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Pension Reform:

Sharing the Burden
by Robert Holzmann1

A re-examination ofpublic retirement provisions is underway in all OECD countries. The conventional reason

for concern about pensions is the increasing share of available economic resources they absorb, but there are
also questions about the financial soundness of these schemes, now and in the future. Connected with the

financial issue, yet distinguishable from it, is the fact that society's view of the performance ofpension systems
is changing as new social preferences and needs assert themselves.

Despite the variety of retirement provisions in the OECD area, there is a striking similarity between countries

in the rate of growth of pension expenditures, in the causes of this growth and the set of policy options
envisaged. It is on these similarities that the following article focuses.

Present public - or publicly regu¬

lated pension programmes reflect

responses to five main challenges:

The break-up of traditional family struc¬
tures which has made the conventional

approach of income support from within

the family increasingly obsolete

Economic and social developments

which have fostered the concept of income

adequacy and equality, not only within but

also between generations

The lack of opportunities for savings and

investment which yield assured returns in

real terms, the absence of inflation-proof

annuities, and the problems involved in

insuring the risks of varying life spans

An actual or assumed inadequacy of

retirement saving by individuals, whether

due to myopic behaviour or to insufficient
resources

Political considerations: pensions have

been seen as a reaction to a growing social

demand, as a means of attracting political

support or as a way of integrating under¬

privileged groups into market-oriented

society.

In many countries, pension schemes

have their roots at the turn of the century,

but their present structure and their nearly

universal eligibility date from just after the

1. OECD Social Affairs, Manpower and Edu¬
cation Directorate.



PUBLIC PENSION EXPENDITURES

As a Percentage of GDP for the Seven Major OECD Countries...
1960-1983

ITALY

UNITED KINGDOM

FRANCE

JAPAN

GERMANY

CANADA

UNITED STATES

AVERAGE OF SEVEN

Source: OECD, Annual National Accounts, Social Expenditure Data File.

... and in the Smaller Countries

%

1960 1965 1970 1975 1980 1983

Australia 3.4 3.3 3.1 4.9 5.3 5.6

Austria 9.6 10.8 11.6 12.5 13.5 14.3

Belgium n.a. n.a. n.a. 10.5 12.0 n.a.

Denmark 4.6 5.0 7.2 7.8 8.1 8.0

Finland 3.8 4.5 5.2 6.2 6.6 7.2

Greece n.a. 4.3 5.3 4.8 5.8 n.a.

Ireland 2.5 2.8 3.2 4.2 4.6 5.5

Netherlands 4.0 6.2 6.6 8.9 11.0 11.3

New Zealand 4.4 3.9 4.0 5.0 7.1 8.0

Norway 3.1 4.7 7.2 8.0 7.9 8.2

Portugal n.a. n.a. n.a. 4.1 6.2 7.5

Spain n.a. n.a. 3.2 4.3 7.3 8.5

Sweden 4.4 5.1 6.1 7.7 10.9 11.7

Switzerland 2.3 3.4 4.4 7.7 8.0 7.9

OECD average (a) 4.5 5.2 5.9 7.4 8.3 9.0

a) Belgium, Greece, Spain and Portugal not included.
Source: Same as Chart A.

Second World War. There are two polar

models of public retirement provision:

The insurance model relates benefits to

former earnings and the length of contribu¬

tion periods and is mandatory for a specific

occupational group (Bismarck).
The universal or tax transfer model

provides income maintenance at a basic

level for the total population and is financed

by general taxes (Beveridge).

The distinction between these two types

has gradually become blurred, but the
broad characteristics of the basic models

are still visible, with the addition of a third

category - the mixed system.

A Growing Share of
Resources

The growing magnitude of expenditure

on public retirement programmes can be

traced to a number of separate influences

which, though their importance varies
between OECD countries, are nevertheless

common to all. In the beginning, almost all

social insurance systems applied funding

techniques (contributions made were held

and invested with the aim of covering
future payments), but the funding principle
was soon abandoned, and current holdings
of reserves are diminishing in most coun¬

tries. Funding has been replaced by the
pay-as-you-go system (in which current

pensions are paid by current receipts). This

approach has well-known advantages,

such as immediate eligibility for the older

generation and protection of pensions

against inflation, and it fits well into the

political environment of a voter-oriented

society: any promise of future entitlement

to improved benefits or an extension of

coverage to new groups has political value

today while the financial implications may

be postponed for decades. And although

social insurance systems were initially
designed for low-income groups in most

countries, they soon expanded to include

all employed workers, even the self-

employed. This increase in coverage
reflected not only a political commitment

to the welfare state but also social pressure

for inclusion by those initially outside the
scheme.

The high growth rates of real income

during the 1950s and 1960s provided

revenues which could easily be used to

extend pension programmes, to provide
more generous benefits and favourable

indexation procedures. The demographic
prospects of the period were also favour¬

able: until 1970, because of high birth
rates, the proportion of old people did not

seem likely to become a problem.



The extension of public pension schemes

was propelled by the distributional objec¬

tives of the welfare state and the generally

shared optimism about the benefits of

government intervention as well as by the
then dominant Keynesian paradigm. The

pay-as-you-go system decreased the likeli¬
hood of excess savings and hence of

insufficient aggregate demand, while the
transfer scheme could be used for demand

management: a transfer of income from

workers to retired people, whose marginal

propensity to consume was higher, was

supposed to have favourable effects on

demand, directly and through the multi¬

plier, and pension systems with lagged

indexation were considered to possess

automatic stabilizing properties.

Changing Views on
Retirement

This socio-economic environment gener¬

ated a very strong social consensus in the

western industrialised countries for publicly

provided retirement income. But since the

1970s, divergent or even conflicting opin¬

ions have emerged. Strong support for the

general objectives of pension systems are

now accompanied by strong differences

about the way in which these aims should
be achieved.

In addition, there are more immediate

concerns: the rising share of income that

has to be transferred from the working to

the retired population, the question of the

financial soundness of the systems, and

the gloomy demographic prospects of an

ageing population, especially after the turn

of the present century. Associated with the

changing economic and demographic cir¬

cumstances of the last ten years, part

cause, part effect, is a changed social

attitude which is now exerting a consider¬

able influence on current developments and
future reform.

The slow-down of economic perfor¬

mance since the early 1 970s has reinforced

the demographic trend towards increasing

pension costs. The marked deceleration in

the growth of real earnings implies that the

current and future working population must

make much higher contributions and pay

higher taxes to meet their obligations to
retirees.

The slower growth of employment has
also worked to increase the cost of the

system: it has reduced the number of

contributors and taxpayers and increased

the number of beneficiaries since, in many

OECD countries, early retirement pro¬

grammes have been established for older,

long-term unemployed workers.

The current expenditure burden has also

attracted attention to the fact that the

future burden will be still larger because

many pension systems are not yet mature:

in many countries and under present

regulations both the benefit level and the

share of the older population that is eligible
will continue to increase for some time.

This may be due to the youth of the

system, to the fact that improvements

have been promised but not yet come into
full force or to increased female labour-

force participation.

This increase in the current and expected

costs of an established social programme

has taken place just at a time when active

workers are having to adjust to the pros¬

pect of much lower growth in earnings,

both before and after taxes. The resulting

increase in the "price" of social security

retirement provisions may be a major

reason for the decrease in collective social

demand for pensions. Even if prices had

been constant, demand might have shifted

due to the increased importance of occupa¬

tional and private retirement schemes

which in many countries are provided at
lower cost to the individual because of

advantageous tax concessions.

All of this comes at a time of increasing

budget deficits and growth in public debt.

Although there are no direct links between

this debt and pension schemes, the indirect

relations are strong. In some countries,

retirement programmes are totally fi¬

nanced out of workers' and employers'

contributions, with no subsidies or trans-

3. Components of Change in

Old-age Pension Expenditure
1 960-83

(1)

Increase in

Due to change in

(2) (3)
expendi¬

ture
Demogra Benefi

(4)
Transfer

ratio1
phic
ratio

ciary
ratio

ratio

% % %
%

Australia 46 18 41 -12

Austria 202 18 72 48

Canada 123 32 207 -45

Denmark 50 40 -5 13

Finland 67 69 -3 2

Germany 79 39 14 14

Ireland 132 -3 20 99

Italy 165 46 15 58

Japan 652 61 147 89

Luxembourg 63 24 42 -8

Netherlands 140 31 4 75

New Zealand 132 16 41 43

Norway 172 41 52 27

Sweden 176 42 22 60

Switzerland 265 35 -4 182

United Kingdom 90 28 19 25

United States 136 25 59 19

Average of above countries 158 33 44 41

Notes: (1)

(2)

(3)

(4)

Old age pension expenditure to national income. If the changes of the ratios were
expressed in absolute terms rather than in percentages, the first column would be
equal to the product of the second, third and fourth columns.

Population 65 and over to total population.
Number of beneficiaries to population 65 and over.

Average pension benefits to national income per capita of population.

Sources: OECD, Annual National Accounts, Labour Force Statistics and Social Expenditure Data
File.

For the 17 countries as a whole, the rise in the share of public spending on pensions) 1 ) is
attributable almost equally to demographic change(2), the change in the number of beneficiaries(3)
and the generosity of benefits(4). Over the period, nearly all countries experienced increases in the
numberof old people compared to the population as a whole, with the largest increase in Finlandand
Japan. As to the beneficiary change (which covers reduced retirement age as well as the addition of
new groups), coverage was already high in 1 960 in a number of countries. Canada and Japan have
shown the largest increase, but coverage has also broadened substantially in Australia, Austria,
Luxembourg, New Zealand, Norway, Sweden and the United States. Great differences also exist in
the generosity ofbenefits. Switzerland, Ireland and, again, Japan are the exceptional cases. For four
countries (Ireland, Italy, the Netherlands and Switzerland), a large increase in benefits is associated
with modest changes in the beneficiary ratio. The reverse is true in Australia, Canada, Luxembourg,
and the United States. It may be that the two have been regarded as political and social alternatives.
Policy decisions have in any case outweighed demographic factors. The increase in pension
expenditures reflects not only these factors but also the slow-down in economic growth which has
made benefit levels higher relative to wages. It also reflects the higher number of beneficiaries and a

reduction in the number of employed due to the difficult labour-market situation.



fers from the general budget; but increas¬
ingly contributions compete for resources

with tax rises. In other countries, govern¬

ment financing is increasing along with
contributions. In this environment, it is
inevitable that countries anxious to restrain

the rate of growth of public expenditure will
turn to their pension systems.

Other less quantifiable changes have
influenced the social evaluation of this

public programme. During the 1970s, the

economic and political community became

increasingly aware of possible negative
side effects of pensions, implying, in some
circumstances, considerable social costs:

the negative effects of pay-as-you-go pen¬
sion schemes on the rate of national

savings, on capital formation and on

growth began to be debated as did the

impact of retirement provisions on labour
supply. In addition, the redistributional

features of retirement and other social

programmes have increasingly come under
attack: budgetary-incidence studies in

some countries give the impression that,
despite the marked rise in the amount of

money being redistributed, the degree of
income inequality has hardly changed. It is,
of course, possible to target the increasing
resources towards specific groups. Nev¬

ertheless, the impression that large
amounts of money are being needlessly
circulated has rekindled the old and con¬

tinuing debate over equity versus effi¬
ciency, with more people seeming now to
worry about the latter than about the
former.

This critical view, while by no means
universal, is becoming more common. It

goes along with changes in the paradigms
of economic policy which now places
increased emphasis on supply-side eco¬
nomics, or at least supply-side effects. The
desire to achieve a more balanced

approach between macroeconomic and

microeconomic policy implies a closer look
at various government programmes. Since
pensions are the largest of such pro¬
grammes, the question must be raised: can

their restructuring contribute to enhanced
economic performance?

The adequacy of these programmes is
also being called into question on social

grounds. When the major social pro¬
grammes were initiated, the main contin¬

gencies could be treated separately. But
the structural crisis in western industrial¬

ised countries, with high youth unemploy¬
ment rates, increasing duration of unem¬

ployment and decreasing labour market
chances for elderly workers, has generated
ad hoc responses, and conventional pro¬
grammes designed in other circumstances

payments for invalidity, injury, unem¬
ployment and sickness - have been called

upon to provide support for the elderly.
Social patterns, moreover, have

changed without necessarily being re

flected in pension schemes. For example
the "household", on which the schemes are

based, used to be the nuclear family with
one, usually male, working member. But

female labour force participation rates have

since risen and can be expected to continue

to do so. Thus many women are eligible for
their own pensions. This has meant that

widows in some countries have two pen¬
sion benefits (their own and their survivors'

pension) which may seem inequitable. But
since women often leave the labour force to

bear and rear children, if they do not also
receive survivors' pensions as is the case

in other countries their pension may be
too low. In addition, the increasing divorce

rate throughout the western world often

means a loss of pension rights for the

woman, especially if her ex-husband

remarries. Finally, new lifestyles and sin¬
gle-parent families, cohabitation and other

types of household pose new problems for

retirement age and pension benefits in

many countries.

The Policy Response

Attempts to reform social security have
not generally been very successful in OECD

countries. One explanation seems to be

that a pre-requisite to reform is political
consensus - both about the deficiencies of

the current system and about the merits of

the alternatives proposed. But such con¬

sensus has proven elusive, partly because

it is difficult to judge what is an equitable

distribution of costs and benefits, partly
because there is little agreement about the

effect of current systems on such economic

variables as labour supply or savings, and
hence on economic performance.

Another point is that, since social pro¬
grammes are not independent, reforms in

one programme may conflict with other

programmes which have different consti¬

tuencies, the members of which are sensi¬

tive to differences in benefits between the

various schemes.

Last but not least, a public retirement

programme is a political institution. Quite

apart from the advantages or disadvan¬

tages of a given reform, it requires a
political mandate. The question is whether

current pressures for reform are strong
enough to ease the process of finding a

consensus: the gap between diagnosis and

recommended therapy is still a very wide
one. The options open are well known and

have not changed in recent decades. What

has changed is the socio-economic context
in which the choice has to be made.

Adjusting the Pension System...

Most proposals to make pension sys¬
tems sounder and to prevent them from

absorbing ever increasing amounts of
resources focus on expenditures and/or

revenues without changing the underlying

Is there a "right" age for retirement?

structure or concepts of the system. But as

such financial changes have an impact on
the distribution of resources between

social groups and generations, the modifi¬

cations must be justified on social as well

as financial grounds. In this respect there

seems to be a tendency to go back to the

roots of existing systems, and to re¬

examine their basic principles, including
their social aspects.

One clear trend in recent reforms has

been to concentrate available resources on

the very needy. Another is to strengthen

the insurance aspects of pensions by
making benefits more dependent on the
contribution profile. A third focus of atten¬

tion is changing the indexation of benefits

in response to the new economic environ¬

ment and demographic patterns.

Expenditures

The growth in expenditures can be

slowed by reducing benefit levels or cutting
the number of people eligible for the
programme. In fact, because existing en¬
titlements are hardly reversible, it is usually
through moderating future increases that



benefit levels are cut and by tightening
conditions for future entitlements that the

number of beneficiaries is reduced.

Countries in which insurance systems

prevail (Austria and Spain for example)
have strengthened the connections be¬
tween contributions and benefits so that

future benefits will be lower than they

would otherwise; in countries closer to the

tax transfer model, with universal flat-rate

pensions (Australia, for example), the value
of giving benefits to individuals with suffi¬
cient resources of their own has been

questioned, and this has led to more

stringent means-testing, income-testing or

asset-testing. Many OECD countries have

also adjusted the formulas used for index¬

ation of benefits. Some countries, Austria,

for example, take account of the amount of

unemployment in their adjustment formu¬
las. Others, such as France, take account of

the increased burden of contributions on

the active population. Countries have dif¬

ferent approaches to the common problem

of finding an equitable and sustainable way

of sharing the burden between the working

population and those who are retired. One

scheme that has been much discussed,

particularly in Germany, is an inter-genera¬

tional contract which indexes the per capita

net benefits of the retired person to the per

capita net earnings of the worker.

Another approach to reducing expendi¬

ture is to increase the retirement age. This

would offset the cost increases expected to

be incurred as a result of rising life expec¬

tancy. Yet, of all OECD countries, only the

United States envisages such an increase

-from age 65 to age 67 between the

years 2000 and 2027. The main reason for

the reluctance of other countries to follow

the American example is the severe unem¬

ployment problem, especially in Europe.

But, if the unemployment rate were to

come back to a more acceptable level,

other countries might also adopt such an

approach. If so, policy makers will have to
take account of the fact that individuals

need time to adjust their planning for

retirement, and any projected increase
should be announced well in advance.

Even under improved labour market con¬

ditions, an increase in retirement age may

cause problems. To be effective in financial

terms, it must be accompanied by benefit
cuts for those who take what then

becomes early retirement. Yet a negligible

change in the voluntary retirement age can

cause problems for specific individuals

especially those in poor health and the

main result may be a shift of expenditure

from pensions to other social programmes

such as disability or sickness payments.

The essential question is how the indi¬
viduals concerned react. It is not clear to

what extent increasing the standard retire¬

ment age would, in fact, change people's

behaviour. Workers may work longer to

make up for the financial loss; they may

increase their savings during their working

lives so as to retire earlier; or they may

press for higher occupational pensions, for

some alternative government programme

or for greater incentives to save pri¬

vately.

Revenues

In the past, increases in revenue have

been more frequent than decreases in

expenditure. In many OECD countries,

raising contribution rates has been found to

be the easiest way, politically, to deal with

the financial problems of public retirement

systems. Raising pension contributions had

met less resistance than equivalent

changes, say, in the rate of income tax. The
fact that the worker himself makes a

connection between his higher contribu¬

tions and his future benefits is usually

thought to be responsible for this. Nev¬

ertheless, further large increases are

expected to become more controversial.

Moreover, in budgetary terms, contribu¬

tions compete with taxes, and cutting

deficits is a primary policy objective in

many countries. In economic terms, social

security contributions based on earnings

have come under increasing attack since

the 1 970s because they are seen as

responsible for high and inflexible labour

costs. They are considered by some econ¬

omists and politicians as an undue burden

on labour as a factor of production,

inducing factor substitution in favour of

more capital-intensive production, and as a

result creating additional unemployment.

