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Economie Policy and
Agricultural Performance
in Low-Income Countries
	by Christian Morrisson and Hartmut Schneider1	

The disappointing performance

of the agricultural sector in

many low-income countries, in

particular in Africa, is

characterized by output levels
which are insufficient to meet

the competing demands for

food, raw materials and export

earnings. OECD's Development

Centre has just finished an

analysis of six countries

(Burkina Faso, Kenya, Mali,

Nepal, Sri Lanka, Tanzania),

which goes beyond technical
factors to consider the

economic stimuli and

disincentives that have

affected the sector over the

longer run. It provides clues

for more appropriate policies in
the future.2

In the early 1 970s the world witnessed a

paradoxical situation in which a Malthu-

sian fear of worldwide food shortages

coexisted with the promising prospects

held out by the "Green Revolution" (a

technological breakthrough of high-

yielding cereal varieties). The global situa¬

tion has now clearly shifted to massive

food surpluses, resulting from sustained

output growth in the North and from

sometimes spectacular increases in food

production in certain developing countries,

especially in Asia. However, vigorous agri¬

cultural growth is far from being general in

poor countries. Considerable differences

exist not only among but also within

countries, for example where one agricul¬

tural subsector has flourished (e.g. rice in
Sri Lanka, cotton in Mali) while others have

stagnated or declined.

The countries studied by the Develop¬
ment Centre were chosen for the charac¬

teristics they share: a low level of income,

high dependence on agriculture and, in the

case of neighbouring countries, similar

natural conditions and approximate size of

population. Since their differences lie

mostly in the area of policies and institu-

,-'*.

In Nepal, marketed farm production

dropped after the government
lowered real prices.

tions, the effects of different measures in

an otherwise relatively similar natural and
socio-economic environment can be traced

and explained over a long period during

which policy regimes and economic condi¬

tions changed more or less radically.

The approach followed is based on the

idea that agricultural performance in a

given country depends on three sets of

factors: exogenous constraints such as

drought and the decline of the world

market price for a major export crop;

structural change brought about by gov¬

ernments; and macro-economic and agri¬
cultural policies pursued. A better under¬

standing of the respective but related

effects of constraints and policy decisions

is necessary to assess the efficiency of
various policies and to find ways of
reducing certain constraints. The case stu¬

dies show that in certain countries a

combination of constraints, structural

reforms and policies can lead the agricul¬
tural sector into a cumulative process of

either decline or prosperity.

Structural Change

Of the six countries covered in this

study, Sri Lanka and Tanzania have intro¬

duced particularly far-reaching reforms in
their agricultural sectors. In Sri Lanka, the

reform affected the bulk of its production of

crops for export: two thirds of the area

under tea, one third of the area under

rubber and 1 0 per cent of the coconut area

were nationalized in the early 1970s.

Initially, this measure adversely affected
private investment in these crops; subse¬

quently it gave rise to numerous manage¬
ment problems. Performance suffered

because of the lack of the necessary skills
and administrative capacity in addition to

the diseconomies of scale arising from the
organization of the nationalized land under

two huge state corporations.

The most radical reforms were intro-

1. OECD Development Centre.

2. J. Lecaillon, C. Morrisson, H. Schneider, E.

Thorbecke, Economic Policy and Agricultural Per¬
formance in Low-Income Countries, OECD, to be

published shortly. The publication includes an over¬

view of the performance of 25 other poor countries.
(Studies on each of the six countries are published
separately.)



duced in Tanzania. As from 1 973, farmers

were obliged to resettle in villages, which
resulted in the movement of nine million

people and the creation of 8,400 villages.

The object of that exercise went beyond

agrarian reform; its purpose was to trans¬

form the living conditions of the entire rural

population. In fact, it contributed to a

decline in agricultural production during the

1970s since, among other things, it
increased the distance between farmers'

fields and their homes. In particular, mar¬

keted production of cereals fell at an annual

rate of 10 per cent and the volume of

export production at 7 per cent, as farmers

gradually moved back towards a subsis¬

tence economy.

Government Intervention

The state controls the marketing of

agricultural products to some extent in all

of the countries under consideration, but

the degree of control varies from one to
another. Public intervention is the rule for

export crops. Publicly-owned agencies

usually have a monopoly on the purchase of

producers' output (either directly or via

private intermediaries at official prices fixed

by the government) and its resale abroad.

In principle, these public agencies intervene

to stabilize domestic prices. Sometimes

they offer efficient extension services to

producers, such as for cotton in Burkina

Faso and Mali. But they also play a fiscal

role by retaining for the government 20 to

50 per cent of the export price (net of

transport and marketing costs), thus acting

as the principal instrument of a fiscal policy

which can jeopardize the development of

these crops.

Government intervention is usually more

limited in the marketing of food crops. In

only two of the countries studied did the

governments try to impose complete con¬

trol all the way from producer to consumer.

This was the case in Mali from 1 960 to

1968 and in Tanzania after 1973 when

private food trade was outlawed. This

policy had adverse effects in both cases: a

decline in the volume marketed, the devel¬

opment of a black market, difficulties in

meeting urban needs, and so on. More

often, governments try to follow a dual

pricing policy, with a guaranteed but low

price for producers and a subsidized price

for consumers. Experience shows that this

kind of policy tends to fail. The burden of

subsidies gradually becomes unbearable (in

1977 it reached 1 6 per cent of public

expenditure in Sri Lanka), while producers

reduce their sales at the official price and

turn to the parallel market. If, however, the

government limits its objectives to a rela¬

tive stabilization of prices on urban markets

through an institution which sells from its

stocks when prices exceed a given ceiling,
it can succeed in reducing price fluctua¬

tions, which is, of course, desirable.

f * 1
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In Tanzania, resettling farmers in new

villages, which involved uprooting nine

million people, did not produce the

benefits expected.

Taxation of Farmers

The idea that agriculture should in

poor countries where it is the dominant

sector provide resources for the develop¬

ment of other sectors is widely advocated

by economists and often applied by gov¬

ernments, if necessary by force. To create

this flow of resources, the government can

introduce a direct toll or income tax, but

this tends to be inefficient in rural areas.

Hence, governments use various indirect

taxes: for example, export taxes, levied by

public agencies with marketing monopol¬

ies, mark-ups on transport and processing.

All these measures result in imposing on

producers prices which are lower than the

price (net of transport and marketing costs)

they would otherwise receive and thus in

worsening the internal terms of trade in the

short run (between agricultural products
and manufactures). It should be noted that

a long-term decline in the terms of trade

may result from the modernization of agri¬

culture, leading to an increase in yields and

marketed output.

In a situation of rapidly increasing

supply, market forces (competition among
producers) induce a flow of resources from

agriculture to non-agricultural sectors at

increasingly lower prices in terms of non-

agricultural products. However, to increase

production capacity in the agricultural

sector in the same way, the government

must first channel resources into agricul¬

ture in the form of inputs, irrigation facili¬

ties, research and loans, and combine

these flows with appropriate institutional

measures and price policies conducive to

increased productivity. It is only after such

r*

a phase of government-supported develop¬
ment that a decline in the terms of trade in

favour of the non-governmental sector will

take place automatically. This trend can

then possibly be reinforced by the govern¬
ment through indirect taxes and other
levies.

The experience of the six countries

studied shows that agriculture is often
burdened with resource transfers to other

sectors before it has benefited from a

government-assisted development pro¬

cess, with the result that the agricultural

sector may fail. The effects of government

policies can be measured by the change in
the internal terms of trade, i.e. agricultural

prices in real terms, or by drawing up the

balance sheet of positive and negative
transfers between agriculture and govern¬
ment.

Comparative analysis shows that mar¬

keted production stagnates or declines

when the government reduces real agricul¬
tural prices, be it to increase levies or to

reduce consumer prices. Food production

was depressed in this way in Tanzania and

Nepal. Export production was similarly
affected in Tanzania after 1973 and in

Sri Lanka after 1 965. The case of Tanzania

is particularly interesting since in neigh¬
bouring Kenya during the same period, the

same crops developed fast due to a favour¬

able price policy (between 1 972 and 1 980,

the real price of agricultural products in

Kenya increased by 5 per cent while it

decreased by 27 per cent in Tanzania).

The only case of a decline of real prices

without negative consequences on mar¬

keted production is that of cotton in Bur¬

kina Faso and Mali. In these two countries,

the real price declined due to increased

levies, but because of the substantial sup¬
port given to this crop from the 1 960s

onwards, technical progress has led to a



very fast increase in yields. Consequently,
net income per hectare has risen substan¬

tially in real terms, despite the decline in

the price of cotton. This rise stimulated

producers and brought about the growth in

output. This example supports the conten¬

tion that government cannot impose

increased rates of taxation on cash crops

without first encouraging an increase in

acreage and/or yields and a modernization
of production methods.

