proceeds of ex

ports generated by the imported techno¬

logy. Industries such as natural gas, chem¬

icals, forestry products and metallurgy
account for the bulk of industrial counter¬

trade agreements.

Assimilation

The assimilation process takes place in

two main phases. First, absorption entails

the successful application of the techno¬

logy in the first facility for which it is

acquired. Second, dissemination involves

the replication of the technology in other

plants. Weaknesses in either phase detract

from the impact of the imported techno¬

logy, and that may influence Soviet deci¬
sions on the scale, nature and sectoral

concentration of subsequent imports.

Phase 1: Absorption

No comprehensive or systematic assess¬

ment of the Soviet Union's absorption of

Western technology has been published in

its general or specialised press. But Soviet

publications have reported instances in

which poor planning and co-ordination

reflected in shortages of labour, mate¬

rials and components, fuel and power, and

transport have hampered either the com¬

pletion or the operation of industrial facili¬
ties.

Surveys among Western contractors

reveal that significant delays often occur

between the delivery of equipment, its

installation and its start-up. The main

reasons cited are shortages of construction

workers, poor qualifications and motiva¬

tion among those available, inadequate

transport facilities, shortages of comple¬

mentary inputs from Soviet industry (high-

grade steel and electronic components, for
instance) and lack of relevant manufac¬

turing know-how.

In some cases, contractors believe that

Soviet plants, once commissioned, tend to

operate below the levels that would be

attained in the West. The reasons include

1 . The Transfer of Western Technology to the
USSR.
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Technology transfer from the West to the USSR

non-completion of related plants, shor¬

tages of materials and transport, use of
unsuitable materials, failure to keep the

workplace free of dirt and dust and lack of

personnel qualified to operate highly auto¬
mated plants. The overall workforce is also

sometimes larger than in comparable
Western facilities.

Phase 2: Dissemination

The speed and scope of diffusion show

the economy's capacity to replicate (and

is sometimes high tech... but often not.

even improve) the original technology and

to apply it on a large scale with satisfactory
results in terms of both cost and quality.

The rate of diffusion is usually measured by

the share of total production capacity,

output or even employment attributable to

the new product or process.

Soviet publications provide little infor¬
mation of this sort and Western contrac¬

tors generally know less about this phase.

In any case, given that the two phases may

easily span five to ten years, evidence of
the successful dissemination of Western

technology imported during the 1970s

would only now be becoming available.

Numerous obstacles seem likely to

inhibit the process, however. Soviet fixed-

capital formation is rising slowly and repre¬

sents only a part of total industrial invest¬

ment, with much of it embodying tradi¬

tional technologies. (In Western countries,
on the other hand, almost all investment in

new capacity is generally devoted to the

introduction of new technology.) An addi¬
tional impediment is the Soviet practice of

assigning very low depreciation rates to

investment and the delay in closing down

obsolete plants.

The pressures of domestic and foreign

competition, which in market economies

stimulate the diffusion of new technology,

are virtually absent in the centrally planned

economy of the USSR. Diffusion is also

hampered by the deficiencies in organisa¬

tion, financing, pricing, performance cri¬
teria and incentives that hold back Soviet

technological progress in general. Shor¬

tages of labour, materials and equipment

delay the construction of new facilities and

curtail their output once they are opera¬

tional. In many cases, the small quantities

of additional Western machinery and

equipment that would be necessary for

effective diffusion are not purchased on

account of the convertible-currency outlays

they would entail. Finally, Soviet national

security considerations may obstruct the

transfer of technology from military to

civilian applications.

Despite these assimilation problems,

however, it is reasonable to expect that the

Soviet Union will continue to absorb and

then disseminate part, if not all, of the

technology it imports from the West.

Overall Economic Impact

Macro-economic assessments of the

impact of Western technology on the

Soviet economy as a whole are open to

challenge, as they are based on simplistic

assumptions of disputed validity and on

incomplete and imperfect statistical data.

The prevailing view among Western

experts at present-is that the impact on

industry is probably quite limited and the
overall impact on the economy even more

so.

Because of its technological superiority,

Western machinery and equipment should

make a very substantial contribution to

increasing Soviet industrial production. Yet
it represents only a small part of the Soviet
Union's annual capital investment and an

even smaller proportion of its accumulated

capital stock. The most that expert opinion

can offer, on the strength of available
statistical data and the current state of the
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The Soviet chemical industry has purchased much Western machinery and equipment, mainly for production of artificial fibres and, as above,
fertilizers.

art in econometrics, is a tentative and

speculative estimate that imported

Western machinery and equiment did not

contribute more (and may have contributed

less) than half a percentage point to the
annual growth of Soviet net industrial

output in the 1970s. At the same time,

though, its impact on individual sectors of

Soviet industry and on particular products

and projects may have been more
marked.

Sectoral Impact

Chemicals. The USSR turns to the

West for chemical technology and equip¬
ment for three reasons: because of

research and development deficiencies in

many chemical products and processes,

because of problems in carrying through

promising R&D development into large-

scale production and because of the ina¬

bility of the Soviet metallurgical and metal-

working industries to supply suitable tanks

and tubes for the chemical industry. The

Soviet chemical industry has acquired

Western technology primarily through

major purchases of machinery and equip¬

ment, often for turnkey projects and, in

many cases, supported by industrial co¬

operation agreements (ICAs). The bulk of

the chemical equipment bought from the

West has been for the production of
fertilizers (ammonia and urea) and artificial

fibres (polyester fibre, polypropylene, cellu¬
lose triacetate and intermediates for

making nylon and other synthetic fibres).

Motor vehicles. Western technology
has played an important part in the devel¬

opment of the Soviet motor industry, which

produces both passenger cars and trucks.

Before technology transfer, existing plants

were producing insufficient quantities of

technologically obsolete vehicles. Then the

USSR acquired Western designs, machine

tools and production know-how from Ren¬

ault to expand the output of Moskovich

cars and from Fiat to produce a new car

called the Zhiguli inside the Soviet Union

and marketed abroad as the Lada. Large

amounts of Western machinery and equip¬

ment were also installed at the big new

Kama automotive plant, which produces

diesel engines and industrial vehicles.

Machine tools. Western technology in
this sector has been obtained from moni¬

toring Western publications, by acquiring
Western design and production licences,

by concluding industrial co-operation

agreements and by purchasing Western

machine tools (mainly grinding machines,

automatic lathes and numerically-con¬

trolled machine tools of all sorts). Through
industrial co-operation agreements with

Western firms, the USSR has acquired

design technology for both conventional

and sophisticated machine tools as well as

production technology for the most

advanced types of machine.

Energy. Technology transfer has been

limited in the coal, nuclear energy and
electric power fields but more significant in

oil and gas. The Soviet Union has obtained

pipe that can drill deeper than its own

equipment, as well as drilling rigs for faster,

deeper and wider drilling than is possible

with Soviet-made rigs. It has also pur¬
chased offshore drilling, exploration and

production equipment for use in the Baltic

and Arctic waters and off the island of

Sakhalin. Complete oil refineries have also

been bought, albeit using relatively old
technology, apart from mini-computers

and microprocessors in control systems.

Large-diameter pipes and compressors
from the West have made a substantial

contribution to Soviet gas pipeline sys¬
tems, both for internal distribution and for

exporting to Western Europe, by reducing

construction and installation costs and by

increasing productivity.

Forest products. Western machinery
and equipment have also been imported for

use in the the paper, pulp and wood

products industry, mostly for turnkey pro¬
jects and through other forms of industrial

co-operation, often involving countertrade

agreements. The aim is to equip large scale

enterprises in severe climatic zones with

labour-saving machinery to bring about

greater efficiency in wood processing and

the manufacture of end products so as to

give a boost to convertible-currency earn¬

ings from increased exports of forest pro¬
ducts.

Although the acquisition of Western

technology has probably enhanced the

technological sophistication of these parti¬

cular sectors of Soviet industry, the coun¬

tries that have supplied the technology
have not stood still either, so the techno¬

logy gap between the USSR and the West

does not appear to have narrowed signifi¬

cantly.

Impact on
Foreign Trade

The impact of imported Western techno¬

logy on Soviet foreign trade must be

assessed in the light of the commodity
composition of both imports and exports

and their breakdown by geographical
region.

According to official Soviet statistics,

machinery and industrial equipment ac¬

count for about one third of total imports
and foodstuffs for another quarter. On the

export side, petroleum and petroleum pro¬
ducts constitute over a third of the total

and machinery and equipment an eighth.
Its main trading partners, in terms of the
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value of total Soviet trade turnover (im¬

ports plus exports), are the six East Euro¬
pean centrally planned economies, ac¬

counting for two fifths of the total, while
trade with Western industrialised countries

represents about a third and that with the

newly industrialising market economies

about an eighth.

These figures, expressed in "foreign

trade rubles", in fact measure two types of

trade at one and the same time, however:

trade with developed and less developed
non-communist countries at world market

prices (chiefly in convertible currencies) on
the one hand, and trade with communist

countries at CMEA contract prices (pri¬

marily through accounts in "transferable
rubles" that are non-convertible and, in

practice, non-transferable) on the other.
The validity of aggregating these two sets

of figures and using them for calculating the

regional breakdown of Soviet foreign trade

is open to question. Hence, it is important

to give separate consideration to trade with

different regions involving different prices
and different currencies.

As to Soviet imports from OECD coun¬

tries, manufactured goods especially

electrical and non-electrical machinery and

iron and steel products dominate. The

relative importance of foodstuffs, espe¬

cially cereals, has risen markedly since

1970 as a result of poor harvests. Food

now accounts for a quarter of total Soviet

imports from the OECD area. Technology-

intensive products represented 57 per cent

of OECD exports to the USSR in 1982,

compared to a peak of 73 per cent

recorded in the two years 1 970 and 1 974.

The rest, 43 per cent in 1 982, consisted of

products considered not to be technology-
intensive.

As to Soviet exports to OECD, primary

products account for over four fifths, with

fuels alone constituting more than three-

quarters of the total in 1 982 (compared to

one-third in 1970). Technology-intensive

goods comprised only 9 per cent of exports

to the OECD in 1 982, down from 23 per

cent in 1970 and 27 per cent in 1973.

The link between the transfer of Western

technology to the USSR and subsequent

Soviet exports to the West is evident in the

case of natural gas. Almost all Soviet gas

export contracts were negotiated within

the terms of compensation agreements

under which the USSR obtained large-

diameter pipes, compressors and other

pipeline equipment for the pipeline system

linking Soviet gas fields to Eastern and

Western European markets.

The Soviet chemical industry has made

large purchases of Western machinery and

equipment, often for turnkey projects and

frequently backed up with industrial co¬

operation agreements. The bulk of the

imported technology was for the produc¬
tion of fertilizers and artificial fibres. The

subsequent increase in Soviet chemical

output has been reflected in higher exports

to the OECD area, particularly of ammonia

but also of products such as carbamide,

polyethylene and acrylonitrile; continued

export growth is scheduled under the terms

of compensation and barter agreements.

The USSR exports its Fiat-based Lada,

as well as the Niva, a four-wheel drive akin

to a jeep or land-rover, which is of Soviet
conception but also based on Fiat techno¬

logy. Both cars are sold in Western markets

at prices equivalent to about 75 per cent of

those of comparable West European and

Japanese models, chiefly because the

Lada's design is now somewhat out-dated

and because Soviet export prices are

aggressive. The Soviet share of the West's
car market remains insignificant, how¬

ever.

The Soviet Union also now exports

numerically-controlled and other machine

tools incorporating Western technology.

Because the Soviet products are techno¬

logically less advanced than current

Western designs, though, sales to Western
markets are small.