The growing importance of pension

expenditures has renewed the discussion

of alternative modes of financing in many

Member countries, in the hope of finding a

system that is cyclically more stable, more

equitable in its burden and less damaging

to employment, competitiveness and

growth. In Austria, Belgium, France, Ger¬

many and the Netherlands, there is intense

discussion about whether to widen the

basis of employers' contributions so that

they are no longer geared solely to wages

and salaries but also to other value-adding

items such as profits, interest revenues and

depreciation. So far, politicians have been

reluctant to undertake such a reform partly,
no doubt, because the economic and

empirical analyses have produced ambi¬

guous or conflicting results. However, the

earnings base on which contributions are
calculated has been increased in some

countries, by including holiday remunera¬

tion and other special premiums or by

abolishing the ceiling on contributions, as is

the case in Belgium, Italy, Portugal,
Sweden and Switzerland.

...and Changing its Structure

The financing problem and changing

views on pensions have led to other far-

reaching proposals for reform that would

change the character of existing pension

systems.

Building up reserves

One proposal, designed to ensure a more

equal inter-generational distribution of the

pension burden, would require the current

working population to contribute more

than is necessary to support the benefits of

the presently retired generation; the excess

would be used to build up reserves so that

the succeeding generation could contribute

less than would otherwise be necessary.

This approach would not abandon the

pay-as-you-go system but would introduce
elements of the funding principle. Each

generation would receive benefits that

have the same relation to their earnings as

every other generation; in return, each

generation would contribute the same pro¬

portion of its earnings as every other one.

Some countries, such as Canada, Japan

and the United States, already have ele¬

ments of such an approach in their sys¬

tems, but economic, technical and political

problems are involved. 	..



How can the burden be better shared between pensioners and workers?

Support from the private sector

If public pension benefits were reduced

and eligibility tightened, this would prob¬

ably increase the pressure for supplemen¬
tary benefits occupational pensions or

private provisions. The recent Japanese
reform (see inset) will reduce the future

ratio of pension benefits to earnings; the
authorities expect the difference to be

made up by occupational schemes and

private savings. At the beginning of 1 985,
Switzerland made a supplementary occu¬
pational pension system mandatory. Occu¬
pational schemes already play an impor¬

tant role alongside public schemes in many
other OECD countries, especially in those
with universal flat-rate benefits (Australia

and New Zealand), but also in some with

well developed earnings-related benefits
(Germany and the United States). There

may, however, be an inverse relationship
between the generosity of public benefits
and the importance of occupational and
private provisions.

The question is whether private pensions

are truly substitutes for public ones and if

not, as many economists suggest, whether

the advantages of occupational schemes

outweigh their deficiencies in terms of

social acceptability.

The main advantage of private sector

benefit provisions and occupational pen¬
sion schemes is that they can contribute to

national savings, capital formation, invest¬

ment and growth, but only if future en¬
titlements are funded. This was one of the

major objectives of the recent proposals for
reform (the Fowler report) in the United
Kingdom. Funded benefits could also offset

changes in the demographic pattern,
though the possibilities are limited, even in

an open economy.

As to their deficiencies, there may be
concern about the political implications of a

major shift to occupational and private
pensions and their potential size. Who will

exert control over these funds? What

influence are they likely to have on eco¬

nomic policy? How do they fit into a
democratic society? Some economists and

politicians worry about the impact of occu¬
pational pensions on the financial markets,

on the exchange-rate and other aspects of
the economy. Occupational pension bene¬
fits are difficult to shelter from inflation

and, when a worker changes firms, he

usually loses benefits, even if the pension is
a portable one. This is a special problem for

workers with high labour-market mobility
(and thus for the economy's flexibility as
well) and perhaps also for those with lower

incomes. Last, but not least, is the problem

of women's status. In many occupational
pension contracts, widows and divorcees

lose their entitlement. Mandatory minimum
regulations can solve some of these prob¬
lems, but others remain.

Full funding

Total abolition of social-security bene¬
fits, even if replaced by mandatory private

insurance, is too far from political reality to
merit close examination. More interest has

been shown in a proposal to change the

financing principle from pay-as-you-go to a
fully funded system. The major flaw would

appear to be the double burden incurred by
the transitional generation, which would

have to pay for its own retirement through
the funded system and for the current

generation of retirees under the pay-as-

you-go system. Any positive effect of

funding on capital formation and real

income would be enjoyed only by following
generations.

Coordination...

Since retirement systems have close

links with other public programmes, any
reform in pensions will have to be coordi¬

nated with them. Historically, most retire¬

ment systems have developed along occu¬

pational lines and so vary from one group to
the other as to contribution rates, cover¬

age, eligibility and retirement age. Such
differences are open to charges of inequity,
though favourable pension treatment may
also be considered as a compensation for

lower earning profiles, poor working condi¬
tions or limited career potential. In this

8



context, what needs to be evaluated is the

individual's earnings package over a life¬

time. However, diversity can work against

reform since every group is likely to try to

hold on to the advantages of its plan while

claiming those of the others. The more

complex and group-specific the regulation,

the more resistance in likely to be encoun¬

tered in the parliamentary process. Despite

these difficulties, OECD countries are

tending to harmonize regulations between
the various schemes so as to move

towards unification.

Pensions policy and tax policy also have

many points in common, especially the

need to guarantee equity between diverse

social groups and between generations and

to avoid regressive structures. Second,
there is a link between the income tax base,

contributions and benefits: contributions

decrease (and benefits increase) workers'

ability to pay and should therefore be

coordinated with the fixing of income-tax

rates. This is true for public as well as

private schemes. Third, taxes and retire¬

ment provisions have similar and interre¬

lated effects on labour supply: the interac¬

tion of taxes, contributions and benefits

THE JAPANESE CASE

In April 1985, Japan enacted legisla¬

tion reforming the main components of
its public pension schemes; the change

comes into force in April 1986. The

reform package is a balanced mixture of
future benefit cuts and immediate

improvements. One of its features is a

harmonization between the two major

public schemes, the National Pension

Scheme (NPS), which has previously

been limited to the self employed and

voluntary insured, and the Employees
Pension Scheme (EPS), which is for

employees in the private sector; har¬

monization with the remaining schemes

is currently being prepared.
In future, the first scheme, the NPS,

will be broadened so that it also pro¬

vides a flat-rate basic pension to all

citizens, including married and divorced

women who have not previously been

covered by any scheme on a mandatory
basis. The NPS will also constitute the

first tier of retirement income within the

EPS, The second tier will be earnings

related and will depend on past working

income and length of service. The ratio

of the combined pension from the two

tiers of the EPS to previous earnings is

fixed at its current average level. Since

this ratio would have risen substantially

under the old system, the cost saving
involved in this reform is substantial:

the projected contribution rate for2025

will be 28.9 per cent of working income

as against 38.8 per cent under the old

system and 12.4 per cent at present.

Pensioners are not only a charge on the community; they contribute as well.

over a lifetime may provide incentives or

disincentives to work. Careful policy design

is needed for both types of policy if

unintended, detrimental effects on labour

market flexibility are to be avoided. Finally,

both policies help to determine the relative

economic position of retirees as against the

working population. In a world of progres¬

sive income taxes and high social security

contributions, this relative position can

only be judged on the basis of after-tax
receipts. If retirees have favourable income

tax treatment, what seems to be equitable

may, in fact, be less so. Special tax
treatment for retirees has been or will be

modified or abolished in Australia, Norway,

Sweden and the United States, amongst

others, introducing greater conformity with
workers' treatment and at the same time

providing additional tax revenues.
Reform must also take account of the

interaction of pensions and other social

programmes. In many OECD countries,
pensioners are entitled to other benefits,



B. OLD-AGE DEPENDENCY RATIOS

For the Seven Major OECD Countries3..

1950-2025b

GERMANY

CANADA

JAPAN

UNITED KINGDOM

FRANCE

UNITED STATES

ITALY

AVERAGE

OF SEVEN

Notes: a) Population 65 and over as a per cent of population aged 1 5 to 64.
b) 1950 to 1982 actual ratios; 1983 to 2025 projected values, UN medium

variant.

Source: OECD Demographic Data File; United Nations (1982): World Population Prospects.

and in the Smaller Countries

%

7950 1985 2000 2025

Australia 12.4 14.7 16.4 23.2

Austria 15.5 21.0 22.8 31.3

Belgium 16.2 19.6 23.8 32.8
Denmark 14.1 22.3 22.5 35.1

Finland 10.5 17.9 20.5 35.9

Greece 10.5 20.6 25.4 26.2

Iceland 12.5 14.8 16.9 27.4

Ireland 17.7 18.6 14.7 16.7

Luxembourg 13.9 19.5 22.9 35.7

Netherlands 12.3 17.3 20.3 36.7

New Zealand 14.5 14.7 15.6 24.8

Norway 14.7 24.0 22.6 32.2

Portugal 11.0 16.1 18.0 23.8

Spain 11.1 17.3 21.1 23.3

Sweden 15.5 26.0 25.6 35.9

Switzerland 14.4 22.9 30.5 45.8

Turkey 5.7 7.2 8.8 12.2

OECD average 13.1 18.4 20.4 29.8

Population 65 and over as a percentage of population 15 to 64.
Source: Same as Chart B.

On the basis of current demographic projections, most OECD countries can expect a substantial
increase in the proportion of elderly people in the population and in the old-age dependency ratio

the balance between older (65+) and working generations (1 5-64). Life expectancy for elderly
people is expected to continue to increase. If it should rise between now and 2025 by the same
number of years as it has since 1 940, the corresponding retirement period would rise by three to
four years on average.

such as housing allowances and free

medical care or have fringe benefits in the

form of low-cost public transport, tele¬
phone or television. Thus, without close

coordination, reducing pensions may
simply lead to a rise in other expenditures.

Consideration should also be given to the
impact of an ageing population on other
programmes. With an increased number of

very old people, the importance of benefits

in kind (home help, nursing care, sheltered
housing, public transport, etc.) may exceed
those provided in cash.

... and Support

Other measures outside the range of
pension policy can improve the financial
situation of the pension system, and work
in the same direction as pension reform.

Better economic performance would

relieve much of the pressure on pension
systems: lower unemployment would
decrease the number of beneficiaries and

increase the number of contributors and

taxpayers and hence, together with higher
real growth rates, tend to close the gap
between revenues and expenditures. Pen¬

sion policy cannot, of course, generate
growth by itself but, together with other

social policies, it may provide pre-requi-
sites for growth, facilitating structural

adaptation and labour-market flexibility,
for example.

Improvement in the demographic struc¬
ture would also help the pension system.
Although a change in fertility rates is well
outside the scope of pension policy, other
measures could ease the pressures exerted

by an ageing population. A steady increase
in female labour-force participation could
increase contributions at least during the
long transition period. Reversing, or at
least stabilizing, the downward trend in the

labour-force participation of older workers
could also help.

Public provision for retirement income in

the industrialised democracies has contri¬

buted to social stability and economic

welfare by diminishing uncertainty about
income for older people. But restructuring
retirement provision has become an arith¬

metic necessity in all countries. No country
can avoid the issue. However, reform

requires a broad social consensus. Finding
it and balancing the sometimes conflicting
demands on pension schemes is the work

of the political process. Each nation has to

find its own way. What all share is a

concern with the present system and a
restricted set of possible alternatives.
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New Ways to Create Jobs

The Role of Big Firms
by Chris W. Brooks and Sergio ArzenP

Recent meeting of heads of large firms at OECD. From left to right: Michel Pecqueur, Elf Aquitaine; Curt Nicolin, ASEA AB; Kaspar V. Cassani, IBM
Europe; Jean-Claude Paye, Secretary-General of OECD; Umberto Agnelli, FIAT; William Norris, Control Data; Mario Schimberni, Montedison; Patrick
Sheehy, BAT Industries.

The heads of large firms both European and American who met
recently at OECD see their duty to the community mainly in terms of

remaining competitive. But a growing number of them are using their
industrial power in other ways. They are setting up (or helping to set up)
new firms outside their normal spheres of activity or even beyond their

companies' control, thus providing newjobs in their communities. At the
same time there are signs that a new spirit of enterprise is making itself
felt in big business2.

What has led the heads of big

organisations to enlarge their

traditional roles in job creation?

Apart from the fact that initiatives by firms

or local authorities are less costly than

national job creation programmes3, there
seems to have grown up a sense of social

responsibility in the face of an unemploy¬

ment problem that shows no signs of

receding. They also want to prevent the
creation of an industrial desert in the

vicinity of their plants and to propagate the

entrepreneurial spirit. Whatever the domi¬

nant motivation, the central question for

policy makers is how many companies are

willing to become involved in this type of
initiative and how many jobs can be
created.

1 . Head ofprogramme and principal adminis¬
trator of OECD's Initiatives for Local Employ¬

ment (ILE), Social Affairs, Manpower and Edu¬

cation Directorate.

2. High-level international conference on the

role of large firms in job creation and entrepren-

eurship organised by OECD's Initiatives for

Local Employment (ILE). Participants: Um¬

berto Agnelli (FIAT), Kaspar V. Cassani

(IBM Europe), Curt Nicolin (ASEA AB), Wil¬
liam Norris (Control Data Corporation), Mi¬

chel Pecqueur (Elf Aquitaine), Mario Schim¬
berni (Montedison), Patrick Sheehy (BAT Indus¬
tries PLC).

3. British estimates indicate a range of from

£4, 000 ($5, 700) to £20, 000 ($28, 500) as
against a national average of £35,000
($49,875) per job.
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Support for Local Initiatives

The first type of action taken by the big
firms is to give help to those setting up new
firms. This approach seems to be relatively
frequent: In Europe, about 200 large firms
have helped to create some 100,000 jobs
outside of their direct spheres of operation
over the last five or six years. The large
firms have often taken their measures in the

course of a restructuring exercise or when

they are cutting staff, creating new jobs to
replace the old ones. But a new trend is

coming to the fore: big firms are articulating
these initiatives into a global strategy in
which they try to support small and
medium-sized firms and to promote the
creation of firms. Or they may take a
variety of measures aimed at strengthening
the local industrial fabric by helping to
diversify it and to complement it with other

industries. This global strategy has several
parts.

Use of personnel

Voluntary assistance provided by the
permanent staff of a large firm to the

local community free of charge is espe¬
cially common in the United States.

Secondment of personnel able to give
technical assistance to a local job-
creation agency (they may help, for
example, to draw up a business plan and
show entrepreneurs how to use the vast

array of financial aids offered by the
government). This formula is very
common in the United Kingdom; salaries
are paid by the firm for anything from six
to 24 months.

The use of retired staff -often

workers in early retirement - to help
new entrepreneurs in the creation of

their firms.

Help with infrastructure

Buildings and/or land are the key to
success for many job creation projects.
Though called by a variety of names
- relief factories or workshops, incu¬
bator units or business nurseries, service
centres or common premises - their

functions are similar. Obsolete or unused

premises are summarily renovated, pro¬
vided with certain common technical

services, secretariat, photocopying ma¬
chines, etc. and a consultancy service,
(which often provides advice at a low

cost) and rented on the basis of monthly
contracts to the new entrepreneurs. The
idea is to transform archaic industrial

structures into nurseries for new busi¬

nesses and to establish an environment

that will foster the spirit of enterprise.
This kind of structure enables many
potential entrepreneurs -who would
not otherwise have dared to do so to

"take the plunge".

Capital

Equity participation in the new ven¬
ture

Retired or early retired executives can help new en
for example under the aegis of the EGEE
l'entreprise).

Financing of feasibility studies
A cash payment for each unemployed

worker hired (with more given if the
worker employed was redundant).

Provision of a lump sum for start-up
capital ("seed capital").
Sub-contracting

The traditional way in which large
firms create businesses by providing
them with sub-contracts has been

more in evidence over the last few years
than earlier; technology may have been a
factor as it encourages decentralisation

of production. To be assured of a big
customer is an enormous asset which

often triggers the process of enterprise
creation and, in the case of a large firm, a
well-directed sub-contracting policy can
help to strengthen the local economic
fabric.

Attraction of investment

To promote local employment, large
firms prospect widely, often abroad, to
attract investment to areas with a high
rate of unemployment. This approach
has disadvantages however: it takes a

great deal of time; it is very expensive,
both for the large firm, which must pay
high fees to specialised agencies, and for
the government, which normally pro¬
vides most of the incentives which

accompany such operations. This inter¬

vention strategy is based on the princi¬
ples of regional policy adopted in
the 1 960s and 1 970s - external devel¬

opment - and not on the concept of local
internal development, regarded as more
reliable and promising in the economic
context of the 1 980s.

trepreneurs. Above: In France this is being done
(Entente des générations pour l'emploi et

Support for small- and medium-sized

enterprises

Certain large firms also successfully
support the expansion of existing small
and medium-sized enterprises. The oper¬
ational mechanism for encouraging such
firms is quite simple: the large firm
makes a loan to the small one, on very
favourable terms, for every worker
recruited by the small firm; when the job
created is for a worker made redundant

by the firm itself, the loan becomes a

cash payment. In this context, the sub¬

sidiaries of multinational companies are
regarded as small firms and thus the

large firm may even assist the subsidiary
of another multinational in the same

locality.

The three elements - creation of firms,
creation of wealth and creation of jobs -
are, in fact, aspects of the same phenom¬
enon: the diffusion of the entreprenurial
spirit and the emergence of a culture based
on economic initiative. No one knows for

sure what are the most appropriate ways
to develop this phenomenon, but there are

many examples which show that it is

possible to infuse a greater spirit of initia¬

tive into society. Help in firm creation is by
no means the only approach to job creation
by big firms. Many of them have used more

traditional approaches. Large numbers of
jobs have, of course, been created through
organic growth and diversification of the

large firm itself. Patrick Sheehy, Chief
Executive of the British firm, BAT Indus¬

tries, who attended OECD's meeting,
remembers BAT Industries in 1 969 before

it diversified. It employed 96,000 people,
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After British Steel closed its main plant at Corby, Northamptonshire in the United Kingdom, BSC Industry, a subsidiary set up to create jobs, played a
key role in diversifying the industrial fabric of the city and contributed to creating more than 6,000 jobs in fields ranging from printed circuits to
ceramics.

had revenues of £1 .5 billion ($2 billion) and

pre-tax profits of £135 million ($191 mil¬
lion). In 1 984, the diversified company

employed a third of a million people. It had
revenues of over £1 5.5 billion ($22 billion)

and pre-tax profits of £1 .4 billion ($1 .9 bil¬
lion).