Macro-economic Interdependence

If a bottleneck occurs anywhere in the

macro-economic system, it tends to be

transmitted to other variables throughout

the system. Thus, if agricultural output

stagnates or declines, the repercussions on

the rest of the economy and the balance of

payments are likely to engender a feedback

cycle of cumulatively worsening perfor¬

mance. Tanzania provides a notable

example of such a vicious cycle throughout
the 1970s and particularly in recent

years.

On the real side, a production shortfall

limits exports and hence foreign exchange

earnings, and thereby restricts a country's
capacity to import. The restricted level of

imports limits industrial capacity utilization

and the availability of imported inputs for

the agricultural and transport sectors. The

low level of industrial capacity utilization
constrains the production of consumer

goods and inputs for the agricultural sec¬
tor, and this in turn reduces incentives for

farmers and limits potential productivity
gains in agriculture. In addition, the produc¬

tion shortfall calls for a higher level of food
imports which further restricts the avail¬

ability of foreign exchange. On the financial

side, an inflationary spiral is triggered by
growing shortages which lead to increased

sales at higher prices on parallel markets.

Inflation is simultaneously fuelled by public
agencies' growing deficits.

Although there are many possible
causes of such a cumulative process

- some clearly outside the control of the

policy maker - the neglect of agriculture by
government (often on the pretext of
needing resources to speed up the indus¬

trialization process) appears to be the

principal one in poor developing countries.

The relatively large resource flow syphoned
off from agriculture (with minimum

resources moving in the opposite direc¬
tion), the establishment of new institutions

more on ideological than on economic

grounds (e.g. the village development pro¬
gramme), the introduction of a variety of
quantitative control mechanisms and the

replacement of private production and dis¬

tribution channels by public agencies all
constitute disincentives to agricultural pro¬
duction.

It is clear that both external and internal

constraints can reinforce the cumulative

deterioration in agricultural performance.

Thus, worsening external terms of trade

may further compound the balance of

payments crisis. In some instances, the

vicious cycle may even be triggered by
external constraints such as a sudden

upsurge of import prices or worsening

export prospects. These shocks can be

amplified if the authorities decide that the

agricultural sector should carry the full

burden of the adjustment process and

deprive it, for example, of its necessary

inputs.

All the sample countries exhibited
instances of such cumulative deterioration

albeit not to the same degree and extent

as Tanzania. When an economy is in the

midst of a vicious cycle it is difficult to

change it into a virtuous one. Reversing the

cumulative process typically requires dis¬

crete as opposed to incremental changes in

the policy environment and multiple points

of entry which means a package of

institutional-cum-policy measures which

simultaneously affect different links of the

cycle.

Appropriate Institutions and Policy
Packages in Different Settings

One important lesson derived from the

compared experiences of the sample coun¬

tries is that specific institutions and policy
measures are likely to be ineffective unless

they are reinforced by a set of complemen¬
tary measures. The combined effects of a

package of consistent and complementary
institutions and policy measures on various

developmental objectives (including the
utilization of the agricultural surplus) are

likely to be much greater than the sum of
the individual measures.

In the case of essentially subsistence
crops (e.g. millet and sorghum in the Sahel
countries and maize in East Africa and

Nepal), total production, as opposed to
marketed production, is affected much

more by natural constraints and by the
institutional environment (provision of

inputs, output marketing, credit, extension

services, etc.) than by policy variables such

as prices and subsidies. The first objective,
therefore, should be to ease the constraints

(e.g. through soil conservation measures,

increasing the area under irrigation or
introducing seed varieties more resistant to

drought). The institutional framework on

both the production and distribution sides

should be designed to encourage and
facilitate the marketing of the subsistence
crops.

Should the above conditions not be met,

the use of price policies per se could lead to

serious conflict. If farmers' total production

is significantly less responsive to price
signals than their sales (marketed produc¬
tion), residual consumption out of their own
production could fall, leading to undesir¬
able nutritional consequences. Alterna

tively, if the conditions are met and produc¬
tion is thereby encouraged, then the use of

more conventional policy variables, such as

regulating prices and subsidizing inputs,
can constitute an increasingly important

stimulus to subsistence farmers' income,
and ease the transition to market orienta¬

tion without diminishing the availability of
food out of own production. These general
rules were confirmed by the case of rice
production in Nepal and Sri Lanka (where it

is a key foodstuff) and in the Sahel coun¬

tries (where it is only a minor product).
On the whole, it appears that those

regimes which relied more on a mixed

economy approach than on an extreme one

fared better in terms of both agricultural
and overall economic performance. It

would, of course, be simplistic to impute
poor performance exclusively to the poli¬
tical system and prevailing ideology. A few
lessons may nevertheless be drawn from

the compared experience of the countries

studied. The following elements appear to
have contributed to poor performance:

distrust of the role played by prices and
other producer incentives, such as the

ready availability of consumer goods and
inputs in rural areas

reliance instead on quantitative adjust¬
ment mechanisms (e.g. rationing of fertil¬
izer, quota systems to regulate deliveries
by farmers, unrealistic controlled prices)

identification of industrialization with

development, resulting in policies that dis¬

criminate against agriculture.

* * «

One general lesson which flows from the

comparative study is that government has

to encourage agricultural development at

an early stage through appropriate institu¬
tions and policies. In other words, instead

of channelling resources out of agriculture
at the outset of the development process,

the authorities should help recycle what¬
ever "agricultural surplus" is available

within the sector itself for example,
reinvesting revenue from agriculture in
irrigation and other services for farmers.

Thus, during the early stages of structural

transformation, the agricultural sector

should be seen as an engine of growth in its
own right rather than as a source of surplus
on which the rest of the economy can draw.

Once agriculture has taken off on a path
of sustained growth, a more or less auto¬

matic transfer of the surplus towards non-

agricultural sectors will occur without, or

with a minimum of, government interven¬
tion as a result of the fall in internal terms of

trade brought about by technological pro¬

gress and market forces. Such a relatively
automatic transfer will help finance non-

agricultural development on a continuing
basis, whereas a forced transfer imposed
from the outset by government may
throttle the development of both agricul¬
ture and non-agriculture.



Economie Interaction between

Debtor Countries

and the OECD

A recent OECD study on the

prospects for 12 heavily-

indebted developing countries

concludes that solving their

problems depends not only
on sound domestic macro-

economic management but

also on developments in the

international economy and in

particular in industrialized
countries1 .

The OECD study divides debtor
nations into those that have resche¬

duled or defaulted on a large part of

their external debt repayments since 1 982,

described as 'problem debtors', and those

that have not, classified as 'stable debtors'

(see table below). The 1 2 countries chosen

as subjects for the study accounted for

55 per cent of the total external debt of the

capital-importing developing countries;

seven of them fall into the category of

problem debtors and five are considered

stable debtors. The sample can also be

distinguished between those for whom oil

accounts for over half their export earnings
and the rest.

The debtor groups

Problem Stable

Argentina Algeria
Brazil Indonesia

Chile Malaysia
Mexico South Korea

Nigeria Thailand

Philippines
Venezuela

Oil Non-oil

Algeria Argentina

Indonesia Brazil

Mexico Chile

Nigeria Malaysia
Venezuela Philippines

South Korea

Thailand

JT4r y//jm w/ 1m /
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The trade balance of most developing
countries has improved in recent years,

although oil exporters have been suffering
recently from the collapse of oil prices at

the beginning of 1986. Nevertheless, and

despite efforts to restrict imports, these

countries have only succeeded in stabilizing
their debt/export and interest/export
ratios. Several more years of adjustment
will be required before their situation

actually starts improving, since their

indebtedness soared so much during the
four years from 1 979 to 1 982 that it has

not been possible to unwind it to a corre¬

sponding degree since then. For problem
debtors and oil exporters, their debt-

servicing ratios were only contained and

stabilized through the sharp reduction in

imports, since there was limited scope for

them to step up exports. The stable deb¬

tors, on the other hand, have enjoyed more

Mexico is both an oil producer

and a "problem debtor".

buoyant exports and have not had to

contain their imports to the same extent in

order to keep their external indebtedness

within manageable proportions.

The Debt Model

To assess the short- and medium-term

prospects of these 1 2 debtor nations, the

OECD has constructed a model combining

both the key economic data relating to

1. The International Debt Situation and Link¬

ages Between Developing Countries and the
OECD, OECD Economic Studies, No. 7.



these countries and assumptions about the

influence of exogenous factors, in parti¬

cular the economic linkages between the

developing world and OECD countries. For

the purposes of these projections, it was

assumed that in the period from 1987 to

1990 the OECD GDP growth rate would

average S1^ per cent per annum and that
the inflation rate would be 3 per cent. It

was also assumed that the price of oil

would average $15 per barrel and that
nominal exchange rates would remain

unchanged (following the fall in the dollar
through 1985 and 1986).