On the whole, there does not appear to

be a major competitive threat to Western

markets from Soviet goods produced with

the help of imported Western techno¬

logy.

Nor is there evidence of technology

transfer to the USSR via Eastern Europe. In

some cases, however, Soviet exports to

Eastern Europe can be attributed to the

prior acquisition of Western technology.

Two examples are the sale of natural gas to
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Sî
0 71 72 73 74 75 76 77 78 79 808182 8

'ear

3 70 71 72 73 74 7576 77 78 798081828 3 7 0 71 72 73 74 75 76 77 7879 8081 828 Î 70 71 72 73 74 75 76 77 78 79 8081 82 8 3 7 0 71 72 73 74 75 76 77 7879 8081828 3 70 71 72 73 74 75 76 77 78 79 80 81 828 3 7 0 71 72 73 74 75 76 77 78 79 8081 82 8 3

21



Eastern Europe, which is transported

through pipelines built with Western pipes

and compressor station equipment, and

the export of cars and lorries from Soviet

plants that incorporate Western techno¬

logy.

There is no clear evidence that techno¬

logy acquired from the West is subse¬

quently transferred in either direction

between less developed market economies
and the USSR.

All in all, there is no reason for thinking

that Soviet measures to improve the

research, development and innovation pro¬

cess have had any appreciable success in

overcoming its deep-seated structural bar¬

riers to technological progress. Nor is any

improvement likely, either in the rate of

technological innovation or in economic

growth generally, as a result of the Soviet

Union's attempts at economic reform ini¬

tiated since 1979. Hence, there will be

continued Soviet demand for Western

technology.

The scope and nature of future techno¬

logy imports will largely depend on the

makeup of the Soviet investment pro¬
gramme, on the assessment it makes of its

success up to now in absorbing and assim¬

ilating imported technology, on financing

constraints and on Western governments'

export restrictions.

In view of the Soviet need for Western

technology and the constraints on its

ability to acquire it, it is reasonable to

suppose that the Soviet Union will continue

to import Western technology but on a
more modest scale and a more selective

basis than over the past 1 0 years. Planned

acquisitions of Western technology will be

evaluated according to stricter criteria for

the priorities of different sectors and pro¬

duct groups, the perceived superiority of

Western technology compared to Soviet

(or East European) alternatives, the ease of

assimilation of the technology and its

potential contribution to increasing conver¬

tible-currency exports and/or reducing
convertible-currency imports.

FORMS OF TECHNOLOGY TRANSFER

Purchase of Licences

By purchasing foreign licences, the USSR can acquire

technology that is not available domestically and release its R&D

establishments to work on other products and processes. In

addition, by making it possible to manufacture in the Soviet

Union, imports can be reduced or foreign exchange earned if

Soviet goods produced from the licensed technology are
exported. The Soviet Union has bought relatively few licences,

however, compared to the number purchased by developed

market economies, and this form of technology transfer remains
limited relative to others.

Imports

The import of goods can be regarded as a form of technology

transfer when the products embody technologies not available
in the recipient country. They involve the transfer not of

production methods but of products resulting from their use,

such as technologically advanced consumer goods. As a rule,

however, analysis of technology transfer through commodity
imports concentrates on producer goods used to manufacture

other products. Such "embodied" technology transfer has

occurred on a significant scale through Soviet imports of
Western machinery, industrial equipment, metal products and

chemicals for use primarily in its engineering, metalworking,
chemical and energy industries.

Turnkey Projects

This form of transfer entails the acquisition of entire produc¬
tion systems and the foreign supplier may be responsible for

designing the plant, supervising construction and installation
operations, training personnel and assisting in the start-up of
production. Many such turnkey projects have been implemented

in sectors like chemicals, ferrous metals, mechanical engineer¬
ing, food processing and light industry in general.

Industrial Cooperation

By means of industrial cooperation agreements (ICAs), the
USSR can obtain the long-term assistance of Western firms in

planning production processes, product specification, quality
control and personnel training. The most common kinds of

Soviet-Western ICAs provide either for joint production or for
mutual specialisation. Joint production calls for the partners to

produce different components and then to exchange them so
that each can assemble the same end-product. Specialisation

entails the partners making different end products and then

exchanging them so that each has a full range of products in its

catalogue. The chemical industry accounts for over one-third of
all Soviet ICAs.

Other Forms

The Soviet Union has an extensive network of organisations
which collect, analyse, abstract, translate and disseminate

scientific and technical information obtained from foreign
publications. In addition, Soviet specialists attend numerous

foreign industrial and trade exhibitions and scientific meet

ings.

Various Soviet R&D establishments and economic organisa
tions keep track of industrial trends in Western countries by
studying patent data, which cover most of the important realms

of industrial technology. Such patent information is used in

So viet decisions regarding no t only purchases of foreign licences
and products but also the content of domestic R&D pro¬
grammes.

The USSR also has academic exchange programmes with
many Western countries. Although these programmes are
established by intergovernmental agreements, the Western

organisations responsible for implementing them are often
national science academies, cultural relations bodies, scientific

associations and universities. Some programmes provide for
Soviet scientists to participate in symposia, make short visits to

Western scientific institutions or spend up to a year working in a
research establishment. Other programmes call for the creation

of joint Soviet-Western working parties which present the
results of their individual research at periodic conferences and

may conduct some research jointly.

The USSR has succeeded by a variety ofmethods in obtaining
some technology restricted by Western export controls. This

can be done legally if the Soviet Union (or an East European

country) establishes locally incorporated companies in the
United States or a West European country. Such firms may
legally purchase restricted technology and study it in the country
of origin, although they cannot legally export the goods or the

data without an export licence. Some Western technology is
obtained through industrial espionage, though, while another
illegal method entails the use of intermediary firms which
procure valid export licences for an approved end use in an

authorised country of destination, from which the goods are
then reshipped to the Soviet Union.
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. and on Hungary
Hungary is unique in Eastern Europe in that its leaders have pursued

gradual political liberalisation and introduced major economic reforms,
while maintaining party control and a system of central planning. How, in
this context, has Western technology transfer taken place? What has
been the effect on Hungary's economy? Has the New Economic
Mechanism (NEM) of 1968 measurably improved the country's ability to

choose the right kind of technology to import? Has Hungary been able to
assimilate and disseminate the technology more effectively than other
centrally planned economies, where economic reform has been less
marked ? 1

The reform process has to be looked

at historically because, ever since

1968, Hungary's economic

system has been a "rapidly moving target".
Periods of reform (1968-1972 and since

1 979) have alternated with years of reac¬

tion (1973-1978) so that it is difficult to

speak of a single economic system. And
there is quite a difference between the
1 968 blueprint of the economic system

and how it actually works.

It is also important to distinguish

between the economic system and eco¬

nomic policies: the latter can be changed

relatively easily and quickly, but it is much
more difficult to alter the basic features of

the system (who makes the decisions
about resource allocation, for instance, on

what basis, what administrative body

applies such decisions).

Framework

Although Hungary is no longer a tradi¬
tional, Soviet-style, centrally planned

economy, it has yet to become an effi¬

ciently operating regulated market econ¬

omy. The scope of planning has indeed
been substantially reduced. Administrative

orders have been replaced by various "eco¬

nomic regulators" and by informal control

mechanisms. Most economic regulators

prices, exchange rates, interest rates and
credits appear to be operating much as

they would in a market economy but in fact

do not as yet do so in most sectors. So it is
the authorities, not the market, who esta¬

blish and manipulate the regulators by

trying to simulate what a market would
do.

During the first decade of the New
Economic Mechanism, from 1 968 to

1978, Hungary's policymakers made a
series of serious policy miscalculations

which affected the economy's performance

very adversely. First and foremost, the
planners undertook or approved a whole
series of mammoth investment pro¬

grammes which went far beyond the ability

of the economy to implement efficiently all
at once.

Secondly, too much was allocated to

increasing production capacity of energy,
basic materials and simple semi-finished

products, while neglecting to develop a

modern manufacturing sector.

Thirdly, the highest priority of the indus¬

trial investment programmes was to meet

ambitious targets to increase exports to the
CMEA and to meet domestic demand.

CMEA export targets were set before the
deterioration in the terms of trade with the

USSR and were subsequently maintained

on a scale that could not be justified by
terms-of-trade considerations. Unlike a

market economy, whose output can gener¬

ally be sold on any market, much of what

Hungary (like other East European coun¬

tries) produces for CMEA and domestic

markets cannot readily be sold on world

markets for convertible currency. The con¬

sequence has been that, by orienting
investment and production towards the

CMEA and domestic markets, Hungary's

convertible-currency import requirements

mushroomed, but the investments did not

create the kind of export capacity that

could finance these imports. Large foreign

credits were required, eventually leading to
severe difficulties in the convertible-cur¬

rency balance of payments. These difficul¬
ties were aggravated when policy makers

responded to the sharp deterioration in the
terms of trade and other external distur¬

bances after 1973 by accelerating rather

than moderating the country's growth rate.

By 1 978 the convertible-currency debt had
reached dangerously high levels.

Only by instituting an austerity pro¬

gramme, in I979, under which the absolute
level of investment was cut in each of six

consecutive years and living standards

were largely forced to mark time, could
Hungary avoid debt rescheduling. Although
unfavourable external developments con¬

tributed to the country's difficulties in its
convertible-currency balance of trade, their

basic cause can be traced to the shortcom¬

ings of the economic system, and espe¬

cially to the series of poor policy decisions

which aggravated them.

Imported Technology

Between 1968 and 1983, Hungary

imported a significant quantity of embodied

technology that is to say technology incor¬

porated into capital or consumer goods:

25 per cent of total investment in new

machinery was purchased from the West
(somewhat more in industry, somewhat

less in agriculture). Technology imports

through other channels, such as licence

purchases, were much less significant. The

Federal Republic of Germany has been

Hungary's principal technology supplier.

The study's main finding is that, in spite

of the modestly beneficial impact of the

New Economic Mechanism (not yet fully

implemented) on the availability, choice

and quality of goods and services, espe¬

cially in the consumption sector, Hungary
has not so far succeeded in eliminating the

obstacles which usually prevent a centrally

planned economy from making the most of

technology imported from the West. This
conclusion is based on three factors: the

poor performance of Hungarian manufac¬

tures on convertible-currency export mar¬

kets; a case study and other evidence of

the extremely slow and generally inefficient
assimilation of the technology imported;

and the testimony of Hungary's own

experts that the technology gap vis-à-vis
the West has probably not narrowed sig¬

nificantly since 1968 (though there are a
number of exceptions in individual sec¬

tors).

The most significant exception has been

the technological performance in agricul¬

ture which appears to have been better

able to identify, import, absorb and dis¬

seminate the necessary technology. This

performance has two main explanations:

earlier and more consistent application of

the principles of the New Economic

Mechanism and the emergence of a func¬

tioning market mechanism that in certain
areas helps to create competition between

the suppliers and the users of techno¬

logy.

For the economy as a whole, Western

technology (as well as other products) has
mainly helped to facilitate the quantitative

and qualitative development of Hungarian

exports to the CMEA, especially the USSR,

1 . East-West Technology Transfer, Study of

Hungary 1968-1984 by Paul Marer, Indiana
University, OECD. Forthcoming.
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Agriculture has been able to overcome the obstacles to successful technology transfer that have beset other sectors. Above: German combines in
Mako, Hungary, at work on the winter barley crop of a local cooperative farm.

and to prevent a further widening of the

technology gap with the West. This means

that Western technology has still contri¬

buted very much less than it might have

because of several mutually reinforcing
adverse forces.

