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Change and Continuity
in OECD Trade

in Manufactures

with Developing Countries
The rapid expansion of exports of manufactures from developing

countries and, in particular, from the so-called Newly Industrializing
Countries (NICs) has attracted considerable attention since the first oil

shock, but most of the material analysed in the available studies relates to

the period of the 1970s (or, at best, the very beginning of the 1980sP .
Little is known about the substantial changes that have taken place

recently. The following note is an attempt to bring together the salient

features of the period starting with 19792.

Overall trade between developed and
developing countries, the most dynamic

area of world trade growth in the
1 970s, has been set back in the 1 980s

by the impact of debt problems and the

changed oil-market situation. But al¬

though total Less Developed Countries'

(LDCs) exports to OECD countries have

actually declined since 1980, their

exports of manufactures to OECD have

increased substantially, raising the
market share of LDCs in OECD manu¬

factures imports from W per cent to
14.5 per cent between 1979 and
1984.

Notably, however, this achievement

was heavily concentrated on one year
- 1 984 - and on one market - the

United States - which accounted for

nearly 80 per cent of the increase

between 1979 and 1984. The United

States now takes about 60 per cent of

LDC manufactures exports to OECD

countries as against just over 40 per
cent in 1979.

Rapidly rising U.S. demand in 1 983-

84 (and relatively subdued demand

expansion elsewhere in OECD) explains

most of this phenomenon. But the LDC

supply-side efforts also made an impor¬

tant contribution. Not only did they
maintain and extend their market

shares in most established trades; they
also shifted production towards new

product areas where demand was

increasing fastest, a critical factor
I behind their success.

While there have been some changes
in relative performance, the overall

ranking of the main LDC exporters of

manufactures has not changed much

since 1 979. Some of the less dynamic

LDC manufactures exporters have been

overtaken by others. But generally, the

main developments in the continuing

story of the "Newly Industrializing

Countries" (NICs) are those just

described, relating to the pace and

pattern of OECD demand and the

increasing competitiveness and flexi¬

bility of the NICs.

Falling OECD manufactures exports
to LDCs between 1981 and 1984 (due

to debt problems and reduced oil reve¬

nues) and the NICs export achieve¬

ments have together sharply reduced

the traditional OECD export surplus in

manufactures, from a peak of $1 90 bil¬
lion in 1980 to $11 3 billion in 1984.

The traditional OECD deficit on manu¬

factures trade with the Far Eastern NICs

has increased dramatically and the sur¬

plus with Brazil has turned into a deficit.

Such changes are partly reflected in the

growth of the United States' trade

deficit.

These, in summary form, are the

major developments analysed in this

article. Clearly they are of considerable

importance to a number of current

policy issues, not just in the area of

trade policy but also in the wider areas

of international payments balances,

macro-economic policies, development

strategies, technology transfers, and

growth, employment and investment

prospects in both OECD and developing
countries.

he first two years of this period,

1979-80, were dominated by the

second oil-price shock, a fairly good

growth performance, the continued weak¬

ness of the dollar and generalized inflation.

The following two years, 1981-82, were

characterized by high interest rates and the

strengthening of the dollar, culminating in a

serious recession and a generalized debt

crisis, accompanied by quite rapid disinfla¬

tion. In the subsequent period, up to early

1985, very strong recovery of demand in
the United States contrasted with weak

domestic demand in the rest of the world,

against the background of a rising dollar
and continued disinflation. The debt crisis

was diffused, though the improvement in

the underlying situation was relatively

modest, the more so since commodity

prices (including oil prices) weakened again
as from mid-1 984 onwards.

Not surprisingly, world trade in general,

and total imports of developed countries in

particular, suffered a major setback during

these years (see Table 1 ). In current value

total world imports peaked at $2 trillion in

1980 to drop to $1.8 trillion in 1983,

recovering to $1.9 trillion in 1984. OECD

(or "developed country") imports more or

less followed this pattern. The share of

developing countries in imports of devel¬

oped countries was considerably reduced

between 1 980 and 1 984. Trade statistics,

expressed in current dollar terms, were

strongly influenced by the appreciation of

the dollar. In addition, LDC export earnings

were affected by the fall in the volume of oil

exports and by weakness of commodity

prices.

1 . The Impact of Newly Industrializing Coun¬

tries on Production and Trade in Manufactures,

Paris 1979. Selected tables, updated in 1981;

Developing Country Exports of Manufactured

Products: "The Experience of the 'Second-Tier'

Countries" in Development Co-operation:

1982 DAC Chairman's Review; Textile and

Clothing Industry: Structural Problems and

Policies in OECD countries, May 1983.

2. Based on an analysis conducted by OECD
Development Co-operation Directorate.



1. TOTAL TRADE, 1 979-1 984a

Imports of of which Imports of of which

World developed from developing tntra-

$ billion countries0 LDCsc areasc trade

$ billion % $ billion %

1979 1,635 1,117 26.6 353 27.3

1980 1,989 1,342 29.2 455 29.7

1981 1,963 1,269 29.0 498 29.6

1982 1,844 1,183 26.5 466 29.6

1983 1,807 1,175 24.8 431 29.6

1984 1,915 1,271 24.5 433 30.3

a) As measured by exports equal to imports FOB.
b) GATT definition: OECD plus South Africa.
c) GATT definition: China and socialist countries in Asia excluded.

Source: GATT.

OECD IMPORTS

FROM LDCs

Against this general background, the

development of OECD imports of manufac¬

tures from developing countries presents a

striking contrast (see Table 2). Between
1 979 and 1 984, the dollar value of these

imports increased each year, rising from

$60 billion to nearly $109 billion, the rise
being much more pronounced in real
terms.

The share of LDCs in total OECD imports

of manufactures rose from 1 0. 1 per cent in

1 979 to 1 4.5 per cent in 1 984, i.e. by an

average of nearly 1 percentage point per

year. By 1 984, 30 per cent of total OECD

imports from developing countries con¬

sisted of manufactures against well below

20 per cent in 1979. Thus manufactures

account now for a larger part of OECD

imports from developing countries than

non-oil primary commodities (about 20 per

cent), the remaining half still consisting of

oil. Such a change calls for further analy¬
sis.

The first point concerns the timing of the

upsurge. Table 2 shows that the rise in LDC

market shares3 was particularly pron¬
ounced in 1 984. This coincided with a

sharp rise in total OECD imports of manu¬

factures. The increment in manufactured

imports from LDCs since 1 979 was, there¬

fore, highly concentrated on 1984. In that

year, the dollar value of this flow increased

by more than 26 per cent, corresponding
to a 30 per cent rise in real terms. The

second point concerns the geographical

pattern of the upsurge. In 1 984 the growth

of world demand was heavily concentrated

on a single very large country with a strong

and appreciating currency the United

States. This fact played an important role in

shaping the LDC export performance.

The Importance of the U.S. Market

The crucial role of U.S. demand is

confirmed by the broad regional distribu¬

tion of OECD imports of manufactures from

LDCs (see Table 3). It shows that the share

of the U.S. in the total rose from some

42 per cent in 1979-80 to nearly 58 per

cent in 1 984. To put it differently, of the
$48 billion increment between 1979 and

1984, nearly $37 billion or about 77 per
cent was accounted for by the U.S. In
1984, the concentration of the increment

on the U.S. did not, however, increase any

further, because of the very fast recovery of
Japan's imports from their 1983 low, as

2. OECD IMPORTS OF MANUFACTURES FROM LDCsa

OECD imports of manufactures from LDCs Annual

change in
volumeb

%
$ billion

as % of total imports of
manufactures

1979 60.5 10.1

1980 69.7 10.3 6.0

1981 75.5 11.5 9.4

1982 76.9 12.0 10.8

1983 86.0 13.1 16.2

1984 108.8 14.5 30.0

a) China included.

b) Value figures deflated by the unit value index of manufactured exports (UN Statistical
Office).

Source : OECD.

well as the relatively high rates of growth in

Canada and Oceania (not shown separately
in Table 3).

Thus the rise in OECD imports of manu¬

factures from LDCs was partly related to

the recovery of OECD import demand and

partly to the increasing share of LDCs. But
the rise in LDC market shares from 1 979 to

1 984 was essentially limited to the United
States and a few other countries (such as

Australia and Canada). In Japan, even after

a very sharp recovery, the LDC share was

only slightly higher in 1984 than in 1979

and in the EC it rose only from about

6.5 per cent in 1 979 to some 7.7 per cent

in 1 984. If one excludes intra-EC imports

from the total, the LDC share would reach

about 1 9 per cent but with hardly any

increase over the period. In other words,

the dynamism of this trade flow, notably in

the last two years, owed a lot to the fact

that LDC exporters started off from parti¬

cularly strong positions in the two major

countries where total import demand grew

the fastest. This was particularly evident in

1 984, when U.S. imports of manufactures

from LDCs increased by more than 35 per

cent, despite a small decline in their market

share.

The role of demand and "supply"
factors

A very rough approximation of the rela¬

tive importance of the growth of import
demand in the main markets and of

"supply" factors such as relative price,

quality and availability suggests that

"supply" factors accounted for 40 per cent

of the increase in OECD imports of manu¬
factures from LDCs between 1979 and

1984 (i.e. demand factors made up for
nearly 60 per cent). But the breakdown

differed considerably between the three

major areas. Thus, in the U.S., "demand"

accounted for nearly 70 per cent of the

increment, but only 42 per cent in Japan

and zero per cent in the EC. Putting it
differently, the U.S. accounted for as much

as 89 per cent of the demand-induced

increment of OECD imports of manufac¬
tures from LDCs. The U.S. also accounted

for 58 per cent of the supply-determined

increment. Both of these figures are well in

excess of the 43 per cent share of the U.S.

in OECD imports of manufactures from

developing countries in 1979.

One should not give these figures more
importance than they deserve. The broad

measure of "supply" factors may include
other distortions due to such factors as the

effects of exchange rate changes on prices

and of trade policy measures. Neverthe¬

less, the thrust of the picture remains

3. In this note, "market shares" or "LDC

market shares" refer to the share of LDCs in

OECD imports of all origins. It should not be

taken as an indication of market penetration.



3. OECD IMPORTS OF MANUFACTURES FROM LDCs

$ billion and %

of which: Share of LDCs in imports of:
Total

$
U.S. Japan EC OECD

%

U.S.

%

Japan
%

ECa

%

EC1'

$ % $ % $ % %

1979 60.5 25.7 42.5 6.3 10.5 21.5 35.5 10.1 23.5 28.9 6.5 18.7

1980 69.7 29.4 42.1 6.3 9.0 25.9 37.1 10.3 24.4 26.4 6.9 18.9

1981 75.5 35.3 46.7 7.1 9.4 24.2 32.0 11.5 25.5 28.6 7.3 18.9

1982 76.9 37.6 48.9 6.8 8.9 23.3 30.3 12.0 26.5 28.2 7.2 18.9

1983 86.0 46.4 54.0 6.6 7.7 23.6 27.4 13.1 29.1 25.9 7.3 18.9

1984 108.8 62.6 57.5 8.7 8.0 25.6 23.6 14.5 28.6 29.4 7.7 19.1

a) Intra-EC trade included.

b) Intra-EC trade excluded.

Source: OECD.

highly relevant: U.S. import demand has

been the dominating factor, contributing
more to increased LDC manufactures

exports than market share gains in the

whole of the OECD combined with import
demand outside the US.

The position of individual LDC

suppliers

The position of the various LDC suppliers

has not undergone any major change
between 1979 and 1984 (see chart). The

seven major suppliers are the same in both

years (the six NICs and China) and the only
change among the first ten has been the

regression of India from the seventh to the

eleventh position. Contrary to expecta¬

tions, the country concentration has

strengthened during these years: the share
of the first seven rose from 69.6 to

74.9 per cent and that of the first ten from

78.3 to 83.0 per cent. It appears that, at

least during this period, the emergence of

the "newcomers" took place at the expense

of a few established exporters of lesser

importance (India, Pakistan, Argentina,
Yugoslavia and Iran) and not of those in a

dominant position.

Changes have occurred, however, in the

position although not the ranking of the

dominant exporters. Among the Far Eas¬
tern suppliers, Taiwan, and to a lesser

extent, China and Singapore, gained
shares, whereas Hong Kong and South
Korea regressed somewhat. In the case of

Hong Kong, political uncertainties and a

marginal reduction of China's exports, pre¬

viously included in Hong Kong's entrepôt
trade and now registered as imports from

China, may have played a role, whereas the

factors affecting Korea's position are not

clear. The very good showing of Mexico

and Brazil owes much to the pressures of
the debt crisis and in Mexico to the need to

replace falling oil revenues.

The contrasting fortunes of the major
suppliers are of course also related to their

links with the U.S. market, as demon¬

strated by the market losses of countries

SHARE OF INDIVIDUAL SUPPLIERS3 IN OECD IMPORTS

OF MANUFACTURES FROM LDCs

0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21
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a) In descending order 1 984.

more attuned to Europe such as Yugo¬
slavia, North Africa and the Indian sub¬

continent, but evidently there are excep¬

tions in both directions. On the whole, the

conclusions of the 1979 OECD report are

still valid: countries following outward

looking policies (and this now also includes
China after the turnaround in the late

1970s) have been able to increase their

market shares, or maintain them at a high



Hyundai sold 25,000 of its "Pony" models in Canada in 1984, the first year it entered that market. A Hyundai car plant in South Korea.

level. The question remains how this was

possible. An important part of the answer

lies in the commodity structure of this
trade.

THE COMMODITY PATTERN

OF OECD IMPORTS

The broad commodity groups shown in

Table 4 give some preliminary indications

on this subject. Thus "machinery and

equipment" increased its share in OECD

imports of manufactures from LDCs from

24.3 per cent in 1 979 to 32.8 per cent in

1 984, while "manufactures classified by

raw material" regressed from 27.1 to

20.7 per cent (probably particularly af¬

fected by depressed prices of raw material

inputs). "Chemicals" advanced marginally,
whereas "miscellaneous manufactures"

also lost some ground but still accounted
for two fifths of the total.

Demand changes and market share
gains by broad product categories

This rather impressive shift was evi¬

dently the result of both differential growth

of total OECD imports in the various

product categories and changes in market

shares. Given the very broad level of

aggregation, the interpretation should be

very cautious. It can be suggested, how¬

ever, that the growth of total OECD import

demand "explains" only a relatively small

proportion (less than 30 per cent) of the

increment of OECD imports of manufac¬

tures from LDCs, the rest being accounted

for by "market share gains". Putting it

differently, the value of OECD imports of
manufactures from LDCs would have

increased only by 22 per cent with

unchanged shares on the four broad pro-

COMPOSITION OF OECD IMPORTS OF MANUFACTURES FROM LDCs,

billion $ and %

1979-1984

Chemicals3

Manufactures

classified by
raw material13

Machinery &

equipment0

Miscellaneous

manufactures'1

$ A % B % $ A % B % $ A % e % $ A % B %

1979 3.2 5.3 4.1 16.4 27.1 1 1.3 14.7 24.3 5.5 26.1 43.2 23.9

1980 4.0 5.7 4.5 17.3 24.9 10.8 17.9 25.7 5.9 30.5 43.7 24.2

1981 4.2 5.5 5.0 17.5 23.1 11.8 20.6 27.3 6.8 33.2 44.0 27.6

1982 4.3 5.6 5.3 16.8 21.8 11.9 22.0 28.6 7.4 33.9 44.0 28.4

1983 5.1 5.9 5.9 18.0 21.0 13.3 27.1 31.5 8.6 35.8 41.6 29.4

1984 6.2 5.7 6.7 22.5 20.7 14.8 35.6 32.8 9.7 44.3 40.7 32.2

A = Share in OECD imports of manufactures from LDCs.

B = Share of LDCs in total OECD imports.

a) SITC § minus 524.
b) SITC 6 minus 667 and 68.

c) SITC 7.

d) SITC 8.

Source: OECD.



Countries pursuing outward-looking policies, which now include China, have succeeded in expanding their market shares. The port of Shanghai.

duct markets shown in Table 4. The actual

increase was nearly 80 per cent. An

attempt has been then made to calculate

the hypothetical increase of imports at a

more disaggregated level but the overall

outcome is hardly different from the inter¬

pretation just given.
Conventional wisdom holds that the

geographical market share analysis is the

most appropriate for industrial countries

whose supply by product groups is highly

flexible, but which are more constrained by
the existence of close links with individual

country markets such as sales networks,

consumer acceptance, geographical and

cultural proximity, etc. By contrast, indi¬

vidual primary products, semi-finished

imports and simple manufactures exported

by developing countries come closer to a

unified world market and the rigidities are

more related to the product composition of

world demand than its geographical break¬

down. The findings above suggest that, at

least for manufactures, LDC exporters are
not less flexible than industrial countries

and fhe most advanced among them show

an ability to change the commodity pattern

of their exports that is only matched by

Japan and perhaps a few other industrial
countries.

Looking at the broad product groups,

"demand-induced" growth in imports from
LDCs was small for "chemicals" and min¬

imal for "manufactures classified by raw
material". Total OECD imports of "machi¬

nery and equipment" grew by far the

fastest. This category had, in 1 979, rela¬

tively less importance for LDCs exporters.

Market share gains were heavily concen¬

trated on this commodity group, which

accounted for nearly 44 per cent of the

total increment. The growth of demand

was relatively more important for "miscel¬

laneous manufactures", but there also,

market share gains predominated. In part,

however, sizeable market share gains have

taken place over a very broad range. The

nature of these changes needs to be
examined at a much more detailed level.

Import increments by detailed product

groups

Table 4 gives, from 1979 to 1984, the

summary description of each category of

products, the level of OECD imports from

LDCs, the share in OECD imports of manu¬

factures from LDCs, as well as the share of

LDCs in total OECD imports.