The baseline scenario also incorporates a

key assumption that the substantial sur¬

pluses recorded by all debtor groups on
their current accounts net of investment

income in 1 985 would continue throughout

the projection period. From these assump¬

tions, the baseline scenario projected that

export values would fall in 1986 for the

problem debtors and oil exporters and
would thereafter grow at an annual

average rate of between 5 and 9 per cent
from 1987 to 1990. In the light of this

projected improvement in export perfor¬
mance, all debtor countries would be able

to take the brake off imports - non-oil

debtors right away in 1986, problem and
stable debtors in 1987 and oil debtors in

1988.

Problem and oil-exporting debtor coun¬
tries had current accounts that were

roughly in balance in 1985, since their net

investment income deficit was about equal

to their current account surpluses net of
that income. The indebtedness of each of

these groups was expected to increase by

about $4 billion in 1986, implying a sharp

increase in both groups' debt/export ratios
(see chart). These ratios are expected to

peak in 1987, and by 1990 the ratio of

problem debtors will have fallen back to its

1981-82 level (while their interest/debt

ratio will have fallen to its 1 980-81 level).

For oil exporters, though, between now

and 1 990 their export revenue loss will be

such that their debt/export ratio then will

still be above the 1 985 level (although their

interest/export ratio will be down to
around the 1981-82 level).

The stable debtors and non-oil exporters
had a combined overall current account

deficit of $16 billion ($8 billion for each

group) in 1985 (see table). The annual

increases in debt stock over the projec¬

tion period will amount to about $4 billion

for the non-oil exporters and $7 billion for
the stable debtors. Nevertheless, like the

other groups, the debt/export ratio of the

stable debtors is projected to peak in 1 987

and to fall in each year from then to 1 990,

while that of the non-oil exporters will

decline throughout the period. In both

cases, though, interest/export ratios will

fall sharply and reach pre-1981 levels by
the end of the decade.

^
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The baseline scenario points to an

increase in the total indebtedness of the

1 2 debtor countries by over $25 billion
between 1 985 and 1 990. That will have to

be financed by net new official and com¬

mercial borrowings. At the same time,

though, their overall current account bal¬

ance will improve by $8 billion. For the

problem and oil-exporting countries, the

fall in export revenues in 1 986 was

expected to be offset by a further decline in

imports. The volume of oil exporters'

imports will be 30 per cent lower in 1 990

than in 1985, although non-oil exporters

will see a 55 per cent growth in import

volume during those five years. An alterna¬

tive projection based on an assumption of

higher imports results in a far higher

increase in indebtedness; financing that

debt would cause serious problems.

Projections are also made on the basis of

different values for certain key exogenous

variables, such as OECD growth, interest

rates, exchange rates, oil and other com¬

modity prices. If OECD economic growth

were 1 percentage point higher than in the
baseline simulation, for instance, debtor

countries would see the same movement in

their stock of debt, but higher export

earnings would result in a much more rapid

improvement in their debt/export and
interest/export ratios. If U.S. short-term

interest rates were 1 percentage point

higher than assumed, debtor countries'

imports and exports would not be altered,
but their level of indebtedness would be

$24 billion higher than the baseline figure
by 1 990. If both OECD growth and interest

rates were higher, the result would be

lower debt/export ratios and higher
growth in import volumes than under the
baseline scenario.

A 5 per cent effective depreciation of the

dollar annually between 1987 and 1990

would stimulate debtor countries' export

earnings and improve their key debt ratios.

The impact of a 1 0 per cent increase in the

oil price from 1 988 onwards, together with
its repercussions on OECD economic activ¬

ity, would be to improve the debt/export

and interest/export ratios of most debtor

countries, with the exception of some net

oil importers. Lower non-oil commodity

prices (which is to say remaining

8
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Highly competitive industry helps keep South Korea a «stable debtor».

FINANCIAL SITUATION OF DEBTOR GROUPS

7 979 1980 1981 1982 1983 1984 1985

Reserves /imports ratio
(months)

Problem debtors 5.0 3.8 2.8 2.1 3.3 5.4 5.3

Stable debtors 3.5 3.4 2.9 2.4 2.4 2.6 3.0

Oil debtors 3.8 3.9 2.7 1.8 3.1 4.2 4.2

Non-oil debtors 4.8 3.5 3.0 2.6 2.5 3.6 3.9

Current balance

($ billion)
Problem debtors -18.3 -22.2 -41.0 -39.3 -8.1 3.3 -0.1

Stable debtors -6.0 -4.6 -10.2 -13.4 -13.6 -7.2 -7.6

Oil debtors -4.9 2.4 -18.3 -22.1 -0.7 6.8 0.9

Non-oil debtors -19.3 -29.1 -32.9 -30.6 -20.9 -10.8 -8.7

Debt

($ billion)
Problem debtors 180 216 268 310 319 331 339

Stable debtors 71 81 95 110 122 131 143

Oil debtors 114 132 162 183 189 189 192

Non-oil debtors 136 166 201 237 253 273 289

unchanged in 1 986 instead of rising by

8 per cent, as assumed in the baseline)

would result in lower export earnings,
lower imports and a deterioration in

debt/export and interest/export ratios.
These alternative assumptions demon¬

strate the relationships between devel¬

oping countries' economies and the various

exogenous factors, with effects that are

roughly symmetrical as regards increases
and decreases. The exact interaction

between negative and positive exogenous
developments is not always easy to pre¬
dict, however.

A Reverse Impact

Some of the linkages between the devel¬

oping and industrialized economies are

more complex than portrayed above. For

there is also a reverse impact on the OECD

economy of developments in debtor coun¬

tries, since 25 per cent of OECD exports by
value are to the developing world. If debtor

countries cut back imports, as they have

since 1982, that means lower export
volumes for the OECD area, with demand

for debtor country exports also being lower
than it would otherwise be. A series of

secondary effects then takes place as one

region's import demand affects the other's

export volumes and hence GDP, so that its

demand for the first region's exports is
reduced, and so on. A simulation of the

effects of a 2 per cent reduction in import

volume in three non-OECD developing
regions showed that it would eventually

lead to a 0.2 per cent drop in the OECD's

real GDP, a 0.8 per cent fall in OECD export
volume and a 0.4 per cent reduction in

OECD imports. There would also be a

0.8 per cent decrease in the developing
countries' exports, while the deterioration
in the OECD's current account would be

roughly matched by an improvement in

that of the developing countries.

Hence, the slow growth in debtor coun¬

tries' imports translates into lower OECD

income growth, while higher growth in
debtor countries would feed back into

OECD growth and then back onto the

exports and imports of debtor countries.

Similarly, an initial stimulus to OECD real

income growth would feed through to an

increase in debtor countries' imports and

thereby give a further boost to OECD

growth. Debtor countries have to secure an

increase in export earnings before they can

step up their imports if there is not to be a

deterioration in their financial ratios. In the

same way, an increase in financing flows in

the absence of rising export revenues

would provide room for increasing imports

only at the expense of financial ratios. This

underlines the importance of the link

between debtor countries' exports and

OECD countries economic performance.



Third World Development:
The Role of

Non-Governmental Organizations
by Elena Borghese1

Non-governmental

organizations (NGOs) have
played an increasingly

prominent role in

development co-operation in

recent years. The significance
of their aid for people in poor

countries is out of proportion
to its financial size. Like all

aid agencies, NGOs are
evaluating their experience

and drawing lessons from
success and failure.

Non-governmental organizations sud¬

denly became highly visible during

the African famine of 1984-85,

not just in attracting attention, together

with the media, to a desperate situation but

also in raising funds and organizing relief.