1 . The actual operation of the economic

system had some beneficial and many
adverse effects on the selection and assim¬

ilation of technology. Abolishing the com¬
pulsory plan's directives in 1968 has had

only a modestly positive impact on state

enterprises (again more beneficial in agri¬
culture) because the central authorities

have retained a dominant role in planning
investment, especially outside agriculture,

a major role in planning foreign trade,

especially imports, and a significant role in

planning production and distribution. Thus

many restrictions on the operations of

state enterprises have continued as has

their de facto dependence on the authori¬

ties: many product and all factor prices are

regulated by the administration; wage reg¬
ulations have remained strict; imports,
especially "non-standard" purchases, are

strictly controlled; a significant share of
depreciation is taxed; profits have had to be

placed into special purpose funds and

spent for designated purposes only; enter¬
prise-specific subsidies and taxes have

continued; finally, the system of "economic

regulators" has been frequently modified.

Thus the system as it actually operates

cannot foster the interest of enterprises in
long-run profitability.

2. These developments have adversely
affected decisions about what technology

to import and how it could be used effi¬

ciently. Since the institutional structure

remained that of a traditional centrally
planned economy after the NEM was intro¬

duced, the planning bureaucracy remained
largely unaffected, and the state's financial

role has been preserved through the State
budget and because of the dominance of

the country's central bank in decisions

about allocating resources. An exceedingly
high level of concentration made it difficult

for a market mechanism to emerge in
industry and, in its absence, important
economic decisions relating to investment
and technology application have continued

to be made by the central bureaucracy
without sufficiently reliable criteria of effi¬

ciency on which to base the choice. To be

sure, the increased autonomy of producers

and the monétisation of the economy since
1968 has helped to improve the quality,
variety and availability of consumer goods.
But performance in the investment and

foreign trade sectors has not improved

noticeably, and the technology gap has
hardly narrowed.

3. Since intra-CMEA trade is governed
by bilateral trade agreements between

central planning agencies, the indepen¬
dence of firms in deciding what investment

projects to undertake, what products to

manufacture, where the factors of produc¬
tion should be procured and what markets

to enter is greatly constrained. The many
obstacles to intra-CMEA specialisation in

manufactures - bilateralism, prices that do

not reflect availability, insufficient incen¬

tives to produce components and parts for

export, dependence on CMEA partners for
imports, and the absence of a convertible

CMEA currency limit Hungary's ability to
manufacture high technology products or

to realize the great potential for comple¬
mentarity between intra-CMEA and East-
West trade.

Hungary's continued economic growth
is crucially dependent on the growth of

imports, and Hungary is still highly depen¬

dent on the West, both technologically and
commercially. The availability of imports

from the West, and increasingly from the
East as well, depends to a great extent on

the country's ability to export modern, high
quality manufactures. Achieving the large
potential benefits of economic relations

with the West requires significant further
improvements in the Hungarian economic

system. In recent years, policy-makers
have become increasingly aware of this
fact and, since the second half of 1984,

appear to have committed themselves to

implementing the reforms in the next few

years.

One of the important lessons of the
Hungarian experience is the immense diffi¬

culty for a centrally planned economy of
designing and implementing a consistent
set of market-oriented reform measures. It

also reveals that reforming a traditional

centrally planned economy takes a long
time to yield fundamental improvements in
investment efficiency, technological capa¬
bility and export performance in convertible

currency for manufactures.

24



Country Problems

and Strategies

FRANCE

A year after the programme was announced,

The new economic strategy introduced

by the government early in 1 983, based

on tight monetary and fiscal policies and
a new prices and incomes policy, has brought

an improvement in France's economic situation.
Inflation has been halved to an annual rate of

614 per cent in the first few months of 1 985; in
1984 relative profit positions in industry were

back up to their 1979 level; productivity has
risen substantially; the current external account

was back in balance last year after recording a

deficit equivalent to Vk per cent of GDP in
1982; and lastly, the general government

borrowing requirement has fallen in relation to
GDP. On the other hand, unemployment

increased sharply in 1984 as industry shed

labour in response to the slowdown in activ¬

ity.

Despite the improvement, the authorities still

have only limited room for manoeuvre, and will
have to pursue a policy of stringency for some

time to come. The underlying imbalances have

France's "community work schemes" provided 1 36,

only been reduced, not eliminated; the improve¬

ment on the external account is still fragile and a
further fall in inflation will be harder to achieve

(although prices are forecast to rise by less than

5 per cent in 1 986). In particular, the process of

bringing public finance back into equilibrium has

only just begun. Fiscal policy must aim to

contain the deficit while easing overall tax

pressure, and that might call for a reappraisal of

some spending programmes, as has already

been done in respect of unemployment bene¬

fits.

The high cost of unemployment benefits was

a direct consequence of the level of unemploy¬

ment, which had risen to 10% percent by the

end of 1 984. While the low level of activity and

growth is the primary reason for the rise in

unemployment, there do seem to be substantial

rigidities in the labour market acting as a

disincentive to employment. Given that the
short-term outlook is for a further deterioration

in the jobless rate, any progress made in

000 jobs.

instilling greater flexibility into the conditions of
employment and the wage formation process

would be very welcome.

The numbers of long-term unemployed are

particularly great in France; over 42 per cent of

the jobless had been out of work for more than

1 2 months in 1 983. The tendency to become

locked into unemployment became more

marked in 1984, with the proportion of those

out of work for two years or more having risen

by 414 percentage points in two years to 22 per
cent. Another feature of French unemployment

is that the male jobless rate is below the

European average while the female jobless rate

is above it. Youth unemployment is also parti¬

cularly severe; 40 per cent of the unemoloyed

were under 25 in 1984, young females alone

accounting for almost a quarter of the jobless

total, with an unemployment rate of over

30 per cent.

The government has taken measures to

remove certain categories from the ranks of the
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jobless. Older people have been encouraged to
take early retirement, while places for a

growing proportion of young people have been

found in training schemes. The latest example

of this "social management" of unemployment

are "community work schemes" for young

people between 16 and 21; they can be

organised by non-profit associations, local

authorities or government agencies and can last

for three to 1 2 months. Young unemployed

people may spend up to 20 hours a week

working on one of these schemes, for which

they receive a modest sum (less than a third of

the minimum wage) from the government,
together with a small allowance from the

employer. Over 100,000 schemes had been

authorised by the spring of 1985, only six

months after the programme was announced,

and the target is 200,000 by the end of
1985.

These devices will not prevent a decrease in

employment and a rise in the unemployment

rate over the coming years, however. A report

prepared for the Senate by the French Statis¬

tical Office predicted that employment would
decline by 800,000 between 1 984 and 1 988,

which implies an increase of 900,000 in the

number unemployed. Even if developments are

more favourable than these forecasts suggest,

specific policies will still be needed if unemploy¬
ment is to be reduced.

In France, as in most European countries, the

unemployment rate associated with a given
rate of capacity utilisation has risen since the

early 1970s, suggesting that the trend and
nature of investment are fundamental factors in

determining the development of the labour

market. One explanation of employers' reluc¬

tance to take on labour lies in the regulations
governing conditions of employment; while

their effects on the demand for labour by firms

may be largely psychological, they may be very
significant to the extent that the future is

perceived as uncertain. One of the most fre¬

quently cited constraints in France is that

employers have to obtain official permission for
all redundancies, whether individual or collec¬

tive. Although 90 per cent of applications are

approved, the process takes time, especially for
larger firms. The regulations do not seem to

prevent redundancies, although at the begin¬
ning of the 1 980s their rate of occurence in

France was slightly lower than in most other
European countries. Between 1982 and 1984,

however, the number of redundancies in¬

creased by 60 per cent, even though there was

no change in the provisions or procedures.

Another disincentive to recruitment is the

existence of a threshold above which firms face

higher payroll taxes and staff representation
costs. A study has shown that firms with five to

nine employees are the ones which have

expanded most.

Despite such institutional constraints, the
French labour market is far from deadlocked.

There is a high rate of job creation and
elimination, with 1.3 million jobs created in
1983 and 1.5 million eliminated. The number

of jobs available responds only averagely well

at best to the business cycle, while the supply
of labour seems insensitive to it. The social

partners are becoming increasingly aware that

a rigid system of protection does not help to

curb unemployment.

Generous unemployment benefits are also

blamed for discouraging the unemployed from

seeking jobs. This does not seem to have been a

major factor in France, however, and certainly
became less so with the reform of 1 984

(reduction in the ratio of unemployment bene¬
fits to previous wages). The proportion of the

registered unemployed drawing benefits fell

from 72 per cent in 1 982 to only 60 per cent in

mid-1984. Now about a third receive nothing,

another third 30 per cent of the minimum wage,

and the final third an average of 80 per cent of

the minimum wage. The new system probably

stabilized the cost of unemployment compen¬

sation, but it is still high; the total cost of this

and other employment measures amounted to

the equivalent of 314per cent of GDP
in 1983.

The other major disincentive to employment

has been the rapid growth in labour costs,

contributing to a rise in the capital/labour ratio,

which has been higher in France than in the EC

average. Wage rigidity is particularly marked in

France, with nominal wages rising nearly irres¬

pective of the labour-market situation in

accordance with the rate of price increase.

While the minimum wage is often advanced as

a major factor in wage rigidity, this is hard to

establish, and its only visible effect is to

squeeze differentials at the bottom end of the

scale. Nor does the minimum wage appear to

have a significant impact on either employment
or inflation.

Real wage rates have thus maintained a

steady upward movement, rising much more

rapidly than productivity growth would permit

and resulting in a growing share of wages in
value added. While real labour costs levelled off

in France in the second half of the 1 970s and

fell in the 1980s, the drop was considerably

less sharp than in Germany, for instance.

While the combination of institutional and

economic rigidities in the French labour market

is not dissimilar to the situation in many other

European countries, it does nevertheless place

France at a considerable disadvantage vis-à-vis

the United States and Japan. Although some
measures have been introduced to make condi¬

tions of employment more flexible and to

facilitate labour market entry, it appears to be

wage-formation rigidities above all that have

been a major factor in the growth of unemploy¬

ment. With widespread de facto index-linking,
firms have borne the burden of the deterioration

in the terms of trade; this has contributed to the

sustained erosion of their profit margins

recorded earlier which had also been squeezed

by the increase in employers' social insurance

contributions from 25 per cent to 32 per cent of

the gross wage bill between 1973 and 1983.

Firms have responded by trying to improve

productivity through substituting capital for
labour. Thanks to the establishment of a norm

for wage increases in 1 983, profit margins have

recovered, though not enough.

policy would be premature; although it has

inevitably had a high cost in terms of employ¬

ment, it is a sine qua non for the restoration of

balanced growth and improved employment

conditions. The solution to the unemployment

problem does not lie in a pick-up in activity

alone, however; it also lies in greater flexibility

of the economic system and, in particular, a

G£/?/l

All in all, the policy of cutting inflation and

restoring external equilibrium is well on the road

to success, though the situation cannot yet be

deemed satisfactory. Any relaxation of the

The lack of adequate growth in production capacity
examples as the above: the Siemens magnet plant
tomography installations.

When the present government took

office in the autumn of 1 982, Ger¬

many had not yet emerged from the

recession brought on by the second oil shock.

Several years of disappointing economic perfor¬

mance had left a legacy of external and internal

imbalances, including high unemployment and

a mounting public sector deficit.