The few relatively large increments in

OECD imports of chemicals from LDCs

resulted mainly from market share gains.

Total OECD imports for all categories

where LDCs were important suppliers in

1979 increased only moderately.

Manufactures classified by raw material

show a more diversified picture. In iron and

steel the totality of the increment in

imports from LDCs resulted from market

share gains, from a relatively small initial

level. LDC market-share gains were also

large in rubber, paper, non-metallic mineral
and metal manufactures where total OECD

imports increased somewhat. A second

group, with falling total OECD imports but

sharply rising LDC shares, includes tradi¬

tional LDC exports in textiles such as textile

yarn, cotton fabrics and man-made fabrics.

Finally, in cork and wood manufactures,

other textile fabrics and carpets, there was

a decline in both total OECD imports and

the traditionally high LDC market shares.

To sum up, with sluggish total OECD
imports of "chemicals" and "manufactures

classified by material", increases in imports

from LDCs occurred only in those product
groups where LDC market shares increased

substantially.

Machinery and equipment show a dif¬

ferent picture. First, total OECD imports

increased in all product groups, except for

the special case of ships, sometimes very
rapidly. This was combined with market-

share gains, sometimes from a high initial
level, the only exception being sound

recorders and reproducers where techno¬

logical change shifted the detailed com¬

modity pattern of imports against LDC
suppliers.

The three largest increments in imports

from LDCs, totalling nearly $9 billion,

occurred in electronic components, parts of

office machines and telecommunication

equipment. These categories combined

rapid demand growth with rising LDC

market shares. There have also been large

share gains in categories with rather slowly
increasing total OECD imports, but these

groups made only a relatively small contri¬

bution to the growth of imports from
LDCs.

As could be expected, miscellaneous

manufactures present a picture combining
some features of each of the other broad

product categories. Total OECD imports



increased for all product groups but one.

However, the increases were much smaller

than for "machinery and equipment", and

much less widely spread. As a result,
"demand" made a sizeable contribution to

the increments in imports from LDCs, but

invariably in combination with market

share gains. Typically, "demand" growth

was particularly important in two catego¬

ries of clothing4 with high initial LDC
shares. In the residual group, which

includes a number of light consumer manu¬

factures, such as toys, moderate growth in

total OECD imports was combined with a

substantial increase in LDC shares, yielding
an increment in excess of $4 billion.

Broadly speaking, the pattern of OECD
imports from LDCs has thus evolved in line

with comparative advantage. Indeed, the

considerable flexibility of entrepreneurs

and labour enabled LDCs to gain market

shares in product categories where

demand was increasing exceptionally fast

for non-traditional goods.

The description presented does not
allow for an assessment of the effects of

OECD protection on LDC exports. The poor

performance in certain textile categories

might suggest some depressive effect, but

this is contradicted by the good showing in

clothing. A more serious analysis would

require more disaggregation by countries

and products. In the meantime, there is

some circumstantial evidence in support of

the following hypothesis. Protection (or the
threat of it) under the Multi-Fiber Arrange¬
ments and in other areas has accelerated

efforts by established LDC exporters to

move into new, highly promising product

lines. At the same time, however, new¬

comers (including importantly China)

moved in to take their place in the tradi¬

tional product lines (including off-shore

processing). All this was facilitated, not¬

ably in clothing, by fairly sustained import

demand in the U.S. and in Japan.

OECD EXPORTS

TO LDCs

Between 1979 and 1981, OECD exports

of manufactures to LDCs increased rapidly

(Table 5), both in absolute terms and as a

share of total OECD exports of manufac¬

tures. In 1981, this share reached 31 per
cent for the OECD as a whole. It was as

much as 48 per cent in the case of Japan

and nearly 43 per cent in the U.S.

Between 1 98 1 and 1 984, OECD exports
of manufactures to LDCs fell from

$265 billion to $221 billion. The decrease

in real terms was less marked, but even so,

the 1 984 level was only 1 5 per cent above

that of 1 979 and nearly 1 0 per cent below

the 1981 peak. Only Japan managed to

increase its exports in real terms (though
not in dollar value) between 1981 and

1984. Nevertheless, the share of LDCs in

Japan's exports of manufactures de¬

creased to an all-time low of some 40 per

cent in 1 984. A somewhat less pro¬

nounced decrease has taken place in the
U.S. since 1 982 and in the EC since 1 981 .

In the latter case, the decline in LDC shares

reflected the growing share of exports to
the United States. If one excludes intra-EC

exports from the total, the fall in the share
of LDCs in EC exports between 1981 and

1984 would be the same as in Japan

(whereas it would be only half that much if

intra-EC exports are included).

Not surprisingly, the cycle of OECD

exports of manufactures to LDCs was

largely determined by demand conditions

in the OPEC countries and by the balance-

of-payments constraints in the major

debtor countries, the two groups overlap¬

ping to quite some extent. The only coun¬

tries of some importance that have signifi¬

cantly increased the dollar value of their

imports of manufactures from the OECD
between 1979 (or 1981) and 1984 have

been the exporters of manufactures: South

Korea, Singapore, Hong Kong, Taiwan,

Malaysia and Thailand (plus China and
India). It appears that this can be only

partly explained by lesser balance-of-pay-
ments constraints and better demand con¬

ditions. Another important explanation is

that offshore processing and assembling

activities have generated an important

two-way flow of trade in manufactures.

TRADE BALANCE

The OECD's apparent trade balance in
manufactures has followed an even more

marked cyclical pattern. Between 1979

and 1 981 , the export surplus continued to

increase massively, to an all-time peak of

$190 billion. The subsequent collapse

brought it down to $1 1 3 billion in 1 984,
compared with $140 billion in 1979.
Within these totals, the U.S. moved from a

surplus of $28 billion in 1 981 to a deficit of

$13 billion in 1984, whereas Japan suf¬

fered only a minor setback and accounted,

by 1984, for nearly 54 per cent of the

combined OECD surplus total, more than

twice the rapidly dwindling EC surplus.
Trade balances in manufactures with

individual LDCs have only a very limited

economic meaning. Some of these coun¬

tries have hardly any exports in this broad

commodity group, whereas a few others

have huge exports while manufactures

account for a relatively small part of their

import bill. Furthermore quite a number of

LDCs have substantial exports of manufac¬

tures to non-OECD (mainly LDC) markets.

As would have been expected, the decline

of the OECD export surplus between 1 979

and 1 984 was heavily concentrated on the

main debtor countries (Mexico, Argentina,

Nigeria, Venezuela, Philippines, Yugos¬

lavia, etc.). Trade with Brazil actually

shifted from a large OECD surplus to a
deficit.

The decline of the OECD export surplus

was further accentuated, particularly after

1 982, by the gradual retrenchment of

OPEC countries not affected by debt prob¬

lems: Libya, Kuwait, United Arab Emirates

and even Saudi Arabia (leaving aside Iran

and Iraq). Finally, the traditional deficit with

the Far Eastern NICs (very largely on
account of the U.S.) increased in massive

proportions. Thus the combined OECD

deficit with Hong Kong, Korea and Taiwan
rose from less than $6 billion in 1979 to

nearly $22 billion in 1 984. This happened

even though these countries were among

the fastest growing markets for OECD

exports of manufactures during this per¬

iod.

The explanation is quite simple: in a

period when OECD import growth was

confined to manufactures, developing

countries have ceased to be a dynamic

market for OECD exports of manufactures

and the traditional OECD export surplus in

manufactures thus fell considerably.

This conclusion has important policy

implications. Until 1 981 it could be argued

that the rapid growth of OECD imports of
manufactures from LDCs, and of their share

in the OECD total, did not preclude a

continued widening of the OECD export

surplus in manufactures. It was perhaps

not fully recognised that this development

owed much to rising oil prices and steadily

growing export volumes of other primary

products that enabled oil and primary

commodity exporting LDCs to increase

their imports of manufactures both from

industrial countries and from other LDCs.

Furthermore, large flows of capital helped

many LDCs to run sizeable deficits on

current and trade accounts, largely related

to imports of manufactures. Developments

since 1981 have meant that LDCs with a

productive potential in manufactures had

to generate exports to industrial countries.

This drive coincided with very weak LDC

markets for OECD exports, adding to trade

policy tensions. The trade policy impact

was tempered, however, by the realization

that orderly debt servicing called impera¬

tively for a trade surplus to be run by

debtors and that the major requirement for

achieving such a surplus was a marked

improvement in the balance on manufac¬

tures, one way or another.

The combination of the strong U.S.

recovery and of the appreciating dollar has

acted as a powerful mechanism of pull and

push on LDC exports of manufactures. The

pull was exerted not only by strong final

demand of consumers and investors, but

also by the reaction of U.S. -based compan-

4. Outer garments, women's, girls' and
infants', of textile fabrics; outer garments and

other knitted or crocheted articles, not elastic

nor rubberized.
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5. OECD EXPORTS OF MANUFACTURES TO LDCs, 1979-1984

billion $ and %

Total ($)

Annual %

change
in volume

Major OECD exporters to LDCs: Share of LDCs in exports of:

U.S. Japan EC
OECD

%

U.S.

%

Japan
%

EC3

%

ECb

$ % $ % $ % %

1979 200.5 44.2 22.1 47.6 23.8 86.9 43.3 26.8 39.6 48.7 20.6 42.7

1980 243.9 9.5 56.9 23.3 60.5 24.8 101.0 41.4 28.4 41.8 49.3 21.4 43.5

1981 265.3 15.7 62.8 23.7 69.7 26.3 104.8 39.5 31.1 42.5 48.0 24.5 46.5

1982 243.8 -6.1 56.5 23.2 62.4 25.6 98.1 40.2 29.9 42.6 47.0 23.5 45.4

1983 220.7 -5.4 46.8 21.2 62.4 28.3 88.2 39.9 27.4 37.2 44.4 21.7 42.4

1984 221.4 3.0 49.2 22.2 66.3 29.9 82.7 37.3 25.7 35.8 40.6 20.0 38.5

a) Intra-EC trade included.

b) Intra-EC trade excluded.

Source: OECD.

Brazil's excellent export performance is in part a response to the pressures of the debt crisis. A factory in the
state of Sao Paulo.

SH^EUr^

ies. Faced with the over-valued dollar, U.S.

manufacturers sought to expand purchases

of intermediate products, processing and

assembly work from the cheapest suppliers

and subcontractors, usually located in

LDCs. Similarly, wholesalers and retailers
based in the U.S. tried to offset smaller

profit margins on U.S. -made merchandise

by importing and merchandising low-cost

products from LDCs, capable of resisting

competition from European and Japanese

products.

At the same time, LDC producers

increasingly favoured the U.S. market in

their sales' strategy; prices and profits

were higher and the general euphoria of

expansion had blunted, initially at least,

protectionist pressures. This "push" ele¬

ment played a fairly important role in

limiting LDC efforts to penetrate the Euro¬

pean markets.

THE PLACE

OF MANUFACTURES IN

TOTAL LDC EXPORTS

Evidently, the substantial rise in LDC

exports of manufactures to the OECD was

not accompanied by a commensurate rise

of their exports of manufactures to other

markets, let alone total exports of non-
manufactures. The dollar value of South-

South trade in manufactures declined in

1 982-83 and recovered relatively slowly in
1 984. At the same time, the dollar value of

total exports of primary commodities was
falling, largely on account of volume

changes for crude oil and price changes for
raw materials. As a result, the share of

manufactures sold to industrial countries in

the total exports of developing countries
increased from 11.6 per cent in 1981 to
19.5 per cent in 1984. Under these cir¬

cumstances it is hardly surprising that the

benefits of the 1 982-84 recovery in the
industrial world were concentrated on the

relatively small number of LDCs mainly or
largely engaged in exports of manufactures
to industrial countries.



The

"School of Hard Shocks"

Reflections

of a

Practical Macro-Economist

by Christopher Higgins1

These notes selectively record some perceptions formed about the

functioning of macro-economic systems in practice during the "school of
hard shocks" of the 1970s2. They are a mixture of observations on
issues, techniques, and institutions.

Some of these reflections may have validity for the years ahead, but a
meta-lesson from them is that whenever one thinks one has mastered an

issue, the next to come along will require some modification in the
apparatus of understanding3.

God gave us two eyes:
one for supply and one for

demand

I first heard that title phrase at a Minis¬

terial Conference at OECD in April 1984. I
do not know which eminent economist

coined it, and when, but in the wake of the

supply-shocks of the 1970s all macro-

economists pay it due heed. Many will

remember vividly the modifications neces¬

sary to our macro-analytical apparatus in

order to deal with the first oil-price shock. It
reminded us that even the most closed

economy can be subject to terms of trade

changes with macro-economic conse¬

quences. We must be able properly to

reflect the consequences of such changes

and also of factor price movements, with

which they were often closely bound-up in

the 1 970s (see below "Economics and the

provision of labour").

The mental apparatus provided in formal

training in the 1960s saw supply almost

exclusively as a longer-run and/or micro-
economic phenomenon; in a quantitative

model, one could only deal with the supply

side by multi-sectoral techniques. This

tendency to relate supply with micro (long
run) and demand with macro (short run) has

lingered long, and analysis has been the
worse for it.

Dissatisfaction with this framework had

led me at the start of my professional
career in the late 1 960s to look for a better

treatment of aggregate supply and demand

in empirical application. The approach

which satisfied me was begun by the

Canadian economist Helliwell and collabo¬

rators4. In this approach, Say's law (that

supply creates its own demand) is not
applied in the short run, nor does income-

constrained aggregate demand completely

dominate the production decision as in

simple Keynesian systems. Rather, there is

a hierarchy of different equilibria and

adjustment processes (see below "Adjust¬
ment speeds, temporary equilibria and the

policy run".) The treatment of aggregate
supply in texts used in graduate study

today still lags behind such best practice

incorporated in a number of operational

macro-economic models; for example, the

new-classical school uses a very crude

concept of aggregate supply.

Economics and the provision
of labour

Perhaps the most controversial issue

encountered during my professional exper¬

ience is the influence of wages on employ¬

ment; controversial because of the role

played by ideology and political values.

Debates on monetarism have also taken on

strong ideological overtones from time to

time, but I think less inimically to sound

analysis than in the case of the "real wage
issue".

Most of the relevant analytical proposi¬

tions are both straightforward and unas¬

sailable. The demand for labour is closely

related to the level of output. However, for

any given level of aggregate demand for

output, the demand for labour will vary

with its price, both relative to that of output

and relative to that of other inputs. The

level of aggregate demand (and output) is,

1 . Since December 1984, Deputy Secretary

(Economic) in the Australian Treasury; from
December 1981 to June 1984 Director, Gen¬

eral Economics Branch, OECD Economics and

Statistics Department. This article draws on

and updates a paper prepared for a symposium
held by the Royal Commission on the Economic

Union and Development Prospects for Canada,
Ottawa, June 1 984. The views expressed are
those of the author.

2. This term is used in the introduction of

S. Ostry and V. Koromzay, "The United States
and Europe: Coping with Change", the OECD
Observer, May 1982.

3. Illustrations from OECD experiences are

intended to be suggestive but not to provide a
complete rationale for the views put forward.
The notes are selective and do not constitute a

review of economic policy in the 1970s. OECD
publications are cited wherein the interested

reader can pursue to greater depth the issues
raised.

4. J.F. Helliwell et al, "The Structure of

RDX2", Staff Research Study No. 7, Bank of
Canada, Ottawa 1971 . For the latest develop¬

ment of this approach see for example, J.F. Hel¬

liwell et al "Energy and the National Economy:
An Overview of the MACE Model" in

A.D. Scott, ed. Progress in Natural Resource
Economics, Oxford University Press, Ox¬
ford 1 984.
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of course, not independent of the demand

for labour and hence the price of labour. In
the market place wages are set in nominal

terms, and any change in money wages
means an instantaneous change in real
wages. Whether that instantaneous

change in real wages endures depends on
subsequent developments in prices (and

wages) and productivity. These interde-
pendencies are of course complex, so that

views on overall outcomes may differ even
in the absence of ideological influences.

In arriving at the overall outcome for

employment and output there are four

major partial effects to be weighed. Con¬
sider the case of an instantaneous reduc¬

tion in real wages as a result of nominal

wage moderation. First, while the relative

price-induced increase in employment will
tend to increase household real income

(and consumption), the lower real wage will
reduce it. Second, derived demand for

capital (output constant) will be reduced.

Third, the effect on profitability will
increase business investment. Fourth, if, as

seems almost universally to be the case,

there is a deceleration in aggregate prices,

there will be positive real balance and

associated effects. The net of these partial

effects will not always be the same mag¬

nitude, nor will it even always take the

same sign. There will, moreover, be a

dynamic path of effects over time.

According to my judgement, in most of

the circumstances in which this argument
has raged since the mid-1970s, the net

effect on output and employment has been

positive after all but a short period. Recall

the origins of the debate in the 1 970s. The

circumstances in which wage moderation
was advocated arose as a result of earlier

very large increases with accompanying

sharp reductions in the share of profits.

Some arose from domestic "wage push"
(for example, Australia in the early 1 970s);
others from the concatenation of external

price shocks with domestic indexation sys¬

tems and a world moving into recession:

external price increases were built into

domestic wages which could not be passed

on in higher selling prices (for example,

many of the open European economies

after the first oil shock). These economies

could not resume a stable growth path

without a restoration of profitability,

requiring some reduction in real wages

relative to productivity. Where this did

happen there was a tendency for employ¬

ment to be stronger and output even more

so, bringing productivity gains which could

support greater real wages in all but the

very short-run.

Relative employment performance in

labour markets with different wage respon¬
siveness, just alluded to in the case of the

first oil price shock, can be given a sharper
illustration. Over the ten years to 1983

there was net creation of 1 5.8 million jobs

in the United States and 5.0 million in

Japan, and a net loss of 1 .5 million jobs in
Europe. Although output growth was

stronger in Japan, it was very similar in the

United States and Europe. It is hard to
avoid the inference that this contrast owes

much to greater labour market flexibility in
the US and Japan. It is equally important to
note that such flexibility is achieved with

very different labour market institutions in
those two countries5.