Their readiness to help in emergencies is

only one aspect of their work, however,

and should not obscure their growing

importance in the difficult business of

promoting economic and social develop¬

ment in the poorest countries over the

longer term. To that end, they have contri¬

buted greatly to fostering human resources

and building institutional bridgeheads, and

their co-operation is increasingly being

sought by official aid agencies. This trend

towards co-operation between official and

voluntary organizations was reflected in

meetings held by the Development Assis¬

tance Committee (DAC) of OECD in 1985

and 1986.2

Special Qualities

Several thousand NGOs from DAC coun¬

tries are active in development. They are a

highly diverse group, ranging from church-

related bodies (the largest number, and

including some of the largest fund provid¬

ers) to big specialized agencies such as the

Red Cross, refugee relief agencies, the
International Planned Parenthood Federa¬

tion, Save the Children organizations and a

number of smaller specialist bodies con¬

cerned with sectoral aspects of develop¬

ment like agriculture, adult literacy or

vocational training or with specific diseases

like leprosy or blindness. In addition, there

are private foundations like Rockefeller and

1. OECD's Development Co-operation Directo¬
rate.

2. A report on the role of non-governmental

agencies in development co-operation will be pub¬

lished by the OECD in 1987.
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Ford which provide funding for research,

organizations like OXFAM that support a

wide range of activities and other agencies

that rely considerably on public funding,

such as CARE and volunteer-sending

organizations.
Governments in DAC countries seek the

co-operation of NGOs for a number of

reasons. In the first place, they represent a

commitment of people in the developed

countries. Also, NGOs have special quali-

amounted to $2.9 billion, the equivalent of

just under 10 per cent of all official devel¬

opment assistance (ODA) from DAC coun¬

tries. The same year about 5 per cent of
DAC Members' ODA was allocated to

projects co-financed with NGOs. Apart

from a few exceptions, NGOs remain small

although their contributions may constitute

a significant proportion of the development

resources available in some of the poorest

and smallest countries. Similarly, some

NGO RESOURCES FOR DEVELOPMENT AND RELIEF ACTIVITIES

1985

Private Grants Extended DAC Members' Official

by NGOs Contributions to NGOs

US$ million
$ per capita

US$ million Percentage

equivalent equivalent of total ODA

Australia 52 3.30 13 1.7

Austria 18 2.38

Belgium 23 2.33 28 6.4

Canada 171 6.74 142 8.7

Denmark 16 3.13 7 1.6

Finland 13 2.65 4 1.9

France 65 1.18 43 1.1

Germany 424 6.95 174 5.9

Ireland 22 6.18 2 5.1

Italy 8 0.14 39 3.6

Japan 101 0.84 41 1.1

Netherlands 98 6.77 69 6.1

New Zealand 8 2.46 1 1.9

Norway 52 12.54 34 5.9

Sweden 78 9.34 41 4.9

Switzerland 54 8.27 41 13.6

United Kingdom 169 2.98 28 1.8

United States 1 513 6.32 803 a 8.5

Total DAC countries 2 885 4.13 1 510 b 5.1

a) Fiscal year. Includes $32 7 million related to food aid, excludes an additional $243 million for emergency
programmes administered by private voluntary organizations. Also includes subcontracting of the latter in

addition to matching grants.

b) In addition, the Commission of the European Community contributed $32 million for co-financing NGO
projects (and $44 million for food aid, as well as $35 million for emergency aid channelled through
NGOs).

ties that bigger institutions may lack. NGO

staff, although not always as highly qual¬

ified or experienced as others, are usually

very committed to their work and can

operate more flexibly, subject to fewer

rules and regulations, and hence more

rapidly. NGOs devote more of their funds to

supporting local community initiatives and

covering their running costs on the ground

rather than providing hardware, imported

materials and expatriate personnel. That

policy of "investing in people" also goes

hand in hand with a willingness to experi¬

ment and take risks, especially in the

search for suitable technology and the

more appropriate solutions in environ¬
mental terms.

In general, NGOs obtain most of their

funds from voluntary donations; official

contributions represent on average about

one third of their expenditures. In 1985,

NGO grants from privately raised funds

sectors of activity are particularly heavily

supported by NGOs; the World Bank esti¬
mates, for instance, that NGOs contribute

$1 80 million annually to rural water supply

schemes, three times the outlays of UNI¬

CEF, the leading UN agency in that field,
and three times the volume of loans

advanced by the Bank itself for such
schemes.

"NGOs of the South"

A particular feature of the 1 980s has

been the appearance of local partners in

developing countries the so-called

"NGOs of the South". Often started by
developing countries' innovators, they are

also a consequence of the policy pursued

by the NGOs of DAC Member countries

over the past few decades: nurturing "local

potential" in partner groups in the country

where they are active, training local people

and encouraging them to take responsi

bility for the projects they have sup¬
ported.

Examples of this training effort on the

ground are two regional training institutes
in West and Central Africa - CESAO and

INADES. Both were founded in the 1960s

by members of Christian religious orders
and were set up to advance the vocational

potential of local people irrespective of

creed. They are funded from both official

and voluntary sources and have developed

the capacity to respond to a variety of
training needs. Over the years, tens of

thousands of people, most of them at the

grass-roots level, have received training
from non-profit institutions of this kind,

established by NGOs. This is another factor

that has largely contributed to the emer¬

gence of NGOs of the South.

It was estimated in 1 985 by the Club of

Rome that local NGOs may involve as many

as 60 million people in Asia, 25 million in

Latin America and 12 million in Africa.

They have thus become significant agents
and catalysts of development in their res¬

pective countries. Some of these NGOs of

the South include not just voluntary agen¬
cies as they are understood elsewhere but

also small groups of farmers, villagers or

women whose objectives are to improve

their own living conditions. These local

groups may be combined in federations or

associations at district or national level.

There are plenty of examples of the

potential of local self-help organizations. In

Mali, for instance, the Dogon have always

lived under the menace of neighbouring

peoples and have retreated to live in

villages on rocky land around the Bandia-

gara cliffs. Despite the fact that it was

virtually impossible to cultivate the land

there, the Dogon have developed a survival

strategy that makes optimal use of the soil

and relies on close co-operation among

members of their ethnic group. A rural

development project supported by the

Dutch NGO CEBEMO began there on a

small scale in 1970, entailing recurrent

training at CESAO. The project gradually

expanded to take in activities like creating

seed banks, establishing village pharma¬

cies, giving aid for the purchase of agricul¬

tural tools, organizing village stores, drilling

for water and installing water catchments

for vegetable gardens on soil that has to be

carried uphill basket by basket. This was

the beginning of far-reaching change. The

project continued and now involves some

50 villages in the area, most, but not all of

them, inhabited by Dogon people.

In Bangladesh, a small relief agency

created locally in 1 972 has developed into

the biggest rural development NGO in the

country. Called the Bangladesh Rural

Advancement Committee (BRAC), it em¬

ployed over 1,500 workers by 1982 and

was assisting more than 16,000 families

with various development services, in-

11



Constructive use

of the dry season
in the Sahel.

eluding credit and marketing facilities for

agricultural, fishing, livestock farming and
weaving. More recently, it has added prev¬

entive health services (oral rehydration,
immunization) to its range of activities. Its
work is organized around local groups of
20-30 people, all from the poorest half of
village populations- landless labourers,

fishermen and destitute women. The pro¬
cess of group organization is based on

informal, functional literacy courses where

people learn to identify their problems and

seek solutions. These include the leasing of
land by groups of labourers, the processing
of paddy by groups of women and the

provision of credit to fishermen for the

purchase of boats. In a study of rural
employment in Bangladesh, the World

Bank singled out Bangladeshi and foreign
NGOs for their achievements, recom¬

mending that they be associated with

governmental programmes in future to

increase the usefulness of these pro¬
grammes.

Similar recommendations have just been
made by the Inter-State Committee of

Sahel countries and the Club du Sahel.

Participative structures, including African
agricultural producers, should contribute,

together with governments, to the design
and implementation of programmes ur¬

gently needed for the creation of a regional

cereals market, to reverse the growing
marginalization of the poorer rural popula¬
tions and the progress of desertification.3

Not all local groups are successful,

however, suffering from a lack of

resources, marketing and transport facili¬

ties, technological know-how or general
managerial experience. Such deficiencies

may frustrate genuine efforts and prevent

even the minimum accumulation of capital

that is necessary to break through the
vicious spiral of poverty.

One key to the effectiveness of local

self-help organizations lies in their relation¬

ships with funding agencies in developed
countries. It has been demonstrated that

for a development project to continue
successfully once foreign assistance has
been terminated, there has to be an effec¬

tive transfer of managerial responsibility to
the local group at the earliest possible

stage. However, responsibility is not

always delegated by the supporting agency

and training of local people in management
and accounting is often neglected. The

external agency too frequently wants to be
seen to "achieve" and hence substitutes for

local efforts.

People at the local level may have little

financial control and little or no say in the
policies and programmes implemented by
their organizations. A frequent example
occurs where groups at village level are
wholly or largely composed of women,
while no women are to be found in the

higher echelons and no programmes for
women included in the organization's plan
of action. Since relations with donors and

national services are the responsibility of
these higher echelons, the concerns of

those on the ground may never get a fair
hearing. As far as women are concerned,
many societies in the Third World still have

little regard for them, their pain, their
labour and constraints, and their contribu¬

tion to families' income. However, in some

countries, remarkable women's organiza¬
tions exist, such as the Self-Employed
Women's Associaton in India. This

problem is being recognized more widely
and two DAC member countries, the
Netherlands and Sweden, have established

sizeable special funds with their diplomatic
missions in several developing countries to
help fund women's groups and projects.