The authorities were particularly worried by

the marked slowdown in the growth of produc¬
tion capacity over the past decade, as a result

of low investment. The latter has been insuffi¬

cient in quantity and hence in its contribution to

job creation and demand. Sustained investment

activity, however, is not only a component of

demand but also important from a supply-side

point of view: it adds to available productive

capacity and is also a major factor in produc¬

tivity trends. But German investment has

become less and less efficient in creating

output. The situation has been compounded by

shifts from capital widening to capital deepen¬
ing, with the result that it has not contributed

enough to employment either. A situation has

arisen in which there is greater slack in the

labour market than in capacity utilisation which

means that, even if existing capital stock were
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reduction in the major rigidities affecting the

labour market. Progress in this area does not

depend solely on government action, but also
on a consensus among the social partners

aimed at spreading the cost of the adjustment

more evenly. Failing that, certain segments of
the population will be bound to find themselves

increasingly excluded from society.

1ANY

is of concern to the German authorities despite such

at Erlangen which manufactures magnetic resonance

fully used, it would not permit full employment
of the labour force.

The new administration saw insufficient

labour market flexibility as a key factor contri¬

buting to both reduced investment and increas¬
ingly capital-intensive production. It also con¬
sidered that market rigidities had developed

because of government regulations and taxa¬

tion practices which were having adverse
effects on the efficient use of both capital and

labour.

To remedy these problems, the present
Government introduced a new economic stra¬

tegy which differs from its predecessor's in two
respects: it sets a coherent, medium-term

policy framework and treats the strengthening
of market forces as a key policy target. In its

January 1 983 Annual Economic Report, the

government diagnosed Germany's economic
ills: the economic upturn of the late 1970s

"masked the growing weakness in the fabric of
the economy" which became more visible after

the second surge in oil prices; a primary reason

for this development was thought to have been

"the substantial expansion of public sector

activity" which "increasingly inhibited the
development of private initiative, the key to

more growth and a higher level of employ¬
ment". In the light of this analysis, a three-

pronged approach was formulated, aimed at

reducing public-sector borrowing, cutting back
the size of the public sector to free resources for

the private sector and thereby stimulate

growth, and curtailing government intervention
while making it more effective.

These underlying objectives translated into

five specific policy proposals:
To limit, and in the medium term to reduce,

the tax burden

To gradually reduce and dismantle subsidies
and tax expenditures

To reassess government regulations that
constitute impediments to increases in risk

capital

To transfer responsibility for certain activities

from government institutions to private

industry

To remove regulations that hinder flexibility
in the labour market.

The government has ruled out any radical tax
reform during its term in office and instead has

opted for a two-step approach. Measures have
been taken to bring about a slight reduction in
the personal income tax schedule in 1986
(which will merely correct for accumulated

fiscal drag since 1982), to provide different
treatment for owner-occupied dwellings, to

improve family allowances and facilitate the
access of small and medium-sized businesses

to risk capital. The second, more forceful, part

of the package is to be implemented in
1987/88, after the next general election. Over

the last few years measures have also been

taken to improve incentives and do away with
tax-induced distortions in the area of business

fixed investment. Depreciation allowances have

been increased, for example. Since there is no

progressivity built into the corporate income tax
system, there has been a sharp decline in the
share of profit taxes in total direct taxation over

the past two decades. But that does not mean
that German corporate income taxes are low by
international standards; the statutory rate of

profit taxation is 63 per cent (56 per cent cor¬
porate income tax plus business tax on profits),
which is one of the highest in the OECD area.

Therefore, the fiscal climate for investment

remains less favourable than in many other

countries.

There would seem to be an urgent need for

more ambitious tax reform covering business

taxation, aimed at removing distortions and

creating better conditions for investment and

growth. Some room for reducing the tax burden
could be found through a cut in subsidies. One
estimate put the total of subsidies, capital
transfers and tax relief at the equivalent of

61/2 per cent of GNP in 1981 and, contrary to
government intentions, the growth of subsidies
has gained momentum since then. Financial
assistance to sectors like agriculture, mining,

aerospace, shipping and railways has continued
unabated, while tax reliefs have risen substan¬

tially.

The government has shown greater resolve
in tackling regulations and other forms of direct
state intervention in the economic process

which it considers a source of distortion and

rigidity in product, capital and labour markets.
Although overall regulatory practices do not
seem to be any more ubiquitous or onerous in

Germany than in most OECD countries, the

government views the dismantling of bureau¬

cratic impediments as a permanent task and of

major importance for ensuring the dynamic
behaviour of firms. It set up an independent

commission to help it examine existing prac¬

tices and some 144 projects for simplifying

legal and administrative procedures were
drawn up. They cover a wide range of economic

activities and provide, among other things, for

statistical enquiries to be cancelled, shortened

or carried out less frequently, for quality and

safety inspections by government agencies to
be reduced and for the number of imported

goods subject to authorisation to be cut. The
commission's first report suggests that these

measures may have substantially reduced the

cost of bureaucracy throughout industry.

Attention has also been given to deregulating

sectors governed by state monopolies or

licencing systems. In the case of road transport,
for instance, a licence is required for moving

goods a distance of over 50 kilometres, with
the number of licences fixed by the Ministry of

Transport and then allotted to the States. This
number has risen considerably in the past 30

years, but possession of a licence is still a
valuable asset, and freight rates are certainly

higher than they would be in a competitive
market.

The post office and telecommunications

monopoly is another area where greater com¬

petition might produce a more dynamic and
efficient range of services. The postal service is

not thought to be efficient enough, and tele¬
phone and telegraph tariffs are very high (at
least by American standards). The government
recently commissioned a report to examine

ways and means of dismantling the domestic
communications monopoly, but it will not be

ready for another two years.

In a similar vein, the government is also

planning to privatise some state-owned indus¬
tries and public services. It argues that the
private sector is in many cases better able to
manage these businesses, adding that, apart
from the once-for-all revenues generated by the

sale of public assets, unprofitable activities

would no longer be a drain on the taxpayer or on

government finances. So far, however, it has
only sold part of its shareholding in the big
conglomerate VEBA AG, retaining a
30 per cent interest. It is now planning to

dispose of all or part of its holdings in another
13 enterprises, including Volkswagen, though,

where it has a majority interest, this will be
retained for the present. There is undoubtedly

scope for further privatisation, particularly at
the level of Land and municipality, and the

government has worked out a programme to
this end which will be submitted to the Com¬

mission of State Economic Ministers.

Labour-market rigidities are another preoc¬

cupation of the government. The level of
unemployment at any given rate of capacity
utilisation has been rising, one reason being

inflexible real wages which have caused a gap

between productivity growth and the increase

in real labour costs. The government hopes to

induce greater flexibility in wage bargaining
without direct intervention, partly as a result of

the improved conditions it has introduced for
employees to acquire shares in their compan¬
ies. »-
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The recovery has been under way for two

years now, with real GNP growth averaging
nearly 3 per cent in 1 983 and 1 984. Inflation is

at the lowest 1 evel since the 1 960s; the

current external account has remained in sur¬

plus, the public sector deficit has continued to

decline and corporate profits have improved

significantly. Unemployment continued to rise

until mid-1983, though, and since then has

stabilised at a historically high level of more
than 8 per cent of the labour force. Reducing
unemployment remains the primary task of

economic policy, therefore. There is no room for

complacency in the fact that the economic

expansion is expected to continue, since output

growth may not be strong enough to reduce
unemployment significantly, and there is not

enough capacity to take up the slack. Further

progress in improving supply-side conditions,

including a reduction of taxation, has to be

made to achieve stronger growth and a sus¬

tained improvement in labour market condi¬
tions.

IRELAND'S "TAX WEDGE'

1979 =100

IRELAND

'

Part of the tax-free zone of Shannon airport, symbol of an industrial policy based on the attraction
of foreign firms.

Over the past few years, serious imbal¬

ances have developed in the Irish

economy. Because of large and persis¬
tent budget deficits, national debt now

amounts to 1 28 per cent of GNP, the highest in
the OECD area. The Government does not

expect the debt/GNP ratio to stabilise

before 1 987. Large current-account deficits for

over a decade have been financed mainly by
official borrowing abroad: external public sector
indebtedness has thus increased to around

70 per cent of GNP. Moreover, the unemploy¬
ment rate is one of the highest in the OECD
area, topping 1 7 per cent in December 1 984. In

addition, industrial competitiveness has deter¬
iorated, since wages and prices have, over the

past five years, increased more rapidly in
Ireland than in its trading partners. Nonethe¬
less, inflation has been brought down: in 1 984,
hourly earnings in manufacturing rose by 1 1 per
cent and consumer prices by 81/2 per cent.

Economic policymakers have been faced

with certain difficult problems recently.
Although public service pay has been con¬

tained, Government attempts to bring the

public sector deficit under control have in recent

years generally relied on increases in taxation

rather than cuts in current government expen¬
diture. The result has been a much heavier tax

burden. Although real wage costs rose by about
1 1 per cent between 1979 and 1 984, real

after-tax wage income fe//by 1 6 per cent. Thus

a very large tax "wedge" has emerged (see
chart). The high level of public debt also means
that total interest payments now absorb a third

of total Exchequer tax revenue. Interest pay¬
ments on external public debt alone preempt
over 6 per cent of national output.

At the same time, the country's industrialis¬
ation policy, which has concentrated on encour¬

aging foreign companies to establish plants in
Ireland, has proved less efficient than had been

hoped in generating employment and devel¬
oping a broad infrastructure of supplier indus¬

tries. A major problem has been the emergence

of a dual industrial economy with a poor
performance of traditional indigenous indus¬
tries, output gains and export expansion being
largely concentrated in foreign-owned high-
technology sectors. Relative factor prices have

1979 1980 1981 1982 1983

1 . Gross wages plus employers' payroll taxes.

Source: OECD Economic Survey of Ireland 1985.

been distorted at the expense of labour - the

most abundant factor. Foreign companies have

regularly remitted over half their earnings to
their parent organisations; the outflow of repa¬
triated profits rose from lr£258 million in 1 980

to lr£940 million in 1984 (6V5 per cent
of GNP). Moreover, foreign companies import
about 75 per cent of their total material inputs,
with the result that inter-industry linkages
between indigenous sectors and foreign high-
technology companies remain limited. One

striking result is that between 1 980 and 1 984,

when manufacturing employment was falling
and real GNP grew by only 2 per cent, industrial

production rose by 24.6 per cent and exports
by 32.8 per cent.

To deal with these problems, the Irish
authorities have proposed important medium-
term orientations for both industrial and fiscal

policies. In its 1 984 White Paper, the Govern¬
ment detailed new directions for industrial

policy. Among the new priorities, assistance
was henceforth to be concentrated on Irish-

owned firms operating in international markets,

and greater emphasis was to be put on
acquiring technology and developing exports
rather than simply investing in fixed assets.
These are moves in the right direction, and it is

to be hoped that support to industry will prove
more efficient than in the past and will increase

employment. Much will depend on the future

administration of industrial policy, however,
and it is equally important that concrete mea¬
sures to effect the re-orientation of industrial

policy be implemented rapidly. In any case, the
success of this policy will also require an
improvement in the overall competitiveness
and efficiency of the economy.

The Government's objectives for fiscal policy
were set out in a medium-term plan called
Building on Reality, published in October 1 984.