Large Firms

and the Entrepreneurial Spirit

Another approach is to provide opportu¬

nities and resources from within the large

firm to implement the ideas of individual

entrepreneurs who probably could not do
as well on their own.

Innovations such as franchising, buy¬

out, spin-off, internal entrepreneurship (or
intrapreneurship) and venture capital show

that a large firm (or, more accurately a large

unit) does not necessarily inhibit the spirit

of entrepreneurship and innovation. In the

new entreprenurial culture, traditional dis¬
tinctions have become blurred.

Franchising

This form of partnership between big
companies and local initiatives is not cov¬

ered by traditional classifications. It is

difficult to say, for example, whether a

fast-food chain is a multinational corpora¬

tion or an army of several thousand small

entrepreneurs. Whatever the answer, the

success of franchising is impressive.

According to the Department of Com¬

merce, franchises in the United States

in 1 984 had about $500 billion in sales, or

a third of the country's total and provided

more than five million jobs and 1 5 per cent

of gross national product, a far cry from
the 1 950s when this form of business was

launched by General Motors. The lead time
of this innovation, however, has been

rather long. In France it took 20 years (from
the early Fifties to the early Seventies) to
create the first 2,000 franchises, but the

number has grown eighteenfold since then

- to 35,000 in 1 985. Today franchising is

thought to be the fastest route to self-

employment.

Employee Stock Ownership Plans

and Leveraged Management Buy-out

As in the case of franchising, this

approach involves innovation in human,
social and fiscal terms. These new formulas

are gaining ground, both in Europe and the
United States.

Over the last ten years, 7,000 American

companies have enrolled 10 million

workers in their employee stock-ownership

plans, compared with only 500,000

in 1975. The result has been a significant

change in the structure of business and in

the nature and quality of employment.

According to recent research findings,

companies in which most or all of the

employees hold shares grow more rapidly
than others.

However, this new organisational form

raises a certain number of problems. One

question is whether it actually enhances

industrial democracy; moreover, it is

important to ensure that the generous tax

relief now being offered to encourage these

plans does not distort competition. Nev¬

ertheless, most research stresses that the

innovation has a positive impact in that it

can help large firms to raise money, save
taxes and motivate the workers who are at

the same time entrepreneurs.
Similar schemes are available for man¬

agers wishing to take over their own

business. Leveraged management buy-out

plans can provide a useful solution to the

thorny succession problems facing many
small and medium-sized businesses. In

theory they also help large firms to sell off

subsidiaries in a way which continues the

business and keeps on at least some of the

employees. So far, however, large firms

have been keener to hand over poorly

performing subsidiaries than profitable

parts of their business that are simply

peripheral to their main line of operations. If
such schemes are well tested and some

flaws can be ironed out, this new induce¬

ment might contribute both to job creation

and job salvage as well as to a more

entrepreneurial economy.

Spin-offs

The spontaneous spin-off from large

companies, usually of technical or know¬

ledge-based firms has become common¬

place in some industries, but encourage-
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ment of this practice by the large firms is a

recent development, limited to a few coun¬

tries: France has gone so far as to introduce

legislation to stimulate such spin-off.

One advantage of spinning off a new

company is that, by provoking the depar¬

ture of a senior manager, it can bring about
a series of internal promotions and conse¬

quently improve morale. To the extent that

this practice has been developed so far, it

undoubtedly represents a clear example of

entrepreneurial achievement and of mutual

interest between the big company and the
new firm.

"Intrapreneurship "

An "intrapreneur" is an employee of a
large firm who has managed to carve out an
entrepreneurial niche within the firm, to sell

his ideas to his bosses and to find spon¬
sors, thus bypassing the corporate bureau¬

cracy and introducing new products and

creating new markets within the company.
A few large companies have always

encouraged "intrapreneurship" in order to
make better use of their human resources

and keep abreast of the competition, but in

recent times a spate of corporate venturing
has taken place. This burst of activity can
be explained by the fact that, in the

computer age, productivity through inno¬
vation is becoming as important as produc¬
tivity in production. It is for this reason that

the large firms feel the need to give their
employees more freedom of action.

Although it is impossible from available

statistics to assess the volume of corporate
venturing or its impact on productivity and
employment growth, it is a fact that

hundreds of new venture groups have
grown up within large firms, separated
from the existing mainstream business and

buffered from big company values, proce¬
dures and constraints.

Venture capital

Whatever the name used, the diffusion

of risk-taking commitments within large

firms is a token of deep and wide change in
the business economy and in the society at
large.

A number of industrial groups have set
up venture capital divisons or subsidiaries

in the last few years, generally with the
object of promoting internal markets in

capital, technology and skills. But some¬
times these divisions and subsidiaries also

invest in outside projects, provided that

they are relevant to the technological
concentration of their group. The recent

trend for several firms in a given sector to
set up R&D partnerships may be consid¬

ered to belong to this category of venture
capital investment.

Large manufacturing firms like Gen¬
eral Electric, Xerox, 3M, Exxon, Olivetti,

carry considerable weight in the venture
capital market. It is estimated that at least

1 million jobs have been created during the
last ten years in the United States with the

backing of venture capital from large
firms.

To reconvert industrial areas affected by the depletion ofgas fields and the closure of refineries and chemical plants, ElfAquitaine has two approaches:
technical assistance associations which allow small and medium-sized firms to use ElfAquitaine 's research facilities, and specialized financial bodies for
small firms. Using these two approaches. ElfAquitaine has helped set up rfrom left to right,) the largest French honey processing operation, one of the
biggest fish farms in Europe, a unit for making composite thermoplastics and one for electronic components.
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Science and Technology
Indicators

OECD's second report on science and technology indicators presents

the salient characteristics of science and technology activities in the
OECD area and indicates the main similarities and differences between

Member countries1 . Putting national performance in this domain into an
international context enables one country to compare its record with that

of the others, in theory at least. But the indicators, it must be borne in

mind, are no more than that; they simplify what is in reality a very much

more complex situation.

A single scientific indicator cannot be
treated as a cause for national

congratulation or concern, but it can

send out a signal that something is going

on that merits further investigation. Nor

can a purely quantitative indicator ever

take fully into account the complex differ¬
ences between Member countries in the

way their science and technology systems

are organised, in the size and type of

economic specialization or in the strategy

adopted. Even if several indicators give out

the same kind of signal, careful interpreta¬

tion is required. Moreover, the role and

behaviour of multinational corporations

cannot be taken into account in a pattern of

analysis based on national figures, as is the

case in OECD's study.

All the indicators, again in theory, are to

be found along a continuum which begins

with the generation of basic knowledge,
passes through its industrial or other appli¬

cation and ends with its impact on the

economy and society. In real life, of course,

there are many complex lags, loops and
feedbacks. Nevertheless the indicators can

be divided into three main groups: those

that measure "inputs" into the science-

technology system (e.g. data on R&D
resources), those that measure "outputs"

1. Science and Technology Indicators II:

Resources Devoted to R&D, Technological
Performance and Industrial Competitiveness,

shortly to be published. The analysis is based

on developments through 1983. See "Science
and Technology Indicators", OECD Observer,
No. 121, March, 1983.

R&D EXPENDITURE IN THE OECD AREA

Millions of US$'
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1 . United States

2. Japan

3. Germany
4. France
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83 69 71 73 75 77 79 81

1 . Spain
2. Australia

3. The Netherlands

4. Sweden

5. Belgium
6. Switzerland

7. Austria

8. Yugoslavia

83 69 71 73 75 77 79 81

1 . Denmark

2. Norway
3. Greece

4. Finland
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6. New Zealand
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1 . National currencies converted into US$ using 1975 purchasing power parities (PPPs) for GDP and 1975 prices.
2. Order based on absolute size of R and D in 1 983.

Source: OECD/STIIU Data Bank, December 1985.
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from the system (such as patents and the

technological balance of payments) and,

finally, the "impact" indicators (e.g. pro¬
ductivity indices or trade in R&D-intensive

products, an area in which it is extremely
difficult to disentangle the technological
from the economic factors).

INPUT INDICATORS

Trends in R&D Spending

The overall growth in OECD R&D

spending has again slowed down, after

rising by 514 per cent a year between 1 979
and 1981. Between 1981 and 1983, the

rise was 4 per cent.

R&D remains heavily concentrated on
the largest countries (Chart A to left). The

seven largest accounted for 92 per cent of
total R&D outlays in the OECD area in
1983.

R&D grew twice as rapidly in Japan as in
the United States and the EC between

1979 and 1983, but the United States

remains by far the largest single R&D
performer in the OECD area, with almost

half the total of all financial resources. The

combined effort of the EC countries is still

rnuch larger than that of Japan, though the
gap is closing rapidly.

R&D kept pace with or increased more

rapidly than economic growth in most
countries. The percentage of GDP devoted

to R&D has generally been rising since
1979, especially in the largest countries
(Chart A to right).

Since the late 1970s, in the OECD as a

whole and in the majority of individual
countries, the private sector has replaced
the public sector as the largest source of
R&D financing (Chart B). Even the present
vigorous pickup in the United States'

defence R&D (which is state financed) is

not sufficient to change the picture for the

OECD as a whole. In fact the gap between
public and private seems to have widened
in 1983.

R&D has generally grown more rapidly
than capital investment since 1979, parti¬
cularly in the largest countries and in

Sweden where, as in the Netherlands, the

ratio of R&D spending to investment in
machinery, equipment and materials, is

among the highest (Chart C). As to Japan,
it combines high R&D intensity with a high
rate of traditional investment. Of course,

the sluggish growth of capital investment

in recent years has accentuated the
trend.

Government R&D Funding

Government R&D finance is growing in
real terms in all countries except Switzer¬

land, Norway and Portugal in absolute
terms and is also holding its share of

national budgets. In the large countries,

government R&D is increasing more rapidly
than total government expenditure, after a

period of relative decline during the
1970s.

In the United States, industry is the
largest beneficiary of government R&D

funds, receiving between 40 and 50 per
cent of Federal support as against a fourth

each for universities and government-

owned research establishments. In Japan,
industry receives only 5 per cent, the same

PUBLIC AND PRIVATE

R&D FUNDING

Millions of US$1

1. See Footnote 1, Chart A.

Source: OECD/STIIU Data Bank,
December 1985.
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1983 PER CAPITA PUBLIC R&D FUNDING

BY SOCIO-ECONOMIC OBJECTIVES
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Defence and space

Advancement of knowledge
Health and welfare I

Economic development |

Source: OECD/STIIU Data Bank, December 1985.

proportion as private non-profit institu¬

tions, while national or government labora¬
tories and universities share the rest about

equally.

Overall, most OECD government R&D

funding goes to defence and space pro¬

grammes, and these are growing, bringing
new contracts to industry. Half of all

government-financed R&D in the OECD
area goes to defence and space pro

grammes, but this fact largely reflects the

weight of the United States in the aggre¬

gate figures. France and the United

Kingdom also spend heavily on such pro¬

grammes as does Sweden. Germany

spends large amounts on space. So much

of these funds go to industry that in the
United States and Sweden, where the

recovery in defence R&D funding has been

especially marked, it may reverse the trend

towards declining government support for
industrial R&D in these countries. (See

Chart D for per capita figures.)

Energy R&D funding is dropping back

after a period of rapid growth, particularly

in the United States, Belgium and Norway.

Most governments are scheduling little

growth or even a decline in their support for

energy R&D between now and the end of
the decade. (In Chart D it is included in the

category of economic development.)

Most governments continue to commit a

high share of their funds for the "advance¬

ment of knowledge". Most Member gov¬

ernments spend more money for general

non-oriented support for R&D (including

university research) than they do for any

other individual policy objective, including
defence.

University Research

The share of higher education in R&D
efforts continues to decline. Since higher
education has benefited less than other

sectors from the general upturn in R&D

spending since 1 979, its share of R&D

funding has fallen slightly but steadily,

particularly in Canada, Norway and

Japan.
The United States is the clear leader for

university R&D in the natural or "pure"

sciences and Japan in the social sciences
and humanities. American universities are

responsible for over half OECD's total

spending on the "pure" sciences; Japan's
share is lower than that of France, Germany

or the United Kingdom, although the total

volume of Japanese university research for

all purposes is higher. Since Japanese

universities carry out a third of university
work in the social sciences and the human¬

ities, it is clear that they are the major

performers in these disciplines in the OECD

area. In engineering and the medical

sciences, the positions of the United
States, and the EC are more similar than in

the natural sciences, but the United States

leads in engineering and the EC in medical
research.

Basic and Applied

Research and Development

Basic research absorbs about 1 5 per

cent of all R&D funds in the OECD area.

About two thirds of it is done in the higher

education sector. (A small amount is car¬

ried out by private non-profit institutions).
The rest is shared equally between indus¬

trial and governmental laboratories.

The United States is the major spender

for all types of R&D activity, but its role is
particularly strong in experimental develop¬
ment whereas the EC ranks relatively

higher in basic and applied research. At a
lower absolute level, the two types of

research are more balanced in Japan. -
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Defence and space account for the largest share of OECD's public R&D expenditure due to the weight of the United States' programme. To left: NASA's At lands mission in December of 1985. The EC leads in
university medical research. To right above: An ultra-sound machine developed in Germany for pulverizing kidney stones without surgical intervention. Japan continues to perform a growing share of all industrial
R&D, especially in electronics and transport equipment. To right below: An experimental electrically powered four-car train which runs on rubber wheels on concrete tracks.

Almost half of the basic research in

government laboratories in the OECD is
accounted for by EC countries. In basic

research carried out by industry, on the

other hand, Japan and the United States
account for two thirds.

R&D in Industry

Industry is increasing its role in OECD
R&D efforts. (It accounted for two thirds of

total R&D expenditure in 1983.) The

growth since 1 979 has been particularly

marked in Japan, which has greatly

increased its share of OECD spending,
while the United States' share has not

changed. There has been a marked fall in
the EC's share due to an overall slow-down

since 1981 and a fall in the volume of

industrial R&D in the United Kingdom in
1983.

Business itself was mainly responsible

for increased industrial R&D, especially in

Japan, though in a few countries, notably
France, Italy, the Netherlands, Ireland,

Spain and Canada, government support
has also played an important role in the

increase. Even in the United States, gov¬
ernment finance for industrial R&D has

risen since 1981 .

R&D represents a growing share of value

added in business generally and in manu¬
facturing in particular. On average 1 . 7 per
cent of industries' resources went to "intel¬

lectual investment" in 1983, but it was

higher in the large countries (and in Sweden
and the Netherlands) than in the small

ones.

Company-financed R&D spending
which depends partly on the level and

type of R&D undertaken but also on indus¬

try's ability to generate profits ranges
from 3 to 30 per cent of the gross oper¬

ating surplus in manufacturing industry. It
is rising in all countries. Compared with the

other large countries, Japanese manufac¬

turing industry has a greater surplus avail¬
able for investment of all kinds.

R&D in the electrical/electronic indus¬

tries and the machinery industries (in¬

cluding computers) has continued to grow
more rapidly than in other groups. In the

aerospace industry, R&D is picking up. Of

the highly research-intensive industries,

chemicals show R&D continuing to grow at
rates that are below the industrial aver¬

age.

Both Japan and the United States have

strengthened their R&D positions, though
in different industries, whereas the EC

share has dropped in most industries.

Japan continues to perform a growing
share of all industrial R&D, especially in the
electrical /electronic and transport equip¬
ment industries. The United States has

continued its predominant role in aero¬

space and machinery, thanks to R&D on

computers and scientific instruments.

OUTPUT INDICATORS

Trends in

Technological Situations

Patenting activity generally stagnated or
declined in the OECD area until the end of

the 1970s but has since picked up again.

The decline which took place, except in the

United States, Japan and one or two

smaller countries, was due in the main to a

falling-off of foreign applications.

Domestic patenting has lagged behind

R&D. The "apparent productivity" of
research in the OECD area seems to be

declining in that the "output" of domestic

patent applications per researcher has been

falling in most countries. It is not clear

whether this reflects slower generation of

knowledge per R&D input or a decline in the

propensity to patent R&D results.

The United States and Japan are the

most important and dynamic patent mar¬

kets. The dynamism of these two markets

has different origins: the particularly strong
increase in patent applications in Japan has

primarily been fueled by Japanese inven¬

tors whereas foreign inventors have played

that role in the United States. Japan has

become the main market for patents (a

third of all applications in the OECD area in

1983) followed by the United States
(14 per cent). However, it should be borne

in mind that Japanese patents are single-

claim patents so that one invention may
involve several applications.

Japan not only patents more than other
OECD countries but it has not followed the

general decline in patent productivity.
Relating domestic patent applications to

the amount of R&D confirms the high
Japanese propensity to patent. In 1981,

Japan spent about a sixth of total R&D in

the OECD business enterprise sector but

generated half of all OECD domestic patent
applications. The reverse was true for the

United States. In the EC and other coun¬

tries the share of R&D spending was closer

to that of patent applications.

Japan has also stepped up its patenting
abroad though it is still well behind the

United States which is responsible for

about a third of all external patent applica¬

tions in the OECD area, down slightly over
the decade. Since 1 970, Japanese applica¬
tions have shown sixfold growth, from a

low base, reflecting its successful penetra¬

tion of foreign, high technology markets.

The German share fell back slightly in
1983.

International filing grew substantially

from 1978 following the introduction of

new procedures. Even countries which did

not sign the European Patent Convention

(Munich) took advantage of the new proce¬

dures to enlarge the area of protection of

their patents abroad without experiencing

an increase in foreign patents at home.

Smaller signatory countries were more

affected by this opening to foreign techno¬

logy than larger ones.

The United States is by far the largest

exporter of technology, according to tech¬

nological balance of payments data. Not

only does the U.S. have the largest share of

total receipts but also a very large surplus

on its technological balance of payments.

On a much smaller scale, the United

Kingdom is the only other major OECD

country to have a technological payments

surplus.

Although still in deficit, Japan has

become less dependent on imported tech¬

nology and now plays a more important

part in the international dissemination of

new technology. Japan's receipts on its

technological exports have increased (in

real terms) as have those of France. In

absolute terms, Japan was earning as

much from technology sold abroad in 1 983

as the United Kingdom and almost twice as

much as Germany. But unlike France,

Japan's payments have fallen (as have

those of the United States and the United

Kingdom).