None of this is meant to deny the

existence of demand-deficient (Keynesian)

unemployment, or unemployment which

derives from sticky product prices. The

basic point is that when our economies are

on prosperity paths they are generally

characterized by low and stable inflation

and by simultaneous increases in real

wages, aggregate real incomes and

employment. Except perhaps in the very

short run, aggregate money wage modera¬

tion is not a zero-sum game.

This non-zero-sum proposition often

generalizes from the aggregate wage level

to relative wages and labour market mobil¬

ity. The conflict so frequently perceived

between "fairness" and "efficiency" objec¬
tives is unnecessarily intensified by unpre-

paredness to rethink existing forms of

labour market intervention by governments
and existing patterns of labour relations.

While those interventions and patterns

may successfully "protect" sub-groups,

that protection is often at the expense of
the whole and, sometimes, at the actual

detriment of the sub-group itself. The

challenge lies in institutional change so as

to reduce fallacious zero-sum conflict,

recognising that greater variation in aggre¬

gate and relative nominal wages, and in

mobility, will contribute to greater employ¬

ment stability and to higher real wages and

higher employment over time6. I readily
acknowledge that it is easier to call for

vaguely defined institutional changes than
to advise how coalitions can be formed to

implement them, recognising that the

unemployed are, generally speaking, not an

effective interest group (see below "Rent

seeking, constitutions and mandari-

nates").

Adjustment speeds,

temporary equilibria

and the policy run

The question of whether wage restraint
will be accompanied by higher or lower real

output and employment, and over what

period, depends as we have seen on the

way a number of influences combine. It also

depends on how they work out over time.
This is, of course, a characteristic of almost

all policy questions in economics. Theoret¬

ical analysis can have a lot to say about the
end point, but generally tells us little about

the adjustment paths along the way.

Experience tells us that those paths are

complex and play out over several years:

what can be termed the "policy run". To

come to grips with such issues, macro-

economic analysis has to make use of

quantified models with explicit dynamics.
A theoretical stream of literature in the

late 1960s and 1970s clarified the dif¬

ferent concepts of constrained equilibria

which vary over time. It enriched both the

specification and mode of application of

econometric models in understanding

macro-economic adjustment processes7.
Profound use has been made of this

concept of differential adjustment speeds

in studying foreign exchange markets. Mar¬
kets in financial assets are seen as

adjusting very quickly, while the capital

stock adjusts very slowly, with the markets

for labour and products in between. It is

these relativities which can generate, for

example, oft-observed exchange rate over¬

shooting.

It is essentially this phenomenon which

lies at the root of dissatisfaction with the

present exchange rate regime. There is

little evidence that short-term variability in

exchange rates has been inimical to trade

or growth. However, there has been con¬

tinuing concern that the system produces

apparently persistent disequilibria in cur¬

rent accounts which are associated with

large protracted oscillations in exchange

rates and induced maladjustment in pro¬
duct and factor markets.

Although these observations may com¬

mand a good deal of support, unfortunately
they do not give rise to unarguable propo¬

sitions for improving the functioning of
foreign exchange markets themselves.

Implications for product and factor market

policies may be stronger. That is to say,
there may be no turning the clock back on

rapidity of adjustment in markets for finan¬

cial assets; however, to the extent that

slower adjustment speeds in other markets

arise from reducible and unwanted rigidi¬
ties, changing them over time can be a

legitimate objective of policy. The patch¬
work balloon analogy is appropriate8:

"The instability we see in financial mar¬

kets and the growth of underground

economies illustrate in different ways

5. See "Labour Markets", OECD Economic

Outlook No. 35, June 1984 for an analysis of
these decade-long trends.

6. For a recent attempt to formalize a wage
determination system using such notions see
M.L. Weitzman,"Some Macro-economic Impli¬
cations ofAlternative Compensation Systems",
Economic Journal, December 1983.

7. See for example J. F. Helliwell and C. I. Hig-
gins, "Macro-economic Adjustment Pro¬
cesses", European Economic Review, 1976,
Vol. 7, 221-228.

8. "From Managing Crises to Sustaining Inter¬
dependence: Taking A Long View of Economic

Policies", Address by Emile van Lennep, Secre¬
tary-General of OECD, Swiss Institute of Inter¬

national Studies, Zurich, 28 March, 1984.
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how rigidities can lead to problems far

from their source. In this respect, the

world economy is like a large balloon

constructed by stitching together pieces
of rubber, some of them new and elastic

and others that have lost their resilience

over time. When such a balloon is

squeezed, the elastic sections will

stretch, whether the pressure is applied

directly to them or to the inelastic
sections. The more inelastic sections

there are in the balloon, the more the

remaining resilient ones will be
stretched.

Is the solution to economic rigidities in

one area to make other areas more rigid?

Certainly that approach would not result
in a better balloon. Without the elastic

areas, the pressure from squeezing

would be greater on all areas. Such a

balloon would be likely to develop leaks

just as economic activity tends to leak

from the mainstream economy into

underground sectors or it might burst.

In any event, it could not expand, as we

want our economies to expand. The

solution is to restore the resilience to

rigid sectors and to create conditions

favourable to the emergence of new
activities within the mainstream econ¬

omy. This would allow economies to

better respond to disturbances, to res¬

tore the capacity for expansion, and to

reduce the risk of an irreparable rup¬
ture."

The entrepreneurial climate:

investment, growth and

change

It has been a commonplace in economics

for several centuries that prosperity stems

very largely from innovation and invest¬

ment carried out by entrepreneurs. It is

easy to say that the state of the entrepren¬

eurial mind is critical; it is less easy to
describe why it is what it is at any point in

time, and even more difficult directly to
influence it . Keynes' unforgettable phrase

"animal spirits" was intended both to

remind us that decisions to invest and

innovate derive from a deep complex of
circumstances, as well as to remind us that

they can be very variable.
There is no doubt that the investment

accelerator is important; so too is the rate

of return on capital. But behind these is to
be found the business climate. We tended

to forget this in the wake of a generation of

sustained growth after the Second World

War. Only when the macro-economic cli¬

mate was characterized by a persistent

atmospheric depression did we come to

suspect that many of the structural and
micro-economic determinants of the state

of the entrepreneurial mind had deterio¬

rated during that golden growth period.

A view has emerged that the dramatic
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growth of public sector activities in their

manifold forms over that generation was an
important causal factor in this deteriora¬

tion. Public sector activities are not the only
or even the prime determinant of entre-

preneurship and economic dynamism; they
are, however, a relevant influence in which

there was widespread change during the
golden years of growth9. Quoting from the
summary version of the study cited in the
footnote:

"Government growth including the
expansion of regulatory activity came

to be seen as impeding entrepreneurial

initiative and the role of competitive

forces in ensuring sufficient economic

flexibility in the face of a continually
changing economic environment. Gene¬

rous income support benefits on the one

hand and high levels of taxation on the

other were thought to have undermined

the work ethic, reduced labour supply
and saving. In addition, government

programmes were seen as encroaching
into areas best left to individuals them¬

selves, simultaneously reducing con¬
sumer choice and necessitating further
tax increases."

Let me also quote the conclusion:
"The above review reveals the difficulties

of measuring the benefits and costs of

activities undertaken in the public sector.

Not only do some effects defy quantifi¬
cation the building of social and poli¬
tical consensus for example but evi¬

dence on individual consequences more

amenable to measurement is in many
cases mixed and not yet sufficiently
robust to permit firm conclusions for

policy. To conclude that the evidence is

mixed does not, of course, imply that
there are on balance no adverse effects;

individual consequences may be small

and hence difficult to measure, yet their
sum could nevertheless be significant.
Furthermore, there are instances where

concern appears justified and where

remedial action is warranted. These

need to be dealt with on a case-by-case
and country-by-country basis. There are

no general conclusions or solutions, just
as there are no generalizations one can

make about alleged effects. This is, of

course, appropriate since the develop¬

ment of the level and pattern of public
sector activity reflects the institutional

and historical development of individual
countries and the wishes of electorates.

As in the past, these will be paramount in

determining the future course of the

public sector in our economies."

It seems to me, however, that the

degree of generalized concern about the

role of the public sector goes beyond that

nuanced view, probably for one major
reason that the growth of public sector

activities was generally accompanied by a
ratcheting up in public sector deficits. In

principle, the two are separable. In practice
the two sets of issues have been linked:

expanding public sectors were after the

mid-1970s accompanied by rapidly
growing public deficits, which gave rise to
dramatically higher levels of debt and debt

service (see below "Big stocks from little
flows can grow").

Concern with deficits and debt was

widespread at the end of the 1 970s. OECD

figures, reported regularly in the Economic
Outlook, show that even in those countries

where earlier and significant reductions in

structural budget deficits took place (for

example Germany, United Kingdom, Ca¬

nada, Australia) this was predominantly
attributable to revenue gains of a structural
kind rather than cutbacks in the size of

government. There have been reductions in

structural spending shares in very few
countries in recent years. At least at the

aggregate level, then, one cannot say that

the oft-voiced concern at public expendi¬
ture growth has been translated into action

in any generalized fashion.

Meeting informally in February 1984,
OECD Ministers were to many observers
surprisingly of like mind on the importance

of increasing the flexibility and responsive¬

ness of economies to market signals, and

providing a stable policy environment

within which private initiative and adapta¬
tion to change is encouraged10. A catch

phrase was: so that change is embraced for

the opportunities it brings and not resisted

as a threat. This involves more, of course,

than good background conditions for entre-

preneurship. It is the whole question of the

extent to which the functioning of the

economic system is being impeded by
structural rigidities. All such rigidities

cannot be attributed to the growth in public

spending and intervention, but there would

seem much that better structural policies

could contribute to improving economic
performance1 '.

Although acceptance of the diagnosis of
"Eurosclerosis" and related conditions else¬

where in the OECD has now become rather

widespread, indicated therapies are being

but patchily employed. And almost every¬
where there has been a tendency to greater

trade protectionism, mainly by way of
"new forms" such as public procurement

policies and voluntary restraint agree¬
ments. Lack of progress in preventing the
increase in such measures, let alone dis¬

mantling them, is the more paradoxical

given the seemingly clear evidence of the

gains in prosperity from earlier phases of
reduction in intra-European and other trade

barriers in the post-war period.

Rent seeking, constitutions
and mandarinates

Why do our economic and social sys¬
tems throw up such paradoxes? One pow

erful hypothesis is that economic perfor¬

mance is progressively and systematically

weakened by the accretion of the influence

of special interest groups and the public
"protection" which that achieves12. Given

that "rent seeking" as economists have

dubbed it is an enduring behavioural
characteristic which will not be modified at

its source, what checks and balances can

our socio-political systems realistically pro¬

vide? These are important issues for the

economic adviser, on which I record two

points.

First, take Olson's observation that the

profound shake-up of power structures

that accompanies war, revolution etc.,

helps largely to explain strong economic

performance in the "reconstruction" phase.
Presumably no one would wish to draw the

inference that those particular forms of

upheaval should be engineered in order to

obtain reconstruction. Second, any form of

the "benevolent despot" approach is

flawed by Olson's basic hypothesis itself:

an all-powerful political coalition and/or

mandarinate, even if starting out benevo¬

lently, will surely become captive of its own

interests as they evolve. There seems no

alternative but to grope for solutions within

the evolving structures of our pluralistic
societies, both via formal constitutions and

laws and via less formal procedures.

Our formal constitutions should provide

the political means for the formation of

countervailing interest groups. In addition,

there need to be mechanisms whereby

broader interests ("encompassing organis¬
ations") which do not naturally coalesce
can be given political and administrative

expression. Consider the case of economic

protection. It is often noted that the gains
from reduced protectionism (or removal of

structural rigidities) are dispersed and diffi¬

cult to identify, while the burdens are

concentrated and visible. The state clearly

has a legitimate role to play in giving weight

to the broad consumer interest as opposed

to the narrower producer interest in the

allocation of border protection and struc¬

tural assistance. One useful form of doing

this is a statutorily-based review body

which is enjoined to represent the public

9. A wealth of information on these changes
is contained in Peter Saunders and Friedrich

Klau "The Role of the Public Sector" OECD

Economic Studies, Spring 1 985; summarized in

Peter Saunders "Big Government: Is It Too
Big?" the OECD Observer, March 1984.

1 0. "The Longer-Term Performance of OECD

Economies: Challenges Facing Governments"

the OECD Observer, March 1984 and Note by
the Secretary General under the same title.
1 1 . This has been a tenet of OECD efforts

during the 1980s. See for example Positive

Adjustment Policies Managing Structural
Change, OECD 1983.

12. See for example Mancur Olson, The Rise
and Decline of Nations. Economic Growth,

Stagflation and Social Rigidities 1982, Yale

University Press, New Haven and London.
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interest and which employs transparent

mechanisms in doing so13.
There is also the role of the mandarinate

the upper echelon of the permanent civil

service. Traditions and arrangements

which constitute and support the mandari¬

nate differ among OECD countries. The

processes which determine the extent to

which it plays its legitimizing role as a

constitutional device for maintaining the

public interest, rather than the illegitimate

role of just another interest group, are very

complex. Presumably particular attention

needs to be given to the training process

what the French aptly term formation

while recognising that there is a high

degree of self-selection.

There is no escaping

interdependence

The share of exports of goods and
services in GNP has about doubled over the

past 30 years in six OECD countries,

including the United States, and has

increased by one half or more in another

five OECD countries. On average, OECD

countries today export some 30 per cent of

their GNP, but with considerable variation:

in Belgium, for example, exports amount to

more than 60 per cent, whereas in the

United States the figure is about

1 2 per cent14.

Much of the openness of OECD econ¬

omies is with respect to other OECD

economies; the external sector of the

OECD region as a whole is smaller than for

any of its Member countries: trade in goods
and services with the rest of the world

amounts to some 7 per cent of area GNP.

At the same time, the sheer size of the

OECD economy as a whole means it has

enormous significance for the rest of the
world.

The openness of the individual OECD

economy is such that the performance of
the OECD economies in combination has an

important influence on the performance of

each economy individually. A number of

episodes in the 1 970s illustrate the power
of economic constraints transmitted

through these international linkages, i.e.,

the impossibility of "bucking the trend".

These include: (a) initial policy differentia¬

tion following the 1973 oil-price increase

gave way to convergence; (b) the sterling
crisis in 1 976 seems to have owed much to

perceptions of the stance of economic

policy relative to other countries; (c) Italian

experience, especially in 1980-81, was of

the same kind; and (d) the celebrated re¬

versal of economic policy in France in 1 983

is largely explained by reference to an

external constraint. Even the largest and

least open OECD economy is not immune

from the pressures of linkage: the dramatic

widening of the current account deficit of
the United States between 1975 and

1 978, which owed much to policy-induced

rapid domestic growth relative to other

economies, culminated in the speculative

run against the dollar in October 1 978, and

a marked shift in domestic policy, together

with internationally co-operative currency

support measures.

The counterpart of not being able to

buck the trend is collectively overdoing it.

When the policies of a number of major

OECD economies become synchronized,

whether in the direction of expansion or

contraction, the effect on the OECD

economy risks being markedly greater than

policy makers might expect on the basis of

their own economies. The synchronous
booms of 1 968 and 1 972-73 illustrate this

in one direction; the post-1 980 recession in

the other. It is rather sobering to realize

that this catalogue covers three episodes in

only fifteen years.

History suggests that far less than

optimal account is taken at the global, or

OECD-wide level of the implications of the

sum total of individual countries' policies.

Why this should be so and what if anything

can be done about it are both very big

questions which have to be left for another

occasion
15

Expectations, dogma and
thresholds

The development of the role of expecta¬

tions, including the rational variant, was
one of the most celebrated advances in

macro-economic theory in the 1970s.

What impact has it had on the world of

policy making? The answer is: an enormous

one.

Much has been written about the "new

classical" experiments in macro-economic

policy and a preliminary verdict can prob¬

ably be given. Private agents have not

shown the foresight assumed in the theo¬

retical rational expectations models;

whether they are "less rational" than this or

"more rational" is hotly debated. Whatever

the case, the transition to lower inflation

has involved large output costs in the short

term. As Coe and Holtham put it "the

suggestion that (the new classical) policies,

by radically altering expectations, would

radically alter economic evolution now

seems to be without convincing theoretical

warrant or observational support. Inflexi¬

bility of relative prices, and indeed absolute

prices, over the short run, although imper¬
fectly understood, is a pervasive phenom¬
enon in the OECD economies."16

But the experience of disinflation during

the 1 980s does not imply that expecta¬

tions are not of fundamental importance,

rather that they cannot be manipulated

very easily, nor treated as though everyone
had the same let alone accurate view of

how the economy will evolve. This has very

strong implications for the conduct of

policy although quite different from those

flowing from rational expectations. This

can be illustrated by reference to the

"credibility dilemma" with which a number

of central banks had to grapple in the

course of the recent great disinflation.
In the wake of the second oil shock

overall output performance was weaker

than hoped while inflation was less than

envisaged; that is to say, nominal income

growth was systematically lower than

anticipated. An examination of nominal

income changes over those years shows

that a particular pattern was widespread.

Especially as between 1981 and 1982,

inflation declined or remained low (in the

low inflation economies) while real output

sharply decelerated or fell. In other words,

in many economies including the United

States, Germany, France, Canada, Sweden

and Switzerland and, as between 1 980

and 1981, in Japan and the United

Kingdom as well nominal income growth

dropped markedly; by some 5 percentage

points for the group. This fall was much

greater than the slowing in monetary

aggregates which, in a number of impor¬

tant instances, did not slow or even accel¬

erated a little. The picture for the seven

major OECD economies can be seen clearly

in the chart on page 23. This major decline

in velocity was no doubt associated with

disinflation, and standard theory would

predict a move in that direction. Could the

monetary authorities have acted to offset

it, so as to preserve at least to some

extent the growth in nominal income?