Facilitating the Flow of Funds

Even the most cursory look at funding
procedures and forms for requesting aid for
a voluntary project shows that many agen¬
cies focus almost exclusively on the aid
portion of what should be a combined

effort, paying little attention to local inputs.
Funds may be transferred in instalments,
each one depending on an interim financial

report on the progress of the project, which
can mean funds arrive late. Indeed, the

timetable laid down may bear no relation to
local seasonal conditions and work sche¬

dules. Problems of this kind have prompted
a search for more flexible funding proce¬
dures, such as making lines of credit
available on the spot as and when external

inputs are required.

An example: the dry season in the Sahel

is a time of unemployment when water

catchments can be built, roads improved,

etc. A major African NGO has been set up
by rural people in Burkina Faso, with similar

groups in Mali and Senegal. The extension
of credit lines to this NGO (the "Six S's"4)
by Dutch and German NGOs and Swiss

official aid enables it to make effective use

of the dry period for environmental

improvement and income-raising activi¬
ties.5 That may demand a good deal of
trust in the maturity of the local group and
call for appropriate monitoring and account¬
ability.

Transparency in accounting is clearly
essential, but the most important require-

3. Communiqué of the CILSS (Comité permanent
inter-Etats de lutte contre la sécheresse dans le

Sahel) and Club du Sahel Secretariats on the meeting
in Mindelo, Cape Verde, December 1986: Final
Recommendations.

4. "Se Servir de la Saison Sèche en Savane et au

Sahel".

5. See Bernard Lecomte, Project Aid: Limitations

and Alternatives. Development Centre Studies,
OECD, 1986.
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Two important roles of the

NGOs of the North: raising

funds and generating public
awareness.

ment is sufficient funds in the first place.

Many NGOs of the South are inhibited by a

lack of resources, not so much for projects

as for their own institutional development

and overheads, a prerequisite for their

support for specific projects. Their leaders

have to spend an inordinate amount of time

and energy looking for potential sources of

funds. One approach for overcoming these

problems has been pioneered by USAID, by

establishing special funds in individual

countries, administered by local aid mis¬

sions, which are accessible to local as well

as American and international NGOs.

These "umbrella" grants have been suc¬

cessful in Asia and are now being tested in

four African countries (Kenya, Senegal,
Somalia and Zaire). The U.S. Congress has

also set up an African Development Foun¬

dation to support local self-help develop¬

ment initiatives; the Foundation started

work in 1 984 with a budget of $4.5 million
for that year. Canada in 1 986 earmarked

$20 million for use by African NGOs over

the next five years, with technical backing

from the United Nations Development Pro¬

gramme. A special unit in the German

Ministry of Economic Co-operation sup¬

ports experimental programmes to make

credit available for self-help initiatives by

the poor.

Co-Operation Between NGOs

Closer co-operation between NGOs from
both the North and the South in individual

developing countries would also contribute

to greater effectiveness. In some African

countries, for example, national councils of

NGOs have been established, like the one

operating in Mali which started during the

recent emergency. There is a similar need

for national technology centres, such as

the one set up at Kumasi in Ghana; they

would eliminate the repetitive need for
different users to look for models and

manufacturers each time. These centres

would be accessible to all users and could

serve for demonstration and training as
well.

Shared in-country institutions and struc¬
tures make it easier to focus on the

requirements of local partner groups and

populations, learning from each other's

experience, and ensuring continuity. They

may also facilitate the dialogue with the

official sector: national governments and

foreign aid. These factors are important to
the extent that NGOs cannot themselves

replicate activities on a large scale.

Between NGOs of the North as well,

more co-operative attitudes are emerging.

The European Commission took the lead

1 0 years ago with the creation of a Liaison

Committee of NGO representatives elected

by member-country NGOs. Within coun¬

tries, too, there have been moves towards

closer co-operation between NGOs, in

recent years, especially in France and the

United States. France has set up a perma¬
nent commission to act as a forum for

discussion and concertation between the

official and voluntary sectors. In the United

States, over 100 private voluntary organi¬
zations have created their own association

called INTERACTION. Permanent consulta¬

tive structures among NGOs have existed

for a long time in some other DAC coun¬

tries, such as Australia and Canada. Fur

thermore, co-operation between NGOs in

different countries continues to be pro¬

moted by the International Council of

Voluntary Agencies (ICVA), which has affil¬
iates from most OECD countries (including

now from Japan) and most recently from

the Third World as well. Equally relevant,

South-South contact among NGOs and

sharing of appropriate technology is now

promoted by a networking voluntary

agency, IRED ("Innovations et réseaux pour
le développement").

One Planet

It is now being suggested that some

divison of tasks will be appropriate in the

longer term, with NGOs of the South

conceiving and implementing projects on
the ground while NGOs of the North

concentrate on fund raising and informing
public opinion through development educa¬
tion activities.

One promising feature of strengthening
North-South relations at other than gov¬
ernment level is the multiplication of "twin¬

ning" and sponsoring arrangements linking
towns, villages, associations and institu¬

tions in developed and developing coun¬
tries. NGOs are involved in this movement.

For instance, most of the project requests
in a European programme of decentralized

co-operation for small water projects in

Africa are prepared by NGOs. In addition to

providing funding and technical assistance,

twinning arrangements can be particularly
valuable in the field of "development edu¬

cation", providing links between individu¬
als, families and institutions over time.

Together with the introduction of devel¬

opment education in schools, the emer¬

gence of a tissue of partnership arrange¬

ments could go a long way to making the

world more of a "global village". NGOs

have often showed the way and their
activities bridge the distances and differ¬

ences between North and South. They are

associated with improving living conditions
for people who often strive to obtain their

next meal. Their knowledge of the plight of
the most impoverished inhabitants of our

planet and their awareness of the potential

of people for overcoming poverty need to

be shared as widely as possible and their

efforts to combat misery given the stron¬

gest support.
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Policies for People on the Move
The Future of Migration

The labour shortages that

attracted major inflows of

immigrant workers to several

European OECD countries in
the 1950s and 1960s have

given way in the 1980s to

persistent surpluses, i.e. high
rates of unemployment. But,

as a major OECD Conference

on the Future of Migration

held recently was told,
differences in economic

conditions between the more

and less developed regions of
the world will continue to

attract migrants from one

country to another. With

strict controls now imposed

on the numbers entering host

countries legally, many OECD

countries are facing a

growing problem illegal

immigration. The following

article highlights some of the

views expressed by scholars

of international migration
during the conference1 .

f

European OECD countries essentially

stopped recruiting labour in the early

1970s, when the first oil-price rise

brought the post-war economic boom in

the industralized world to an abrupt halt.

Since then, immigration into the main

receiving countries has been subject to

strict controls, and most of the legal

immigration now taking place within the

OECD area is permitted only for the pur¬

pose of reuniting families and other social

or humanitarian reasons. In the receiving

countries outside Europe, anyone entering

the labour market from another country is

normally required to have guaranteed

employment already lined up. In most

European receiving countries (Belgium,

France, Germany, the Netherlands, and

Sweden) there are explicit bans on the new

recruitment of foreign labour from outside
the areas of free movement (the Common

Market, and the Nordic Common Labour

Market).

While the capacity of the traditional

receiving countries to absorb new inflows

of foreign labour has been greatly reduced

in the 1 980s, there are now many more
countries in the world whose economies

cannot provide jobs for new entrants to the
labour market than was the case in the

1960s. It is estimated that the annual

increase in the working-age population of

the world's developing countries is now

about 60 million, compared with around
29 million in the mid-1960s. Thus demo¬

graphic factors alone will be a major push

factor driving people in slow-growth devel¬

oping countries to seek opportunities else¬

where. Despite the high level of unemploy¬

ment in many industrialized countries, eco¬

nomic conditions in the developed world

will remain attractive enough to encourage

many would-be migrants to knock on its

doors. Only if and when international eco¬

nomic conditions improve substantially will

there be a likelihood that the pressure to

emigrate recede in the most advanced

developing countries.

In the OECD area as a whole, and

especially in Europe, the demand for for¬

eign labour will probably remain low in the

short and medium term. At the same time,

there is a feeling in many of these countries

that the immigrant population is already

large enough and that immigrants are a

threat to employment, although there is no

reliable evidence to support this conten¬

tion. Hence there is little prospect in the
foreseeable future that OECD countries will

alter their policies of restricting the entry of

new immigrants.

1 . The Future of Migration, OECD, Paris, forth¬
coming.
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Assessing the Effects of

Migration

Traditionally, it was assumed that

migration was beneficial to both sending

and receiving countries, but the first oil

crisis in 1973 and subsequent unemploy¬

ment and the emerging need for structural

change may have changed people's

assessment of the relative advantages.