It aims to reduce both the public sector and
external deficits. The plan embodies a commit¬

ment that the proportion of GNP absorbed by
taxation and social security charges will not rise
above the 1984 level. In 1984, the share of

total taxes and social security charges was
about 43 per cent. In 1 979, the figure was only
32 per cent. The Government remained com¬

mitted to maintaining the real value of long-
term domestic transfer payments and keeping
short-term unemployment and disability bene¬
fits in line with the overall increase in take-home

pay. ».
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These new medium-term fiscal objectives

imply a distinctly slower pace of fiscal correc¬
tion than was earlier envisaged. The previous

target was to eliminate the current budget
deficit by 1 987; now the aim is to bring it down
to 5 per cent of GNP by that year. Most of the
planned reduction in the deficit is to take place
towards the latter half of the period. There was

a fall in the current budget deficit in 1984 to

7.2 per cent of GNP from 8.2 per cent in 1 983,
but because of a sharp jump in national debt
interest in both 1984 and 1985, the current

deficit this year will actually rise again to

7.9 per cent. Allowing for investment, the
public sector borrowing requirement is larger
and is likely to amount to 16 per cent of GNP
this year. The Plan seeks to reduce this to some

1 1 per cent of GNP in 1987.

The key ingredient of the Plan is a drastic
reduction in public investment, mainly through

a fall in the borrowings of state enterprises. This

projected drop is principally due to the ending of
major investment programmes in the energy
and telecommunications sectors. As a result,

productive infrastructure investment (excluding
roads) is to fall in nominal terms by some 40 per

cent from 1984 to 1987. By contrast, public
investment in social infrastructure projects is

projected to increase by about 1 3 per cent in
nominal terms, entailing a small fall in real
terms. Investment in roads is set to increase by

27 per cent in current prices, a large increase,
even in real terms.

The National Plan's target for the current

external deficit is to reduce it to 3 per cent of

GNP by 1 987, which would amount to a slower
rate of improvement than in the past three

years. This rather modest objective means that
not only will all foreign debt that falls due for
repayment have to be refinanced by additional
borrowing but also further borrowing will have
to be incurred to finance new current deficits. In

this way, the current external deficit "feeds on
itself"; only if nominal GNP growth exceeds the
growth of nominal debt will the debt/GNP ratio
fall. Already in 1983 and 1984, public sector
net external borrowing did little more than
finance interest charges on past debt.

The OECD analysis of these objectives con¬
cludes that a substantial reduction of the

current budget deficit going beyond the target
at present envisaged by the authorities would
seem a key feature of the necessary adjustment

process. Borrowing to finance consumption
raises a problem of sustainability (especially
when financed externally), as it does not

produce the assets needed to service interest
charges. Government expenditure as a propor¬
tion of national output is clearly excessive in
view of:

the need to reduce the already high level of

taxation

the large overhang of public debt and the
rapidly-growing burden of interest payments

the fact that a large share of domestic

savings is absorbed by the public sector means
that a current account deficit is likely to persist

in the medium term.

To achieve a significant reduction in expendi¬
ture, cuts in the real value of social welfare

transfers - which had risen considerably in the

years 1 978-81 may be unavoidable. The
OECD also notes that efforts to reduce the

current budget deficit need to be supported by

the application of stricter criteria for new public
sector investment projects and by more careful
consideration in the provision of subsidies to

loss-making public bodies. In sum, the longer

the adjustment is delayed, the bigger the debt
becomes and therefore the greater will be the

eventual need for larger cuts in the non-interest

component of government spending.

A more rapid pace of fiscal retrenchment

than implied by current budgetary objectives
would have restraining effects on the economy

and, consequently, on employment - at least in
the short term. Providing employment for the

rapidly growing labour force will require a
strengthening in external competitiveness, a
need reinforced by the persistence of a large

current external deficit and the poor profit

situation of indigenous firms. The large decline
in real after-tax wages -16 per cent since
1979- has come about mainly through an

increase in the tax burden (the "tax wedge"

shown in the chart). As a result, income has

been transferred to the public sector, rather

than to enterprises. There has not been a
commensurate fall in labour costs nor a corre¬

sponding improvement in competitiveness.
Expressed in a common currency, costs and
prices need to rise less in Ireland than in
competing countries. Failure to achieve sus¬
tained wage moderation could not but lead to
an untenable situation.

NEW ZEALAND

The new government foresees the progressive abolition of trade barriers and the suppression of
agricultural subsidies.

New Zealand has undergone a relative

economic decline during the post-war

period. It was one of the three or four
richest countries in the world in the early 1 950s

but by the end of the 1970s had dropped to
about 20th position in the international rank¬

ings. Real GDP growth averaged a respectable
4 per cent a year in the 1 950s and 1 960s, but
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the country's economic performance deterio¬

rated markedly after the first oil price shock.

Between 1 975 and 1 982 growth was more or

less at a standstill while inflation averaged
1 5 per cent a year. New Zealand also remained

a full-employment society until 1 978 but, from

1 per cent that year, the unemployment rate
rose steadily to a peak of over 5 per cent in

1 983, still not as high as many OECD countries.
The fiscal balance has worsened, too, with the

deficit rising to 7 per cent of GDP in 1982,

while external indebtedness has risen sharply
as a result of a large cumulative current account
deficit.

With the situation still poor on all fronts in
the early 1980s, the Government focused its

macro-economic policy on the single issue of

inflation in the hope that solving that problem
would lead to improvements throughout the
economy. A wage and price freeze was

imposed between June 1982 and the second

half of 1984, and the annual rate of price
increases did indeed fall from 1 7 per cent in
mid-1982 to 5 per cent from mid-1983

onwards. Growth picked up at the same time,
averaging 4 per cent in 1983 and 1984, with

exports responding strongly to favourable

external conditions. However, certain un¬

derlying imbalances got worse, especially the
public sector deficit which rose to 9 per cent of

GDP in fiscal 1983-84. Total outstanding
government debt soared from 49 per cent of

GDP in March 1 982 to 63'/2 per cent two years
later, while debt servicing as a proportion of net
government expenditure rose from

1 0.8 per cent in 1 981-82 to 1 4.3 per cent in
1983-84.

When the new government came into office

in July 1984, therefore, the longstanding
imbalances in the economy still persisted. As
well as a rising public deficit and growing
government debt, the current account balance

remained in constant deficit, the exchange rate
was heavily overvalued (resulting in a run on the

New Zealand dollar that looked likely to
exhaust the country's foreign exchange
reserves). Lax monetary policy was allowing
the money supply to grow excessively because
of an unwillingness to accept higher interest
rates, and there was generally a heavy reliance
on interventionist policies, which was inhibiting
the allocation of resources.

The new government resolved to adopt a
comprehensive strategy that included not only
sounder monetary and fiscal policies and tighter
macro-economic management but also liberal¬

isation measures such as deregulation of the
financial markets, the phasing out of trade
restrictions and the removal of agricultural
subsidies. The main policy changes and mea¬

sures introduced to date fall into four catego¬
ries:

Monetary policy: All interest rate controls,
credit guidelines and reserve asset ratios have

been abolished. New procedures have been

introduced for controlling liquidity, including the
conduct of open-market operations on a signif¬
icant scale by the Reserve Bank, while a tender

system has replaced the old tap system for the
issue of Treasury bills.

Exchange rate: Foreign exchange controls

have been progressively eased, allowing the
two-way flow of capital and giving New

Zealand residents virtually unlimited freedom to
invest and borrow abroad. In addition, the

decision was taken in February 1985 to float
the exchange rate.

Fiscal policy: A programme of budgetary cuts
has been drawn up, with the fiscal deficit

projected to fall to 3 per cent of GDP in

1 985-86. A tax reform package is also being
introduced to broaden the indirect tax base and

reduce marginal tax rates on personal
income.

Structural policy: Under this heading come
deregulation of the financial markets, the

phased removal of the three main export
incentive schemes and the abolition of export
credit facilities as well as the easing of import
controls and a new round of import licence

tenders. There are plans to reform the wage
determination process, but progress in this area
has so far been limited.

Macro-economic policies have been adopted
in line with these new monetary and fiscal
objectives and with this government's commit¬

ment to exposing all sectors of the economy to
the influence of market forces. Instead of trying
to cushion the economy from adjustment, as
was done in the past, this administration is

pursuing structural policies of a micro-economic

nature, aimed directly at improving the supply
response of the economy and thereby
enhancing the effectiveness of macro-economic

measures.

On the external front, New Zealand's

industry and agriculture have been protected by
what are probably the highest tariff barriers in

the OECD but also by a comprehensive system
of quantitative controls on imports of manufac¬

tures. At the same time, its exporters have been
assisted by a variety of incentive schemes. Ovei

the past two decades, New Zealand has

become increasingly dependent on foreign
trade, with imported goods and services
increasing their share of total domestic demand

from 23 to 31 14 per cent.

Agriculture accounts for almost two thirds of

the country's merchandise export earnings,
though these exports are concentrated in mar¬

kets where New Zealand is a price taker rather
than a price maker. Producers have been aided

by a number of support schemes, the principal
one being the Supplementary Mimimum Prices
(SMP) scheme, introduced in 1978, which
guaranteed prices for two years ahead at levels

designed to maintain producers' incomes. Total
assistance to pastoral activities amounted to

$839 million in fiscal 1983-84, equivalent to
23 per cent of the value of output. SMP pay¬
ments were abolished in 1 985, and other input
subsidies are also being eliminated or
reduced.

Manufacturing industry has flourished behind

the protectionist wall and taken advantage of
buoyant export markets in Australia and Japan.
Until recently, quotas were only relaxed on
imports of goods not manufactured in New

Zealand. The liberalisation process is now to be
speeded up, with quotas to be increased

initially and progressively phased out in favour

of tariffs over the next five or six years.

As part of a general commitment to reducing
government regulatory controls over economic
activities, the administration has taken a series

of measures since July 1 984 to progressively
deregulate the financial system. Various direct
controls have been lifted, and the authorities

have switched to a system of control by
inducement, via a more flexible interest rate

policy. Some measures had been taken back in

the 1970s to remove distortions and improve
competitive efficiency and, in 1976, interest

rate controls were lifted, when the government
realised that higher rates were necessary if it
was to market its debt successfully. But
interest rates were not allowed to rise beyond a
certain level, and the authorities continued to

manipulate the reserve requirements of institu¬

tions. Direct controls on lending rates were
brought back in 1 981 and, by 1 982, when the
price and wage freeze was introduced, the

authorities had returned to a degree of regula¬
tion akin to that prevailing in the early
1960s.

The incoming government reviewed all direct

controls from the standpoint of equity and
efficiency as soon as it took office. Most

controls on interest rates were removed imme¬

diately in July 1984, and all reserve require¬
ments and ratio controls were abolished in

February 1 985. These measures, together with
the tender system for the sale of Treasury Bills,
the more active role played in the markets by
the Reserve Bank and the abolition of restric¬

tions on interest paid on deposit accounts, have
created an entirely new financial environment.

The government now exercises control mainly
by allowing the cost of funds to vary, while the
removal of foreign exchange controls means
that the authorities can now control the mone¬

tary aggregates without the fear of foreign
inflows or outflows knocking the policy off
course (since these movements now only affect
the exchange rate).

The liberalisation of markets should make the

New Zealand economy more adaptable and
efficient so that the adjustment process is less
painful. Given that the country remains one of
the most highly protected OECD economies,
the recent moves to accelerate the dismantling
of trade restrictions are welcome, especially as
they have been supported by the adoption of a
more realistic exchange rate and the institution

of a floating exchange rate regime. Since the
phasing out of import controls will remove a

major distortion and improve resource effi¬
ciency, the sooner the remaining controls dis¬
appear, the sooner those gains will be made.
Meanwhile, the continued rigidities in the labour
market, where there has been the least reform

and where the problems may prove particularly
intransigent, will make economic management
more difficult.

The progress made over the last year
towards the removal of distortions, increased

flexibility and strengthened competitive forces
within an anti-inflationary, medium-term mone¬

tary and fiscal policy framework is impressive. It
is important, though, that the government does
not relax its expenditure discipline and that it
achieves its programme of deficit reduction.