This was the credibility dilemma.

If the authorities possessed a sufficient

"stock of credibility", either built up over a

long period (for example, Germany, Swit¬

zerland) or more recently acquired (for

example, United States, United Kingdom)

then they would have been freer to act to

offset the velocity decline without seriously

rekindling inflationary expectations (in the

subduing of which so large a cost had

already been incurred). Thus one saw the

shift in United Kingdom policy during 1 981

(publicly confirmed in the 1 982 Budget)

towards greater weight on the exchange

rate as an indicator in assessing monetary

policy. In the United States there was, of

course, a factor other than the prolonged

13. Transparency for Positive Adjustment,
OECD, 1983.

14. This and the following three paragraphs

are taken virtually directly from F. Larsen,

J. Llewellyn and S. Potter, "International Eco¬
nomic Linkages", OECD Economic Studies,
No 1, Autumn 1983.

1 5. Two interesting recent works on the

subject are: M. Dean and R. Pringle, Economic
Co-operation from the Inside, Group of Thirty,

New York 1 984; J. Llewellyn, S. Potter and

L. Samuelson, Economic Forecasting and Pol¬
icy, the International Dimension, Routledge and
Kegan Paul, London 1985.

16. D.T. Coe and G. Holtham, "Output and

Responsiveness and Inflation: An Aggregate
Study", OECD Economic Studies, No 1,
Autumn 1983.

14 Continued on page 23
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Because of frequent statistical

revisions, figures may be noti¬
ceably different from those

published in the preceding
'OECD Member Countries'.

a) Standardised unemploy¬
ment rates.

AREA

1,000 sq. km
1983

AGRI¬

CULTURAL

AREA

1,000 sq. km
1983

TILLAGE

1,000 sq. km
1983

AUSTRALIA 7,686.8 4,916 465.7

AUSTRIA 83.9 35 15.2

BELGIUM 30.5 14 7.7

CANADA 9,976.1 702 462.8

DENMARK 43.1 29 26.4

FINLAND 337.0 25 23.6

FRANCE 547.0 313 187.2

GERMANY 248.6 121 74.5

GREECE 132.0 92 39.7

ICELAND 103.0 23 0.1

IRELAND 70.3 58 9.7

ITALY 301.2 173 122.2

JAPAN 372.3 54 48.1

LUXEMBOURG 2.6 1 0.6

NETHERLANDS 37.3 20 8.6

NEW ZEALAND 268.7 146 4.7

NORWAY 324.2 9 8.5

PORTUGAL 92.1 41 35.5

SPAIN 504.8 312 205.1

SWEDEN 450.0 37 30,0

SWITZERLAND 41.3 20 4.1

TURKEY 780.6 356 263.9

UNITED KINGDOM 244.8 187 69.8

UNITED STATES 9,372.6 4,314 1,899.1

POPULATION CRUDE

BIRTH

RATES

per thousandthousands per sq. km

15,540 2 15.5

7,552 90 11.7

9,852 323 11.7

25,150 3 15.0

5,111 119 10.1

4,882 14 13.4

54,947 100 13.8

61,175 246 9.5

9,900 75 12.8

240 2 17.1

3,540 50 18.1

56,983 189 10.5

120,018 322 12.4

366 141 11.5

14,420 387 12.1

3,258 12 15.8

4,141 13 12.1

10,129 110 13.6

38,387 76 12.5

8,337 19 11.3

6,507 158 11.6

48,825 63 29.9

56,488 231 12.9

236,681 25 15.6



TOTAL LABOUR FORCE
UNEMPLOYMENT

RATE

as % of total

labour force

1984 1985

thousands

of

which:

Females

%

Female

Labour

Parti¬

cipation
Rate

%

7,180 37.6 52.7
(a) (a|

8.9 8.2

3,332 41.0 55.2
la)

3.8

4,214 39.2 49.6
1983

(a) (a)

14.0 13.2

12,474 42.0 61.2
(a) (a)

11.2 10.4

2,720 45.6
74.2

1983
8.5

2,600 47.2 74.0
(a)

6.1

23,830 41.4 54.7
(a) (a)

9.7 10.1

27,612 38.5 49.4
(a)

8.5

3,811 34.6 40.0
1983

8.1

116 29.3 1.7

1,314 29.4 37.9
1983

15.5

23,414 34.7 41.1
la)

10.2

59,271 39.6 57.2
la)

2.7

161 33.5 1.9

5,896 33.6
39.8

1983

(a) (a)

14.0 13.0

1,371 35.2
45.8

1983
5.7

2,031 42.9 66.1
(a) (a)

3.0 2.5

4,544 40.9 53.2
1983

8.9

13,675 29.7 32.7
(a)

20.1

4,391 46.9 77.4
(a) (a)

3.1 2.8

3,177 37.0 48.8
1983

la) la)

1.1 1.0

18,516 30.3 43.0
1983

16.0

27,012 40.1 59.0 11.2 11.6

115,241 43.3 62.8
(a)

7.4

TOTAL CIVILIAN EMPLOYMENT

thousands

of which:

AGRICULTURE

FORESTRY INDUSTRY SERVICES

AND FISHING

% % %

6,471 6.2 28.1 65.7

3,201 8.5 37.3 54.2

3,579 3.0 30.3 66.7

11,000 5.3 25.9 68.8

2,457 6.7 26.8 66.5

2,404 12.2 32.6 55.2

20,941 7.9 33.0 59.1

24,822 5.6 41.3 53.1

3,501 29.4 27.8 42.8

114 10.6 36.8 52.6

1,096 16.6 29.2 54.2

20,422 11.9 34.5 53.6

57,660 8.9 34.8 56.3

158 4.4 33.6 62.0

4,965 5.0 26.9 68.1

1,281 11.2 32.1 56.7

1,970 7.1 28.3 64.6

4,068 24.5 34.8 40.7

10,382 18.0 32.7 49.3

4,255 5.1 29.8 65.1

3,142 6.7 37.7 55.7

15,046 58.2 17.0 24.8

23,657 2.6 32.9 64.5

105,005 3.3 28.5 68.2



Notes:

a) Natural sciences and engineering
only.

BLEU: Belgium-Luxembourg Economie
Union.
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at current

prices 19g5
and exchange

(153.8) (65.1) (77.5) (341.8) (56.6) (54.1) (503.1) (611.8) (33.1) (2.6) as..?; (354.0) (1,307.6) (3.5) (122.3) (22.9) (56.2) (20.4) (167.5) (99.0) (91,5) (53.0) (438.4) (3.865.0)

rates

GROSS

DOMESTIC

billion US $ 1984 173.70 64.45 75.83 334.11 54.64 51.23 489.43 613.37 33.47 2.57' 17.65 348.39 1,255.01 3.38 123.06 23.23 54.72 19.31 160.92 94.78 91.11 49.61 423.39 3,634.58

average

annual
2.6 1.6 1.0 1.7 1.5 3.3 1.1 0.9 0.8 1-1 . 2.1 1.1 4.0 1.7 0.3 3.1 2.6 1.3 1.4 1.5 1.5 3.9 0.6 2.0

PRODUCT

at

market

prices

V°,Ume 1984-85 %
change

(4.25) (2.75) (1.5) (4.0) (2.5) (3.75) (1.0) (2.25) (1.5) (2.0) (0.25) (2.25) (5.0) (2.5) (2.0) (0.0) (3.0) (2.25) (1.75) (2.5) (3.75) (4.0) (3.25) (2.5)

per capita at current
prices in US $ using

current exchange rates
11,178 8,535 7,697 13,285 10,690 10,493 8,907 10,025 3,380 10,723 4,986 6,114 10,457 9,235 8,534 7,159 13,215 1,905 4,192 11,369 14,002 1,018 7,495 15,356

per capita at current
prices in US $ using

purchasing power parities . . 11,345 12,150 15,198 13,422 12,217 12,643 13,265 6,300 . . 7,795 10,044 12,235 14,385 11,710 . . 15,367 5,021 8,279 . . . . . . 11,068 15,356

(PPP)

FINAL PRIVATE

CONSUMPTION EXPENDITURE

% of GDP at current prices

60.3 56.8 65.1 56.4 54.0 53.5 64.1 56.6 64.0 59.1 58.1 62.2 59.0 57.9 59.2 56.4 46.6 69.7 66.8 51.1 62.5 74.6 60.7 64.8

CURRENT

GOVERNMENT

EXPENDITURE

AND REVENUE

current disbursements 32.6
1983-84

44.8 52.9 44.0 58.2
1983

36.2 49.4 44.2 38.4 26.4 51.1
1983

51.2
1983

27.6

1983

46.5

1980

57.7

1983
44.8

37.5
1981

31.8
1982

61.3
1983

31.2 44.9
36.9
1983% of GDP

current revenue

% of GDP

32.8
1983-84

46.8 46.0 39.6 53.2
1983

39.0 48.4 45.6 33.0 34.8 43.4
1983

45.0
1983

29.9

1983

52.4
1980

55.9
1983

53.9 33.1
1981

30.7
1982

60.0
1983

34.5 42.9 31.7
1983

GROSS FIXED

CAPITAL

FORMATION

private and

public

total % of GDP

at current prices
21.8 21.8 16.1 18.1 17.9 23.4 18.9 20.3 18.6 22.2 21.0 17.9 27.8 22.2 18.4 21.5 25.6 24.7 17.8 18.3 23.3 18.5 17.4 17.9

machinery and
equipment % of GDP

at current prices

9.3

1983-84
9.0 5.4 6.8 7.7 8.5 9.1 8.0 7.9 5.8 10.9 7.3

9.8

1983

9.1
1982

8.2 8.8

1983
7.5

13.8
1981

5.9
1983

8.2

1983
7.3 9.1

1982
8.1 7.4

1983

NET NATIONAL SAVINGS

RATIO

% of GDP

12.9 11.8 6.0 7.4 7.2 10.2 6.5 9.3 7.3 4.9 7.8 7.5 17.2 46.4 12.5 17.6 16.3 (15.8) 9.6 5.8 18.5 (11.7) 7.2 4.2

NET OFFICIAL DEVELOPMENT
<

ASSISTANCE

to developing countries 0.46 0.28 0.56 0.50 0.85 0.36 0.77 0.45 0.33 0.35
.

1.02 0.25 1.02
, , «

0.80 0.30
, ,

0.33 0.24

and multilateral agencies 0.52
e

% of GNP DOM/TOM

Excluded

GROSS DOMESTIC EXPENDITURE

ON R&D

% of GDP

1.0
1981

1.3 1.4
1979

1.4
1.1
1982

1.3
1983

2.2 2.6
1983

0.2
1981

0.7

1983
0.8 1.2 2.6

1983
2.0 (1.0)

1981

1.4
1983

0.4
1982

0.4
1983

la)

2.5
1983

2.3
1983

2.3
1983

2.7

TRADE BALANCE

(goods and services)
% of GDP

-2.3 -0.3 1.7 3.8 1.1 2.6 0.3 2.4 -8.3 0.5 -0.2 -0.3 2.8 1.0 5.1 -3.5 9.7 -7.1 2.9 3.6 -0.3 -3.5 0.0 -3.0

TOTAL OFFICIAL RESERVES

million SDR

31.12.1985

5,528 5,611 5,080
BLEU

2,982 4,999 3,481 24,478 43,562 935 18S 2,689 16,458 25,173 5,080
BLEU

11,354 1,449 12,711 2,392 11,421 3,449 19,317 1,173 12,373 38,412
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CUR¬

RENCY

monetary unit
Australian

Dollar
Schilling

Belgian
Franc

Canadian

Dollar
Krone

Finnish

Mark

French

Franc

Deutsche

Mark
Drachma Krona

units per US $
31st December 1985

at market rates

1.47 17.28 50.36 1.40 8.97 5.42 7.56 2.46 147.75 42.02

units per SDR
31st December 1985

1.61 18.97 55.30 1.54 9.85 5.95 8.30 2.70 162.23 46.14

IMPORTS

(goods only)

total (CIF)

million US $
23,425 19,596

55,252
BLEU

74,004 16,587 12,427 103,445 152,017 9,617 863

from other OECD

countries

million US $

17,530 15,031
45,937

BLEU
65,618 13,745 8,215 74,972 115,851 6,244 740

from rest of world

million US $

(excl. unspecified)
5,778 4,565

9,031
BLEU

8,386 2,841 4,212 27,634 36,084 3,371 123

total imports

as percentage of GDP
at current prices

13.5 30.4
72.9

BLEU
22.1 30.4 24.3 21.1 24.8 28.7 33.6

volume change of
total imports from

1979 to 1984

percentage per year

2.6 3.1
0.4

BLEU
2.3 0.3 2.1 1.3 1.0 1.8

EXPORTS

(goods only)

total (fob)

million US $
23,861 15,718

51,704
BLEU

86,862 15,914 13,465 93,115 171,014 4,814 763

to other OECD

countries

million US $
13,937 11,448

43,636
BLEU

77,335 13.089 9,338 66,216 134,293 3,359 645

to rest of world

million US $

(excl. unspecified)
9,286 4,269

7,632
BLEU

9,528 2,802 4,126 26,778 36,192 1,445 118

total export

as percentage of GDP
at current prices

13.7 24.4
68.2

BLEU
26.0 29.1 26.3 19.0 27.9 14.4 29.6

volume change
of total exports

from 1979 to 1984

percentage per year

3.6 5.0
2.6

BLEU
6.6 5.5 4.5 2.1 4.0 4.5

CON¬

SUMER

PRICES

increase 1985

%

(Dec. 84-Dec. 85)

7.6

3rdQ
2.8 4.0 4.4 3.6 4.9 4.7

	

1.8 25.0
38.4

Nov.

average annual
increase 1980-1985

% per year

8.2 4.9 7.0 7.4 7.9 8.6 9.6 3.9 20.7 48.7

INDUSTRIAL PRODUCTION

CHANGE 1985

(Dec. 84-Dec. 85)

5.5

Oct.

10.1

Nov.

4.2

Oct.

5.0

Nov.

0.1

Nov.

3.9

Nov.

5.4

Nov.

0.6

Oct.

INTERNA¬

TIONAL

TOURISM

receipts as % of GDP 0.7 6.9
2.1

BLEU
0.8 2.3 1.0 1.5 0.9 4.0 1.3

expenditure as % of

final private consumption
2.1 5.8

3.8

BLEU
2.1 4.2 2.5 1.4 4.0 1.6 4.6
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Luxem- New
Irish

Pound
Lira Yen bourger

Franc

Guilder Zealand

Dollar

Krone Escudo Peseta Krona
Swiss

Franc

Turkish

Pound
Pound Dollar

0.804 1,677.85 200.48 50.36 2.77 2.01 7.58 157.48 154.15 7.62 2.08 578.03 0.69 1.00

0.883 1,842.28 220.12 55.30

,	

3.04

L			

2.21 8.32 172.91 169.26 8.37 2.28 634.67 0.76 1.098

9,689 84,338 136,077 55,252
BLEU

61,981 6,180 13,859 7,748 28,796 26,340 29,376 10,908 105,176 325,726

8,885 53,063 53,058
45,937

BLEU
46,105 5,039 12,247 5,148 15,545 22,569 25,431 5,567 85,871 197,699

741 31,100 83,016
9,031

BLEU
15,875 1,121 1,613 2,562 13,244 3,771 3,945 5,341 19,129 128,026

54.9 24.2 10.8
72.9

BLEU
50.4 26.6 25.3 40.1 17.9 27.8 32.2 22.0 24.8 9.0

1.4 0.8 0.5
0.4

BLEU
0.4 3.6 3.8 0.9 3.2 2.9 4.4

9,673 73,431 169,776
51,704

BLEU
65,648 5,347 18,892 5,171 23,502 29,315 25,814 7,113 94,226 217,888

8,631 51,997 95,073
43,636

BLEU
56,512 3,533 17,166 4,345 16,274 24,373 19,662 3,712 72,121 133,086

909 20,704 74,703
7,632

BLEU
8,089 1,608 1,725 754 6,945 4,942 6.152 3,401 21,920 84,433

54.8 21.1 13.5
68.2

BLEU
53.3 23.0 34.5 26.8 14.6 30.9 28.3 14.3 22.3 6.0

9.2 1.1 9.7
2.6

BLEU
2.5 3.9 4.7 4.5 2.8 2.6 1.6

4.9
8.9

Nov.
1.8 4.1 1.7 15.3 5.6 16.0 8.1 5.6 3.2 47.5 5.7 3.8

12.3 (13.7) 2.7 6.9 4.2 12.0 9.0 (23.2) 12.2 9.0 4.3 37.8 7.2 5.5

-0.8

Oct.

4.0

Nov.

0.6

Nov.

7.1

Oct.

9.3

Nov.
5.1

0.7

Sept.

3.3

Sept.