As far as the receiving countries are

concerned, the economic considerations

are relatively clear-cut: just as it had

obviously been beneficial for receiving

countries to import foreign labour when

their economies were booming, so it

became necessary to restrict the inflow

with the onset of the post-1 973 recession

and the advent of a prolonged period of low

growth.

As far as the sending countries are

concerned, the arguments are less cut and

dried. Whereas in the past it was consid¬

ered economically advantageous to be able

to export surplus labour, now it is fre¬

quently argued that economic develop¬

ment may have been retarded by allowing,

or even encouraging, a large part of their

workforce to emigrate.
Some observers think that instead of

being seen as a short-term benefit for the

sending countries because of emigrants'
remittances and the alleviation of unem¬

ployment emigration should now be con¬

sidered to have a number of negative

long-term effects in the shape of a loss of

work skills and manpower, increased infla¬

tion, weakened regional structures and the

diversion of productive resources into con¬

sumption-oriented investment. The indus¬

trialized countries' recruitment of foreign

workers during the 1 960s and early 1 970s

created a structural dependence on the

part of the sending countries that is now

creating severe socio-economic problems
in the difficult economic circumstances of

the 1980s.

The management of migration has to be
set in the context of the economic devel¬

opment strategy of developing countries,

since emigration is essentially a reflection

of sending countries' economic deficien¬
cies. Most are semi-industrialized countries

with limited resources, incomplete eco¬

nomic and industrial infrastructures, un¬

developed markets at both national and

regional level and inherent socio-cultural

rigidities that resist modernization and

technological change. Instead of a passive

panacea for overcoming short-term diffi¬

culties, migration has to be regarded as a

positive contribution to solving underlying

problems. To that extent there should be

greater co-operation both among sending

countries and between sending countries

and receiving countries in managing migra¬

tion to their mutual advantage.

A Second Generation of

Foreigners

For the industralized countries, the main

challenge today is to meet the needs and

demands of their existing stock of immi¬

grant labour rather than to absorb new

inflows. Many of these countries assumed

that the immigrants who flooded in would

only stay temporarily and would subse¬

quently return to their home countries. As it

is, many found permanent work, and,

instead of going back "home", brought

their families over to join them. The propor¬

tion of women and economically inactive

people has risen considerably in European

receiving countries as a proportion of their

total immigrant inflows in recent years and

the demographic consequences of this shift

have led to some resistance to immigration

for family reunion in certain countries. The

relatively high birth rates in some immi¬

grant communities also means that the

existing stock is expanding rapidly and

that, in many countries, the natural

increase in the size of the foreign popula¬

tion is as large as, if not greater than, the

net migratory balance.

The result of the long-term processes

engendered by immigration is the emer¬

gence of a second or third generation of

young foreigners who often have only a

rudimentary knowledge of their parents'

native country and language. By the begin¬

ning of the 1980s, the under-25s

accounted for between 37 and 51 per cent

of the foreign populations of six of the

biggest European receiving countries, con¬

siderably more than the average share of

that age group in the total national popu¬

lation (32 to 38 per cent). This develop¬

ment has obvious implications for the

labour market, especially as immigrant

labour (in which the children of immigrants

may be counted) comprises a distinct

sub-segment of this market in receiving

countries. Immigrants were recruited for

the simplest, least skilled, worst paid and

least secure jobs, and these posts are still

generally occupied by the original immi¬

grants. But there has been little upward

movement for these people so that no

room has been made for second generation

foreigners entering the labour market.

Moreover, some legal immigrants have

been displaced by even cheaper illegal

immigrants in the least interesting, most

insecure and ill-paid jobs.

As to the particular position of emigrants
from the Mediterranean basin in the

receiving countries of north-western Eu¬

rope, they are concentrated in unskilled

manual jobs, mostly in industry but also in

some service sectors, filling vacancies left

by the domestic labour force that has

gravitated into more highly skilled, better

paid work. To the extent that nationals of

the receiving countries refuse to move back

down into low-level employment, immi¬

grant workers do not represent a threat.

However, as low-skilled manual work in

manufacturing is gradually being elimi¬

nated by the introduction of automation

and new technology, the demand for

unskilled labour is diminishing and immi¬
grants are increasingly finding themselves

redundant and doomed to long-term unem¬
ployment. The adjustment of the industral¬

ized economies has thus fallen dispropor¬
tionately heavily on immigrant labour.

Theoretically, southern European coun¬

tries have a great opportunity to attract the
kind of labour-intensive industries that are

moving from north-western Europe to¬

wards low-wage economies, but that is not

happening much in practice. That is why
there remains considerable pressure to

emigrate from the Mediterranean basin,

especially as the mechanization of agricul¬

ture is continuing to displace large numbers

of farm workers. Hence, despite a steady
rise in the educational and skill level of the

workforce in these countries, there will

continue to be pressure for people to
migrate northwards.

On the other hand, some of the European

countries, such as Italy, Greece and Spain,

are managing to close the prosperity gap
with other countries, and there is now

remigration back to these countries and

this trend could accelerate. Moreover,

some of these countries are now becoming
hosts to surplus labour from North
Africa.

Improving Immigrants' Job

Prospects

Remigration or repatriation is one solu¬
tion for the receiving countries that now

have to cope with large immigrant commu¬

nities and high rates of unemployment. As

long as the economic recovery in Europe is

capital intensive and hence does not gen¬

erate much new employment, there seems

little prospect of finding jobs for unem¬

ployed immigrant workers: the vacancies

that exist today are mainly for more highly-
skilled labour.

Although some host countries in Europe

have endeavoured to induce immigrants to

return home, one should not expect any

dramatic movement in that direction so

long as there remains a major economic

imbalance between sending and receiving

countries. Neither encouragement nor

incentives are likely to persuade immi¬

grants to return to countries where

employment prospects are extremely lim¬

ited. Countries like France, Germany and

the Netherlands, which introduced mea¬

sures designed to help immigrants return to

their home countries (repatriation allow¬

ances, occupational training) with good

chances of employment, have found these
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are only effective under special circum¬
stances.

In the absence of this solution, countries

with large pools of unemployed, low-
skilled immigrant labour need to facilitate

their passage into higher level jobs. That
means the labour market needs to be

decompartmentalized to bring about a
higher degree of substitution between for¬

eign and national workers. Young for¬
eigners in particular need to be well trained.

Building greater flexibility into the labour
market through increased inter-sectoral

and inter-occupational mobility would help
to overcome the current problem of man¬

power shortages in certain sectors and

occupations despite high unemployment.

Finding jobs for immigrants is only part
of the broader task of effecting their
complete integration into the national com¬

munity. Indeed, insofar as immigrants are
more likely to find themselves without

employment than the nationals of their

adopted countries, it is doubly important to
facilitate their social and political assimila¬
tion. For that, it is not sufficient to establish

the political and social rights of newcom¬
ers, nor even to combat discrimination:

positive policies to promote the involve¬

ment and participation of immigrants in
community and political life are needed as
well.

The three OECD countries created by
emigrant settlers -Australia, Canada and

the United States- have adopted policies

and programmes that might help others
faced with more recent inflows to enable

their immigrants become full and integral
members of the national community. These
include schemes for admitting special cate¬

gories of victims of political, religious or

other persecution, the funding of voluntary
agencies providing services for immigrants,
and the provision of full and accurate

information about immigrants and ethnic

minorities for the benefit of the public at
large, as well as the establishment of

information services for immigrants them¬
selves. The essential thing is to make
immigrants and their families full members

of society and include their status in

legislation which is the visible expression of
a coherent example.

One of the necessary prerequisites for
integration into a host society is that
foreigners be granted legal security guaran¬
teeing them permanent residence and the

right to work. While considerable progress
has been made in recent years, many
foreign citizens still face insecurity before
the law, which is an important impediment
to their integration.

Against Illegal Immigration

At the same time as consolidating the
situation of immigrants already on their
soil, developed countries will continue to

apply entry restrictions to limit the inflow of

newcomers and thus keep the problems

associated with the integration of their

existing immigrant communities within

manageable proportions. All receiving
countries, whether the traditional "open-

door" ones to which immigrants came to

settle permanently or those that brought in
foreign labour to meet a domestic shor¬

tage, have adopted similar admission poli¬

cies. These are designed to prevent the

stock of foreign labour in their countries

from expanding exessively while allowing

families to join immigrant workers already

admitted and enabling asylum to be given
on political or humanitarian grounds to the

growing number of people seeking it.