Even though the initial adjustment costs may be
painful, the government's economic policies
appear to have wide support. For the credibility
and success of the policy, pressures for a return
to a protective environment must be resisted.
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Source: OECD
TOURISM

The demand for international tourism in the OECD Member

countries has been unstable since the beginning of the decade.

However, towards the end of 1983 there were signs suggesting

that there would be a recovery in 1 984. All indicators have shown

that this recovery did, in fact, come to pass. Although this does not

apply to all countries, a large number of them were able to make up
for the losses they recorded in 1 983, but they could not match the
rates of growth that were experienced during the 1970s.

Overall, the main trends for 1984 so far indicate that:

Arrivals at frontiers were up 3 per cent as against a standstill in
1983

Nights spent in the various types of accommodation rose by
4 per cent, more than the 1 per cent rise in 1 983

Receipts in real terms increased by 6.5 per cent against a 2 per
cent rise in 1 983

Receipts in current dollars rose by 2 per cent over 1 983 and
expenditure by 1 per cent, each totalling $70 billion.

The growth in tourist flows towards the countries of the Pacific
region continued, and there was a substantial improvement in the
tourism record of the Mediterranean countries. Use of tents,

campers and other supplementary accommodation by foreign
tourists in most of the countries for which information is available

contracted, while the number of tourists from the United States
continued to rise for all Member countries. French tourists (who

restricted their foreign travel in the previous year) resumed their
travels.

As to the "destination pattern" (the distribution of tourist flows
between different destinations and the split between international

and domestic demand), it was affected by a number of factors: for

example the slower rate of economic recovery in Europe, compared
to the United States, again encouraged North American tourists to

travel abroad and Europeans to travel within their own countries or

to other European tourist destinations. Similarly, the variations in

exchange rates and the changes in tourist prices and air fares
(particularly on the North Atlantic routes) reinforced the vigorous
competition which had already developed between tourist desti¬
nations. *

TREND IN INTERNATIONAL TOURISM IN THE OECD AREA

Change over previous year
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Arrivals at frontiers1
Nights spent in means of

accomodation2
Receipts in national

currency
Receipts in real terms3

1983 1984 1 983 1 984 1 983 1 984 1983 1984

0.4 0.1 -2.8 -0.8 -0.7 6.6 -3.7 0.9

n.a. n.a. 4.5 n.a. 21.4 10.6 13.5 3.7

n.a. n.a. 3.3 -4.4 9.8 12.0 2.4 5.4

n.a. n.a. 1.8 2.5 -0.8 6.2 -9.0 -0.8

1.6 n.a. 4.2 7.8 19.7 20.6 9.2 12.4

-1.8 n.a. n.a. 9.9 6.4 11.9 3.4 9.1

-5.1 15.6 -7.6 17.2 1.9 42.2 -14.1 20.9

6.9 9.9 n.a. n.a. 117.2 59.4 19.7 23.5

0.1 1.0 8.6 2.9 9.9 13.3 0.2 4.4

-3.6 5.5 -3.5 -2.1 21.7 10.0 5.8 -0.8

n.a. n.a. 9.5 10.0 21.4 10.6 13.5 3.7

n.a. n.a. -2.7 n.a. 1.9 16.7 -1.1 13.5

1.4 n.a. 2.2 7.3 3.9 7.9 -1.2 -0.5

17.4 10.9 0.6 5.0 33.4 50.9 6.3 16.7

-1.8 4.0 3.7 10.9 25.7 26.0 11.9 13.2

n.a. n.a. 18.3 3.9 28.0 8.9 15.9 0.8

0.0 3.0 -2.1 -2.8 7.6 12.5 4.8 9.3

16.8 30.3 50.2 n.a. 51.3 120.2 17.0 46.5

7.4 9.7 6.3 6.8 15.2 14.2 9.4 8.6

-0.2 2.9 1.2 4.1 n.a. n.a. 5.5 7.9

2.5 7.4 -4.1 n.a. 6.1 15.1 0.3 10.7

n.a. -4.0 n.a. n.a. -7.9 0.2 -11.2 -2.9

2.5 7.4 n.a. n.a. n.a. n.a. -9.3 -0.5

-1.1 7.6 n.a. n.a. 9.3 18.0 -0.3 10.6

9.8 7.2 n.a. n.a. 3.7 17.9 2.0 15.5

7.2 12.7 n.a. n.a. 17.9 54.4 8.5 45.2

6.1 8.0 n.a. n.a. n.a. n.a. 1.5 16.4

0.0 3.2 1.2 4.1 n.a. n.a. 2.2 6.5

4.6 5.3 -0.6 19.6 67.0 123.3 18.9 45.7

1.

2.

4.

5.

Arrivals of tourists or visitors. Data estimated for Australia.

Nights spent in all means of accommodation except in Finland, France (lle-de-France) and Norway, where nights spent concern hotels and similar
establishments.

After correcting for the effects of inflation in each country. For the regional and OECD totals, the receipts of the individual countries are weighted in
proportion to their share in the total expressed in dollars.
Receipts apply to both Belgium and Luxembourg.
Overall trends for countries with data available from 1 982 to 1 984.



Travel agents and other services, including transport operators,
had to take special measures to attract clients whose business was

more and more sought after. At the same time, the commercial

practices of official agencies responsible for promoting their

country as a tourist destination were rationalised, and government

authorities in a number of countries re-examined their supply of
facilities.

Source: Tourism Policy and International Tourism in the OECD Member
Countries, OECD, Paris, 1985.

STEEL

World steel demand, after a recovery of 8 per cent in 1 984, will
show little further progress in 1985.

The downward trend in consumption in the OECD area, apparent
since 1973, is likely to be confirmed in 1985.

Net steel exports from the OECD area declined in 1 984 but may
be higher in 1 985. Steel imports into the United States surged in
1984 by 53 per cent; in 1985 they are likely to fall by some
1 7 per cent.

Crude steel production in the OECD area in 1 984 was more than

9 per cent higher than the year before, though still 20 per cent
below the 1974 level. For 1985, a small reduction is

expected.

Total crude steel capacity in the OECD area in 1 985 is projected
to be almost 56 million tonnes (or 1 0 per cent) below its peak in
1980. This is mainly due to significant reductions from peak
capacity levels by 1 7 per cent in the EC and the United States

and by over 20 per cent in Sweden and Australia. However, the

average rate of utilisation in 1 985 in the OECD steel industry will
probably still be only 70 per cent.

The decline in employment in the OECD steel industry in 1 984
was considerably less than in the previous year, but still
amounted to about 55,000 jobs (4 per cent). Since 1974 the

number of workers has fallen by around 720,000 or 37 per
cent.

Source: The Steel Market in 1984 and the Outlook for 1985, OECD,
Paris, 1985.

MARITIME TRANSPORT

Economic recovery brought an overall increase (6 per cent) in
seaborne trade in 1984. World-wide shipments of dry bulk
commodities such as iron ore, coal, grain, bauxite and phosphate
rock expanded overall by 10 per cent, while crude oil shipments
increased only marginally. The 1984 upswing in demand for bulk
shipments helped greatly to reduce the number of such ships that
had been mothballed but did not do much to increase bulk freight
rates.

Scheduled liner shipping benefited most from the increases

though, from the point of view of ship operators, the recovery was
shaky at best. Moreover, with the introduction of round-the-world

services and the building of new containerised tonnage, there is
likely to be another period of overcapacity (perhaps 40 per cent by
the beginning of 1986).

The upturn in world trade was not great enough to prevent large
surpluses of shipping capacity from continuing in almost all other
sectors as well; nor will further economic expansion in 1 985 suffice
to eliminate the imbalance between supply and demand or the
continuing weakness in the industry's profitability.

The tonnage of the world fleet fell by nearly 1 per cent in 1 984,
largely as the result of the continuing decline in the number of

tankers. There is still a big surplus of tankers in the larger size range
(1 60,000 dwt or more); the fact that there has been a rise in the
number of orders for smaller tankers throws a further shadow over
the future of this sector.

Competition from state trading lines and increased intervention

in trade by the governments of a number of developing countries
helped to prevent the recovery in the shipping industry from being
more pronounced.

The OECD share of world tonnage is now down to 45 per cent
compared to 52 per cent five years ago. The main gains were in the
fleets of the open registry states of Panama, Cyprus and the
Bahamas and of certain developing countries, particularly those in
the Far East. The workforce in Member countries' fleets continued
to decline.

Source: Maritime Transport 1 984, OECD, Paris, 1 985

TAXES

Overall tax burdens are traditionally measured by the ratio of
total tax revenues to GDP. Provisional estimates for 1984 show

that in nine of the 1 5 countries where data are available, the level of
taxation increased, and in six it fell.

In 1 983 - the latest year for which definitive data are available -

Sweden, the Netherlands, Norway, Denmark and Belgium had, as
they have since 1973, the highest overall tax burdens and

Australia, the United States, Japan, Spain and Turkey had the
lowest. For all countries listed in the table except Finland,
Germany and Turkey, the ratio has reached its highest point in
the 1980s.

Australia, Denmark, New Zealand and Turkey obtained more
than 50 per cent of tax revenue from income taxes in 1983,
whereas consumption taxes were the major source of revenue in
Austria, Greece, Ireland and Portugal, and social security contri¬
butions in France, Germany, the Netherlands and Spain.

TOTAL TAX RECEIPTS AS % OF GDP

AT MARKET PRICES 1

1980 1981 1982 1983 1984*

Sweden 49.4 51.1 49.9 50.5 50.6

Netherlands 45.8 45.2 45.5 47.3 45.4

Norway 47.1 48.6 47.7 46.6 46.3

Denmark 45.5 45.3 44.2 46.2 47.3

Belgium 43.9 44.2 45.6 45.4 n.a.

France 42.5 42.8 43.8 44.6 45.4

Luxembourg 36.3 34.1 37.7 42.5 40.8
Austria 41.2 42.5 41.1 41.0 42.0

Italy 33.2 34.5 37.5 40.6 n.a.

Ireland 34.7 36.2 37.8 39.2 40.1

United Kingdom 35.4 36.5 39.2 37.8 38.6

Germany 37.9 37.4 37.4 37.4 37.3
Finland 34.2 35.8 35.4 35.2 37.1

Canada 32.0 34.0 33.8 33.0 34.8

Portugal 29.2 30.9 30.9 32.9 31.2
Greece 28.6 29.2 32.1 32.9 n.a.

New Zealand 30.9 32.1 33.5 32.5 n.a.

Switzerland 30.8 30.6 31.0 31.6 32.2
Australia 30.3 31.1 31.0 30.0 n.a.

United States 30.4 30.8 30.6 29.0 n.a.

Japan 25.9 26.8 27.2 27.7 n.a.

Spain 24.1 25.0 25.4 27.2 n.a.

Turkey 19.0 20.4 20.1 18.8 14.4

Unweighted average:
OECD Total 35.1 35.9 36.5 37.0 n.a.

1 . Ranking on the basis of 1 983 figures.
* Provisional.

n.a. : Not available.

Source: Revenue Statistics of OECD Member Countries 1965-1984,
OECD, Paris 1985.
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FOR THE RECORD

International Energy

Agency (IEA)
Ministerial

i Communique

lU. fil

.ark/

The Past Decade

The Governing Board of the International

Energy Agency (IEA) met at Ministerial
level on 9th July 1985 in Paris, under the

Chairmanship of Mr. G.M.V. van

Aardenne, Minister of Economic Affairs of

the Netherlands.