1.5

Nov.
3.8 1.9

2.7 2.5 0.1
2.1

BLEU
1.2 1.3 1.2 5.0 4.8 1.2 3.5 1.1 1.4 0.3

4.0 1.0 0.6
3.8

BLEU
4.1 3.6 5.8 1.7 0.8 3.5 4.0 0.7 2.4 0.7



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

deaths in 1st year

per 1,000 live births
9.6
1983

11.5 10.7 8.5
1983

7.7

1983

6.2
1983

8.2 9.6 14.1
6.2
1983

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

9.8
1983

11.6
6.2
1983

11.7 8.3
12.5

1983

7.9

1983

19.3

1983

9.6
1982

6.3 7.6
1983

9.6 10.6

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

grams per inhabitant and per day
1983

67 61
66

BLEU
61 71 63 79 67

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

68 59 38
66

BLEU
64

69
1982

65 44 57
1982

72 71 22 55 73

HHHH AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

PUBLIC EXPENDITURE

ON EDUCATION 1983

as % of GDP

5.8
1981

5.8 5.6 7.5
6.6
1980

5.6
5.2
1981

4.6
1982

2.2

1979

of which:

associated

expenditure'

0.3
1981

0.3 0.6 0.4
1980

1.0
0.5

1981

0.3
1982

0.4
1979

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

6.2

1982

5.5

1982

5.0
1982

8.4

1982

7.3

1982
4.8 6.3

4.6

1982

2.6
1979

7.6 5.3
2.8

1982

5.4
1982

5.8
1980

0.3
1982

0.2
1982

0.1
1982

0.5
1982

0.3 0.4 0.3
1982

0.1
1979

1.0 0.1 0.1
1982

0.7
1982

0.7
1980

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

TAKE HOME PAY family
benefits:

excl.

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

(after tax and

soc. sec. contr.)

as % of gross earnings1

82.3 77.1 74.3 86.9 60.7 72.2 85.2 72.5 85.1

incl. 85.7 90.4 88.8 90.1 64.8 78.5 92.7 77.4 102.4

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY2

UNITED

KINGDOM

UNITED

STATES

75.9 76.5 90.4 85.3 63.3 78.2 75.2 82.5 85.1 65.8 83.5 62.2 73.4 78.1

79.3 86.2 90.4 94.2 71.3 83.9 83.1 86.4 86.2 72.6 87.9 62.2 82.4 78.1

1. Average earnings in manufacturing: one-earner family, 2 children. 2. 1983.

i
AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

Eiicng i uunounir i lun \\ici u<i(ji id/

total primary energy requirements
in tons of oil equivalent

4.82 3.55 4.21 8.90 3.37 5.22 3.48 4.31 1.77 6.12

IRELAND ITALY JAPAN
LUXEM¬

BOURG'

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

2.44 2.39 3.14 8.62 4.23 3.89 6.39 1.25 1.91 5.91 3.89 0.78 3.40 7.59

1. 55 per cent of total energy requirements (more than double the OECD average) are consumed by the industry sector mainly for export.

TELEPHONES AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

number per
1,000 inhabitants

536 476 430 654 749 592 600 599 355
525
1983

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

253 426 555
548
1979

591 640 622 173 360
890
1983

810 64 524
760

1982

TELEVISION SETS

L

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND I

number per
1,000 inhabitants

1983

311 303 369 357 360 293

R 423 463 432 375 173

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

243 253 310 319 151 390

239 556 255 450 288 258 378 118 479 790

L = licences issued or sets declared R = estimated receivers in use.
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MONETARY AND FISCAL POLICY INDICATORS
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Source: OECD.
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domestic output recession upon which

expenditure of anti-inflation credibility had

to be weighed, namely the stability of the

international financial system which was

threatened by the rapid build-up in less

developed country debt (see below "Big

stocks from little flows can grow"). And it
was not until the late summer of 1 982 that

the United States authorities acted.

German and Swiss monetary authorities

had acted more flexibly throughout, having

had a larger initial stock of credibility.

It is trivial to observe that economic

policy decisions are not taken by economic

policy advisers and analysts; they are taken

by politicians and politically-attuned cen¬

tral bank boards. Such decisions require a

sufficiently large constituency both among

the decision makers and the public at large

from which their authority derives. The

place of dogma (or fashion if you prefer) in

this process should not be overlooked.

Ideas have to have adequate simplicity and

directness or they will not readily establish

the appeal which is necessary to translate

them into action. The sophisticated adviser

has to settle for an approximation to his

unconstrained first best: he optimizes

under constraint. He should put effort into

vulgarizing sophisticated analysis which he

believes to be relevant, including to offset

simple expositions rooted in analysis which
he believes to be incorrect.

In all this, threshold phenomena are at

work. First, a problem which the adviser

may long have identified and been

expressing concern about reaches a level of

manifest seriousness that the policy maker

cannot ignore. Second, when awareness of

an issue begins to spread among the

relevant opinion makers it often suddenly

accelerates: this is the steep middle portion

of the familiar S-shaped learning curve so

often invoked in describing diffusion pro¬

cesses. Monetarism and budget deficits are

two good examples of issues which

reached the steep middle portion during the

past decade. The adviser must be able to

read the position of the relevant group of

opinion makers on their learning curve in

modulating his advising efforts: there is a

low return to efforts if he is too early or too

late.

The search for

a standard of value

Hicks, in his contribution to The Econ¬

omist magazine's series for The Keynes

Centenary17, makes the following intro¬

ductory observation:

"He (Keynes) was essentially a monetary

economist; his writings are an intellec¬

tual counterpart to the monetary revolu¬
tion of our time. That revolution has been

a drama in (so far) five acts. The first was

the breakdown of the old gold standard

in the first world war. In the second (say,

1924-33) there was an attempted res¬

toration of that standard, which failed. In

the third, the later 1 930's and, in some

respects, the years of the second world

war, there was a search for a new

standard. In the fourth, which may be

reckoned to have begun at some date
soon after 1 945 and to have lasted until

1971, there was a dollar standard. In the

fifth, since 1971, there has been no

standard."

Hicks goes on to point out that the

Keynes model is not just formally

expressed in wage units; it is on a "labour

standard". A centrally controlled money

wage rate provides the monetary anchor

for the system.

Hicks calls this a "pseudo standard"

since there is no authority which can

guarantee the convertibility of money into

labour. He argues that it was only by
accident "that in Act II it had seemed

dependable. In Act IV it was less depend¬

able but did not seem to do so badly" due

to a sustained period of growth with a

"minimum of external shocks to disturb,

even temporarily, the rise in real wages".

And "so to Act V where nothing is left

except the labour standard, the pseudo

standard, with its inherent fragility. With

the oil shock of 1973, the extent of that

fragility was fully revealed."

Hick's summary is extremely appealing.

With diffidence, I would like to make some

remarks about the search for a standard

since 1971 which Hicks does not make.

First, there had been those within the

profession who had before 1973 well

understood the fragility of the labour stan¬

dard and advocated steady growth in the

money supply to play the role of a standard

of value18. However it was, as Hicks notes,

the events of 1973 that fully revealed the

fragility of the old standard and after which

monetary targeting became widespread19.

1 7 . Sir John Hicks, "A Sceptical Follower",

The F.conomist, 1 8 June, 1983.

18. For example, M. Friedman, "The Role of

Monetary Policy", American Economic Review,
March 1 968. If monetary control succeeds in
stabilizing the aggregate price level then the
"standard" is a basket of commodities.

1 9. For a full description of the development

and institutions of monetary targeting see

Monetary Targets and Inflation Control, OECD
Monetary Studies, 1979.
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Money supply control was widely followed

after the mid-1 970s. And it is important to

recognise that countries which attempt to

peg their exchange rate to a "hard cur¬

rency" are also pursuing a compatible form

of monetary control20.

In my view, therefore, it is inappropriate

to argue that since 1 971 there has been no

standard. It is reasonable, of course, to

argue that money supply control has been

very difficult to operate and not very

successful (see the preceding discussion of

the "credibility dilemma"). It needs to be

recalled that money supply goes through to

prices largely indirectly; the tighter links are

with nominal income and, even there they

are variable. It is also important to recog¬

nise that fiscal and monetary policies repre¬
sent less than two instruments: it is not

possible to target real output growth with

fiscal policy and inflation with monetary

policy21. The output costs of a policy
programme to lower the inflation rate have

been discussed above ("Expectations,

dogma and thresholds"). Their magnitude'

has presumably contributed to the fairly

clear post-war phenomenon of monetary

authorities providing too much monetary

support and for too long in the early stages

of recoveries22. (This tendency has been
avoided in the present conjuncture).

But are there any alternatives to admit¬

tedly flawed money supply control? The

only seriously competing one is relentlessly

to put into place the logic of the Keynes

system, as it were, by "income policies and

treaties with trade unions", as Hicks

phrases it. But the evidence, he goes on, is

that "whilst inflationary pressure may be

temporarily checked by such devices, they

offer no prospect of the longer-term stabil¬

ity, some degree of confidence in which has

become a necessity for real recovery".

Hick's condemnation is too sweeping as
several OECD countries would seem to

have successfully pursued this approach

over the longer term. Nonetheless, for
most countries there seems no alternative

but to persevere with the money stock

quasi-standard, for at least as long as

something which can be called money

exists (which implies some monopoly
power over its issuance). However, as the

events of the 1980s make abundantly

clear, steady money stock growth is

neither practically achievable nor a panacea

for understanding the functioning of the

macro-economy in all its complexity.

Big stocks from little flows

can grow

In the second half of the 1970s there

were two major reminders that sustained

flows could give rise to stocks which

demanded explicit portfolio analysis: the

growth in public debt in OECD countries

stemming from an unusual string of large

budget deficits, and insupportable levels of

international indebtedness which emerged
at the turn of the decade. The need to focus

explictly on stocks emerged not so much

because these build-ups were very rapid,

although that was important, but because

they have been accompanied, especially in

the early 1980s, by nominal interest rates

substantially and persistently above nom¬

inal income growth. This raises important

sustainability issues, applicable in both
instances: a situation in which interest

rates remain above growth rates will lead

to unconstrained debt build-up and, even¬

tually, financial crisis.

Fortunately there has more recently

been some closing of the gap between

interest and growth rates, with relatively

more movement in the growth blade of the
scissors than in the interest rate blade. But

the process still has further to go and will

be drawn out; real interest rates can be

expected to remain positive in a world

which has lost most of its money illusion
and which is committed to inflation con¬

trol.

Let me illustrate a little more concretely

with respect to government indebtedness

in OECD economies. In 1 983 gross debt

interest payments represented almost

4 per cent of GDP for the major seven

OECD economies, having doubled since
1978. Between 1983 and 1988 net

interest payments are projected to rise

from 64 to just over 1 00 per cent of

budget deficits in aggregate. If new bor¬

rowing to finance growing service costs on

existing debt up to 1 988 were to be

avoided it would require finding progres¬

sively an additional 3/4 per cent of GDP in

tax increases or spending reductions by
then. These calculations illustrate the inex¬

orability of the arithmetic of interest rates

at or above the growth rate for a sustained
interval. Public sector indebtedness will

clearly remain an important focus of bud¬

getary policy for a long time. Problems of

international indebtedness will, by virtue of

the same logic of large stock effects, take a

long time to resolve.

A final observation on methodology pro¬

vides one unifying thread to the foregoing
scattered observations. It concerns the

applicability of macro-economic analysis to

the real world. Whether that analysis is

styled as Keynesian, neo-Keynesian, mon¬

etarist, new classical, or whatever, is

secondary: the same methodological ap¬

proach is used to study the macro-

economic system. The way in which the

differing schools of macro-economic

thought differ is by attaching differing

relative importance to particular sets of

relationships. Since the forces at work in

the real world change, it is necessary to

give differing weight to different parts at

different times. Fortractability, we simplify

those parts of the system which are not

important to the purpose at hand, and

elaborate those parts which are. It is the

emergence of new problems changes in
the forces at work on our economies

which are the well-springs of changing
economic doctrine. This is as it should be

theory grounded in reality. While the
forces with which the macro-economic

policy adviser is grappling are strong and

inertial, the balance between them can

change rather rapidly. Indeed it is a good

rule of thumb to begin looking out for the

next set of changes well before the last one
has been mastered at the level of under¬

standing that is and, a fortiori, at the level

of suitable policy response since that takes

much longer.

Thus, for example, the supply shocks

from commodity prices and wages of the
1970s demanded more explicit attention

to the supply-side of our economics (see

above "God gave us two eyes: one for

supply and one for demand", "Economics

and the provision of labour" and "Adjust¬

ment speeds, temporary equilibria and the

policy run"); persistent poor performance

during the 1980s demands greater atten¬
tion from the macro-economist to struc¬

tural issues ("The entrepreneurial climate:

investment, growth and change" and "Rent

seeking, constitutions and madarinates").

The build-up of inflationary expectations
and the abandonment of the fixed

exchange rate system required greater

attention to nominal magnitudes and to

money ("There is no escaping interdepen¬

dence", "Expectations, dogma and thre¬
sholds" and "The search for a standard of

value"). At the turn of the decade, balance

sheet phenomena demanded explicit atten¬

tion ("Big stocks from little flows can

grow").

Sceptics can certainly argue that if an
analytical system needs so much modifica¬

tion then it is a "non-system"; hence, in

part, the disrepute of macro-economics in

the 1970s. But this is not a fundamental

flaw of methodology; it has to do with

recognition lags, threshold phenomena in

the world of action, and the strength and

variation in the forces coming from outside

the macro-economic system.

20. See Exchange Rate Management and the

Conduct of Monetary Policy, OECD Monetary
Studies 1984.

21. SeeJ-C. Chouraqui and R.W. Price, "Me¬

dium-term Financial Strategy: The Co-ordina¬

tion of Fiscal and Monetary Policy", OECD

Economic Studies, No. 2, Spring 1 984 and Coe

and Holtham op cit.

22. P. Atkinson and J-C. Chouraqui, "The

Conduct of Monetary Policy in the Current

Recovery", OECD Economics and Statistics

Department Working Papers No. 14,

April 1984 and OECD Economic Outlook
No. 35, June 1984.
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Liberalization of Trade and
Investment in the Services Sector

The Role of the OECD Codes

/n recent years, with measured world trade in services approaching
$400 billion per year and the actual figure probably substantially higher,
the attention ofpolicy makers has been drawn increasingly to the need to
ensure that such trade is not restricted by protectionist measures.

Although for the OECD trade in services is not a new issue, it would be for

GATT, whose upcoming round of multilateral trade negotiations may be
the first to treat issues related to trade in services as well as those

concerning trade in goods.

During the early 1 980s, the issue of
liberalization of trade in services

began moving from the background

to the forefront of the international agenda.

It became increasingly evident that there

should be more progress in this area, all the
more so as the internationalization of busi¬

ness in the services sectors made many

existing restrictions increasingly irksome.

In response, the OECD's existing broad
programme of work on services sector

issues was intensified and became more

focused. The Organisation was fortunate in

having the existing Liberalization Codes

of Invisible Transactions and of Capital

Movements which could provide basic

building blocks for a strengthened frame¬

work for co-operation in this area (see box).

Accordingly, as one element of the OECD's

multi-pronged approach to the issue, it was

decided to update and revise those aspects
of the Codes relevant to services in order to

provide more comprehensive coverage of

service activities and to sharpen the effec¬

tiveness of the Codes in promoting liberal¬
ization in this sector.

Updating and Revising

the Codes' Obligations

Concerning Services

If one studies the lists of operations

included in the Codes, which, it should be

recalled, were drafted a quarter of a cen¬

tury ago, one finds that some service

industries which are in the forefront of

to-day's internationalization movement are

not mentioned as such or are not system¬

atically evaluated, for example computer¬
ized information transfers and financial

services. Hence the value of, and need for,

the systematic revision of the Codes which

is underway, involving a series of extensive
examinations of the various services sec¬

tors by the Committee on Capital Move

ments and Invisible Transactions (CMIT), in

co-operation with the relevant specialized
OECD committees.

For each sector, the OECD work has

adopted a similar approach. First, a com¬

prehensive inventory is drawn up of the
major obstacles to trade and investment in

the sector. At this stage, a wide net is cast
which is not limited to those measures

already identified as restrictions under the

Code. The measures thus included are

those which involve discrimination against

services provided by foreign firms,
including discriminatory restrictions on

market access, investment and the right of

establishment, and discriminatory treat¬

ment of across-the-border service opera¬
tions. In addition, these inventories take in

measures which, while non-discriminatory,

nevertheless tend to bear more heavily on
foreign firms. At the same time, the rea¬

sons why the governments in question

maintain these measures are critically eva¬
luated. Following this process of fact¬

finding and evaluation, which ends with an

assessment of the relative importance of

the identified obstacles, the existing provi¬

sions of the Code are analysed to deter¬

mine whether the Code might be updated
and/or extended with respect to the sector

in question. Finally, the reservations that

Member countries have lodged to shield

their firms from the full rigour of liberaliza¬
tion are evaluated and, where these reser¬

vations are not considered to have a

sufficient justification, the OECD Council

can recommend the removal or attenuation

of the measures in question.

Some Sectoral Examples

Insurance. The CMIT chose to begin the

updating effort with the insurance sector,

an area in which the Organisation has had

considerable experience and for which the

Code's provisions were already relatively

well developed1, but where earlier

attempts in the 1 960s to liberalize had not

been successful, either in the OECD or the

EC. The fact-finding concluded that the

most serious impediments in terms of both

the number of restrictions and their severity
concern obstacles to establishment. These

relate both to the granting of the initial
authorization to do business and to the

operational terms under which foreign
companies, and particularly thejr branches,

are required to function. Another important
category of identified obstacles consists of

restrictions on specific insurance transac¬

tions between residents and non-residents,

that is, on the freedom to provide or
purchase insurance services. On the basis

of this analysis, a number of revisions and

amendments to update and strengthen the
insurance section of the Invisibles Code

were approved by the Council in 1 985. The

first examination of Member country posi¬
tions under these revised liberalization obli¬

gations is now under way and is expected
to lead to Council Recommendations to

reduce certain restrictions.

Tourism. During the post-war period,
efforts to remove restrictions on interna¬

tional tourism in the OECD area have been

relatively successful and thus, in compar¬

ison with other services sectors, the

number and significance of remaining dis¬
criminatory obstacles is not great2. But

tourism has been such a fast-growing
activity that, in the area of "facilitation" of

tourism, substantial restrictions, with res¬

pect to such matters as customs formali¬

ties, duty-free allowances, currency re¬

strictions, entry visas, identity documents,

limits on stay and insurance of road vehi-

1 . The work has been pursued in a Joint

Working Group of the CMIT and the Insurance

Committee. The results of the fact-finding

stage were published in 1 984 under the title

International Trade in Services: Insurance. See

the OECD Observer, No. 126, Jan¬

uary, 1984.