For the five major OECD countries, plus
Sweden and Australia, international pur¬
chases and sales of technology correspond
to less than a fifth of their business

enterprise R&D efforts. This ratio is signif¬
icantly higher the smaller and/or less

industrialised the country. Spain and Portu¬

gal, for instance, spend as much as

1 V2 times their own business R&D outlays
for the purchase of foreign technology.

Technology transfer is largely deter¬
mined by the strategies of multinational

enterprises. Statistical evidence from a few

countries suggests that payments made by
subsidiaries of foreign companies may be
largely responsible for technological defi¬

cits. The relationship between technology
transfer and direct investment abroad is

obvious and merits further investigation.

IMPACT INDICATORS

Technological Performance
and Industrial

Competitiveness

Highly R&D-intensive industries (on

average more than 1 1 per cent of turnover)
have been almost insulated from the reces¬

sion following the two oil shocks and grew
rapidly between 1 970 and 1 983, in terms

of production, internal demand, imports
and exports. In first place was the elec¬

tronics industry, followed by computers
and scientific instruments. Production rose

markedly in the pharmaceutical industry

but with only moderate growth in trade (for

which direct investment partly substi¬

tuted). Nevertheless, the highly R&D-inten¬
sive industries are still responsible for only
a very small share of manufacturing pro¬

duction (1 1 per cent on average) and only a
slightly higher share of trade (16 per cent
on average).

High R&D-intensity industries account

for about half of all R&D expenditure in

manufacturing industry and get between

60-80 per cent of all government R&D

grants and contracts received by manufac¬

turing industry. In the United States,

France and the United Kingdom where the

aerospace industry plays a particularly

important role, government R&D support

(over 40 per cent of expenditures) is heavily
concentrated in highly R&D-intensive

industries. Japan is an exception in that the

relatively small amount of direct govern¬

ment finance for manufacturing R&D

(about 2 per cent of total expenditure) goes
mainly (60 per cent) to low R&D-intensity
industries.

Employment is growing in highly R&D-

intensive industries, but not enough to

offset job losses in the other groups. The
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electronics industry created the most jobs
between 1970 and 1983. However,
except in Japan, this growth could not

offset the jobs lost in medium and low
R&D-intensive industries which still ac¬

count for 80-85 per cent of manufacturing
employment in OECD countries.

The United States is the only country
whose positive overall balance of pay¬
ments in technology-based goods was until
recently due entirely to highly R&D-inten¬
sive industries. The aerospace and com¬

puter industries alone account for 56 per
cent of the surplus in the manufacturing
sector. From 1 984 on, however, it seems

likely that even U.S. high-tech industries

have incurred a deficit. In all the other large
countries, the balance in absolute terms is

due to industries of medium-intensive R&D

(motor-vehicles, chemicals, non-electrical
machinery).

Japan is the only OECD country with a
positive trade balance for all three catego¬
ries of technology-based industry (high,
medium and low R&D-intensity). Japan has
committed itself, especially since the first

petrol shock, to fast growing industries
(electronics, computers, scientific instru¬
ments, machinery, motor vehicles) and has

progressively given up its "niches" in esta¬

blished industries. Nevertheless, no type of
industry has been wholly abandoned,
hence Japan's spectacular surpluses for all
three categories.

United States competitiveness has de¬
clined between 1970 and 1984 even in

highly R&D-intensive industries. Export
markets have been lost by the aerospace,
telecommunications, consumer electron¬

ics, motor vehicle and steel industries.

Although production grew at the same rate

as domestic demand, exports grew only
twice as fast while imports three times

more rapidly. As a result, import penetra¬
tion has tripled over ten years.

EC competitiveness declined for the high
R&D-intensive industries and rose for the

low intensity ones. Two thirds of the

decline in competitiveness in the highly
R&D-intensive group can be attributed to

the electronics and computer industries.
The competitiveness of medium R&D

intensity industries was generally stable
despite the weakening of the United King¬
dom's motor vehicle industry. The gain in
export shares by low R&D intensity indus¬
tries was mainly due to the food and drink
sector and to a lesser extent to wood and

petroleum industries.

The EC is still the zone most exposed to
international competition for all three cate¬

gories of manufacturing industry. Japanese
high R&D-intensity products compete
mainly on foreign markets while American

goods mainly face competition on home
markets. EC highly R&D-intensive indus¬

tries are twice as exposed on home and on
foreign markets as those of either the

United States or Japan. m

Tourism:
An Economic

Activity in its own Right
As a service sector which contributes more to the value of international

trade than insurance, maritime transport or civil aviation and is second

only to banking, tourism must be treated as an economic activity in its
own right. A new Decision-Recommendation just adopted by OECD's
Council is mainly directed towards tourism as such - it Js intended to

facilitate international travel and the activities of companies engaged in
tourism but it also places tourism in the context of OECD's overall
action to liberalize economic activities and trade. 1

ore specifically, the recent Deci¬

sion-Recommendation is part of
an intersectoral programme for

liberalizing trade in services which the

OECD started in 1981. OECD's Tourism

Committee took part in this work, first by
establishing an inventory of obstacles to
international tourism in the OECD area.2

This inventory served as the basis for the
Decision-Recommendation which has
three strands.

Objectives: The first general aim of the
Decision-Recommendation is to avoid

measures that distort competition and

impede the movement of people, goods,
services and capital. The second is to

encourage equal treatment of foreign-con¬
trolled and domestic enterprises in sectors

related to tourism. The third objective is to
reduce administrative requirements and
formalities.

Obligations: The second part of the
Decision-Recommendation is a set of obli¬

gations which Member countries have

accepted (though some have lodged reser¬
vations so as to have time to adapt),
intended to encourage progress on such
matters as duty and tax-free import of

personal effects and other goods for per¬
sonal use, the easing of customs regula¬
tions connected with the import of tourist

publicity and of items temporarily imported
for tourist-related industries and with the

international circulation of cars and cara¬
vans.

Guidelines: Finally a series of detailed
guidelines indicate how some of these

objectives may be achieved. They have to
do with what is called "facilitation" and

cover such matters as passports, visas,

arrival and departure taxes, supplementary
documentation and the temporary entry of
personnel employed by the tourism
industry tour conductors, drivers and

trainees. Both the obligations and the

guidelines are drawn up in such a way that

all Member countries will need to take

some action.

To ensure that the pressure is main¬

tained, two procedures are foreseen by the
Decision-Recommendation: a regular re¬
view of progress made towards its imple¬
mentation and, at least every three years, a
general review of the objectives them¬
selves to make them more liberal.

The Decision-Recommendation, as has

been mentioned, goes beyond the tourism
sector itself. For example, it incorporates
the recent updating of the tourism section
in OECD's Code of Liberalization of Current

Invisible Operations. Among other things
this now provides for unrestricted use of

credit cards for paying tourist expendi¬
tures; it has doubled the minimum amount

of travellers cheques and foreign currency
that travellers can import and export
without requiring authorisation and tripled
the maximum value of domestic banknotes

that can be exported.

All these provisions add up to the
recognition that international tourism is no

longer a secondary activity but one that is
vitally important to employment, the bal¬
ance of payments and the overall economy
of many Member countries. All OECD

countries recognise that the freedom to

travel is a right and not a privilege, and the
Decision-Recommendation aims to in¬

crease the exercise of this right. This aim
will only be achieved if the Decision-

Recommendation is considered as simply a
first step, the importance of which will

depend on what subsequent steps Member
countries are prepared to take.

1 . The text of the Decision-Recommenda tion,
as well as the reservations and observa¬

tions of certain countries, can be obtained

from the OECD Observer.

2. See OECD Observer, No. 126, January,
1984.
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Country Problems

and Strategies:
Canada

/

Over the long term, Canadian employment has risen more rapidly than in any other OECD country,
but unemployment is still high. A Canadian Jobs Strategy aims not only at developing skills but
also at encouraging innovation.

Canada is enjoying a buoyant
recovery from its worst post-war

recession, with GNP growing in
1 984 at the highest annual rate since

1 976, though it is expected to rise some¬
what less rapidly in I985 and I986. Now

near the end of the third year of the upturn,
Canada has managed to drive inflation

down, with wage and price increases falling
to their lowest level for many years. On the
external front, the trade balance posted a
record surplus in I984, despite a deteriora¬

tion in the terms of trade, though in I985
this surplus will probably decline.

The Canadian recovery has, in fact, been
stronger than the more talked about

upswing of its giant neighbour, the United

States. Real GNP has grown more rapidly,
albeit from a deeper trough, and the growth
rate has not eased as much in the last four

quarters as it has in the United States.

Corporate profits have risen more quickly
than in the United States. The real foreign
balance has made a positive contribution to
GNP growth in Canada, whereas it has

been strongly negative for the United
States.

On the other hand, until very recently,
business fixed investment has been weaker

in Canada and actually continued to fall in
the early part of the recovery. The unem¬
ployment rate in the United States has

declined more rapidly, moreover, reflecting
both higher Canadian productivity growth
and a faster growing labour force.

However, over the long term, Canada

22

has an outstanding record of creating jobs:
between 1966 and 1981, there was an

average annual increase of 2.8 per cent in
Canadian employment, by far the highest
rate of job creation anywhere in the OECD

area. Although it has a population only one
tenth the size of the European Community,
Canada created five times more jobs than
the EC in the 1973-81 period. In relative
terms, this represented a higher rate of
employment growth than that recorded by
the United States. However when the

recession struck, in I98I-82, total employ¬
ment fell by 3.3 per cent in I982, the first

annual drop in 24 years; industrial employ¬
ment was worst hit, plunging 9 per cent,
and it has been slow to recover.

At the same time, Canada has had the

highest rate of labour force growth of any
OECD country, averaging 3. 1 per cent a
year between I966 and I98I, a rise which

has outstripped the strong increase in
employment in these years. More recently,
a cyclical revival in the participation rate
has also dampened the effects of job
creation on unemployment.

Like the United States, Canada's

average unemployment rate has in the past
been significantly higher than the European
average. There has also been a clear

increase in the Canadian average rate since
1970, although less so than in many
European countries. And the severity of the
1981-82 recession resulted in a sharp
increase in the number of "discouraged"
workers (those who stop looking for work).

Although joblessness remains relatively
high in Canada, at 10.2 per cent in

November 1 985, the rate has fallen by 214
percentage points from its peak at the
height of the last recession, which is in

marked contrast to developments in
Europe where rates have continued to drift
upwards.

Factors that are regarded as the cause of

persistent high unemployment in Europe
are less evident in Canada. Real wages
have adjusted more quickly to changing
conditions, for instance: following the high
annual increases of the 1970s when

Canada's terms of trade improved as a
result of the boom in commodity prices,
wage increases dropped to much lower

rates at the onset of the recession. Indeed,
Canada recorded the fastest deceleration in

wage inflation of any OECD country in
1982 and 1983. The country has thus
avoided the widespread occurrence of the

so-called "Dutch disease", the phenom¬
enon whereby a profitable resource sector

induces high real wages that render tradi¬

tional manufacturing industries unprofit¬
able.

Neither is there evidence to suggest any
significant increase in structural unemploy¬
ment as a result of such factors as

increased labour market mismatches or

reduced job mobility in recent years. The
rate of unemployment likely to lead to
accelerating inflation (the NAIRU) in¬
creased in the early 1970s for a number of
specific reasons, but there has been no

further rise since then. Internal migration
rates are much higher in Canada than in

Europe, although possibly not as high as in
the United States, and there is no evidence

that a decline in geographic mobility has
contributed to the steep increase in aggre¬
gate unemployment in the 1 980s.

The evidence suggests that the severity
of the recession itself was the main cause

of the increase in unemployment in 1981-
82 and its persistently high level ever since.
Looking at the rate of unemployment and
the rate of capacity utilisation, it emerges
that in both respects the Canadian
economy has been slower to recover than

the United States. By 1984, the rate of
capacity utilisation in the United States had

almost returned to its historical average, as
had the unemployment rate, whereas in
Canada, capacity utilisation was still well

below the "normal" level and unemploy¬
ment was still considerably above its his-



torical average. Canada's laggard perfor¬

mance may be due to sectoral differences

which may not be resolved simply by an

increase in aggregate demand. A balanced

recovery from the point of view of Canada's

industrial structure would require higher

demand for the output of resource-based

industries combined with continued real

wage adjustment in these sectors. Pros¬

pects for such a development do not

appear promising at the moment and,

should this situation persist, a further shift
of labour from the resource-based sector to

other branches of the economy may be

necessary to bring about a return to full

employment.
The Canadian Government announced a

new strategy to improve labour-market

performance in June, 1 985, which it called

the Canadian Jobs Strategy (CJS). The

primary objective is to upgrade skills and

help the work force adapt to the new

conditions engendered by technical change
and the intensification of international com¬

petition. The CJS, which superseded

existing training and job creation schemes,

consists of six separate programmes

dealing with different types of problems:

skill investment, a preventive scheme for

retraining workers threatened by redun¬

dancy

job entry, schemes for unemployed

youth to acquire some training and work

experience and for women who have inter¬

rupted their careers to re-enter the labour
force

job development, provides training for

the long-term unemployed

skill shortages, a programme designed

to alleviate specific occupational short¬
falls

innovations, a scheme for encouraging
new ideas and innovation in the realm of

employment

community futures, a programme for

easing the particular problems of commu¬

nities affected by major lay-offs and plant
closures.

The CJS represents a significant reorien¬

tation of Canadian labour-market policies,

shifting the emphasis from direct, short-

term job creation (whether through specific

employment schemes or aggregate de¬

mand management) to the raising of skill

levels through training and work exper¬

ience. It is designed, among other things,

to make up for the relative scarcity of

apprenticeship schemes and is based on
the belief that the demand for labour will

increase with an improvement in the quality

of labour supply.

With the recovery expected to continue

through 1 986, albeit at a slower rate (GNP

growth easing to around 3 per cent), the

unemployment rate should fall to below

1 0 per cent. Although economic prospects

thereafter depend critically on economic

and policy developments in the world in

general and the United States in particular,

the Canadian Government has produced
three medium-term economic and financial

scenarios, giving a mid-range GNP growth

projection of 3 per cent a year. Even at that

rate, however, the unemployment rate

would still be around S1^ per cent at the
end of this decade, which is considered to

be above Canada's "full employment rate

of unemployment".

The other medium-term problem facing

Canadian policy makers is the federal

budget deficit, which is among the highest

in the OECD area. The new government,

elected in September 1 984, introduced a

series of policy measures in November of

that year and in its May 1985 budget.

Some of these were temporary, designed
specifically to bring down the budget defi¬
cit, while others were more structural in

nature, aimed at enhancing the private

sector's competitiveness, through re¬

ducing the degree of regulation, among
other things. These policies are intended to

promote output growth in the longer term,

which should not only help reduce the

deficit but also create a higher level of
employment.

The United States

Will the declining dollar boost United States' exports and stem protectionist pressures?

The United States has enjoyed an

exceptionally rapid recovery over

the past three years, following the
1981-82 recession which was the worst

since the 1 930s and sent unemployment

up to a post-war record high. Output

growth in 1983 and 1984 was greater

than in past upturns, while inflation came

down to one of the lowest levels in the

OECD area, and unemployment also fell

considerably. Although activity has slowed

down markedly since early 1985, pros¬

pects are still for continued expansion for

the next year or two, at an annual rate of

2V2 to 3 per cent.

However major imbalances, in the shape

of persistently high budget deficits, rapidly

rising government debt, an increasing cur¬

rent external deficit and a deteriorating

international investment position, are put¬

ting a major question-mark over the sus-

tainability of the current recovery. High real

interest rates and the strong dollar remain

negative factors in the United States'

present economic environment, although

both have declined recently. Industrial pro

duction has risen only slightly over the past

year, and net exports are declining due to

poor external competitiveness. This is not

only threatening the survival of some sec¬

tors but is also drumming up pressure for

protectionist measures.

If left uncorrected, these imbalances

could ultimately build up to unmanageable

proportions, resulting in another recession

or in a rekindling of inflation, and perhaps

both. This situation presents a big chal¬
lenge to policy makers, who need to take

steps to reduce the structural budget

deficit and promote a smooth, orderly
depreciation of the dollar, while at the

same time sustaining the momentum of the

recovery.

The budget deficit is partly a conse¬

quence of the "supply side" strategy, which

has put the emphasis on lowering tax rates

rather than on containing and reducing the
deficit, and partly the result of faster-

than-expected expenditure growth. The

1981 Programme for Economic Recovery
forecast a balanced budget for fiscal 1 984,
whereas the outcome was a deficit of $1 75
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billion. That happened despite the fact that
the effective tax reduction has been much

smaller than originally announced in 1981

-just over 1 V2 per cent of GNP in 1985

rather than 41/2 per cent.

After the administration drew up a draft

budget for fiscal 1 986, projecting a base¬

line budget deficit of $230 billion, pro¬
tracted negotiations with Congress finally

led to a compromise which lopped $55 bil¬

lion off the initial figure, bringing it to
$1 75 billion. That was the budget voted by
Congress, at any rate, though the adminis¬
tration thinks the actual deficit in 1 986 will

be nearer $185 billion. Moreover, the

budget assumes growth of 31/2 to 4 per
cent in 1 986 and, if the economy performs

less well than expected, the deficit could

again top $200 billion. The OECD itself

projects a federal deficit of $1 88 billion on

a 234 per cent real growth assumption.
On the external front, despite the dol¬

lar's recent fall, the current account deficit

is expected to deteriorate further, rising
from $130 billion in 1985 to nearly
$150 billion in 1986. The growth in
imports should fall sharply from the 24 per

cent recorded in 1 984, dropping to 8 per

cent in 1985 and 4 per cent in 1986.

Export growth is forecast to recover only
slowly from its 1985 trough, however.

Manufacturing output may continue weak,

although there is little danger of capacity
constraints in the near future, given that

the capacity utilisation rate in manufactu¬

ring is currently at no more than 80 per cent.

Whatever the adverse consequences of
these substantial imbalances, there are no

easy cause-and-effect conclusions to

draw. It would be a mistake, for instance,

to attribute the high level of real interest

rates in the United States solely to the size

of the federal deficit. Monetary policy,
inflationary expectations and the increase

in the after-tax profitability of investment

since the 1981 tax reforms may all have
contributed to raising interest rates. To the

extent that the deficit has driven up interest
rates, that may have had an effect on

exchange rates which may in turn have led

other OECD countries to pursue tighter
monetary policies than they otherwise

would. On the other hand, the relationship
between government indebtedness and

interest rates must hold true for other

economies as well, and the fact is that,

despite budgetary restraint in Europe and
Japan, their debt/GDP ratios have risen

faster than that of the United States.