Ministers reviewed the energy results of

the past decade, characterised by two

sharp oil price increases each of which
contributed to a serious economic reces¬

sion. They welcomed the extensive struc¬

tural adjustments by which the energy
sectors of IEA countries' economies have

responded to the consequences of higher

oil prices, including:

The reduced amount of energy, espe¬

cially oil, needed for each unit of GDP,

thereby holding total energy consumption
level while their economies grew by

29 per cent

Major changes in the fuel mix, reducing

the share of oil from 53 to 42 per cent

An increase in indigenous energy produc¬

tion by the equivalent of over 10 million

barrels of oil a day.

They attributed these changes to the

effects of sharp price increases working

through the market mechanism, and also to

government policies addressed to energy

security, conservation, market-oriented

pricing, energy R&D, open international
trade and, in general, greater indigenous

production, growing efficiency, and public

awareness of energy problems. They

recognised the importance of dynamic

energy industries capable of responding to
the need for structural change and of open,

flexible and transparent energy markets.

They also recognised the crucial impor-

The oil refining industry is in the process of
restructuring, though progress differs

widely between IEA regions and coun¬
tries.
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tance of international energy cooperation

within the IEA in achieving these results.

They noted the severe economic losses

caused by the recessions which followed

the oil price increases. They believe, how¬

ever, that structural adjustments in energy

economies contributed to subsequent

recovery and helped prevent GDP losses

and unemployment from being greater than

they were. Further structural adjustment in

energy sectors will be necessary to sustain

economic activity in the future.

They noted that the current oil-market

situation is characterised by relatively

weak demand, considerable over-capacity

(much of which, however, is concentrated

in the Gulf region) and downward pressure
on prices.

Looking ahead, Ministers found major

challenges facing energy consumption and

every major fuel, and concluded that the

present oil market situation is not to be

expected to extend far into the next decade

and beyond. Secretariat analysis indicates

that, within ten years (or earlier if weakness

appears in any alternative fuel or in effi¬

ciency gains), world demand for oil could

approach levels close enough to antici¬

pated available production capacity to pro¬

duce upward price pressures and to restore

the condition of vulnerability to supply

disruptions which existed in 1973-74 and

1979-80.

If that were the case, the consequences

for the world economy could be severely

adverse. Despite the inherent difficulties of

forecasting energy developments given the

wide range of unpredictability concerning

many of the underlying factors, Ministers

therefore agreed that it would be impru¬

dent and even dangerous for IEA countries

to ignore forecasts of the IEA, governments

and industry which point to tightening

energy markets in the 1 990s, especially for

oil. Instead, they reaffirmed that providing

adequate and secure energy sources in a

way which complements efforts to pro¬

mote economic growth remains the major

objective which governments have for the

IEA. They therefore forcefully underlined

the importance of reducing future risks by

maintaining the energy policy directions

already well established in the IEA and

continuing their vigorous implementation,

especially in the areas referred to below.

Structural Change
within the

Market System

Against this background, Ministers

agreed that one requirement for energy

policy is flexible, open and resilient markets
within which the different fuels can com¬

pete vigorously and find their levels of

demand and supply through operation of

the price mechanism. Another require¬

ment, since governments are directly and

indirectly concerned with energy activities,

is that governments also carry out policies

which accomplish their objectives and at

the same time supplement an effective

market system in a manner which is con¬
sistent with the national circumstances of

each country, such as the following

approaches in overall policy:

Energy pricing policies which permit con¬

sumer prices to reflect world market prices

(and where world markets do not exist to

reflect long-term costs of energy supply),

and which interfere as little as possible with

operation of market forces (with particular
reference to direct controls or subsidies for

natural gas, electricity and coal)

Actions regarding national energy re¬
sources which contribute to increased indi¬

genous energy production

Tax, royalty and trade regimes which are

conducive to efficient use of energy, indi¬

genous energy production and energy

imports, exports, and finance as well as in

the particular energy policy areas referred
to below.

Conservation

Ministers consider that energy efficiency

and conservation remain a particularly

important part of energy policy. Conserva¬

tion has contributed to increasing eco¬

nomic efficiency, energy security and pro¬

tection of the environment in IEA countries,

but potential remains for large further gains

in all sectors of the economy. This potential

can best be realised through market forces

and government policies complementing

one another in a manner which depends on
national circumstances. Ministers therefore

agreed that government policies remain

important to continued progress in

reducing energy intensity, and that those

policies should be selective, carefully plan¬

ned, cost effective and their results period¬

ically assessed. The IEA is contributing to

governments' understanding of the cost-
effectiveness of their efforts. Ministers

adopted Conclusions relating to conserva¬

tion (See page 36).

Oil Refineries

and Product Trade

Ministers reviewed the situation of the

refining industry, bearing in mind such

relevant factors as the present oil-market

situation and outlook, the need to ensure

security of supply and effective operation
of the market.

1 . Ministers noted that, because of

less than expected demand, the industry

had attained far greater levels of capacity

than are now required, with a consequent

need for adaptation. A process of restruc¬

turing is in course, though progress differs

widely as between IEA regions and coun¬

tries. Ministers agreed that this process

should be vigorously pursued without

creating distortive effects to the interna¬
tional market.

2. Ministers noted that, during the

next few years, increasing quantities of

refined products would be flowing onto
international markets from new refineries

coming on stream in countries outside the

IEA area. They recognised the interest of

developing countries in valorising their

exports. By comparison with overall world

consumption, the quantities are not very

large; but they would of course add to the

problems of the refining industry in Member
countries.

3. Ministers took the view that it

should be possible for markets to absorb

these additional supplies without undue

disruption, but only if their impact was not

artificially concentrated on a particular

region or regions: both importing and

exporting countries should take full

account of this point.

4. Ministers therefore agreed to

pursue expeditiously a common approach

whereby they would maintain or create

conditions such that imported refined pro¬

ducts could go to the markets of the

different IEA countries and regions on the

basis of supply and demand as determined

by market forces without distortions.

5. Ministers agreed that the IEA will

continue to closely monitor developments

in this area so as to permit assessment of
the extent to which such a common

approach is carried out in practical terms on

a timely basis.

Electricity, Coal,
Nuclear Power

and Other Energy Sources

Ministers affirmed the need for strong

and effective policies to enable electricity

to make its appropriate contribution to

economic development and energy security

of Member countries, as already decided by

the Governing Board on 27th March,

1985. Ministers noted especially the roles

of coal (including lignite and other solid

fuels) and nuclear power, as well as hydro-

power and renewables, in electricity gener¬

ation, the role of each depending on
national circumstances.

Coal is the most abundant indigenous

OECD energy resource. Ministers attached

particular importance to further expansion

on an economic basis of production, use
and trade of coal and to the need to

substitute oil in electricity generation and in

industry by coal used in an enviromentally

acceptable way, and agreed that demand
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and not supply is the limiting factor at the

present. They noted the statement by the

Chairman of the IEA Coal Industry Advisory

Board regarding efforts by the coal industry
to improve marketing, support coal R&D,

help overcome environmental problems,

increase world trade in coal, and improve

market information, and requesting gov¬

ernment attention to environmental regula¬

tions, coal R&D and remaining trade
restrictions.

Nuclear energy now accounts for over

1 5 per cent of IEA electricity generation.

Ministers noted the progress recently made
in a number of Member countries in devel¬

oping their nuclear power programmes,

and are aware of the slowdown in progress
of the nuclear programmes in other

Member countries. They agreed that
further action, such as streamlined

licensing procedures, standardized de¬

signs, and appropriate waste management
programmes should be undertaken in order

to realise the potential contribution of

nuclear power in the future, consistent with

appropriate environmental and safety

requirements, and strict respect of current

non-proliferation policies.

Ministers noted that renewable energies
already make an important contribution to

the energy balance of a number of Member

countries, and could be expanded. They
emphasized the importance of research and

development where this would reduce the

costs of renewable energies and enable

them to realise, on an economic basis, their

potential contribution to energy supplies in

the medium and longer term.

Natural Gas

Ministers recognised that in order to

increase the use of natural gas, inter alia as

a substitute for oil, it is important to

maintain the competitiveness of gas in the

market place and to develop technologies

which would permit new usage of natural

gas in the medium to long term. They noted

the Secretariat's analysis to date which

shows that, if the potential for increased

natural gas use in substitution for oil is to be

realised, additional supplies of gas,

including imports from non-OECD coun¬

tries, will be needed in the mid-1 990s. To

ensure that this does not prejudice the

energy security of Member countries, Min¬

isters agreed that implementation of all

aspects of the Conclusions on Energy

Requirements and Security adopted by IEA
Ministers on 8th May 1983, appropriate

co-operation with regard to security of

supply issues, and continuing attention to

these issues, including in the appropriate

bodies and international organisations,

remain essential. Implementation would be

helped by successful completion of nego¬
tiations between producers and consumers

on the exploitation of the gas resources of

OECD countries. Ministers adopted conclu¬

sions on natural gas. (Page 36).

Energy and the Environment

Ministers reaffirmed their view that

energy production, conversion, transport

and consumption must and can be carried

out in an environmentally acceptable man¬

ner. They therefore agreed to promote

actively energy policies which advance

both energy and environmental objectives

and to give due weight to environmental

considerations in formulating their energy

policies. At the same time they urged that

due weight also be given to energy consid¬
erations in the formulation of environ¬

mental policies. Accordingly, Ministers

adopted conclusions on energy and the

environment relating, among other things,

to energy conservation; improved techno¬

logy; reconciliation of energy and environ¬

ment objectives and achieving comparable

progress. (See page 36).

Enhanced International

Collaboration

in Energy

Research and Development

Ministers recognised that stronger and

more effective^energy R&D efforts are an
integral and essential part of achieving

long-term energy security. They empha¬

sized the importance of enhanced collabo¬

ration in international energy R&D to pro¬

mote common energy security objectives
and to achieve the benefits of increased

cost-effectiveness and a healthy physical

environment. They agreed to pursue new
actions to facilitate international R&D col¬

laboration inter alia in clean use of coal,

advanced techniques for resource exploita¬

tion and energy technology information

systems, while continuing to support the

on-going activities in fossil fuels, renewable

energy, fusion technology and greater

energy efficiency. They noted with satis¬

faction the statements by Japan, the

United States, and the European Commu¬

nity that agreement has been reached to

proceed with the Three Large Tokamaks

Agreement, and by the United States and

the European Community to proceed with

two other fusion energy agreements. Min¬

isters agreed that collaboration could be

made more effective through consultations

at an early stage of R&D planning. They

requested the IEA to develop further its

system to monitor the extent and progress

of collaborative energy R&D among

Member countries, both bilaterally as well

as under IEA auspices. Accordingly they

adopted conclusions on energy R&D

(page 37).

Oil Emergency Preparedness

Because of the inherent uncertainties as

to how energy demand and indigenous
energy production will evolve in the future,

and because of current indications pointing

to tighter oil markets in the future, Minis¬

ters agreed that they will continue to give
high priority to the established IEA emer¬

gency preparedness system, including both

oil sharing and co-ordinated early use of

stocks and other measures in oil supply

disruptions. They agreed that adequate

stock levels must be maintained, even in

the current slack oil market. They adopted

conclusions to ensure that this system

remains ready, strong and effective

(page 37).

Global Dimensions

Ministers recognised that energy devel¬

opments are of global importance, and

especially that sound energy policy actions
both inside and outside IEA countries to

achieve energy supply and demand balance

in the future would contribute strongly to
improved world economic conditions. They
therefore stressed the importance of con¬

tinuing constructive contacts between par¬

ties concerned in order to gather and

exchange information about energy devel¬
opments and to promote understanding in

respect of energy policies.