2. The basic fact-finding work on tourism was

carried out in the Tourism Committee itself,

resulting in the OECD report Obstacles to
International Tourism in the OECD Area. A Joint

Working Group of the CMIT and the Tourism

Committee worked out the specific amend¬

ments to the tourism section of the Code. See

the OECD Observer, N° 126, January,
1984 and No. 138, January 1985.
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THE APPROACH OF THE OECD CODES TOWARDS LIBERALIZATION

When the OECD was formed in 1 960, its Member countries agreed
in the Convention "to pursue their efforts to reduce or abolish obstacles

to the exchange of goods and services and current payments and
maintain and extend the liberalization of capital markets" (emphasis
added). This commitment was given concrete expression by the
adoption of the OECD Code of Liberalization of Invisible Transactions
which has been the international framework agreement for the
liberalization of most current payments between Member countries as
regards trade, production and business income from work and capital
as well as the major service activities. The companion Code of
Liberalization of Capital Movements was adopted at the same time.
The two Codes are Decisions of the OECD Council, which means they

are binding international agreements.
During the subsequent quarter-century these Codes have played an

important role in maintaining the momentum towards the liberalization
of current payments that had been achieved in the 1950s and
preventing back-sliding due to the imposition of new restrictions. The
increasingly widespread process towards the liberalization of capital
movements, which gathered speed in the 1 970s and early 1 980s, and
is continuing today, needs to be accompanied by the removal of
barriers to international service sector trade.

The underlying liberalization objective of both Codes, i.e. for current
invisible payments and capital movements, is that residents of
different OECD Member countries should be as free to transact

business with each other as are residents of a single country. Centrai to
each Code is, therefore, the commitment by Member countries to
remove restrictions or controls from specifically listed categories of
operations between residents and non-residents. The Invisibles Code,
in addition to covering a wide range of current payments relating to
foreign trade, production and business and to income from labor and
capital, also covers a broad range of service operations, including
detailed treatment of the sectors of insurance, transport, tourism, and
films. In the case of the Capital Movements Code, the listed operations
include most medium and longer-term financial transactions, such as
operations in securities, commercial and financial credits, personal

capital movements, and direct investment in all sectors, including

services. The obligations with respect to liberalizing direct investment
were extended in 1 984 to include related restrictions on the right of
establishment, these being of particular relevance to some service
industries for which establishment is essential for gaining access to
domestic markets.

The obligation under both Codes to liberalize these listed operations

is a commitment by Member countries to a progressive process of
liberalization extending over time, under a system of international
surveillance and review. This process does allow a country to lodge

reservations at the outset in cases where it is not prepared to liberalize
immediately a category of operations. There are also provisions for
accommodating temporary difficulties in maintaining liberalization by
allowing a country to request a "derogation", but there are quite strict
criteria for assessing the admissibility of a request to derogate from a

HI

liberalized position. Any restrictions in place in both cases must be
non-discriminatory and transparent. Moreover, Member countries
must accept regular reviews by the OECD of their outstanding
reservations and derogations and the underlying restrictions and
policies, a process which concludes with recommendations being
addressed to them by the OECD Council. These reviews are carried out
by the Committee on Capital Movements and Invisible Transactions
(CMIT), which is a committee of independent experts appointed by the
Council. In these reviews, the measures in question are examined in the
light of the changing economic and financial circumstances faced by
Member countries and the justifications presented for maintaining the
measures. It is a process which is founded on the analytical and
consensus-building capabilities of the OECD together with the basic
commitment of the Member countries to the objective of liberalization
and the accepted principles of multilateral co-operation.

National Treatment

The Codes address operations between residents and non-residents

including inward direct investment and related establishment issues.
But the subsequent treatment by the host government of foreign-
owned or controlled enterprises after they have been established in
the country in question falls under another OECD instrument, the
National Treatment provisions of the 1976 OECD Declaration on
International Investment and Multinational Enterprises and the related
Council Decision on National Treatment. This instrument is the

responsibility of the Committee on International Investment and
Multinational Enterprises. Under this Declaration, which fully applies to
the services sector, Member countries state their intentions, with

certain limited exceptions, to apply "National Treatment" to foreign-
owned or controlled firms operating within their territories, that is,
treatment no less favourable than that accorded to similarly situated
domestic firms. In 1 984 the National Treatment instrument was

strengthened by adding provisions for periodic examinations of
Member country exceptions to National Treatment (all of which are to
be notified to the Organisation).

At present the CIME is examining, in detail, exceptions to National
Treatment relating to further investment in a given country by
foreign-controlled enterprises already established in that country. The
restrictions in question are of considerable relevance to a number of
service industries, such as for instance, financial services. An in-depth

examination of the remaining exceptions to National Treatment arising
specifically in the services sector will be undertaken in the near future.
Such examinations may result in the Council addressing Recommen¬
dations to Member countries with the objective of extending the
application of National Treatment. Thus, this instrument has moved
closer to the approach taken in the two Codes, and together these
three OECD instruments are believed to provide a framework for

furthering liberalization and increasing co-operation with respect to a
very large proportion of the issues arising in intra-OECD trade and
investment in services. Ha

cles, had become increasingly irksome.

Proposals to extend the tourism section of

the Code were approved by the Council

in 1985. The new provisions include the

obligation to allow residents to pay for all

their travel expenses in their country of

residence, to grant a substantial increase in

the amounts of domestic and foreign bank¬

notes that travellers can carry abroad

without need for justification and, of parti¬

cular importance, to provide for the unlim¬
ited use of credit cards abroad for tourism

purposes. The first examination of Member

country positions under these revised pro¬
visions will be held in the near future

following the examination of restrictions on
insurance as noted above.

Maritime Transport. The OECD has a

long history of co-operative efforts in the

area of maritime transport, and the Invisi¬

bles Code's statements of the principle of

free circulation of shipping in free and fair

competition have been a fundamental point

of reference for OECD governments' ship¬

ping policy. Looking at the world-wide

situation, this principle has suffered various
setbacks outside the OECD area in recent

years from the tendency of governments in

developing and state trading countries to

exert increased influences upon ocean ship¬

ping. The main obstacles identified are3:

unilateral cargo reservation and flag prefer¬

ence, bilateral division of cargo, non¬

commercial competition from state trading

countries, national differences in the appli¬

cation of competition policy to liner ship¬

ping, coastal shipping, mobile offshore

vessels, and subsidies and fiscal benefits to

shipping. The Maritime Transport Com¬

mittee in its "General Shipping Policy Dis¬

cussions" is currently working on a set of

common principles of shipping policies for

Member countries. The implications of

those deliberations will provide a basis for

work on updating the maritime section of
the Invisibles Code.

Banking and Related Financial Services.

Most of the operations listed in the Capital

Movements Code and many of the opera¬

tions covered by the Invisibles Code are

carried out by banks or other financial
institutions as intermediaries. Some items

in the Invisibles Code also touch on specific

aspects of financial sector activity, such as

interest payments, bank commissions and

charges. But this Code does not provide

specific treatment of the financial services

sector as such, whereas the internationali¬

zation of the firm operating in this sector

has become a necessity. A major effort was
launched to examine how both Codes

might be made more effective in this field,4
which concluded that within the OECD area

the most serious impediments to interna¬

tional banking activity relate to limitations

on the right of establishment to foreign-

owned banks, including reciprocity consid¬

erations, special authorization modalities,

differential licensing requirements, certain
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administrative practices and general lack of

transparency. A similar study of the secu¬

rities industry, another financial activity

that has become highly internationalized, is

nearing completion. Work on updating

both Codes with respect to financial ser¬

vices and, in that way, increasing pressure

upon governments to remove restrictions

on the activities of foreign financial institu¬

tions will be a major concern for the OECD

over the period ahead.

Audiovisual Services. The present
"films" section of the Invisibles Code was

found not to reflect the major changes

which have occurred in this sector, since it

refers only to printed films, whereas rapidly

evolving technology has promoted new

modes of consumption, like television, and

new modes of international transmission,

like satellites and cables. In view of these

developments, the concept of "films" as

presently delineated in the Code5 is being

broadened to a new concept of "audiovi¬

sual works", and particular attention will be

given to issues relating to production aids,

screen quotas, import restrictions, and

other taxes and duties.

Because of the complexity of the issues
involved and of the need to address them

rigorously, the above work requires consid¬

erable resources and thus has to be spread

over time. There are numerous other ser¬

vice industries also meriting similar
extended treatment to the ones covered so

far. Examples are computer and computer¬

ized information services, telecommunica¬

tions services, air transport, professional

services, construction and engineering ser¬

vices, advertising, etc. Work aimed at

securing the removal of restrictions upon

international service activities will neces¬

sarily have to be carried out in a progressive

fashion, expanding to encompass more

service industries over time but building

upon the experience acquired as the work

proceeds.

3. The Maritime Transport Committee pub¬

lished a study on major obstacles to inter¬

national shipping as part of its annual report,

Maritime Transport 1983.

4. The basic fact-finding and analytical work

is being carried out by the Committee on
Financial Markets. The results of their work on

commercial banking are published in the OECD

report International Trade in Services: Bank¬

ing (1984) and in a related OECD monograph

The Internationalisation of Banking (1 984). The

Codes are being updated by a Joint Working

Group of the CMIT and the Committee on

Financial Markets. See the OECD Observer

No. 128, May 1984.

5. A Group of Experts on Audiovisual Works

has undertaken the task of updating this section

of the Invisibles Code for the CMIT. This Group

has recently completed its fact-finding and
analytical work.

The Outlook

for Agricultural
Policies and Markets

OECD AGRICULTURAL COMMITTEE REPORT

year ago, the Committee drew the attention of the Council and
Governments to the fact that the agricultural market situation in OECD
countries was characterized by a structural over-supply in relation to
commercial demand from all sources. It must now be recognised that
although policies have been introduced to contain production of some
commodities in some countries, the overall structural imbalances
continue to increase. In the last 12 months the imbalances took a more

global aspect, in the sense that all Member countries, to varying
degrees, encountered similar difficulties and none of the major
agricultural sectors was free from over-supply. The outlook provides
no grounds for expecting any change in the overall situation.

To attribute to climatic or short-term economic factors the size of

the imbalance would be to ignore the fundamental factors causing a
continuous rise in production and persistent weakness in demand. It
should also be noted that monetary factors as well have influenced the
market disequilibrium. Technological progress that lies behind the
trend of increased production is likely to continue and may even
accelerate in so far as new output-increasing agricultural technologies
reflect the progress in research seen in all Member countries. In

addition, agricultural price support policies although more moderate
than in the past continue to provide a level of prices which results in
production well in excess of market demand. Despite this, incomes are

insufficient for a large group of farmers.
The prospect of increases in commercial demand remains slight. On

the one hand, consumption per head in developed countries has
already reached a level that can hardly be exceeded, their population
growth rate is low and unemployment is often at a high level. On the
other hand, developing countries, taken as a whole, are not increasing,
nor even maintaining, their food imports because of their economic
situation and indebtedness as well as because of their efforts to

increase their agricultural production and thus to improve their food
security. Even if food aid were to rise further and if imports by
the U.S.S.R. were to be maintained at high levels in the short term, the
general surplus situation prevailing in OECD countries would worsen.
This situation would lead to a further build-up of stocks which are
already well above normal commercial levels.

Public expenditure in favour of agriculture has reached all-time
heights and most governments are endeavouring to reduce their
financial commitments. This reduction is all the more necessary as
adjustment measures implemented in recent years have seldom been
applied with the necessary rigour.

For some time, stress has been laid on the fact that the market

should be allowed to play a greater role in determining the orientation
and adjustment of supply to demand. It should be noted that a number
of governments have acted in this way and have taken domestically
harsh corrective measures for certain commodities. However, it should

also be noted that these measures are often accompanied by
incentives to produce commodities of which the country concerned is
an importer. As a result, a lasting reduction in international trade is
likely to follow and, given the strong competition between exporters
for export markets, the already serious international tensions in the
agricultural sector are likely to persist.

The need to implement policies that are not only consistent at the
national level but also compatible with other countries' policies,

particularly as regards their objectives, is becoming increasingly
evident. Without such a global and co-ordinated effort, particularly as
regards the need to accept a fair sharing of the consequences of
adjustment, the situation would deteriorate in every respect including,
in the first instance, the income situation of a large number of farmers.
A concerted effort at agricultural adjustment should be accompanied
by a reinforcing of international co-operation, as well as by a better
observance, an improvement and a broadening of the international
rules and disciplines in the field of agricultural trade.

Trade policies practised in the agri-food sector (severe import
restrictions and a wide variety of export subsidies) reflect the
persistent and even greater imbalances between supply and demand.
Time has now come for all Member countries to join together and make
a serious and lasting effort to carry out the adjustments that are
necessary to reduce the costs of agricultural policies and to prevent
increased protectionism and conflicts over agricultural trade. This
would also enhance the possibilities for a successful outcome of the
forthcoming multilateral trade negotiations.
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Continued growth

in OECD output

Although slightly lower than the 1 984

record (attributed to the exceptionally
favourable climatic conditions that pre¬

vailed, especially in Europe), wheat produc¬

tion has once again reached a very high
level despite acreage reductions in the

United States in particular and, to a lesser
extent, in the EC. The continuous rise in

yields is undoubtedly one of the main
factors that contributed to this situation

which suggests that the fall in world prices

and /or the lower support provided for
wheat production was insufficient to offset

productivity gains. The same is true of

coarse grains where there has also been a

dramatic increase in the main producing

country, the United States, whose output

is likely to exceed the level which three

years ago led to the implementation of the

payment in kind (PIK) programme. Overall

cereal production in the OECD area in 1 985

reached record levels. Of the other crops,

sugar beet production is thought to have
declined slightly; that is also the case of the

main fruit and vegetable crops, except
citrus fruit.

Milk production is on the increase again,
particularly in the United States, while

those countries which have introduced

production quotas have, to a large extent,

succeeded in getting producers to abide by

their quotas (see box). Stocks of dairy
products are still at high levels and that is

also the case of beef in the EC. Although

beef and pigmeat output is currently on a
cyclical downturn in the United States and

beef production is falling in the EC, those
trends could be modified if additional mea¬

sures are taken to further restrict milk

production. The beef production cycle in
Australia and New Zealand is now on an

upward trend. Production of other meats is

also increasing. The structural surplus that

characterizes production in OECD Member

countries is, therefore, likely to persist and

will become even more pronounced in the
cereal sector than it is at the moment.

Demand stagnates
in the OECD area

while the rest of the world

reduces its imports

On the demand side, the fact that human

consumption is stagnating in OECD coun¬

tries is aggravated by a continuing high

level of unemployment and changes in

consumer habits that are mainly due to

dietary considerations. Even with new

technologies, industrial outlets for agricul¬

tural raw materials seem limited, unless

farmgate prices fall to a much lower level

than those now prevailing. Demand in

developing countries, which absorb about

one third of total OECD agricultural

exports, is checked by a number of factors

closely related to economic growth and

macro-economic policies in OECD coun¬

tries. The appreciation of the United States

dollar, together with high interest rates,

has increased the repayment difficulties of

heavily-indebted developing countries, es¬

pecially in South America, and although
some measures have been taken to alle¬

viate the situation, a viable, long-term

solution has not yet been found. The

adjustment policies that are necessary in

these countries must be supported by

providing better access for their exports to

OECD markets and increasing international

commodity prices.

Since 1982, a combination of factors

that seem unlikely to change substantially
in the near future has restrained OECD

exports to the Third World. One positive

development in both humanitarian and

economic terms is the increase in the

number of developing countries which have

shifted from policies whose effect has been

to penalize agriculture to policies that are

neutral or even supportive. The interna¬

tional impact of increased production in

developing countries is perhaps best

shown by the current level of cereal stocks

and exports in China and India, but a large

number of other developing countries have

also adopted macro-economic and agricul¬

tural policies that promote increased agri¬

cultural production and exports. The

awareness, particularly in Asia, of the need

for permanently competitive exchange

rates, for non-inflationary macro-economic

policies and for more liberal trade policies

that limit government intervention, has

resulted in fierce competition for OECD

exporters. Asian countries are increasing

their export market share in rice, vegetable

oils, maize and wheat at a time of relatively

low international prices. When they pro¬

duce surpluses, some developing countries

are inclined to dispose of them in interna¬

tional markets because of a shortage of

storage facilities. This is a temporary phe¬

nomenon, though, pending the construc¬

tion of increased storage capacity. Against

the background of stagnating OECD agri¬

cultural exports to developing countries,

exports with a higher value-added content

(for example, cereal based products and

processed fruit and vegetables) have con¬

tinued to expand in a number of markets.

Similarly, OECD exports of some key agri¬

cultural inputs, such as tractors and pesti¬

cides, have held up well.

In the centrally-planned economies, food

and feed imports are declining in relative

terms, especially in the cereals sector

in 1985/86. The Soviet Union will nev¬

ertheless remain a major customer for
OECD countries over the medium term.

Eastern Europe's agriculture is improving

steadily and the region as a whole has now

achieved a balance between grain imports

and exports; this equilibrium could be
maintained in the future but the Eastern

bloc is likely to continue to import large

amounts of protein concentrates. China

has emerged as an important agricultural

exporter and achieved a positive agricul¬

tural trade balance. It will, however, con¬

tinue to import wheat in large quantities
over the medium term. The ultimate effects

of a sweeping change in China's price and

market management policies are hard to

predict but it looks as though the period of

rapid production growth may have come to

an end. In addition, a rising trend in

agricultural commodity trade within the

CMEA countries is being stimulated by
Eastern Europe's trade deficit with the

Soviet Union and foreign exchange shor¬
tages; this may also be one of the reasons

for the development of closer agricultural

trade relations between Eastern Europe

and China. However, while the importance

of the centrally-planned economies as

importers of food and feed may be decreas¬

ing, these countries seem prepared to

expand their imports of agricultural inputs

and of the technologies used in agriculture

and food processing.