However, excessively strict admission
policies may have adverse effects, such as

encouraging illegal immigration and re¬

tarding the integration of existing immi¬
grants. Although illegal immigrants have

few rights, that does not appear to be any
discincentive to the millions of discon¬

tented people desperate to leave their
native countries. All OECD countries are

now confronted with the problem of stem¬

ming the growing tide of illegal immigration
and all are agreed that it has to be resisted

as firmly as possible. There is little point in

trying to limit the number of legal immi¬
grants applying for entry by the front door if

the back door is wide open and unguarded.
For countries which cannot provide full
employment for their existing populations

and cannot therefore accommodate any
new immigrant workers, the entry of illegal
immigrants is particularly unwelcome.

The most important and effective way of
tackling the problem of illegal migration is

to ensure that the employment of illegal
immigrants is no longer in the common

interests of both employers in the receiving
countries and the illegals themselves, since

that is at the root of the problem.

Employers should be prevented from

offering jobs to undocumented immigrants
by measures that make it unprofitable for

them to do so, while they must be required
to offer legal jobs to those who are entitled

to them, whether foreigners or nationals.

Policing national frontiers to prevent the

entry of unauthorized aliens can be an

expensive business, especially for countries

with long land borders. Tough action will

continue to be necessary at that level for as

long as the push pressures at source are as

great as they are today. These are exacer¬

bated by the governments of many devel¬
oping countries which continue to seek to

alleviate the strains on their economies by
exporting their labour surpluses. It is thus in

the interests of developed countries to

work towards more effective and produc¬

tive North-South co-operation with a view

to stimulating the economic development

and employment creation capacity of

developing countries.

What are the
Real Differences

in

Living Standards
between Countries?

Purchasing Power Parities (PPPs) are
the rates of conversion which equalize
the purchasing powers of different
currencies i. e. make it possible to buy
the same basket of products every¬
where. To calculate PPPs, detailed

comparisons are made between the

prices of individual goods and services
in different countries. Special price

surveys were carried out for this pur¬
pose by OECD and Eurostat in 1985.

The first results are shown on pages
4-5 (line 4) of the statistical supple¬
ment.

When prices are converted into
dollars (or any other common
currency) at exchange rates, as
is often done, considerable dis¬

crepancies are frequently found between
the resulting dollar price levels for dif¬
ferent countries. This means that the

differences observed between countries

for a statistical aggregate, such as GDP
per capita, are likely to reflect discrepan¬
cies in the dollar price levels as much
as differences in the quantities of goods
and services produced.

While, in nominal terms (i.e. converted

at exchange rates), some countries, espe¬
cially Japan, have recently moved much
closer to the United States, this nar¬

rowing of the gap almost entirely reflects
an upward movement in the dollar prices
inside Japan relative to actual U.S. prices.
The narrowing does not mean that Japa¬
nese citizens are becoming almost as rich
as U.S. citizens.

In order to make real comparisons of
productivity or living standards, it is
necessary to eliminate price differences

between countries by converting the GDP
figures by means of PPPs. This shows
that, in volume terms, the U.S. per capita
GDP continues to be well ahead of that of

most other OECD countries, except
Canada, where it is about 90 per cent of
the United States level.

Within Europe, three main groups of
countries can be identified: a high income
group - Norway, Luxembourg, Sweden,
Denmark, Germany - with per capita GDP
between about 75 and 85 per cent of the
U.S. level; a middle-income group Fin¬
land, France, Netherlands, United King¬
dom, Belgium, Austria - 60 to 70 per
cent; a low-income group - Spain, Ire¬
land, Greece, Portugal - 30 to 50 per
cent. Italy falls between the low and

middle-income groups with a per capita
GDP of about 57 per cent of that of the
United States.
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The OECD OBSERVER presents in this issue a set of tables showing the diversity of the
economies of the twenty-four Member countries of the Organisation. Unless otherwise
stated, these tables set forth the final statistics for the year 1 985 . They are not intended
to provide all the comparative data needed for an understanding of each country's jÂ
economic situation in relation to the OECD group as a whole ; they give some idea,
however, of the economic pattern in the individual countries.

For further information, readers are referred to other statistical publications of ^à
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Trade, Labour Force Statistics, Statistics of National Accounts, Financial

Statistics, Sectoral Statistics, Agricultural Statistics, etc.
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Because of frequent statistical

revisions, figures may be noti¬
ceably different from those

published in the preceding
'OECD Member Countries'.

AREA

1,000 sq. km

AGRI¬

CULTURAL

AREA

1,000 sq. km
1984

TILLAGE

1,000 sq. km
1984

AUSTRALIA 7,686.8 4,866 481.1

AUSTRIA 83.9 35 15.2

BELGIUM 30.5 14 7.6

CANADA 9,976.1 704 465.8

DENMARK 43.1 29 26.3

FINLAND 337.0 25 23.3

FRANCE 547.0 312 188.1

GERMANY 248.6 120 74.4

GREECE 132.0 92 39.7

ICELAND 103.0 23 0.1

IRELAND 70.3 58 9.7

ITALY 301.2 172 122.3

JAPAN 372.3 54 47.8

LUXEMBOURG 2.6 1 0.6

NETHERLANDS 37.3 20 8.7

NEW ZEALAND 268.7 145 4.7

NORWAY 324.2 9 8.5

PORTUGAL 92.1 41 35.4

SPAIN 504.8 312 205.4

SWEDEN 450.0 36 29.9

SWITZERLAND 41.3 20 4.1

TURKEY 780.6 364 274.1

UNITED KINGDOM 244.8 186 69.9

UNITED STATES 9,372.6 4,314 1,899.1

POPULATION CRUDE

BIRTH

RATES

per thousandthousands per sq. km

15,752 2 15.1

7,555 90 11.5

9,857 323 11.5

25,379 3 14.9

5,113 119 10.6

4,901 15 12.8

55,162 101 14.1

61,015 245 9.6

9,950 75 11.7

243 2 17.1

1984

3,562 51 17.5

57,128 190 10.1

120,754 324 12.5

366 141 11.1

14,484 388 12.3

3,279 12 15.6

4,148 13 12.4

10,230 111 12.3

38,602 76 12.5

8,350 19 11.8

6,530 158 11.6

49,841 64 31.0

56,618 231 13.3

239,283 26 15.7



TOTAL LABOUR FORCE
UNEMPLOYMENT

RATE

as % of total

labour force

1986

thousands

of

which;

Females

%

Female

Labour

Parti¬

cipation
Rate

%

7,343 38.4 54.3 8.1 8.0

3,355 39.5 51.1 3.6

4,202 39.8 50.4
1984

12.0

12,716 42.4 62.4 10.4 9.5

2,753 45.6
73.8

1984
7.3

2,630 47.5 75.0 6.2

23,892 41.8 55.0 10.1 10.3

27,846 38.7 50.4 8.3

3,892 35.4
40.4

1984
7.8

116

1984

1.3
1984

1,299 29.6 37.0
1984

17.4

23,587 35.0 41.3 10.5

59,634 39.7 57.1 2.6

164 33.9 42.5
1984

1.8

5,946 34.0
40.8

1984
12.8

1,399 36.1 46.0
1984

4.1

2,064 43.5 68.3 2.5 1.9

4,505 40.9 58.2
1984

9.0

14,017 30.0 33.3 21.5

4,424 47.1 78.0 2.8 2.7

3,201 37.0 53.3 0.9

18,769 30.3 40.7

1984
16.3

27,594 40.4 59.8 11.5 11.6

117,167 43.7 64.0 7.1 6.9

TOTAL CIVILIAN EMPLOYMENT

thousands

of which:

AGRICULTURE

FORESTRY INDUSTRY SERVICES

AND FISHING

% % %

6,676 6.2 27.7 66.1

3,235 9.0 38.1 52.9

3,607 2.9 29.7 67.4

11,311 5.2 25.5 69.3

2,522 6.7 28.1 65.2

2,427 11.5 31.9 56.6

20,916 7.6 32.0 60.4

25,011 5.5 41.0 53.5

3,588 28.9 27.3 43.8

114

1984
10.6 36.8 52.6

1,056 16.0 28.9 55.1

20,509 11.2 33.6 55.2

58,070 8.8 34.9 56.3

160 4.2 33.4 62.4

5,083 4.9 28.1 67.0

1,329 11.1 32.4 56.5

2,012 7.2 27.8 65.0

4,029 23.2 35.3 41.5

10,623 17.6 31.8 50.6

4,299 4.8 29.9 65.3

3,171 6.6 37.7 55.7

15,213 57.3 17.6 25.1

24,089 2.6 32.4 65.0

107,150 3.1 28.0 68.9
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GROSS

DOMESTIC

PRODUCT

at

market

prices

at current

prices 1986
and exchange

rates

billion US $ 1985

(J61.4)

155.11

194.0)

66.05

(111.0)

79.08

(358.8)

346.03

(80.4)

57.84

(70.5)

54.03

(705.5)

510.32

(890.0)

624.98

139.1)

32.78

(3.5)

2.66.