In some respects, the United States is in

a more favourable situation than the OECD

as a whole, since its ratio of government
debt to GNP is lower and the credibility of
monetary control greater. And in terms of

the rate of interest paid on that debt

relative to the underlying growth rate of the

economy, the United States is certainly no
worse off than other countries. Neverthe

less, the prospective medium-term growth
rate of U.S. government debt, together
with the possibility that real interest rates

will stay above the economic growth rate
for some time, could result in a continued

increase in the debt interest burden relative

to GNP in the medium term.

The administration now considers stabil¬

izing the deficit essential to prevent a
remorseless increase in the level of interest

payments relative to GNP. The plan is to

stabilize the debt/GNP ratio at just over
40 per cent in 1 988, after which it should

fall, as the federal deficit is scheduled to fall

below 3 per cent of GNP at that point. If the

deficit were allowed to exceed 3 per cent,
the debt/GNP ratio would continue to rise.

Unless the government succeeds in cutting
the deficit, government debt could reach

50 per cent of GNP by 1990; interest

payments would by then have swelled to

nearly 4 per cent of GNP and would con¬
tinue to rise thereafter.

The stability of the domestic U.S.

economy is also threatened by the imbal¬

ance in the external sector. The large
current account deficit can be considered

sustainable if it is matched by equivalent

capital inflows at the existing exchange
rate of the dollar. So far, there have been

substantial net capital inflows, despite the
strength of the dollar. But even if the

current account deficit continues in the

range of $150 billion, the question arises
as to whether wealth holders around the

world will be willing to continue acquiring
U.S. assets at that rate. Part of the swing in
the capital account, from small net deficits

in 1980 and 1981 to a surplus of $100 bil¬

lion in 1 984, was caused by a sharp drop in
the accumulation of foreign assets by U.S.
banks (from an average of $65 billion a
year to less than $10 billion). So the

counterpart to the growing current account
deficit has been more a decline in outflows

of U.S. funds than a rise in capital inflows.
It will be hard for U.S. banks to reduce their

outstanding claims on foreigners much
further, so the United States will need to

attract increased inflows from abroad.

The result of these recent trends has

been a transformation in the international

investment position of the United States.

From a net creditor to the tune of $1 50 bil¬

lion, its foreign assets and liabilities were

virtually in balance by the end of 1 984, and

the country is probably now a net debtor.
The situation is expected to deteriorate

further in coming years. As a result, instead

of substantial net investment income, the

United States will have a negative flow of
investment income, adding to its current

account deficit. But a large deficit will
accelerate the deterioration of the invest¬

ment position and the growth of the net

interest payments to foreigners. Hence,
large current account deficits feed on them¬

selves and can only be stabilized through a

sustained improvement in the trade and

services components. If the U.S. deficit

continued on its present scale of around Vk

to 3 per cent of GNP, the U.S. would be in a

net debtor position of some $700-$800

billion (or 1 0-1 5 per cent of GNP) by 1 990.
Assuming an effective interest rate of

8V2 per cent, that would require a surplus
on trade and non-factor services of 1 per

cent of GNP just to cover interest charges,
even if the current account then returned to

balance.

Simply in financial terms, therefore, a

large current account deficit is not sustain¬

able in the longer run, but it also has serious

implications for the real economy. In the¬
ory, as long as the rate of return on foreign
capital invested in the U.S. exceeds the real

rate of interest paid to foreign lenders, the
increased income generated will more than

pay the interest costs. But the net inflow

must translate into real investment rather

than consumption. This does not seem to

have been entirely the case so far. Between
1979 and 1984, net investment was

broadly stable at 41/4 per cent of GNP,
whereas the current account balance deter¬

iorated by around Vk per cent of GNP. The
counterpart to that was a decline in

domestic savings, as taxes were cut and

the budget deficit increased. Moreover, the

investment boom may already be tapering
off, so even if the situation has been

basically sustainable up to now, it might no
longer be so in the future.

Recognition of this fact led to the recent

Group of Five agreement to intervene
against the dollar. However, if the current

account imbalance is to be corrected, a

further sizeable depreciation of the dollar

would be the logical means. But that would

only be effective if accompanied by a
reduction in domestic expenditure to make

room for increased exports. The condition
for any reduction in the external balance

has to be an increase in total domestic

saving, including a reduction in the budget
deficit. There is a risk that the dollar might
fall too fast and too far, creating infla¬
tionary pressures which would have to be

accommodated by a more rapid expansion
of money supply if interest rates were not
to rise.

The dangers that these growing imbal¬
ances in both domestic and external

accounts present for the economic pros¬
pects of the United States should not be

underestimated. There are both short and

medium-term implications, and they raise
complex and problematic issues to the

extent that there is no general agreement
on the workings of some of the important
mechanisms involved. But whatever the

different views on the relationship between
the large current account deficit and the

strong dollar, there is a fundamental de¬

stabilizing mechanism at work which could

render the deficit self-perpetuating if it is
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not contained, while the fact that the

United States has now become a net

debtor country for the first time since

World War I complicates the adjustment

process and might force the authorities to

take steps to bring the balance of trade into

sustained surplus.

Recent legislation to balance the budget

by 1991 shows that there is general

agreement on the unsustainability of the
federal deficit. The OECD holds the view

that the deficit has probably helped push up

long-term interest rates. But the major
concern is not so much the ratio between

GNP and government debt interest, which

is close to the OECD average, as the

relationship between the rising debt and
the current levels of tax revenue and

internal savings. If not corrected, the fiscal

imbalance could push up the annual flow of

interest payments beyond the threshold

where spending cuts and/or the necessary

tax increases are politically acceptable.

This possibility makes decisive, credible

action to reduce the federal budget deficit

all the more urgent, therefore. While it is

hoped that the spending cuts voted by

Congress in August will be implemented as

planned, additional measures are required

to ensure that the deficit is brought back to

normal by the end of the decade, particu¬

larly if the growth assumptions underlying

the official budget projects prove over-

optimistic and if some spending pro¬

grammes exceed estimates. It is also

essential that any tax reform be revenue

neutral; given the seriousness of the situa¬

tion, it would be regrettable if tax changes

embodying substantial tax cuts were intro¬

duced in the out-years that might under¬

mine the deficit-reducing effect of the

proposed expenditure cuts.

Switzerland

Four different kinds of permits are issued for foreign workers in Switzerland - permanent, annual,
seasonal and those for frontier workers.

Switzerland is the exemplary eco¬

nomic performer in the OECD area,

which manages to combine a reg¬

ular balance-of-payments surplus with

positive growth, low inflation, virtually no

unemployment and a balanced government

budget. The Swiss franc has customarily

been considered a byword for strength and

stability by virtue of the country's eco¬

nomic performance. Ironically, it was the

relative weakness of the currency in 1 985

(vis-à-vis not only the dollar and the yen
but also other European currencies) which

enabled Switzerland to keep exports

surging ahead and maintained the

buoyancy of its current recovery.

At present, therefore, Switzerland is

experiencing a growth rate of around

3V2 per cent, an inflation rate of about
S1^ per cent and an unemployment rate of
under 1 per cent against the background of

a current external surplus equivalent to

4 per cent of GDP and a general govern¬

ment deficit of some V4 per cent of GDP.

The immediate prospects, moreover, are

for inflation to drop to only some 2 per cent

in 1 986 and for the unemployment rate to

fall to about V2 per cent, although growth

might slacken a little.

Switzerland's success in keeping both

unemployment and inflation to remarkably

low levels might lead policy makers else¬

where to ask whether there are any lessons

to be learnt from the way the Swiss

manage their economic affairs. The con¬

trast between Switzerland's record and

that of other European countries is particu¬

larly striking: in mid-1 985, the average

unemployment rate for OECD Europe was

1 1 per cent, compared to less than 1 per

cent in Switzerland, while the average

inflation rate was 6^2 per cent as against
Switzerland's 3 per cent. In terms of the

so-called "misery index" the average of

the inflation and unemployment rates the

Swiss performance has been consistently
better than either the OECD or the Euro¬

pean averages throughout the period for

which comparable data are available.

Nevertheless, both inflation and unem¬

ployment in Switzerland have deteriorated

in comparison with the period before the

first oil shock in 1973-74. The average

unemployment rate was virtually zero then

but reached an unprecedented post-war

peak of 1 V4 per cent in the first quarter of
1984. Inflation increased from an annual

average of 3^2 per cent during the 1960s
to peak at 93/4 per cent in 1 974. While the

inflation rate has declined in recent years to

the same annual average as in the 1 960s,

the unemployment rate is not expected to
return to zero.

An explanation of the exceptionally low

level of Swiss unemployment cannot, for

instance, be attributed to any shortcom¬

ings in the way unemployment is mea¬

sured. While short-time working is a

common practice in Swiss industry during

periods of cyclically depressed demand,

converting this "partial unemployment"

into a full unemployment equivalent would

have only a modest impact on the overall

unemployment rate. Similarly, making

allowance for the migration of seasonal

foreign labour and for the existence of

"frontier workers" (those who work in

Switzerland but who reside in neighbouring

countries) would result in a figure for annual

unemployment, at most, double the pre¬

sently recorded official estimate of 1 per

cent. Factors related to the supply of and

demand for labour offer a better explana¬

tion of Switzerland's low unemployment.

On the supply side, there is a high degree of
cyclical flexibility, due both to changes in

the number of foreigners working in the

country and to ups and downs in the

participation rate of residents. There has

been a policy over the years of controlling

the size of the foreign labour force to

prevent an unacceptably high proportion of

foreigners in the country. A distinction has

been maintained between "settled" or per-
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manent immigrants and temporary (or sea¬

sonal) foreign workers. There are four

différents kinds of permit, corresponding to

the various categories: permanent permits

for settled workers that carry no restric¬

tions; annual permits given to newcomers

for specific jobs but which can be renewed

in successive years without specific work¬

place restrictions; seasonal permits, which

are granted for nine months at most in

a year for seasonal work in the construction

industry, tourism and agriculture; and per¬
mits for frontier workers, which allow

people living in neighbouring countries to

work in Switzerland but do not give them
rights of residence.

The number of foreign workers reached a

peak in 1 973, after a rapid increase during

the 1960s. Already by 1960, they
accounted for almost 20 per cent of the

labour force, far more than in any other

European country except Luxembourg.
Because of the large number of foreign
workers with annual and seasonal permits,

the supply of labour can be varied by
increasing or reducing the number of new

permits issued. This possibility was used

on a large scale following the first oil shock,

which not only resulted in a substantial fall

in the foreign labour supply it has never

returned to the 1973 peak but also

caused a sharp drop in consumer demand

that exacerbated the 1974-75 recession.

Apart from the economic factor, there had

already been a growing feeling in the
country that the foreign labour force

exceeded the socially desirable optimum.

The fall in the supply of labour which

followed both oil shocks was not solely due

to a drop in the number of temporary
foreign workers. Although in the 1975-76

period, the labour force shrank by 7 per
cent, with three-quarters of that cutback

falling on temporary foreign workers, in
1 982-83, when total employment de¬
clined by only 2 per cent, only 47 per cent
of that decline was due to a reduction in the

number of such workers. On the other

hand, whereas 8 per cent of the fall in

employment in 1975-76 translated into a

rise in unemployment, in 1982-83 the

corresponding figure was 33 per cent.

While the temporary foreign work force
had been reduced to just over 1 0 per cent
of the total labour force in 1 984, that is

enough to maintain the flexibility of labour
supply at the margin.

Flexibility also characterizes the wage
formation process. The wage negotiation
system is highly decentralized, with most

collective agreements concluded at the

individual company level. There is no auto¬

matic wage indexation, negotiations tend
to take account of the particular firm's
performance, and there is no national

minimum wage - all factors which make

for moderation in pay settlements. Most
workers are also committed by their collec

tive agreements to industrial peace, so that
strikes are rare.

Since the growth of real labour costs has

on average exceeded productivity growth

since 1973, and the gap between real

labour costs and productivity has persisted

since the second oil shock, in contrast with

many other countries, Switzerland's av¬

erage annual nominal labour cost increases

have been the lowest in the OECD area.

While this contributed to Switzerland's low

inflation rate, it made little impact on the

country's declining external competitive¬
ness since modest domestic cost trends

were overwhelmed by the rapid apprecia¬
tion of the Swiss franc between 1 970 and

1 984. The result was a loss of export

market share for manufacturing industry.
Yet while Switzerland has a structural

deficit in its merchandise trade, its invisi¬

bles surplus is large enough to ensure a

current balance of payments surplus.

Whatever the trends in employment,

IRELAND BECOMES

A MEMBER OF

OECD'S DAC

Ireland has become the nineteenth

member of OECD's Development Assis¬
tance Committee (DAC)1. Created in

1960, the DAC has the twin aims of

encouraging growth in the volume of

development aid and of improving its
effectiveness.

wages, costs and prices, the most remark¬

able feature of the Swiss economy is the
low equilibrium level of unemployment,
defined as the rate of unemployment com¬
patible with non-accelerating inflation.

While other OECD countries may not have
the same scope to control the level of

unemployment by adjusting the size of the

labour force, the Swiss record in preventing
nominal wage increases from accelerating

while maintaining very low unemployment
rates is outstanding. While not all charac¬

teristics of the Swiss economy may be
easily "exported", other countries would do

well to emulate the sound economic poli¬

cies pursued by the Swiss, characterized by
flexible macro-economic management sub¬
ject to consistent adherence to medium-

term objectives. Instead of trying to fine-

tune the economy, Swiss policy makers
have sought with indubitable success to

create the conditions for sustained, non-

inflationary growth.

In deciding to seek membership of
the DAC, the Irish Government has

affirmed its support for these aims and
its willingness to work towards them.
The Irish authorities have also stated

that they are ready to subscribe to the

Recommendations and Guiding Princi¬
ples adopted by the DAC in the period
since its inception.

Ireland has had a bilateral grant aid
programme in operation since 1974,

directed primarily to a selected group of
low-income developing countries in
Africa. Along with contributions to mul¬

tilateral development programmes, total
Irish official development assistance
(ODA) amounted in 1984 to $34.6 mil¬

lion, or 0.22 per cent of the country's
GNP.

The 1985-87 national economic

plan has provided for budgetary alloca¬
tions which will enable Ireland's

ODA/GNP ratio to reach 0.28 per cent
in 1987, an increase in ODA net disbur¬

sements in real terms of approximately
25 per cent, bringing them to around
$50 million at the end of this three-year
period. The Irish Government has also

set itself the longer-term objective of
attaining the United Nations target of
0.7 per cent of GNP as ODA. Over

7 0 per cent of the Irish official bilateral

programme is channelled through these
organisations.

Peat harvesting in Burundi, financed by Irish
development aid.

1 . The eighteen others are: Australia, Aus¬

tria, Belgium, Canada, Denmark, Fin¬

land, France, Germany, Italy, Japan,
the Netherlands, New Zealand, Nor¬
way, Sweden, Switzerland, the United
Kingdom, the United States and the

Commission of the European Communi¬
ties.

H
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Recovery

The Outlook to mid- 1987

The present forecasts are similar, in a
number of basic respects, to those pub¬
lished six months ago. Growth in the first
half of 1 98 5 turned out somewhat weaker

(by three quarters of a percentage point
at an annual rate) than expected; the
causes differed across countries, and
seem to have been temporary. In the
United States the cause was weak

exports and destocking; in Europe the
severe winter and a temporary postpone¬
ment of automobile purchases in Ger¬
many; in Japan weaker exports and
investment. A technical rebound has

subsequently been taking place.
Broadly, there have been no major

changes in the economic forces likely to
shape the course of the OECD economy
as a whole over the next year and a half.
However, non-OECD import demand
has weakened, and is likely to remain
sluggish, while lower commodity prices
have resulted in more favourable terms of

trade for the OECD area. There have

also been some changes as between
OECD countries. The dollar and a few

other currencies have fallen sharply in
effective terms, and almost all currencies
have risen vis-à-vis the dollar. Fiscal

policy may stop moving in an expan¬
sionary direction in the United States,
and the pace of budgetary tightening has
slowed elsewhere. The central projec¬
tions for the next eighteen months, con¬
structed on the customary technical
assumptions of unchanged exchange
rates, no change in actual or announced
government policies, and no change in
the dollar price of oil, are for an
underlying OECD growth rate of about
2'/2per cent (table 1). In contrast with
1983-84, growth in the United States is
expected to differ little on average from
the rest of the OECD. A similar nar¬

rowing of growth rates of domestic
demand is projected. Thus in the United
States both domestic demand and GNP

1. GROWTH OF REAL GDP/GNP IN THE OECD AREA"

Percentage changes seasonally adjusted at annual rates

1982 From previous From previous

Share

in

total

year half yec r

/W? 1984 1981 1986

1985 1986 1987

OECD 1 11 1 11 I

United States 40.4 3.7 6.8 Vh VA 1.7 23/4 2% 2'/2 Vh

Japan 14.0 3.4 5.8 5 3'/2 4.7 5 33/4 2 VA

Germany 8.5 1.5 2.7 214 3'/4 ^-0.2 53/4 2'/4 m VA

France 7.1 0.7 1.6 1 2 0 23/4 l3/4 VA Vh

United Kingdom 6.4 3.2 2.6 3'/4 2'/4 4.0 2'/2 2'/2 VA VA

Italy 4.6 -0.4 2.6 2'/4 2'/2 1.8 3'/2 2'/4 VA VA

Canada 3.8 3.3 5.0 4 3 4.0 23/4 3 23/4 VA

Total of above countries 84.8 2.9 5.2 23/4 VA 2.1 3'/2 23/4 Vh Vh
Other OECD countries'1 15.2 1.6 3.1 23/4 2W 3.0 2 2'/4 2>/4 VA

Total OECD 100.0 2.7 4.9 VA 2% 2.2 314 23/4 2'/4 Vh

Four major European countries 26.6 1.4 2.4 2'/4 2'/2 1.2 33/4 2'/4 214 2

Total OECD less the United

States 59.6 2.0 3.5 3 VA 2.7 3'/2 2% VA V/2

Industrial Production:

Major seven countries - 3.8 8.9 3 2'/2 1.7 23/4 2'/2 23/4 Vh

Total OECD 3.4 8.3 3 VA 1.9 2% 23/4 23/4 VA

are projected to grow at 2lh per cent rates
over the next eighteen months; in Japan
they are projected to grow in the 3 to
3 'A per cent range, and in Europe at 2 to
Vh per cent.