Continued tension

in international markets

Although firm estimates for trade in

agricultural commodities in 1985 are not

yet available, the volume was certainly

lower than in 1 984. It is probable that

volume was down for several major com¬

modities, in particular cereals. The aggre¬

gate value of agricultural trade was also

considerably lower than the year before,

due to lower volumes and significantly

lower prices for virtually all temperate

commodities. Moreover, surplus produc¬

tion and hence increasing stocks within the

OECD as a whole are continuing to affect
the markets for commodities such as cer¬

eals, dairy products, beef, sugar and, to a

lesser extent, oilseeds. However, the sev¬

erity of the situation differs substantially

from country to country and between

commodities, especially among the major

exporters.

Agricultural trade problems continue to

be a source of tension within the interna¬

tional trading system. The continued exis¬

tence of large stocks of several temperate

commodities in the face of slow growth in

world markets and significantly weaker

prices for these products have led to a

continuation of aggressive marketing prac¬

tices among major exporters in both devel¬

oped and developing countries. Such prac¬

tices differ from one country to another,

but generally take the form of generous
export incentives that may include reduced

export prices, more attractive credit terms

and export promotion programmes de-
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MILK PRODUCTS:

RECENT GOVERNMENT MEASURES

The principal measures taken by various OECD Member

countries during 1985 to control production and stimulate

consumption included:

In the United States, the 1 983 Dairy and Tobacco Adjustment

Act in force until 30 September, 1 985, led to:

a reduction in the milk support price of 50 cents per

1 00 pounds on 1 April, 1 985, which offset the ending of the

mandatory deduction imposed to finance, for 15 months, the

dairy output reduction scheme that ended on 31 March; a

second reduction of 50 cents per 1 00 pounds was made on

1 July, 1 985, as it was expected that purchases during the

period 1 July, 1985 to 30 June, 1986, would exceed five

billion pounds of milk equivalent (2.27 million tonnes); on

11 July, 1 985, the price for milk was thus $1 1 .60 per
1 00 pounds ($25. 59 per 1 00 kg):

the continued mandatory deduction of 1 5 cents per

1 00 pounds of all milk marketed to finance dairy product

promotion, research and nutritional education.

When this Act expired on 30 September, the milk support

programme was extended temporarily, until Congress passed a

new agriculture bill. This bill, signed on 23 December, 1 985,

contains three provisions relating to dairy produce:

A whole-herd "buy-out" scheme to take effect on

1 st April, 1986, and lasting for 1 8 months, under which

producers would take their herds out of production for a

period still to be decided (but probably in the range of three to

five years). Producers wishing to take advantage of this

scheme will be invited to submit claims for compensation

related to their farms' production record. The system will be

financed by an assessment (levy) on all producers. This will be

at the rate of 40 cents per 1 00 pounds of milk from 1 st April

to 31st December, 1 986, and 25 cents per 1 00 pounds from

1 st January to 30 September, 1 987. It is estimated that the

scheme will cut milk production by 1 2 to 1 3 billion pounds

(5.4 to 5.9 million tonnes) during the 18 month period.

The support price will be unchanged during 1 986, but will

be reduced by 25 cents per 1 00 pounds of milk during

January to September 1987 and further reduced for the rest

of the year. From 1 988 to 1 990, the price will depend on the

volume of support purchases.

Exports. Under the Export Promotion Programme, set up

under the new legislation, 1 5 per cent of the total allocated

must be devoted to livestock products.

In the EC, measures taken for the 1 985/86 dairy season include

the following:

an increase, with effect from 2 7th May, 1 985, in the target

price for milk of 1 .5 per cent, in ECU terms; given the
expected rate of inflation in 1985, real prices will, therefore,
decline;

an adjustment in intervention prices for butter ( 2 per

cent) and skim milk powder (+ 4.9 per cent);
a reduction in the co-responsibility levy from 3 per cent to

2 per cent for the period from 1st April, 1985 to

1st April, 1986;

confirmation of the quotas previously fixed for

1985/86, i.e., a decline of 1 per cent compared
with 1984/85;

common rules on dairy outgoers' schemes to be proposed;
national schemes were introduced in a number of member

states in 1 984;

the continued implementation of special measures to assist

small producers;

the continued implementation of the scheme to encourage
the use of milk for animal feeding and to stimulate the

utilisation of butter in the food industry.

Proposals were also drawn up in October for reducing the
level of butter stocks and for inducing producers to abandon milk

production; the first regulations, for the direct sale of concen¬

trated butter to consumers and to pâtissiers, were issued in
November.

Canada reduced total quota in 1985/86 to 46.6 million from

47.4 million hectolitres. The target return from manufacturing
milk was raised 2.3 per cent, but the subsidy remained

unchanged. As before, levies are imposed on producers to pay
for the cost of exports.

Finland and Sweden introduced quota schemes which have

stabilized production at levels slightly lower than in 1 983.

Switzerland has taken steps to enable the ceiling to be raised on
the levy imposed on over-quota production

In Australia, following the major restructuring of the dairy
industry during the 1970s, new marketing arrangements have

been proposed by the Government. These arrangements are

aimed at increasing the exposure of the dairy industry to world

market forces, raising the efficiency of resource allocation,

substantially reducing the level of support and simplifying

administrative arrangements. This legislation has still to be

approved by Parliament.

In New Zealand the level of support to the dairy industry has
been further reduced.

signed to assist individual countries main¬

tain or increase their share of a sluggish

market. In those circumstances, exporters

sometimes feel compelled to offer equally

attractive export incentives in order to

"meet the competition". As in the past, one

of the side-effects of such competitive

market conditions has been to encourage

the retention of many domestic policy

measures that are protectionist in nature

and hamper the exports of both developed

and developing countries.

The high value of the United States

dollar has had both negative and positive
effects on trade. While it is difficult to

assess the direct impact of the high dollar

on world agricultural market prices, espe

cially in the context of the current over-

supply situation, it is a fact that United

States agricultural exports have fallen and

that other exporting countries have

enjoyed expanded market opportunities.
Commercial demand for commodities that

are usually denominated in United States
dollars has been curtailed. On the other

hand, it is also true that unit export receipts

from the United States market have

improved, especially for some exporting

developing countries. If sustained, the
recent fall in the value of the United States

dollar, to the extent that it allows an easing

of macro-economic policies, may lead to

higher demand for agricultural commodi¬

ties, but the overall situation of excess

supply for virtually all temperate farm

products will continue to have adverse

effects on markets.

Exchange rate variations have added to

the already deteriorating trade conditions

mainly induced by the excess supply

situation and triggered protectionist

pressures. Recent concerted endeavours to

achieve a greater stability of exchange

rates could open up opportunities for a

rollback of aggressive trade practices and

for a more co-operative approach between

OECD countries on how to improve the

functioning of agricultural markets, pro¬

vided that agricultural support prices are

increasingly geared to medium-term inter¬

national market prospects.
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Agricultural policies:

a variety of constraints...

Market disequilibrium has substantial

effects on both farmers and society as a
whole. Farmers receive lower prices and,

despite productivity gains, these have
repercussions on their incomes and their

indebtedness tends to increase, while for

those countries with a large agricultural
population the capacity of other sectors to

absorb agricultural labour is limited by
unemployment. On the other hand, govern¬
ments have to meet increasing outlays, in

the form of direct payments and the costs

of storage or disposal, despite the need for

tight budget management. For many years,
the main aim of policies was to restore the

balance between supply and demand.

Measures taken in the dairy sector have

yielded some quick results, but it is clear

that they have to be continued and in some

instances reinforced. Meanwhile, the situa¬

tion in the cereal market has become

increasingly critical, while surpluses in

other sectors (wine, rapeseed, etc.) are

beginning to cause concern.

...and the need

for a long-term view

Policy makers in Member countries

nowadays have substantially similar views

about the medium- to long-term outlook.

Considering the stagnation of demand in
OECD countries, it is more and more

evident that, for technical reasons, the rate

of increase of yields is unlikely to slow

down in the next few years. The possibili¬

ties for breeding and multiplying new vari¬

eties through progress in genetics and
cloning are very important. In addition, it

appears more and more illusory to regard
export markets as an outlet for increases in

domestic production; markets in both cen¬

trally-planned countries and developing
countries are in fact contracting. The dis¬
posal of surpluses on these markets is

becoming increasingly costly and would

aggravate trade conflicts which mainly

benefit financially viable importers. In agri¬
culture, as in other sectors, productivity
gains have overall positive economic

effects, but also entail a degree of social
distress. In this connection, it is essential to

look carefully at the outlook for the agricul¬

tural sector and, while taking the urgent
measures that are needed, to endeavour to

identify ways for the sector to adapt to the

changing situation.

A Worldwide Strategy

for Limiting Production

It is no longer possible to consider partial

measures for limiting the production of
cereals, which account for a substantial

share of final agricultural output. A number

of other major field crops are also in surplus

and present similar problems for policy
makers, moreover. A limit placed on the

production of one commodity results in

shifts to other products, creating surpluses
elsewhere. There is, therefore, a need for

an overall approach to secure the adjust¬
ment of agriculture as a whole to the

situation that has led to these surpluses.
Such an adjustment requires action at both
national and international level. At the

national level, every government now has
to decide, on the basis of conditions

prevailing in its own country, what combi¬
nation of measures is needed to control

production lower guaranteed prices,

quota systems or the search for alternative

products. Adequate measures should be
taken to alleviate to some extent the social

consequences of the policy adopted. At the

international level, it is vital that consulta¬

tions between countries result in the imple¬

mentation of co-ordinated policies which

are designed to reinforce each other and to

prevent disorderly market fluctuations.

Reducing Real Guaranteed Prices

In the view of most governments, a

reduction in real guaranteed prices is

indispensable as a means of remedying
market imbalances. It is essential that

producers see in that a clear pointer to their

future policy decision. However, it is diffi¬

cult to find a satisfactory balance. A sharp

price reduction may be politically unaccept¬
able because of its effects on income, and

economically damaging if it is beyond the

adjustment capacity of the agricultural
sector. On the other hand, a small reduc¬

tion may not succeed if its effects are offset

by higher productivity due to technological

progress. In any event, government policy
on price stabilization is apparently not

being questioned. Guaranteed prices could

gradually be brought into line with interna¬

tional prices, either directly or indirectly (in
relation to stock levels, for example),
without excessive fluctuations if the refer¬

ence period for the guaranteed prices were

based on the average of a number of

years.

Quotas as an Emergency Measure

Even if a reduction in guaranteed prices

goes beyond what could be offset by
increased productivity, its short-term

effects on the level of output remain

uncertain and production may only begin to

fall after a time. More rapid results can be

achieved by production quota schemes.

However, they are complex in nature and

need to be carefully monitored if production

is not channelled through a limited number

of collection or processing points. Although

quota schemes are often implemented as

an alternative to reducing guaranteed

prices, these prices should be kept at a

moderate level to avoid their being capital¬

ized in the value of quota rights or land

values, which would slow down structural

adjustment. Consideration should also be

given to the possibility of allowing produc¬

tion in excess of quotas at prices deter¬

mined by the world market.

The growth of milk production appears

to have been brought substantially under
control in those countries that have intro¬

duced quota systems. However, even

there, a number of problems remain unre¬

solved. In some cases, the size of the

overall quota has been fixed too high and

will have to be reduced. Moreover, quota

schemes often lead farmers to develop the
production of other commodities; it is

important to make as accurate an assess¬

ment as possible of their consequences on

the equilibrium of other markets. Finally, if
structural rigidity in farming is to be
avoided, it would also be useful to examine

carefully the possibility of transferring dairy
quotas from one farm to another.

Alternative Products

Curbing production by applying more
extensive methods of cultivation could be

feasible in certain cases. Where that is not

possible, farmers may want to find other
uses for their land in order to maintain their

incomes. But any attempt to produce a

crop that has been in short supply hitherto

in the country concerned might prove very
expensive in terms of subsidies and inhibit

international specialization and trade. The

possibilities of using agricultural biomass,

especially cereals and sugar, for non-food

purposes are arousing increasing interest in
many countries. New plants continue to be

constructed, some of them very large. It is
essential to conduct in-depth economic

studies to gain a more accurate notion of

the conditions for their profitability and
hence the level of support that might be
provided, particularly for environmental
reasons.

Mitigating Social Consequences

Whatever measures are adopted for

balancing supply and demand, they are

bound to have adverse effects on agricul¬

tural incomes, particularly for small farmers
and those who do not have alternative

sources of income. In most cases, there¬

fore, income support measures will have to

be considered, although they will have to

be framed so as not to act as a production

incentive. These measures could vary

according to the type of farm: temporary

support to allow viable farmers to adjust

and overcome their problems of indebted¬

ness; permanent support given to certain

farmers who cannot achieve viability in

regions where it is considered desirable to

maintain a certain type of environment; and

finally, purely social assistance to enable

old or marginal farmers to retire from

agricultural production.
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Agricultural policies today face the diffi¬

cult task of bringing about a rapid adjust¬

ment of production without always having
the means to compensate farmers for the
considerable sacrifices that this often

implies for them. There are signs that the

political will needed for finding solutions

which take account of long-term develop

ments and are consistent with the policies

pursued in other countries is now emerg¬
ing. Farmers would have a better basis on

which to take economic decisions if they

had a clearer idea of the stages envisaged
for bringing about gradual alignment

between agricultural output and actual

market conditions in the years to come.

CEREALS AND FEEDS
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Record supplies of cereals and oilseed cake

are inevitably depressing world market prices.
Exports are likely to fall and competition
between exporting countries will become more
intensive. With demand from the livestock

sector in exporting countries sluggish, end-
of-season stocks will be very high, though not
all of these will be immediately available in the
market because of market and income support
measures. Cereal policies are being adapted to
make them more market-oriented, but the
impact on farm incomes and other sectors

dependent on agriculture are hindering major
adjustments in support prices of the main
exporting countries. It appears inevitable that
market prices will remain depressed unless
there are major modifications in price and
production policies, while recognising that pro¬
ducers are concerned about their incomes.

DAIRY PRODUCTS

Consumption of dairy products within the

OECD is expected to increase very little. A very
small increase in the consumption of liquid milk

and a slightly bigger rise in cheese consumption
is thought to have occurred, while butter

consumption seems to have stagnated.

Although exports of dairy products, particularly
to Eastern countries, could increase, further

stocks of some products, especially butter and

skim milk powder, will probably continue to

weigh on world markets. The EC is now taking
steps to facilitate the disposal of its stocks of
old butter.

In the medium-term, countries operating
quota systems forecast little change in produc¬

tion. The recently announced proposals by the
EC which include new incentives to encourage
producers to abandon milk production, could

lead to a fall in deliveries of about 3 per cent.
Only Australia and New Zealand have forecast a

significant decline in milk production. In Aus¬

tralia, this is to some extent dependent on the

introduction of policy measures still under

discussion. In New Zealand, measures are

already in place to reduce assistance to the

dairy industry. On the other hand, deliveries in

the United States are forecast to remain high,
but if the new scheme for buying back dairy
herds proves successful, production would fall
sharply. Though milk deliveries in the OECD as a

whole could decline, depending on the policy
measures taken, the fall will probably not be
enough to bring supply and demand back into

balance. Some Member countries are optimistic

about prospects for an increase in the consump¬
tion of dairy products even though present
levels in some countries are sustained only by
subsidies. Howewer, the surplus available for

export will remain large and, unless exports
outside the OECD increase or other forms of

utilization are found on a permanent basis,

stocks are likely to remain high.

MEAT

The year 1 985 was been another difficult

one for meat producers in many OECD coun¬

tries. In the EC, although beef production was

below that of 1 984, beef stocks were high,
largely as a result of the imposition of milk

quotas in 1984, and weighed on the market.

Pigmeat production was also high and prices of
all meats were depressed. At the end of 1985,

stocks of beef were again very high. The large
surpluses available for export in the EC are a

source of concern to other beef exporting
countries, in particular Australia and New Zeal¬

and. Producers in these countries are in the

process of reconstituting their herds, partly

because of the stimulus provided by higher
returns in domestic currency from exports to

the United States (despite the low level of
prices when expressed in U.S. dollars). Overall

meat supplies were abundant in the United

States, where both beef and pigmeat producers
have been reducing their herds. Prices were low

as a result, but they have begun to rise, and

should eventually lead to a recovery in produc¬
tion. Canadian production has been influenced

by developments in the United States. In the

Doultry sector, export markets have contracted

because some countries in the Middle East are

becoming self-sufficient, and that has dam¬

pened the upward trend in the output of the
major OECD producers.

FRUIT AND VEGETABLES
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Production of most types of fruit tends to

increase a little. The perishable nature of most

fruit and vegetables combined with climatic

vagaries make the short-term management of

markets for these products difficult. In addition,

given current consumer price levels, the trend

towards a lower growth rate in the consump¬

tion of most of the products covered in this

report will probably continue and, for some of

them, demand can be expected to level off.

Despite the current improvement in the Euro¬

pean economic situation, a change in demand

patterns would only be possible provided the

efforts made to promote consumption were

continued and intensified, particularly in the

dietary field as well as in the preserving and

packaging techniques, and that would require

substantial financial resources. As regards pro-
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duction, experience in certain countries has

shown that necessary adjustments in produc¬

tion capacity can only be made by widening the

range of products and adapting varieties to

changes in consumer habits in both the
domestic and export markets. In addition,

supply control measures would have to be

strengthened in certain countries and for certain

products.