IEA Co-operation

Ministers welcomed the fact that energy

has not been a source of political discord or
economic dislocations between IEA coun¬

tries. They recognise the IEA as an essen¬

tial framework of strong international co¬

operation and cohesion in the energy field

within which individual countries develop

and implement their national energy poli¬

cies, taking overall IEA interests into

account and considering, within the IEA,

the impact of their proposed actions upon
other Member countries.

Ministers expressed their conviction that

all the agreements they reached will con¬

tribute strongly to sustained and non-

inflationary economic growth, not only for
IEA countries but also for the world

economy in general. This will occur through

the direct effects of the activities necessary

to achieve further structural change,

without increasing energy costs, and also

indirectly by instilling public and business

confidence that the energy problems which

have hampered economic growth during

the past decade can and will be resolved

successfully. They believe that these will

be beneficial for the general public and for

enterprises of all kinds, for the introduction

of new and advanced technology generally,

and in helping to reduce unemployment.
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The Five

Conclusions

1. Conservation...

Ministers noted that the IEA have under

way a wide-ranging study designed to help

governments assess which conservation

programmes are likely to be most cost

effective. While detailed policy proposals

must await the completion of this study, on
the basis of the work so far done, Ministers

concluded that in order to further reduce

the energy intensity of IEA economies,

government conservation policies should

be actively pursued and should focus on the

following types of action which, depending
on national circumstances, could assist in

achieving greater energy efficiency:

Ensuring that the energy pricing and

tariff systems give the right signals to
consumers

Ensuring that information programmes
are well directed towards the removal of

the obstacles to energy conservation

Identifying what financial barriers exist,

helping to improve access to financial

resources and encouraging where appro¬

priate the use of innovative financing

schemes by the parties concerned

Improving the skills of the conservation

service industry

Developing more effective evaluations of

their conservation programmes and a

better understanding of the factors which
influence consumer decisions

Standards and regulations

Well designed programmes of research,

development and demonstration.

2. Natural Gas...

Ministers agreed that the following

actions are required for implementation of

the May 1 983 Conclusions:

Avoidance of undue dependence on any

one source of gas imports and obtaining

future gas supplies from secure sources,

with emphasis on indigenous OECD

sources. Additional supplies from other
sources should be obtained from as diverse

sources as possible, taking into account

supply structures, the share of gas in

energy balances, and the geographical
situation of individual countries. In

assessing the full costs of gas supply

sources, gas companies and, as appro¬

priate, governments will consider security
factors.

Development of indigenous gas re¬

sources in particular in North America and

the North Sea, including the Norwegian

Troll field, with a view to making supplies

available at prices competitive with other
fuels in the mid-1990s.

Necessary and appropriate cost-effec¬

tive measures suited to each country's

situation to strengthen their ability to deal

with supply disruptions.
Measures to avoid an increased reliance

on oil if gas supplies should prove inade¬

quate to meet demand.

Ministers noted that the Secretariat is

updating the study on Natural Gas Pros¬

pects to 2000 published in 1982. They

requested the Governing Board at official
level to review the results of this work and

to draw any necessary policy conclusions
from it.

3. Energy and
The Environment

Energy production, conversion, trans¬

port and consumption should be carried out

in an environmentally acceptable manner,

and reliable technologies and methods
exist to control most of the environmental

impacts of energy production and use.
Solutions to the environmental issues asso¬

ciated with energy are fundamental to the

maintenance of adequate, economic and

secure supplies of energy in the long term
and the form of these solutions would be

important for energy policy. Ministers will

therefore promote actively in their energy

policies those lines of action which advance

the objectives of both energy and environ¬

mental policy, paying particular attention

to the development of new, environmen¬

tally favourable energy technologies and to
the efficient use and conservation of

energy. At the same time, they recognise

that many factors play an integral part in

the formulation of energy policy, including

improvement of the energy mix, energy

security, and minimisation of costs as well

as protection of the environment. All these

factors, including protection of the environ¬
ment should be taken into account at an

early stage in the formulation of energy

policy. Inevitably, the factors will some¬

times conflict. When this happens, it will be

necessary to strike a balance between

them, taking into account all the costs and

benefits involved, both nationally and inter

nationally. The decisions so taken may

differ between countries according to their

energy mix and degree of pollution.

More efficient use and the conservation

of energy on an economic basis are of

primary importance for achieving the objec¬
tives of both energy and environmental

policy. Means to promote the efficient use

of energy are, in general, free of environ¬

mental disadvantages, and the environ¬

mental problems associated with energy

production and consumption are therefore

generally reduced if less energy is used.
Ministers will therefore strengthen as

appropriate their policies to promote the
efficient use and conservation of energy by

economic energy pricing, removing barriers

to the effective operation of price signals

through the market and adopting specific

measures and programmes.

The introduction of improved technology
on an economic basis is fundamental both

to securing the more efficient use of energy

and to resolving the environmental ques¬

tions associated with energy production,

conversion, transport and consumption.

Development of cost-effective, new tech¬

nology is particularly important. Ministers

will therefore give proper weight in their

programmes of research, development and

demonstration to technologies to pro¬
mote:

The more efficient use and conver¬

sion of energy
The combustion of coal or its conver¬

sion to other forms of energy in an environ¬

mentally acceptable manner

The safe disposal of nuclear waste

Renewable sources of energy which

are environmentally acceptable and com¬

petitive.

Progress in this area can be advanced by

co-operation between Member countries

including the exchange of information and

of relevant technologies.

The reconciliation of energy and environ¬

mental objectives will be assisted if the

costs of measures to protect the environ¬

ment are carried by polluters - the "polluter

pays principle". They will then be reflected

in prices to consumers, to the extent that

market forces permit, with the result that

the operation of the market will promote

the more environmentally favourable en¬

ergy mix. At the same time, it is desirable to

promote on an economic basis other lines

of action which advance both energy and

environmental objectives, such as:

The use of natural gas with due

regard to the risks to energy security and to

problems associated with the emission of

nitrogen oxides

Environmentally acceptable

methods of burning coal

Better coal preparation and the use

of low sulphur coal

The development of nuclear energy

which, under stringent standards for
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health, safety, and waste disposal, and

strict respect of current non-proliferation

policies, generally has environmental ad¬

vantages

Promotion on an economic basis of

the use of electricity when it can be

produced in an environmentally acceptable

way

- The use of district heating, combined

heat and power and other types of waste
heat utilisation

More efficient and less polluting

motor vehicles and the more efficient use of

public transportation.

Ministers urge that, just as the formula¬

tion of energy policy should give due

weight to environmental considerations, so
should environmental policy give due

weight to energy policy considerations. In

particular:

- At an early stage in the considera¬

tion of changes in environmental policy,
there should be consultation with all in the

energy sector who are likely to be affected

so that proper account can be taken of the

energy policy aspects of the decision.

- Environmental objectives should be

clearly articulated, but regulations should

allow maximum flexibility on the methods

of achieving the objective; to this end they

should avoid setting out precise technical

methods of environmental control and they

should, in appropriate cases, set standards

for emissions in a region or industry rather

than in specific plants.

Environmental regulations should be

subject to review but any changes in their
requirements should be infrequent and as

predictable as possible; new requirements

for existing installations and those under
construction should take into account the

necessity of a reasonable adjustment per¬
iod.

Ministers stress the necessity, in the

interests of environmental protection and

the avoidance of any resulting market

distortions, of achieving comparable pro¬

gress in the field of environmental protec¬
tion in all Member countries, taking

account of the need for flexibility and also

taking account of relevant environmental
conditions and contributions by Member

countries over the years to the protection

or improvement of the environment. They

recognise the need for close co-operation
on the local, national and international

levels between those responsible for

energy policy and for environmental policy.

They will consider whether the arrange¬
ments for co-ordination within their own

governments need strengthening. This
examination will include the questions of

strengthening the capability of Member

governments to analyse the inter-relation¬

ship of energy and environmental consider¬

ations and of providing the necessary data

base for such analysis.

The Governing Board at official level is

requested to take the necessary measures,
in close consultation with the OECD Envi¬

ronment Committee, to implement these

Conclusions and in particular to:

give weight to environmental con¬
siderations in their work on energy pol¬

icy;

keep in close touch with those

aspects of the work of the OECD Environ¬
ment Committee which are of concern to

the IEA.

The OECD Environment Committee are

invited to take these Conclusions into

account and to continue their co-operation

with the IEA in their work in this area.

4. Enhanced International

Collaboration in Energy R&D

Ministers recognise the need at this time

to improve the results of energy research
and development through enhanced inter¬

national collaboration, which should pro¬

ceed from national needs and programmes

of all Member countries, building where

possible on existing arrangements, in¬
cluding R&D activities going on bilaterally
or in other international fora.

In particular they:

Recognise the need to maintain
national technology development pro¬

grammes in order to ensure long term
energy security, cost-effectiveness and a

healthy physical environment

Acknowledge that the past ten years

of experience in energy technology devel¬

opment provides a background for more
selective and rational planning of national

programmes, and that the future aggregate

effort is likely to be more effective through

early consultation at both the technical and

political levels

Consider that increasing stringency

in national energy RD&D budgets places

greater urgency on the need for collabora¬
tive projects in support of national pro¬

grammes, and the necessity for more
effective monitoring

Continue to support on-going and
new activities in fossil fuels, renewable

energy, fusion technology and greater

energy efficiency

Agree that early consultations
should be directed towards investigating

possibilities for joint programme planning in

the specific fields of, inter alia,
clean use of coal;

advanced techniques for resource

exploitation;

energy technology information sys¬

tems;

Ministers concluded that the IEA, with

particular reference to the CRD, should:
Serve as a forum for discussion and

as a catalyst for facilitating enhanced
international R&D collaboration, taking

into account the need to co-ordinate with

similar work elsewhere

- Ensure that an efficient process

exists for joint programme planning dis-
cusssions, bilaterally or multilaterally, to

increase awareness of opportunities for

and of the benefits to be gained from
collaboration

Identify national barriers to collabo¬
ration and to recommend measures for

consideration by Member countries to
reduce such obstacles and that the Gov¬

erning Board should receive reports on an

annual basis regarding the progress being
made toward increased collaboration and

recommendations on improved early con¬

sultations and joint programme planning

approaches, as well as the results of the

monitoring process.

5. Security of Oil Supply

Ministers agreed that the following

action is necessary to ensure continued

preparedness to respond to possible oil

supply disruptions:

Maintenance of preparedness against

the possibility of future oil supply disrup¬

tions will remain among the highest energy

priorities of the IEA and each Member

country.

Participation by oil companies in devel¬

oping, testing and, if necessary, imple¬

menting, the IEP Emergency Sharing

System and, as appropriate, in other

aspects of the IEA emergency prepared¬

ness system is essential, commended and

encouraged.

Successful completion of AST-5, and

testing the emergency system from time to

time, while making efforts to improve the

testing process and procedures.

Fulfillment of IEP stock-holding obliga¬

tions.

Implementation of the July 1984 Deci¬

sion of the Governing Board regarding

co-ordinated early use of oil stocks and

other measures to reduce oil consumption

in supply disruptions which could cause

severe economic harm, including:
Member countries whose stocks

presently are at lower levels in relation to

current net imports than would permit

them to make a meaningful contribution to

a co-ordinated stockdraw should promptly

use their best efforts, taking into account

all pertinent factors, to improve their stock

positions

continued analysis of the subjects

set forth to the July 1 984 Decision and

other relevant stock, demand restraint and

emergency preparedness issues.

Maintenance and, where necessary,

improvement of IEA countries' emergency

preparedness programmes, including con¬

tinued reviews of their emergency pre¬

paredness programmes and periodic as¬
sessment of the current situation as

regards emergency preparedness by the

appropriate IEA bodies.
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