Employment in the OECD area seems
likely to grow over the projection period
at about 1 per cent per year, with double
that rate in the United States and half

that rate in Europe. Only modest
changes in unemployment rates are
expected for most countries, and the rate
for the OECD area as a whole seems

likely to stay around 8'/2per cent (ta¬
ble 2). Inflation is projected to stabilize
at about 4lk per cent for the OECD area,
with markedly lower figures than this for
each of the three largest countries (ta¬
ble 3). The absolute price level fell in
several OECD countries during the sum¬
mer, partly on account of seasonal fac¬
tors. Current account positions - particu¬
larly the United States deficit and the
surpluses of Japan and Germany - are
projected to widen further in the first half
of 1986, and thereafter to level off (ta¬
ble 4). Little change seems likely in the
current account balance of the OECD

Other OECD Countries

Percentage changes

1982 From
Share previous

in year
total

OECD 1983 1984 1985 1986

Austria 0.9 1.8 2.0 2% 2'/4

Belgium 1.1 -0.1 1.3 Vh VA
Denmark 0.7 2.1 3.5 2'/2 VA

Finland 0.7 2.9 3.0 VU 2V*

Greece 0.5 0.3 2.6 Vh -1

Iceland 0 -5.7 2.5 2 VA
Ireland 0.2 -1.8 2.3 W Vh

Luxembourg 0 2.8 4.9 Vh Vh

Netherlands 1.8 1.1 1.7 2 2

Norway 0.7 3.9 3.8 3 214

Portugal 0.3 -0.9 -1.5 2'/4 V>A

Spain 2.4 2.2 2.2 P/4 2

Sweden 1.3 2.6 3.4 2Vi <h

Switzerland 1.3 0.7 2.1 3J/4 VA

Turkey 0.7 3.3 5.9 4 4'/2

Total of above

European countries
12.8 1.6 2.5 Vh 2

Australia 2.1 0.5 6.3 4'A 4 'A

New Zealand 0.3 5.3 4.8 0 <A

Total of 17 countries 15.2 1.6 3.1 23/4 VA

OECD Europe 39.3 1.5 2.4 2'/4 VA

EC 31.0 1.3 2.3 214 Vh

a) Aggregates were computed on the basis of 1982 exchange
rates.

b) Half-yearly data must be interpreted with care since for
eleven of these countries, amounting to over 50 per cent of the
total GDP of the smaller countries, half-yearly growth rates
were obtained by a purely mechanical interpolation.
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2. UNEMPLOYMENT IN THE OECD AREA

National Definitions

1985 1986 1987
1983 1984 1985 1986

I // I // 1

Unemployment rates
United States 9.6 7.5 VA TA 7.3 VA l'A 7'/4 l'A

Japan 2.7 2.7 Vh VA 2.5 Vh VA 2% VA

Germany 8.2 8.2 8'/4 8 8.3 8'/4 8 8 VA

France 8.4 9.9 10 '/2 10% 10.3 10 Vi 10 Vi 103/4 11

United Kingdom 11.6 11.7 11% 1 1 1/2 11.8 11% 11 lh 11 '/2 Wh

Italy 9.8 10.3 10'/4 10'/2 10.2 10 '/4 10 Vi 10'/2 10%

Canada 11.9 11.3 10'/2 9% 10.9 10 '/4 9% 9% 9'/2

Total of above countries 8.2 7.6 7'/2 m 7.5 VA Vh Vh Vh

Other OECD countries 10.9 11.4 ll3/4 ii% 11.6 l VA 11% 11% 11%

Total OECD 8.8 8.4 8'/4 814 8.4 8'/4 814 814 8'/4

Four major European
countries 9.5 10.0 10 Va 10 10.1 10 '/4 10 10 10 14

Total OECD less the

United States 8.4 8.8 83/4 8% 8.8 8% 8% 8% 9

Unemployment levels
(millions)

North America 12.1 9.9 93/4 9% 9.8 9% 9% 9% 9%

OECD Europe 17.3 18.3 183/4 19 18.8 19 19 1914 1914

Total OECD 31.7 30.6 30% 31'/4 30.8 30% 31 31'/4 31'/2

Other OECD Countries

1983 1984 1985 1986

Austria 4.1 4.1 4'A Vh

Belgium 13.2 13.3 13'/4 !3'/2
Denmark 10.4 10.0 9 83/4
Finland 6.1 6.1 6 6'/4
Greece 7.4 8.0 8'/4 9

Iceland 1.1 1.3 1 1

Ireland 14.1 15.5 l6'/2 16%

Luxembourg 1.5 1.7 P/4 VA
Netherlands 15.0 15.4 l4'/2 14

Norway 3.3 3.0 2'/2 2W

Portugal 10.8 10.5 11 Wh

Spain 17.8 20.6 22 'A IVh
Sweden 3.3 3.1 2V> 3
Switzerland 0.9 1.1 % '/>

Turkey 12.0 12.4 13 13'/2

Total of above

European countries II. 1 11.8 12'/4 12'/2

Australia 9.9 8.9 8'/4 7'/2

New Zealand 5.0 3.7 4 4%

Total 1 7 countries 10.9 11.4 IP/4 IP/4

OECD Europe 10.2 10.7 II 11

EC 9.9 10.3 I0'/2 10'/2

area as a whole; within the non-OECD

area, the combined deficit of non-oil

developing countries may widen some¬
what, while that of OPEC countries
narrows.

The projections depend importantly on
their assumptions. These include un¬
changed exchange rates, as from 5th No¬
vember. In the course of 1985, however,
exchange rates have been changing quite
significantly; further large changes could
materially affect the distribution of
demand as between countries, and would
alter the inflation projections for indi¬
vidual countries. There are also risks to

the projected outcome. The current
accounts of the three major OECD

regions seem set to diverge somewhat
further, and over the projection period
continuing surpluses and deficits cumu¬
late into even larger net foreign debtor
and creditor positions. As discussed in
previous Economic Outlooks, these could
pose risks of movements in exchange
rates and financial flows that could be so

sharp as to create problems for economic
management. These risks remain but, as
discussed below, there is now evident a

greater co-operative intent among the
major countries to reduce them.

Economic Policy and
Performance in the First Half

of the 1980s

For about five years now, most OECD
countries have been following a medium-
term approach to economic policy,
although details of implementation have
inevitably varied somewhat across coun¬
tries and over time. The OECD strategy
has called basically for the pursuit of
steady and cautious monetary and fiscal
policies to reduce inflation and then

stabilize it at a low rate, to bring budget
deficits and public spending under con¬
trol, and for an improvement in profits
and profitability so as to strengthen
investment. The other leg of the strategy
has been concerned with improving the
functioning of economies. A major
emphasis has been on policies to facili¬
tate structural adaptation. By enabling
markets to function more effectively and
by improving the flexibility and respon

siveness of the public sector, such policies
contribute to reducing inflation risks.
These basic objectives remain; indeed,
that they do so is a major reason for the
likelihood of the continuing recovery
depicted in the projections. At the same
time, policies continue to evolve.

a) Macroeconomic policies and
performance

Monetary policy over the past few
years has, broadly speaking, followed the
prescription of the strategy: in general
initially tight, it became less so as infla¬
tion came down. In a number of countries

recent rates of money growth might be
argued to carry risks of a reacceleration
of inflation; this could apply particularly
to the United States and the United

Kingdom. But interpretation of the
growth of the money aggregates has
recently been difficult; the impact of
money growth may have been attenuated
by falling velocity in some countries,
perhaps owing to the pace of structural
change in financial markets.

Fiscal policy implementation has been
more uneven. The structural budget bal¬
ance of the OECD countries as a group
has changed little since the beginning of
the decade; a large swing into deficit in
the United States has approximately
offset an opposite swing in the other
countries combined. The aggregate
budget deficit, as recorded, for the
OECD as a whole, expanded during the
early part of the decade, but has nar¬
rowed somewhat over the past two years
of recovery.

These policies, especially monetary
policy, have been successful in lowering
OECD inflation from a peak of 13 per
cent in early 1980 to some 4'/2per cent
currently, the lowest rate for sixteen
years. This is the longest-lasting disinfla¬
tion in the post-war period, breaking the
pattern since the early- 1960s of higher
average inflation in each successive busi¬
ness cycle. Commodity prices have been
exceptionally weak. There is also evi¬
dence of changed wage-setting behaviour
in some countries and, more generally, of
a shift of income shares towards profits,
although there has been less of an
improvement in rates of return.

The upswing of activity in the OECD
area is now a mature one as recoveries go
-three years old. At an early stage,
effects on spending stemming from the
disinflation process itself may have given
the recovery an important impetus; for
the time being there may now be little
further to be expected from this source.
Growth of gross business fixed invest¬
ment has been buoyant relative to output
growth, especially in the United States
but noticeably so in Japan and Europe
also.
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3. PRIVATE CONSUMPTION DEFLATORS IN OECD AREA"

Percentage changes seasonally adjusted at annual rates

The evolution of unemployment rates
%

From previous year From previous half year

1983 1984 1985 1986
1985 1986 1987

I // I // 1

United States 3.7 3.2 3 VA 2.9 2% Vh 3'/2 Vh

Japan 1.6 2.1 2lh Vh 2.7 2 Vh l'/2 Vh

Germany 3.2 2.5 VA VA 3.2 1 VA 114 VA

France 9.6 7.3 5% VA 5.5 4% Vh 3'/2 VA

United Kingdom 5.2 5.1 5 4 5.8 3% 414 4'/2 4'/2

Italy 14.9 10.9 914 6% 10.7 814 6'/2 5% 5'/2

Canada 5.8 4.0 4 3% 4.5 4 3% 3% 4

Total of above countries 4.6 3.9 3'/2 314 3.9 3 314 3 Va 3

Other OECD countries6 9.9 11.1 11 10'/2 10.8 10% 10 Vi 10% 11

Total OECD 5.4 5.0 4% 4'/2 5.0 414 4'/2 4'/2 416

Four major European
countries 7.5 6.0 514 3% 6.0 4 3'/2 3'/2 Vh

Total OECD less the United

States 6.6 6.4 6 514 6.5 5'/2 5 514 514

Other OECD Countries

Percentage changes from previous years

1984 1985 1986

Austria 5.7 Vh 2%

Belgium'' 6.1 4'h 3%

Denmark 6.4 43A 2%

Finland^ 7.1 6 5

Greece 18.0 18'/2 2P/4

Iceland1, 29.0 31'/2 31'/2

Ireland 8.5 5'/2 5

Luxembourg 6.4 4'/2 4

Netherlands 2.5 214 VA

Norway 6.6 5% 6

Portugal 29.3 19'/2 15'/2

Spain' 11.0 m 9

Sweden 8.0 TA 5'/2

Switzerland^ 3.4 3'/4 VA

Turkey 53.0 46'/2 35

Total smaller

European countries 11.9 Wh 11

Australia 6.8 l'A %'A

New Zealand'' 8.7 13'/2 12'/4

Total 17 countries 11.1 11 10 Vi

Total OECD 5.0 43A 4'h

OECD Europe 8.0 7'/4 6'/4

EC 6.1 5'/4 4

a) Aggregates were computed on the basis of 1982 GNP/GDP
values expressed in 1 982 US dollars.

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

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

The fact that inflation is still, if any¬
thing, decelerating three years into
recovery, and the absence of any impor¬
tant near-term supply constraint, are
reasons for confidence that the recovery
could continue for some time to come

-hence the projections of continuing
growth to mid- 1987. In this respect the
strategy has brought about a funda¬
mental change from the economic policy
climate of the late 1960s and the 1970s,
when inflation seemed on occasion

almost uncontrollable and supply con¬
straints led three times to economic

expansion being brought to an end.
But there remain some less favourable

features. First, reflecting in part the
contrasting movements in fiscal stance,
has been the unbalanced geographical
pattern of the recovery. While there is a
general tendency for the United States to
play a leading part in OECD recoveries,
until the present episode the rest of the
area was never far behind. This time,

however, demand recovery outside the
United States has not followed anything
like as strongly. Together with the high
dollar, this has made for increasingly
uneven current account positions among
major OECD countries, with the United
States deficit and Japanese surplus each
reaching 3% per cent of their respective
GNPs, and Germany's surplus heading
for 3 per cent of its GNP. This configu¬
ration, which most observers regard as
unsustainable, seems to have contributed
to heightened protectionist sentiment.

A second unsatisfactory feature has
been the rise of European unemploy¬
ment, something which had started well
before the adoption of the strategy but
which has continued unabated. Particu¬

larly serious are the rates for youth and
the long-term unemployed. This problem
is associated with the slow growth in
Europe, reinforced by a strong tendency
to undertake labour-saving investment.
In the past the problem may have arisen
from real wages that were too high in
relation to prevailing levels of productiv¬
ity. But adjustments over the past five
years, which have largely closed, or in a
few cases reversed, "real wage gaps" that
had opened up during the 1 970s, have set
the stage for better employment perfor¬
mance in the future.

1973 1979 1982 1984 1985" 1986°

United States

Europe
Japan

4.8

3.5

1.3

5.8

5.8

2.1

9.7

9.2

2.4

7.5

10.7

2.7

7'/4

11

Vh

7'/4

11

2%

a) Estimates and projections.

A third feature is the continuing high
level of real interest rates, the causes of
which have been extensively discussed,
but for which there is no widely-accepted
explanation. To the extent that high real
interest rates reflect the pre-emption of
savings by government deficits, their
persistence might depress capital accu¬
mulation and thereby longer-term
growth prospects. More immediately,
high real interest rates are a matter of
concern for the strains they place on
indebted entities in the world economy
- most obviously developing countries,
but also governments and enterprises in
OECD countries.

b) Structural policies and
performance

Structural policies can be seen as
improving economic performance over
the medium term in several ways. First,
they may promote efficiency and produc¬
tivity through improved incentives and a
better allocation of resources. Second,

they foster greater flexibility in econom¬
ies, thereby reducing unemployment and
output losses associated with adjustment
to major shocks, and enhancing the
capacity of economies to respond to
opportunities offered by new technology
and by demands for new products. Per¬
haps most important of all, governments
pursue such policies in order to reduce
the inflation risk associated with higher
levels of employment and capacity utilis¬
ation. Structural policies cover a wide
range of activities: four areas have been
receiving particular attention in the con¬
text of the OECD annual Country Sur¬
veys.

Labour markets. Governments have

been concerned to improve the respon¬
siveness of labour flows into expanding
industries and out of declining ones, and
to accomplish this in a way that minim¬
izes general wage inflation. They have
also sought to encourage realistic wage
settlements which permit the restoration
of profits and investment, as a means to
stronger employment growth. A related
aim has been to encourage methods of
wage formation which make employ¬
ment less vulnerable to supply shocks. A
number of recent developments suggest
that progress towards these objectives is
being made:
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4. CURRENT BALANCES OF OECD COUNTRIES

$ billion; seasonally adjusted at annual rates

1985 1986 1987
1983 1984 1985 1986

I 11 I // I

United States -40.8 -101.5 -12814 -146 -124.3 -13VA -\AAVi -147% -l4Vh
Japan 20.8 35.0 47 Vi 5714 43.4 51 1/2 58 56'/2 57
Germany 4.1 6.3 12% 20 Va 10.1 15 Vi 2014 20 Va 18
France -4.4 -0.8 % Vh -0.2 Vh 4 3 2'/2

United Kingdom 4.8 1.2 414 5 2.5 5% 5 5 4

Italy 0.8 -3.0 -714 -514 -7.1 -714 -514 -514 -4%
Canada 1.4 2.0 0 -1 1.6 -1% -114 -% 0

Total of above countries -13.4 -60.8 -7014 -66 Vi -73.8 -66% -64 -68% -70'/2
Other OECD countries -9.4 -3.0 -1% Vh ^1.4 1 414 2% 1%

Total OECD -22.8 -63.8 -72 -63 -78.2 -65% -59% -6614 -68%

Four major European
countries 5.3 3.8 10 Vi 23 Vi 5.4 15% 23% 23 Va 19%

Total OECD less the

United States 18.0 37.7 5614 8314 46.1 661/2 84'/2 81% 78%

Other OECD Countries

1983 1984 1985 1986

Austria 0.3 -0.8 0 'A

Belgium-
Luxembourg -0.4 -0.2 'A VA

Denmark -1.2 -1.6 -2 -2'/4
Finland -0.9 0 0 'A
Greece -1.9 -2.1 -3 -2
Iceland -0.1 -0.1 -'A -'A
Ireland -1.1 -0.9 -'A -'A
Netherlands 3.7 4.9 m VA

Norway 2.1 3.2 VA 1

Portugal -1.5 -0.5 -'A -1/2

Spain -2.5 2.3 VA VA
Sweden -1.0 0.1 -VA -'A
Switzerland 3.8 3.8 Vh. 4'A

Turkey -1.8 -1.4 -1 -%

Total of above

countries -2.4 6.7 7 IP/2

Australia -5.9 -8.3 -7'/2 -7'/4
New Zealand -1.2 -1.4 -1 -1

Total 17 countries -9.4 -3.0 -VA 3 'A

OECD Europe 2.9 10.5 \VA 35i/4
EC 4.5 3.8 \VA 27

Wage growth has moderated in nearly
all countries. In part this is a response to
higher unemployment but there is also
some evidence that wages have grown
somewhat less fast on average than
would have been predicted by earlier
relationships. One reason for this is a
weakening of the effect on wages of past
price changes, for example because of a
move away from automatic indexation of
wage awards (France, Italy, Denmark,
Ireland, Netherlands). In a few countries
the difference between statutory min¬
imum wages and the average wage has
widened. In some countries, however, the
average rate of growth of money wages is
still a concern.

Unemployment benefits are now sub¬
ject to income tax in more countries, and
the gap between payment for work and

for unemployment has been widened in
many.

Greater flexibility in wage determina¬
tion has been encouraged in a variety of
ways. In some countries there has been a
movement away from heavily centralized
wage bargaining towards pay deals
struck more on the basis of individual

plants or firms and the ability to pay (the
United States, Canada, Ireland, Nether¬
lands, Sweden). Greater emphasis on
bonus payments, profit-sharing and
worker participation in the ownership of
the firm has been encouraged (the
United States, Germany, Sweden) by tax
treatment favouring this. An unusual
development has been the emergence of
two-tier wage levels for existing versus
newly-hired employees in some indus¬
tries in the United States.