SUGAR

Early forecasts for 1 985/86 indicate that, in
the OECD area, production could decline to

around 97-98 million tonnes and consumption

could rise a little to 99- 1 00 million tonnes. This

would be the first time since the 1979/80

season that consumption had significantly

exceeded production and would also lead to the
first substantial reduction in final stocks

since 1979/80. Such supply/demand condi¬
tions should help world prices to recover

somewhat from their extremely depressed

levels of 1 985. Nevertheless, prices are likely

to remain depressed. In the case of trade,

exports are forecast to decline from 28.3 mil¬

lion tonnes in 1 984/85 to 25.8 million tonnes

in 1 985/86, primarily as a result of changes in

production levels and export policies. In the

medium term, it is likely that world sugar prices

will continue to remain low if governments

persist in policies that effectively insulate

domestic sugar industries and consumers from

the world market, and that encourage further

increases in production capacity with a view to

attaining self-sufficiency in sugar. Further price

rises are unlikely to be as significant as those of

the past because of the increasingly flexible

supply responsiveness of the larger sugar pro¬

ducers. An indirect consequence of government

support to sugar industries has been the rapid

growth of synthetic sugar substitutes in some

developed countries. Future growth in sugar

consumption will be concentrated more in

developing nations, and will, therefore, depend

on population and income growth in the Third
World. m

Country Problems
and

Strategies:
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Charges for certain public services (transport and communications for instance) are low by OECD standards

and could be increased to reduce losses of the public corporations concerned and to improve the quality of
services.

After three years of stagnation, the

Greek economy started to expand

again in 1 984, helped by the

upturn in world demand, but the recovery

was relatively weak and lost momentum

in 1985. The upturn brought a substantial

deterioration in Greece's external position,

with the current account deficit rising by

three percentage points in two years to

around 8 per cent of GDP, the highest level
in the OECD area. Inflation has been

running at 1 8 per cent a year since 1 983,
while the public sector borrowing require¬

ment (PSBR) soared from 1 2 V2 per cent of

GDP in 1983 to about 171/2per cent

in 1985. Unemployment is not among the

worst parameters, having risen to no more

than 8 per cent by mid-1 985, according to

official figures.

The striking feature of economic devel¬

opments in recent years is that in spite of

an increase in the PSBR of 5 or 6 per cent

of GDP and strong growth in export mar¬

kets, Greece's real GDP grew by only 4 per

cent in the two years to 1 985. This perfor¬

mance reflects the weak response of the

Greek economy to both domestic and

external stimuli, owing to a lack of compet-
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itiveness, market rigidities and the resulting
misallocation of resources.

Structural problems have plagued the
Greek economy for years. In a bid to correct

the external imbalance and lay the ground

for more fundamental adjustments over the

medium term, the government introduced a

stabilization package on Octo¬

ber 11, 1985, which constituted a major
shift in policy. The principal components of
this package were: a 1 5 per cent devalua¬

tion of the drachma, accompanied by the
imposition of temporary deposits on a wide

range of imports; a change in the wage-
price indexation system; adjustments to

the system for determining agricultural

prices to ensure that they rise by less than
the rate of inflation; a reduction of the

PSBR by about four percentage points
in 1 986 through cutting expenditure and

reducing tax evasion; and a one-for-all

surcharge on profits, rents and the incomes

of the self-employed.

The new strategy is a response both to

the immediate problems posed by Greece's
internal and external imbalances and to the

long-term implications of the stagflationary
trends that have been apparent
since 1 980. Whereas Greece has tradition¬

ally achieved a faster rate of growth than
other OECD countries, the reverse has been

the case in the past five years. Moreover,

that has happened despite the fact that it

has pursued more expansionary fiscal and
monetary policies than other OECD coun¬

tries. At the same time, strong inflationary
pressures have persisted, with consumer

prices rising by 21.8 per cent annually
from 1980 to 1984, compared with
16.2 per cent in the second half of

the 1970s and 10.6 per cent in OECD

Europe in 1980-84.

The sharp rise in the public sector deficit

in 1984 and 1985 was mainly used to

finance consumption, rather than fixed

investment. Abour four fifths of the

increase in government spending is esti¬
mated to relate to structural factors (in¬

cluding discretionary measures), with only
a small part due to cyclical outlays such as

unemployment benefits. The item of gov¬
ernment expenditure that has risen most

sharply over the past 10 years is interest

payments, reflecting the increase in gov¬
ernment debt which has almost doubled

every two years since 1 980. The debt

burden has been exacerbated by the depre¬

ciation of the drachma, since a growing
proportion of the public debt is denomi¬

nated in foreign currency.

The excessive growth of public con¬

sumption has contributed to an unsatisfac¬

tory allocation of resources. The share of

total consumption (both public and private)

in GNP rose by five percentage points
between the second half of the 1 970s and

1 984, and fixed investment fell by a
corresponding amount to 1 814 per cent of

GNP in 1984. That is an unwelcome

development given the country's consider¬
able infrastructural deficiencies, the back¬

wardness of its industrial sector and the

need for major anti-pollution and energy
conservation investments. Company pro¬
fits have also been falling since 1 980, with

profit rates in manufacturing industry
turning negative in 1982. That largely
explains the decline in private business
investment.

The sharp deterioration in Greece's

external position has been a direct conse¬

quence of these internal imbalances. While

successive oil shocks have contributed to

the large current account deficit, it is
significant that other items of the balance

of payments have failed to compensate for

the increease in the cost of imported oil,
which underlines the failure of the Greek

economy to adjust to new conditions. The

non-oil deficit has remained at around

1 0 per cent of GDP since 1 978, as a result

of the substantial deterioration in external

competitiveness. Labour costs have risen

sharply, while import penetration has also

increased considerably. All in all, both the

authorities and private business failed to

prepare for the keener competition arising
from Greece's entry into the EC in 1981,

which was accompanied by the removal of
tariffs and other protectionist measures.

The worsening trade deficit has coin¬

cided with a drop in the invisibles surplus,

reflecting a decline in foreign exchange
inflows and the jump in interest payments,

which virtually trebled in the four years to
1984. In that time, public sector net

borrowing from abroad increased from

$700 million to $1.6 billion, and it was

expected to increase to $214 billion by the
end of 1985. Financing the balance of

payments deficit has not posed any prob¬

lems, therefore, especially as the overall
debt servicing ratio has remained within

reasonable limits (19 per cent of current

external receipts in 1984 compared with

9 per cent in 1980).

The first results of the stabilization

programme should be felt in 1986. The

budget for the year reflects a more restric¬
tive fiscal stance than in the last two or

three years, providing for a 53 per cent

increase in direct tax receipts and a sharp

drop in the public sector deficit. Inflationary
pressures are projected to abate with the

rate of increase of unit labour costs decel¬

erating, while the current external deficit

could fall to $1 34 billion in 1986 from

$2.9 billion in 1 985, mainly as a result of a
sharp improvement in the trade balance.

Continued efforts will have to be made in

future years to bring the PSBR down

further. Drastic measures may be needed

to spread the tax burden more evenly by
curbing evasion and cutting out some of the

exemptions enjoyed by certain groups (es¬

pecially farmers). On the expenditure side,

cuts will have to be widespread. The

excessive public sector work force could be

reduced through natural wastage and re¬

allocation, and public sector pay increases
need to be restrained. Some measures

have already been taken to raise prices in
the public sector to more realistic levels,

starting with energy prices which had
remained well below those in almost all

other OECD countries. Charges for certain
public services (transport and communica¬

tions, for instance) are also comparatively
low by OECD standards and could be

increased to reduce the operational losses

of the public corporations concerned as

well as to improve the quality of ser¬
vices.

At a general level, measures are needed

to improve the supply responsiveness of

the Greek economy if sustained non-

inflationary growth is to be achieved. Insti¬

tutional bottlenecks, bureaucratic atti¬

tudes, labour market rigidities, the failure

to innovate, poor management, inefficient
use of financial resources and so on are all

important obstacles undermining the

growth potential of the economy and

perpetuating inflationary pressures. One

area where reforms have begun is the

financial system; steps have been taken to

simplify the complicated and arbitrary
structure of interest rates and to raise them

to less negative levels in real terms, and

institutional changes have been made to

limit direct government interference in the

operation of the financial system. These

reforms go in the right direction, but it is

too early to assess their impact on mone¬

tary management. Further measures will

certainly be required to reduce the degree

of regulation and give greater play to free
market forces.

By the time the stabilization package
was introduced, the deterioration in

Greece's economic situation had reached a

point where failure to act would have

inevitably led to greater imbalances and

raised the cost of adjustment in the future.

The package is an important step in the

right direction, and the objectives set out in

the 1986 budget are both appropriate and

feasible. Much will depend, however, on

the behaviour of economic agents and on

increased confidence. In any case, adjust¬

ment policies will have to be pursued over a

number of years for lasting results to be
achieved. The chances of success would be

enhanced if the general public recognised

that the national collectivity cannot con¬

tinue to live beyond its means and if it

showed itself willing to accept the neces¬

sary sacrifices.

Erratum

The article "Country Problems and Strate¬

gies: New Zealand" in Issue No. 1 36, Septem¬

ber 1 985, contained an error. On Page 30, the

1 st sentence of the 3rd paragraph (central
column) should read "On the external front.

New Zealand's industry has been..."

33



New

OECD

Publications

GENERAL ECONOMIC PROBLEMS

OECD ECONOMIC SURVEYS. 1985-

1986 Series

Detailed annual surveys of economic trends and

prospects for each OECD Country.

GREECE (January 1986)
(10 86 16 1) ISBN 92-64-12786-0 102 pages

NORWAY (January 1986)
(1086 22 1) ISBN 92-64-12787-9 76 pages

SWITZERLAND (December 1985)

(1086 26 1) ISBN 92-64-12785-2 94 pages

UNITED KINGDOM (January 1986)
(10 86 28 1) ISBN 92-64-12782-8 84 pages

UNITED STATES (November 1985)
(10 86 02 1) ISBN 92-64-12769-0 152 pages
Per issue:

F24.00 £2.40 US$5.00 DM1 2.00

(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

DEVELOPMENT

TWENTY-FIVE YEARS OF DEVELOPMENT CO¬

OPERATION. A REVIEW. 1985 REPORT. Efforts

and Policies of the Members of the Development
Assistance Committee. Report by Rutherford M.

Poats, Chairman of the Development Assistance

Committee. November 1985 (January 1986)
The 1985 Report of the Chairman of the OECD's

Development Assistance Committee looks back over

a quarter-century of development co-operation. It
assesses the main successes and failures and draws

lessons for the future. The current Chairman sum¬

marizes the record and sets out an agenda of
unfinished business. Past chairmen trace the evolu¬

tion of aid from the perspective of the DAC during

their tenures. The report also offers a full chronology
of the history of international development co¬

operation. Twenty-five years of observation by the

OECD Secretariat are brought to bear on the ways to
make aid more effective. This review should stand as

a basic reference for both practitioners and students
of development aid.
(43 85 0' 11 ISBN 92-64-12780-1 338 pages
F1 70.00 £17.00 US$34. 00 DM76. 00

GEOGRAPHICAL DISTRIBUTION OF FINANCIAL

FLOWS TO DEVELOPING COUNTRIES. Disbur¬

sements Commitments Economic Indicators

1981/1984 (January 1986) bilingual
This is the unique source of data on the sources,

volume and terms of offical aid receipts of 110

selected developing countries. It also gives the
origin, type and inflow of other external financial
resources.

(43 86 01 3) ISBN 92-64-02791-2 290 pages
F160.00 £16.00 US$32. 00 DM70.00

MANPOWER AND SOCIAL AFFAIRS

YOUTH AND WORK IN AUSTRALIA. Compre¬
hensive Policy Agenda (January 1 986)
Assesses the employment, education, training and
income support arrangements tor young people in
Australia and suggests the steps that need to be

taken, in light of structural changes in the Australian

economy, to improve the long-term employment

opportunities and career prospects of young peo¬

ple.
(81 86 01 1) ISBN 92-64-12788-7 104 pages
F75.00 £7.50 US$15.00 DM33.00

FINANCIAL AND FISCAL AFFAIRS

THE TAX/BENEFIT POSITION OF PRODUCTION

WORKERS- 1979-1984 (January 1 986) bilin¬

gual

Examines the income tax and social security contri¬

butions paid, and family benefits received, by tax¬
payers at the income level of a production worker. It

also provides, in a standard format, a description of

the personal income tax and social security systems

in each country.
(23 86 01 3) ISBN 92-64-02792-0 248 pages
F 140.00 £14.00 US$28.00 DM62.00

ACCOUNTING STANDARDS HARMONIZA¬

TION - No. 1. FOREIGN CURRENCY TRANSLA¬

TION. Report by the Working Group on Accounting
Standards (February 1986) bilingual

This report on foreign currency translation is the

result of a comprehensive study by the OECD-

Working Group on Accounting Standards, identifying
and comparing the different practices used to trans¬
late both financial statements and transactions.

(21 86 01 3) ISBN 92-64-02729-7 64 pages
F45.00 £4.50 US$9.00 DM20. 00

OECD Studies in Taxation

AN EMPIRICAL ANALYSIS OF CHANGES IN

PERSONAL INCOME TAXES. A Report by the
Committee on Fiscal Affairs (February 1986)
This report provides a quantitative analysis of how

inflation, economic growth, and changes in the

number of taxpayers and legislation have affected
personal income tax liabilities in seventeen OECD
Member countries.

The report is a technical supplement to Personal

Income Tax Systems under Changing Economic
Conditions, published at the same time.
(23 85 03 1 ) ISBN 92-64-1 2778-X 40 pages
F40.00 £4.00 US$8.00 DM1 8.00

PERSONAL INCOME TAX SYSTEMS UNDER

CHANGING ECONOMIC CONDITIONS. Report by
the Committee on Fiscal Affairs of OECD (Febru¬

ary 1986)
Tax reform has become a major issue of public

debate in many OECD countries in recent years
because of widespread concern about high unem¬
ployment, slow economic growth and low invest¬

ment. The chances for radical income tax reform may
be greater now than for some years.
This report analyses developments in personal

income tax systems in OECD Member countries over

the past decade and examines the policy choices
facing governments.
(23 86 02 1 ) ISBN 92-64-1 2789-5 382 pages
F 150.00 £15.00 US$30. 00 DM66.00

ENERGY

IEA (International Energy Agency)

ENERGY RESEARCH, DEVELOPMENT AND DE¬

MONSTRATION IN THE IEA COUNTRIES - 1 984

REVIEW OF NATIONAL PROGRAMMES (Jan¬

uary 1986)
(61 86 01 1 1 ISBN 92-64-1 2783-6 300 pages
F1 75.00 £17.50 US$35.00 DM78.00

NEA (Nuclear Energy Agency)

NUCLEAR LAW BULLETIN No. 36 - DECEM¬

BER 1985 (January 1986)
Published half-yearly, reports legislative and regula¬

tory work on nuclear law and administrative deci¬
sions in most of the countries of the world and in

international organisations concerned with the

development and exploitation of nuclear energy. The

most important new legislative or regulatory texts

are published integrally in English or in French.
(67 85 36 1) 78 pages. Single issues

not sold separately.

(67 00 00 1 1 ISSN 0304-341 X 1 986 Subscription (No. 37 June
and No. 38 December):

F1 20.00 £12.00 US$24.00 DM53.00

LICENSING SYSTEMS AND INSPECTION OF

NUCLEAR INSTALLATIONS- 1986. Study pre¬

pared in collaboration with the Committee on the

Safety of Nuclear Installations (January 1986)
Contains a description by country of the licensing

procedure for nuclear installations and their system

of inspection by the competent authorities. The

Study covers twenty OECD Member countries.
(66 85 08 1 ) ISBN 92-64-1 2776-3 1 58 pages
F1 20.00 £12.00 US$24. 00 DM53. 00

STATISTICS

NATIONAL ACCOUNTS: Main Aggregates - Vo¬
lume I 1960-1984 (January 1986) bilingual
(30 86 01 3) ISBN 92-64-02790-4 124 pages
F88.00 £8.80 US$18.00 DM39.00

QUARTERLY NATIONAL ACCOUNTS

No. 4/1985 (February 1986) bilingual
Quarterly statistics covering final expenditures on
GDP and its industrial origin, the composition of final
consumption and capital formation.
(36 85 04 3) 158 pages
Per issue:

F50.00 £5.00 US$10.00 DM17.00

(36 00 00 3) ISSN 0304-3738 1 986 Subscription:
F160.00 £16.00 US$32.00 DM70.00

QUARTERLY OIL AND GAS STATISTICS. Third

Quarter 1985- No. 4/1985 (February 1986) bil¬
ingual

Provides rapid, accurate and detailed statistics on oil

and gas supply and demand in the OECD area.
(60 85 04 3) 332 pages
Per issue:

F1 50.00 £15.00 USS30.00 DM65.00

(60 00 00 3) ISSN 0378-6536 1 986 Subscription:
F480.00 £48.00 US$95.00 DM210.00

ENERGY PRICES AND TAXES. Third Quarter

1985 -No. 1/1986 (January 1986)
(62 86 01 1) ISBN 92-64-12784-4 274 pages
Per issue:

F1 20.00 £12.00 US$24.00 DM53.00

(62 00 00 1 ) ISSN 0256-2332 1 986 Subscription:
F400.00 £40.00 US$80.00 DM178.00

INDICATORS OF INDUSTRIAL ACTIVITY

No. IV/1985 (January 1986) bilingual
(37 85 04 3) 124 pages
Per issue:

F40.00 £4.00 US$9.00 DM20.00

(37 00 00 3) ISSN 0250-4278 1 986 Subscription:
F1 60.00 £16.00 US$32.00 DM70.00
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Tel. 310590
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