Labour mobility is being increased in a
number of ways, including greater flexi¬
bility in the housing market and
improved portability of occupational
pensions.

Increased job training is being under¬
taken in some countries. In some cases

(e.g. the latest General Motors contract)
this is offered as a quid pro quo for
greater flexibility in work rules and
agreement to work with new techno¬
logy.

Flexibility of working hours has been
encouraged in several countries, making
for better use of labour at daily and
seasonal peaks and in some cases
favouring more intensive use of equip¬
ment through a reorganisation of shift
work.

Quality of public expenditure. A
second concern, given the large share
both of tax revenues and of public expen¬
diture in GNP in most countries, is to
improve the quality of government
expenditure. Quality in this context is not

straightforward to define: different cri¬

teria may apply, for example, to transfer
payments and expenditure on goods and
services. However government expendi¬
ture has to be financed: and when mar¬

ginal tax rates are high, economic perfor¬
mance is harmed through the distortions
thereby created -for example through
blunting the incentives to work and to
save. Some studies suggest that these
effects could be considerable.

Trends in the composition of public expenditure

Major seven countries,
per cent of nominal GNP

1979 1980 1981 1982 1983 1984

Total 35.0 37.2 38.5 41.7 42.2 41.3

Transfers" 15.9 16.7 17.8 19.0 19.3 19.3

Expenditures
on real

resources 19.7 20.3 20.5 20.9 20.7 20.3

Consump
tion 17.4 18.0 18.2 18.7 18.6 18.3

Investment 2.3 2.3 2.3 2.2 2.1 2.0

Memorandum

item:

Interest on

public
sector

debt 2.2 2.4 2.9 3.2 3.4 3.7

a) Current transfers, including debt interest and subsidies.
Capital transfers, however, are not included: for this reason

the columns do not quite total 100 per cent.

Governments are increasingly seeking
to reduce the weight of transfers in total
government expenditure, while strength¬
ening, in relative terms, the contribution
that government expenditures make to
increasing the quantity and quality of
productive resources (labour skills, capi¬
tal, and knowledge) available to the
economy. In practice, progress has been
limited in recent years. It has been
hampered by the effect of high interest
rates on the growing stock of government
debt, entailing rapidly-growing interest
payments and, in Europe, by payments to
an increased number of unemployed.
This has meant that efforts to reduce
budget deficits may have tended to
worsen the quality of public expenditure
to the extent that reductions were made

in those areas where it was politically
easiest to cut, rather than where pro¬
grammes failed to meet some objective
criterion of social return.

Sectoral adjustment and trade pol¬
icy. Governments seek to influence the

structure of economic activity in a wide
variety of ways, including general mea¬
sures (for example, in taxation) as well as
more directly focused ones, both domes¬
tically and at the border. In the post-
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oil-shock era, some governments have
stepped up their attempts to manage the
adjustment process both by promoting
new activities and by encouraging, with
the help of financial support, either direct
or indirect, the restructuring of industries
which have had to contract.

With or without government involve¬
ment, much structural adjustment has
taken place in industry over the past five
years. The other side of this coin has been
major shedding of labour. In the
declining industries, job losses have been
experienced in virtually all countries,
with governments ultimately aban¬
doning attempts to prevent this from
occurring. Where there has been a signif¬
icant difference of national experience is
in the extent to which employment gains
in dynamic growth industries have pro¬
vided an offset. European countries have
generally fared less well in this respect
than the United States or Japan. If
European countries are now moving into
a phase where investment decisions
affecting longer-term allocation of re¬
sources are to become more numerous, it
is particularly desirable to dismantle
distortions that have the effect of insu¬

lating domestic prices from the structure
of world prices.

Many distortions persist, not only in
Europe. In agriculture, they have been on
the increase in the past year or so, with
for example greater recourse to subsid¬
ised exports. In service sectors, apart
from financial services, progress has been
uneven; in transportation and telecom¬
munications, for example, there has been
important deregulation in a handful of
countries, but little in the great majority.
In manufacturing, the picture is mixed.
There have been some encouraging
developments. Efforts have been made in
many OECD countries to contain protec¬
tionist pressures, such as the decision not
to impose restrictions on imports of foot¬
wear into the United States. Moreover,
action has been taken by major and
smaller countries to relax or eliminate

certain quantitative restrictions and
other distorting measures. These include
certain liberalization moves for the

import of Japanese passenger cars into
the North American market, the market-

opening measures in the Japanese three-
year action programme, and the phasing-
down of steel subsidies in the European
Community. But there have also been
backward steps, including the tightening
of restrictions on imports of apparel by
the United States and the EC, and the

extension of the United States surge
control agreements on steel. There has
also been growing use of "mixed" credits
in exports to NICs and middle income
developing countries.

Looking ahead, it is welcome that

agreement has been reached for the
preparation of a new GATT round. The
need remains to tackle a wide range of
discriminatory practices. The renegotia¬
tion of the Multi-fibre Agreement may
be a bell-wether development. With tex¬
tiles and clothing accounting for about a
quarter of the total exports of manufac¬
tures of the developing countries, their
interest in the outcome is considerable.

Financial market liberaliza¬

tion. Governments wish to improve the
allocation of financial resources by
increasing competition between the pro¬
viders of financial services, and reducing
distortions in the structure of interest

rates facing both lenders and borrowers.
To these ends:

Less reliance is now being placed on
quantitative controls over credit flows in
most countries, and interest rates have

been freed up in many.
Exchange controls have been lifted or

eased in many countries.
Some countries have permitted in¬

creased competition from foreign finan¬
cial enterprises (Japan, Canada, Aus¬
tralia, Denmark, Norway, Sweden).

The increasingly liberal environment
has permitted the emergence in many
countries of a wide range of new financial
instruments tailored to the needs of spe¬
cific lenders and borrowers.

The effect of these developments has
no doubt been to improve resource allo¬
cation in a number of areas. At the same

time, however, some related problems
are emerging. First, the rapid change in
the nature and substitutability of finan¬
cial instruments is making it difficult to
interpret the movement of the monetary
aggregates, introducing an extra element
of uncertainty into the process of mone¬
tary control. Second, and potentially
more serious, is that prudential indica¬
tors are more difficult to interpret than
they were, complicating the tasks of both
banks' management and bank supervi¬
sory authorities in exercising their
responsibilities with respect to the safety
and soundness of the banking system.

Internationally, financial liberaliza¬
tion has made it possible to transfer
resources world-wide on a very large
scale. On the one hand, this capacity is to
be welcomed for the resulting impetus to
global development, because it makes it
easier for countries with strong prospects
of future high productivity and income to
realise these prospects sooner. On the
other hand, the debt situation that has

built up since the mid-1970s -and
indeed much of the history of interna¬
tional investment - suggests a tendency
to cycles of over-lending and sharp
retrenchment which are undesirable

from a global point of view. Thus, there
may be a question of whether the easy

availability of international finance un¬
duly weakens the discipline on countries
that incur budget or current external
deficits.

The way forward

When in 1979 countries found them¬

selves facing large and escalating public
sector deficits, inflation that threatened
to get out of control, and economies that
were proving less responsive than had
been hoped when faced with large
supply-side shocks, it was necessary for
each individual country to address these
basic problems at their root. The evi¬
dence cited above suggests that their
efforts have yielded significant successes,
particularly as regards the control of
inflation and the duration of the present
recovery, but also that there have been
some less encouraging features.

In particular, in adopting an approach
of "putting one's own house in order", it
was probably unavoidable that countries
would pay less attention than formerly to
the international repercussions of policy.
Partly perhaps because of this lessening
of concern with interactions between

national economies and with system
effects, a number of problems
emerged.

By the summer of 1985 the aggregate
picture, actual and prospective, was
marked by the following features:

The OECD recovery had slowed down
substantially, reflecting the deceleration
of growth in the United States to a more
sustainable rate; OECD growth seemed
set to remain modest, with little likeli¬

hood of any further near-term fall in
unemployment.

The largest countries' current ac¬
counts had become exceptionally unbal¬
anced, as a result of a lop-sided pattern of
growth and, even more, of trade.

Exchange rates were still at levels that
seemed likely to make for a further
widening of those imbalances.

Protectionist pressures appeared
stronger than ever, with a record number
of proposals before the U.S. Congress.

The strategy for handling the debt
situation had suffered a setback after the

good progress made in 1984, with major
debtor countries making slower progress
on adjustment and receiving little or no
"new money".

Against this background, two interna¬
tional initiatives of considerable signifi¬
cance have recently been taken: the
announcement by the Finance Ministers
and Central Bank Governors of the

"Group of Five" countries in New York
on 22nd September; and the proposals by
Mr. Baker, Secretary of the U.S. Treas¬
ury, to the IMF/IBRD annual meetings
in Seoul on 8th October.
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The G. 5 Announcement

Carrying forward the policy directions
set forth at the meeting of OECD Min¬
isters in April, and of the Summit coun¬
tries in May, the G.5 announcement
addressed the problems of policy compa¬
tibility and exchange rates among the
major countries, with a view to improving
the balance and durability of the OECD
recovery. It was hoped that this would
serve to defuse protectionist pressure in
the United States. The clearest message
to emerge from the announcement was
that participants recognised that ex¬
change rates were not fully reflecting
economic fundamentals, and that further
orderly appreciation of the main non¬
dollar currencies against the dollar (a
process that had begun earlier in the
year) was desirable. This signal, quickly
backed up by evidence that the monetary
authorities in these countries were pre¬
pared to carry out significant exchange
market intervention to that end, moved
rates in the desired directions. More

recently, Japan has pushed up interest
rates to reinforce the strengthening of the
yen.

By mid-November, some two-fifths of
the dollar's effective appreciation be¬
tween its trough in the third quarter of
1980 and its peak in the first quarter of
1 985 had been reversed. Against the yen,
the dollar's appreciation was completely
erased; and this rise of the yen against the
dollar seems to have contributed, at least
for the moment, to an easing of protec¬
tionist sentiment in the United States.

At the same time, this experience over
the past couple of months has served to
point up the different circumstances, and
the corresponding policy priorities and
dilemmas, as perceived by different
countries:

The United States, which has been

experiencing a strong recovery with
decelerating inflation, wishes to make
progress in reducing public expenditure
and the budget deficit. At the same time,
it would not wish to see a weakening of
growth that could lead to a renewed rise

in unemployment, a further strength¬
ening of protectionist forces, and an
exacerbation of domestic financial

strains. While a lower dollar is required
to improve U.S. competitiveness, too
sharp a decline would tend to boost
inflation. Monetary policy faces the
dilemma that, while lower interest rates

might assist in achieving a more compet¬
itive exchange rate, concomitant faster
money growth would validate any such
boost to inflation.

Japan, with a very strong current
account position and facing rising protec¬
tionist sentiment abroad, would like to
see some movement of demand from net

exports to domestic sources, and an asso¬
ciated shift in the balance between

domestic savings and investment. This
would be achieved, at least in part, by a
stronger yen. A dilemma is that mone¬
tary policy assigned to strengthening the
yen tends to damp domestic demand. The
present fiscal position, especially at the
central government level, is assessed by
the authorities as affording little room
for mantuvre.

Most European countries would like to
see faster growth of output and employ¬
ment, but would not want to jeopardize
progress made in reducing inflation and
public sector deficits. Even Germany,
which has made more progress than most
countries in these areas, and is exper¬
iencing a growing current account sur¬
plus, assesses as risky any further macro
policy action to speed up growth, despite
the fact that somewhat faster growth
than projected would be helpful in
increasing employment.

Recent movements between the three

major currencies have reflected not only
intervention, but also support from mon¬
etary policies. In the United States,
continued overshooting of the target for
Ml has been tolerated. In Japan, mone¬
tary policy has been tightened, with
market interest rates rising at both the
short and the long end. In each case, the
exchange rate has clearly been a factor,
in Japan's case the over-riding one,
behind recent monetary policy decisions.
By contrast, it appears that the German
authorities have not changed the stance
of monetary policy to push up the Deut-
schemark.

It would appear, however, that there is
a limit to how far it is possible to go
towards a more internationally-compa¬
tible configuration of policies by mone¬
tary policy adjustments alone. If the risk
of a reawakening of inflation in the
United States is to be avoided, there is
little doubt that rapid money growth will
need to be restrained at some stage.
Meanwhile the higher interest rates in
Japan may create the risk of a further
weakening of domestic demand there
when what is needed is its expansion.
Addressing in a more fundamental way
the large international interest rate dif¬
ferentials at the long end in favour of
dollar-denominated financial instru¬

ments would seem to require reduction of
the still-large budget deficit in the
United States, a problem discussed in
several previous Economic Outlooks.
Unless this core problem is effectively
attacked soon, the attempts solely by
monetary policies to maintain the so far
favourable outcome of the G.5 initiative

would indeed risk jeopardizing U.S.
inflation performance and the Japanese
recovery; monetary policies cannot be an

effective substitute for appropriate fiscal
policies. This proposition would apply a
fortiori to any attempt to push currencies
to levels consistent with a major reduc¬
tion of current account imbalances.

The "Baker Proposals"

The "Baker proposals" for strengthening
the debt strategy, subsequently endorsed
in their essentials by other OECD coun¬
tries, contain three necessary and
mutually reinforcing elements:

Implementation by the major debtor
countries of macroeconomic and struc¬

tural policies designed to result in ren¬
ewed growth, with emphasis on more
market-conforming approaches

A continued central role for the IMF,
but also significant increased lending by
the World Bank and other multilateral

development banks in support of growth-
oriented structural adjustment policies
by the debtor countries

Increased lending by commercial
banks.

An implicit fourth element is the contin¬
uation of adequate growth rates in the
industrial countries, with markets kept
open to developing-country exporters,
and policies conducive to further declines
in interest rates.

This initiative was timely. The pro¬
posals are firmly based on the proposition
that putting the debt situation on to a
more sustainable footing is a co-operative
enterprise involving creditor and debtor
countries, and public and private sectors,
alike. Implementation will require efforts
on all sides: to carry through with the
necessary policies in the debtor countries;
to resolve "burden-sharing" issues
among the numerous banks, and groups
of banks, involved; to generate quickly
the required increase in development
bank loans on the right conditions; and to
reassure the various participants that
others, including governments, are
playing their part. But these are efforts
that need to be made to improve the
growth prospects of the debtor nations
and maintain the stability of the interna¬
tional financial system.

In summary, the two recent initiatives
are welcome because they make clear the
concern and responsibility now felt by the
major countries for the functioning of the
international economy, and because of
the renewed emphasis on co-operative
approaches to dealing with difficulties.
But they are only a first step in dealing
with the problems of the world economy;
the challenge now is to follow through
with appropriate internationally-co¬
herent economic policies by these and
other countries, and a sustained effort to

put the proposals on debt into practice.
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Conclusions

Although the assessment of growth
and employment prospects has not
changed significantly from what was
projected six months ago, there has been,
on balance, some diminution of the risks

surrounding these prospects. While de¬
veloping country debt and international
current account imbalances continue to

be causes for concern, there is now a

clearly expressed co-operative intent
among the major countries to address
these issues. The recovery looks, as a
result, as if it may have a greater chance
of proving sustainable than appeared the
case six months ago. But it also seems
unlikely to lead over the next year or so to
a lowering of the rate of unemployment
in the OECD area. The main task

remains: to bring down OECD unem¬
ployment without an acceleration of
inflation or the creation of untenable

budget positions.
Different countries need to contribute

to the achievement of this task in dif

ferent ways. The United States needs to
bring down its budget deficit, and ways to
achieve this have become the focus of

attention both in the Administration and

in Congress. Japan needs to achieve a
better utilisation of domestic savings in
promoting domestic expansion, as yen
appreciation weakens the expansionary
thrust generated by exports. It is in
Europe, however, that the problems
remain most pressing. At the same time,
there are grounds for thinking that in a
number of European countries, including
importantly Germany, there are im¬
proving prospects for a better economic
performance.

This possibility of a more favourable
outcome in Europe arises from the
adjustment which has taken place in
response to the two oil shocks, together
with the continuing, albeit uneven, pro¬
gress that is being made as a result of the
application of a range of structural poli¬
cies. This means that economies may well
be becoming more flexible and less infla¬
tion-prone. As a result, they may be in a

position, which they would not have been
until recently, to benefit from somewhat
faster growth of nominal demand than at
present seems likely.

Securing such demand, on the other
hand, is not a straightforward matter. In
few if any European countries do budget
positions afford significant room for
manoeuvre at present; likewise signifi¬
cantly higher demand from the export
side seems unlikely. Probably the most
acceptable and indeed desirable route
would be a reduction in interest rates,

which would both support demand and,
through that effect and lower payments
on public debt, would further reduce
public sector deficits. Such an easing of
monetary conditions would be assisted by
some further downward pressure on the
dollar; and this, in turn, would be assisted

by firm action on the U.S. federal budget
deficit.

10th December, 1985

Source : OECD

ARRANGEMENT ON OFFICIALLY SUPPORTED

EXPORT CREDITS

MINIMUM INTEREST RATES FALL

Minimum interest rates for officially supported export credits stipulated in the matrix of the Arrangement

on Officially Supported Export Credits - also known as the "Consensus" - will be adjusted downwards by
1 .05 percentage points on 1 5th January, 1 986. The new matrix of minimum interest rates will be as follows
(current rates are shown in brackets):

Classification

of country

Number of years in

maximum repayment terms

Over 2-5 Over 5-8.5 Over 8.5-10

Relatively rich

Intermediate

Relatively poor

10.95 (12.00)

9.65 (10.70)

8.80 (9.85)

11.20 (12.25)

10.15 (11.20)

8.80 (9.85)

not applicable

not applicable

8.80 (9.85)

These rates are adjusted according to an automatic mechanism instituted by the Participants to the
Arrangement on 15th October, 1983. Rates are subject to change every six months.

As there was no change in the minimum rates on 1 5th July, 1 985, this adjustment will be the third under
the automatic mechanism. Rates were first adjusted upwards on 15th July, 1984 and then downwards on

15th January, 1985. They will again be subject to adjustment this coming July.
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PROBLEMS OF TRADE IN FISHERY PRODUCTS
(December 1985)

(53 85 02 1 ) ISBN 92-64-1 2775-5 384 pages
F140.00 £14.00 US$28.00 DM62.00

TRANSPORT

GENERAL ECONOMIC PROBLEMS

OECD ECONOMIC OUTLOOK No. 38 (Decem¬
ber 1985)

(12 85 38 1) ISBN 92-64-12777-1 192 pages
Per issue:

F55.00 £5.50 US$12.00 DM24.00

(12 00 00 1) ISSN 0474-5574 1986 Subscription (No. 39
June and No. 40 December):

F1 30.00 £13.00 US$26.00 DM58.00

PURCHASING POWER PARITIES AND REAL

EXPENDITURES IN THE OECD by Michael Ward
(December 1 985)

International economic comparisons conventionally
use exchange rates for currency conversions. These
provide data in a common currency but valued at
different sets of prices. Currency conversions with
Purchasing Power Parities (PPPs) provide data in a
common currency valued at a common set of

prices. This report presents estimates of real
expenditures for 1 8 OECD countries based on PPPs

calculated for 1980.

(11 85 01 1) ISBN 92-64-1 2764-X 96 pages
F60.00 £6.00 US$12.00 DM26.00

OECD ECONOMIC SURVEYS. 1984-

1985 Series

Detailed annual surveys of economic trends and

prospects for each OECD Country.

CANADA (October 1 985)
(10 85 01 1) ISBN 92-64-12768-2 76 pages
Per issue:

F20.00 £2.00 US$5.00 DM9.00

(10 00 00 1) ISSN 0376-6438 Subscription to 1985-
1 986 Series (20 to 22 surveys to be published):
F400.00 £40.00 US$80.00 DM180.00

ENERGY

NEA (Nuclear Energy Agency)

INTERFACE QUESTIONS IN NUCLEAR HEALTH

AND SAFETY. Proceedings of an NEA Seminar
held in Paris on 16th-18th April, 1985 (Decem¬
ber 1985) Texts in English and French

The highly sophisticated safety concepts used in the
nuclear industry may give rise to difficulties in their
application. To solve these difficulties a good under¬
standing is needed of how the different disciplines
involved in nuclear health and safety interface with
one another. These proceedings provide a record of
international discussions initiated by the Nuclear
Energy Agency in the effort to find appropriate
solutions to interface questions.
(66 85 06 3) ISBN 92-64-02726-2 356 pages
F200.00 £20.00 US$40.00 DM89.00

IN SITU EXPERIMENTS IN GRANITE ASSO¬

CIATED WITH THE DISPOSAL OF RADIOAC¬

TIVE WASTE. Proceedings of the Symposium.
International Stripa Project, Stockholm.
Sweden, 4th-6th June 1985, organised by the
OECD Nuclear Energy Agency and the Swedish
Nuclear Fuel and Waste Management Company,
Division KBS (November 1985)
(66 85 07 3) ISBN 92-64-02728-9 268 pages
F168.00 £16.80 US$34.00 DM75.00

DEVELOPMENT

Development Centre Studies

TWO CRISES: LATIN AMERICA AND ASIA-

1929-38 AND 1973-83 by Angus Maddison (No¬
vember 1985)

World economic problems of the past decade are
often compared - too loosely - with those of the
1 930s. But a rigorous comparison demonstrates
substantial differences between the international

economic order's disintegration in the former period
and its resilience in responding to the more recent
crisis. This report provides a perspective on the
efficacy of present-day policy instruments and insti

tutions and on the remaining challenge to them.
(41 85 03 1) ISBN 92-64-12771-2 106 pages
F70.00 £7.00 US$14.00 DM31.00

MANPOWER AND SOCIAL AFFAIRS

OECD Social Policy Studies

MEASURING HEALTH CARE 1960-1983. Expen¬
diture, Costs and Performance (Novem¬
ber 1985)

This is the first international attempt at establishing
comparative health accounts: expenditure levels and

trends, production factors of health systems and
their prices, estimates of throughputs and outcomes.
It is designed to help policy-makers and analysts
understand better one of the largest areas of public
and private expenditure growth.
(81 85 06 1) ISBN 92-64-12736-4 162 pages
F90.00 £9.00 US$18.00 DM40.00

SCIENCE AND TECHNOLOGY

EAST-WEST TECHNOLOGY TRANSFER. The

Transfer of Western Technology to the USSR by
Morris Bornstein (December 1 985)
(92 85 04 1 ) ISBN 92-64-1 2779-8 1 90 pages
F140.00 £14.00 US$28.00 DM62.00

THE SPACE INDUSTRY. Trade Related Issues

(November 1985)

The space products industry is entering a new phase
of its development, characterised by broader com¬
mercialisation of products and related services, the

enlargement of the supplier base, and sharper
competition. This report analyses space market
trends, underlies the importance of scientific, tech¬
nological and industrial co-operation between coun¬

tries and between firms, and emphasizes the role of
governmental policies with a specific focus on their
trade impact.
(70 85 03 1 ) ISBN 92-64-1 2772-0 92 pages
F70.00 £7.00 US$14.00 DM31.00

FINANCIAL AND FISCAL AFFAIRS

INTERNATIONAL INVESTMENT AND MULTI¬
NATIONAL ENTERPRISES. STRUCTURAL AD¬
JUSTMENT AND MULTINATIONAL ENTER¬
PRISES (November 1985)

(21 85 05 1) ISBN 92-64-12770-4 68 pages
F55.00 £5.50 US$11.00 DM25.00

FINANCIAL MARKET TRENDS No. 32 - Octo¬
ber 1985 (November 1985)

1 40 pages(27 85 03 1)

Per issue:

F40.00 £4.00 US$8.00 DM18.00

(27 00 00 1 ) ISSN 0378-65 1 X 1 986 Subscription (No. 33
to No. 35):

F1 30.00 £13.00 US$26.00 DM58.00

EDUCA TION

THE EDUCATION OF THE HANDICAPPED ADO¬
LESCENT:

INTEGRATION OF THE HANDICAPPED IN

SECONDARY SCHOOLS. Five Case Studies (No¬
vember 1985)

(96 85 03 1 1 ISBN 92-64-1 2774-7 1 68 pages
F80.00 £8.00 US$16.00 DM36.00

INDUSTRY

WORLD STEEL TRADE DEVELOPMENTS -

1960-1983. A Statistical Analysis (Novem¬
ber 1985)

Seeks to provide an insight into the longer-term
developments in international trade in steel. Con¬

tains and analyses data by country and by area on
production, consumption and trade, including market
shares, much of which has been published nowhere
else.

(58 85 04 1 ) ISBN 92-64-1 2759-3 1 62 pages
F1 20.00 £12.00 US$24.00 DM53.00

ECMT (European Conference of Ministers of
Transport)

THE EVALUATION OF PAST AND FUTURE

TRANSPORT POLICY MEASURES. Introductory
Reports and Summary of Discussions. 10th
International Symposium on Theory and Practice
in Transport Economics, Berlin (West). 13th-
15th May 1985 (December 1985)
(75 85 11 1) ISBN 92-821-1105-9 458 pages
F200.00 £20.00 US$40.00 DM88.00

RESEARCH ON TRANSPORT ECONOMICS. An¬

nual Information Bulletin Volume XVIII - No¬

vember 1985 (October 1985) bilingual
Presents a survey of the research carried out from

March to June of the current year in the Member
countries of the ECMT and certain other industrial¬

ised countries.

(74 85 01 3) 598 pages
(74 00 00 3) ISSN 0304-3320 1 985 Subscription:
F220.00 £22.00 US$45.00 DM92.00

FORESEEABLE COST TRENDS IN DIFFERENT

MODES OF FREIGHT TRANSPORT - Round

Table No. 70 (November 1985)
(75 85 10 1) ISBN 92-821-1104-0 124 pages
F60.00 £6.00 US$12.00 DM27.00

Road Transport Research

FULL-SCALE PAVEMENT TESTS. Report pre¬
pared by an OECD Scientific Expert Group (Octo¬
ber 1985)

Reviews full-scale road pavement test facilities and
research programmes in OECD Member countries

including results of a joint international measurement

programme of pavement deformations under heavy
truck loads.

(77 85 04 1) ISBN 92-64-12766-6 102 pages
F75.00 £7.50 US$15.00 DM33.00

CO-ORDINATED URBAN TRANSPORT PRICING.

Report prepared by an OECD Scientific Expert Group
(October 1985)

Reviews co-ordinated pricing concepts and practice
in OECD Member countries as a tool to improve the
performance and quality of urban transport ser¬
vices.

(77 85 01 1 ) ISBN 92-64-1 2692-9 1 52 pages
F1 10.00 £11.00 US$22.00 DM49.00

STATISTICS

QUARTERLY NATIONAL ACCOUNTS No.

3/1985 (November 1985) bilingual
Quarterly statistics covering final expenditures on
GDP and its industrial origin, the composition of final
consumption and capital formation.
(36 85 03 3) 158 pages
Per issue:

F50.00 £5.00 US$10.00 DM17.00

(36 00 00 3) ISSN 0304-3738 1 985 Subscription:
F100.00 £10.00 US$20.00 DM40.00

QUARTERLY OIL AND GAS STATISTICS.

Second Quarter 1985- No. 3/1985 (Novem¬

ber 1985) bilingual
Provides rapid, accurate and detailed statistics on oil

and gas supply and demand in the OECD area.
(60 85 03 3) 332 pages
Per issue:

F1 50.00 £15.00 US$30.00 DM65.00

(60 00 00 3) ISSN 0378-6536 1 985 Subscription:
F450.00 £45.00 US$95.00 DM200.00

QUARTERLY LABOUR FORCE STATISTICS

No. 4/1985 (December 1985) bilingual
Provides data for the short-term evolution of the

major labour force components for a certain number

of countries which publish regularly, monthly or
quarterly, corresponding estimates.
(35 85 04 3) 86 pages. Single issues
not sold separately.

(35 00 00 3) ISSN 0255-3627 1 985 Subscription:
F85.00 £8.50 US$17.00 DM35.00

34



Whereto obtain OECD Publications
ARGENTINA

Carlos Hirsch S.R.L.,
Florida 165, 4° Piso,

(Galeria Guemes) 1333 Buenos Aires
Tel. 33.1787.2391 y 30.7122

AUSTRALIA-AUSTRALIE

D.A. Book (Aust.) Pty. Ltd.
11-13 Station Street (P.O. Box 163)
Mitcham, Vic. 3 1 32 Tel. (03) 873 44 1 1

AUSTRIA

OECD Publications and Information Center,
4 Simrockstrasse,

5300 Bonn (Germany) Tel. (0228) 21.60.45
Local Agent:
Gerold & Co., Graben 31, Wien 1 Tel. 52.22.35

BELGIUM

Jean de Lannoy, Service Publications OCDE,
avenue du Roi 202

B-1060 Bruxelles Tel. 02/538.51.69

CANADA

Renouf Publishing Company Limited
Head Office/Store: 61 Sparks Street,
Ottawa, Ontario KIP 5A6

Tel. (613)238-8985. 1-800-267-4164
Store: 211 Yonge Street, Toronto,
Ontario M5B 1M4. Tel. (416)363-3171
Regional Sales Office:
7575 Trans-Canada Hwy., Suite 305,
Saint-Laurent, Quebec H4T 1V6

Tel. (514)335-9274

DENMARK

Munksgaard Export and Subscription Service
35, Norre Sogade, DK-1370 Kobenhavn K

Tel. +45.1.12.85.70

FINLAND

Akateeminen Kirjakauppa,
Keskuskatu 1, 00100 Helsinki 10 Tel. 65.11.22

FRANCE

OCDE, 2, rue André-Pascal, 75775 Paris Cedex 16
Tel. (1) 45.24.82.00

Bookshop : 33, rue Octave-Feuillet, 75016 Paris
Tel. (1) 45.24.81.67 ou (1) 45.24.81.81

Principal correspondant :
Librairie de l'Université,
13602 Aix-en-Provence Tel. 42.26.18.08

GERMANY

OECD Publications and Information Center,
4 Simrockstrasse,
5300 Bonn Tel. (0228) 21.60.45

GREECE

Librairie Kauffmann,
28 rue du Stade, Athens 132 Tel. 322.21.60

HONG KONG

Government Information Services,
Publications (Sales) Office,
Beaconsfield House, 4/F.,
Queen's Road Central

ICELAND

Snaebjôrn Jônsson & Co., h.f.,
Hafnarstr-ti 4 & 9,
P.O.B. 1131 -Reykjavik Tel. 13133/14281/11936

IRELAND

TDC Publishers - Library Suppliers
1 2 North Frederick Street, Dublin 1

Tel. 744835-749677

ITALY

Libreria Commissionaria Sansoni,
Via Lamarmora 45, 50121 Firenze

Tel. 579751/584468
Via Bartolini 29, 20155 Milano Tel. 365083
Sub-depositari :
Ugo Tassi, Via A. Farnese 28,
00192 Roma Tel. 310590

Editrice e Libreria Herder,
Piazza Montecitorio 120, 00186 Roma

Tel. 6794628

Agenzia Libraria Pegaso,
Via de Romita 5, 70121 Bari Tel. 540.105/540.195
Agenzia Libraria Pegaso, Via S.Anna dei Lom-
bardi 16, 80134 Napoli. Tel. 314180
Libreria H7pli,
Via Hapli 5, 20121 Milano Tel. 865446
Libreria Scientifica

Dott. Lucio de Biasio "Aeiou"

Via Meravigli 16, 20123 Milano Tel. 807679
Libreria Zanichelli, Piazza Galvani 1/A,
40124 Bologna Tel. 237389
Libreria Lattes,
Via Garibaldi 3, 10122 Torino Tel. 519274
La diffusione délie edizioni OCSE è inoltre assicurata

dalle migliori librerie nelle città più importanti.

JAPAN

OECD Publications and Information Center,

Landic Akasaka Bldg., 2-3-4 Akasaka,
Minato-ku, Tokyo 107 Tel. 586.2016

KOREA

Pan Korea Book Corporation
P.O.Box No. 101 Kwangwhamun, Seoul

Tel. 72.7369

LEBANON

Documenta Scientifica/ Redico,
Edison Building, Bliss St.,
P.O.B. 5641, Beirut Tel. 354429-344425

MALAYSIA

University of Malaya Co-operative Bookshop Ltd.,
P.O.Box 1127, Jalan Pantai Baru,
Kuala Lumpur Tel. 577701/577072

NETHERLANDS

Staatsuitgeverij Verzendboekhandel
Chr. Plantijnstraat, 1 Postbus 20014
2500 EA S-Gravenhage
Voor bestellingen:

Tel. 070-789911

Tel. 070-789208

NEW ZEALAND

Government Printing Office Bookshops:
Auckland: Retail Bookshop, 25 Rutland
Street,
Mail Orders, 85 Beach Road
Private Bag C.P.O.
Hamilton: Retail: Ward Street,
Mail Orders, P.O. Box 857
Wellington: Retail, Mulgrave Street, (Head Office)
Cubacade World Trade Centre,

Mail Orders, Private Bag
Christchurch: Retail, 159 Hereford Street,

Mail Orders, Private Bag
Dunedin: Retail, Princes Street,
Mail Orders, P.O. Box 1104

PORTUGAL

Livraria Portugal,
Rua do Carmo 70-74, 1 1 7 Lisboa Codex.

Tel. 360582/3

SINGAPORE

Information Publications Pte Ltd

Pei-Fu Industrial Building,
24 New Industrial Road N° 02-06

SINGAPORE 1953 Tel. 2831786, 2831798

SPAIN

Mundi-Prensa Libros, S.A.,
Castellô 37, Apartado 1223, Madrid-28001

Tel. 431.33.99

Libreria Bosch, Ronda Universidad 11,
Barcelona 7 Tel. 317.53.08/317.53.58

SWEDEN

AB CE Fritzes Kungl. Hovbokhandel,
Box 16356, S 103 27 STH,
Regeringsgatan 12,
DS Stockholm Tel. (08) 23.89.00
Subscription Agency/Abonnements:
Wennergren-Williams AB,
Box 30004, S104 25 Stockholm. Tel. 08/54.12.00

SWITZERLAND

OECD Publications and Information Center,

4 Simrockstrasse,
5300 BONN (Germany) Tel. (0228) 21.60.45
Local Agent:
Librairie Payot,
6 rue Grenus, 1211 Genève 11 Tel. (022) 31.89.50

TAIWAN

Good Faith Worldwide Int'l Co., Ltd.
9th floor, No. 118, Sec.2
Chung Hsiao E. Road
Taipei Tel. 391.7396/391.7397

THAILAND

Suksit Siam Co., Ltd.,
1715 Rama IV Rd.,

Samyam Bangkok 5 Tel. 251 1630

TURKEY

Kultur Yayinlari Is-Tiirk Ltd. Sti.
Ataturk Bulvari No: 191/Kat. 21
Kavaklidere/ANKARA ..Tel. 17.02.66
Dolmabahce Cad. No: 29

Besiktas/Istanbul Tel. 60.71.88

UNITED KINGDOM

H.M. Stationery Office,
P.O.B. 276, London SW8 5DT

Tel. (01) 622.3316, or
49 High Holborn
London WC1V 6HB (personal callers)
Branches at: Belfast, Birmingham,
Bristol, Edinburgh, Manchester

UNITED STATES

OECD Publications and Information Center,

Suite 1207, 1750 Pennsylvania Ave., N.W.,
Washington, D.C. 20006 - 4582

Tel. (202) 724.1857

VENEZUELA

Libreria del Este,

Avda F. Miranda 52, Aptdo. 60337,
Edificio Galipan, Caracas 106

Tel. 32.23.01/33.26.04/31.58.38

YUGOSLAVIA

Jugoslovenska Knjiga, Knez Mihajlova 2,
P.O.B. 36, Beograd Tel. 621.992

INDIA

Oxford Book and Stationery Co.,
Scindia House, New Delhi I Tel. 45896
17 Park St., Calcutta 700016 Tel. 240832

INDONESIA

Pdin Lipi, P.O. Box 3065/JKT.Jakarta
Tel. 583467

NORWAY

Tanum-Karl Johan a. s

P.O. Box 1177 Sentrum, 0107 Oslo 1
Tel. (02) 801260

PAKISTAN

Mirza Book Agency
65 Shahrah Quaid-E-Azam, Lahore 3 Tel. 66839

Orders and inquiries from countries where Sales
Agents have not yet been appointed should be sent to
OECD Publications Office, 2 rue André-Pascal, F
75775 Paris Cedex 16.

Director : Lucien Dantin

43515

Printed in France