(25.1)

18.25

(504.0)

358.66

(1.958.5)

1,327.95

(5.1)

3.57

(171.1)

124.97

(25.9)

21.95

(68.7)

57.91

(28.9)

20.69

(226.7)

164.25

(131.5)

100.25

(134.0)

92.69

(59.0)

52.70

(544.7)

449.73

(4,166.8)

3,946.62

average 1980_85 %
annual

v°,ume 1985-86 %
change

3.0

11.25)

1.6

(2.25)

0.6

(2.0)

2.6

(3.0)

2.4

(2.75)

2.7

(1.5)

1.1

(2.0)

1.3

(2.75)

1.0

(0)

0.7

(5.5)

1.8

(1.5)

0.9

(2.5)

3.9

(2.25)

2.4

(2.25)

0.7

(1.5)

3.3

(-0.75)

3.1

(4.25)

1.0

(4.25)

1.4

(3.0)

1.8

(2.25)

1.3

(2.0)

4.9

(7.75)

1.9

(2.25)

2.4

(2.75)

per capita at current
prices in US $ using

current exchange rates
9,847 8,743 8,022 13,635 11,312 11,024 9,251 10,243 3,294 10,958 5,123 6,278 10,997 9,745 8,628 6,746 13,960 2,032 4,255 12,006 14,195 1,057 7,943 16,494

per capita at current
prices in US $ using

purchasing power parities
(PPP)

10,610 10,718 14,959 12,322 11,421 11,333 12,158 5,914 7,062 9,445 11,666 13,636 11,332 10,404 14,098 5,212 7,629 12,586 10,882 16,494

FINAL PRIVATE

CONSUMPTION EXPENDITURE

% of GDP at current prices

60.4 56.6 65.1 57.4 54.9 53.7 64.7 56.6 65.5 60.6 56.8 62.1 58.4 56.0 59.0 59.4 48.6 67.7 64.4 51.3 61.9 73.5 60.4 65.5

CURRENT

GOVERNMENT

EXPENDITURE

AND REVENUE

current disbursements

% of GDP

33.4
1984-85

45.2 52.3 43.7 56.7 37.7 49.4 43.4 43.2 28.3
50.4
1984

51.9
27.1

1984

47.8
1982

55.2 44.0
37.5
1981

34.7
1984

59.6
1984

30.9
44.8

1984
35.3

current revenue

% of GDP

34.1
1984-85

47.7 46.5 38.9 57.0 40.5 48.5 45.4 34.6 33.4
44.3
1984

44.1
30.3
1984

53.0
1982

54.4 56.1
33.2
1981

33.2
1984

59.8
1984

34.4
42.8
1984

31.1

GROSS FIXED

CAPITAL

FORMATION

private and

public

total % of GDP

at current prices
24.4 22.3 15.9 19.6 18.5 23.4 18.9 19.5 19.0 21.5 20.9 18.2 27.5 20.2 18.6 25.4 21.7 21.8 19.1 19.1 23.8 19.8 17.2 18.6

machinery and

equipment % of GDP
at current prices

10.4

1984-85
9.6 5.2 6.6 8.6 8.9 9.4 8.4 7.9 6.8

11.6

1984

7.9
10.1

1984

8.9

1982
9.3

12.3
1984

6.3
13.7

1981
7.4 9.1 8.0

9.1

1982
8.5 8.4

NET NATIONAL SAVINGS

RATIO

% of GDP

12.6 12.1 6.6 7.6 6.0 9.5 6.2 9.6 3.4 3.7 8.8 7.7 17.8 54.0 13.8 13.0 16.3 (18.8) 9.2 6.3 19.7 (13.3) 7.3 3.7

NET OFFICIAL DEVELOPMENT

ASSISTANCE

to developing countries

and multilateral agencies
% of GNP

0.49 0.38 0.54 0.49 0.80 0.40

0.78
0.54

DOM/TOM

Excluded

0.47 0.24 0.31 0.29 0.91 0.25 1.03 0.86 0.31 0.34 0.24

GROSS DOMESTIC EXPENDITURE

ONR&D

% of GDP

1.0
1983

1.3
1.5

1983
1.4 1.3 1.5 2.3

2.5
1983

0.2
1981

0.8
0.8
1984

1.4
2.6

1984
2.0 1.5

0.4
1984

0.5

1983

2.6 2.3
1983

2.3
1983

2.8

TRADE BALANCE

(goods and services)
% of GDP

-2.7 0.2 2.2 2.8 0.2 1.1 0.2 3.6 -11.8 0.7 2.3 -0.6 3.6 5.5 4.9 -3.2 7.9 -2.1 2.3 2.4 0.5 -2.7 1.2 -3.0

TOTAL OFFICIAL RESERVES

million SDR

31.12.1986

6,202 5,778 5,724
BLEU

3,348 4,116 1,528 28,635
30.11.86

45,443 1,283
30.11.86

255 2,658 18,661 35,394
5,724

BLEU
10,687 3,041

31.10.86
10,774 2,176

30.11.86

12,517
30.11.86

5,568 20,726 1,300
30.11.86

15,726 39,594
31.10.86



BLEU : Belgium-Luxembourg Eco¬
nomic Union.
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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 1986

at market rates

1.50 13.71 40.41 1.38 7.34 4.79 6.46 1.94 138.76 40.24

units per SDR
31st December 1986

1.83 16.77 49.42 1.69 8.98 5.86 7.90 2.37 169.70 49.21

IMPORTS

(goods only)

total (CIF)

million US $

from other OECD

countries

million US $

from rest of world

million US $

(excl. unspecified)

total imports

as percentage of GDP

at current prices

volume change of
total imports from

1980 to 1985

percentage per year

23,512 20,962 5»:?,?9 76,860 18,187 13,142
BLEU

107,145 157,589 10,227 906

18,385 16,277 4^84 68,732 15,301 8,911 79,675 121,554 6,476 799

5,074

15.2

BLEU

4,686
8,237

BLEU

31.7
67.8

BLEU

8,127 2,885 4,231 26,367 35,937

22.2 31.4 24.3 21.0 25.2 31.2

5.4 2.9
0.8

BLEU
4.2 3.5 0.8 0.9 1.9 6.7

INDUSTRIAL PRODUCTION

CHANGE 1986

(Dec. 85-Dec. 86)

9.6

Oct.

-2.3

Nov.

1.2

Nov.
-2.7

3.3

Nov.

-0.1

Nov.

-0.1

Nov.

-4.1

Nov.

INTERNA¬

TIONAL

TOURISM

1984

receipts as % of GDP

expenditure as % of

final private consumption

0.6

2.0

7.8

7.2

2.2

BLEU
1.0

4.0

BLEU

2.4

2.7 4.2

1.0 1.6

2.5 1.4

0.9

4.1

3.9

1.6

3,751 107

EXPORTS

(goods only)

total (fob)

million US $
22,617 17,217

53,667
BLEU

87,355 17,043 13,564 97,008 183,312 4,555 813

to other OECD

countries

million US $
13,270 12,788

i	

45,612
BLEU

79,208 14,326 9,109 71,059 146,714 3,169 731

to rest of world

million US $

(excl. unspecified)
8,831 4,429

7,605
BLEU

8,148 2,693 4,455 25,729 36,041 1,374 82

total export

as percentage of GDP

at current prices

14.6 26.1
64.9

BLEU
25.2 29.5 25.1 19.0 29.3 13.9 30.5

volume change
of total exports

from 1980 to 1985

percentage per year

5.7 6.0
3.0

BLEU
6.8 4.7 2.8 2.2 4.9 3.2

CON¬

SUMER

PRICES

increase 1986

%

(Dec. 85-Dec. 86)
9.8 1.1 0.6 4.2 4.3 3.4 2.1 -1.1 16.9 13.8

average annual
increase 1981 1986

% per year

8.2 3.9 5.7 5.8 6.3 6.9 7.4 2.6 20.4 42.5
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Irish

Pound
Lira Yen

Luxem¬

bourg
Franc

Guilder

New

Zealand

Dollar

Krone Escudo Peseta Krona
Swiss

Franc

Turkish

Pound
Pound Dollar

0.715 1,358.13 159.10 40.41 2.19 1.91 7.40 146.12 132.40 6.82 1.62 757.79 0.68 1.00

0.874 1,660.99 194.58 49.42 2.68 2.34 9.05 178.70 161.93 8.34 1.98 926.78 0.83 1.223

10,050 90,506 131,303
56,049

BLEU
65,407 5,981 15,494 8,148 29,910 28,480 30,438 11,323 109,915 345,276

9,263 58,000 52,096
47,584

BLEU
50,006 4,872 13,882 5,442 16,999 24,539 26,737 6,315 91,252 220,651

722 32,197 79,205
8,237

BLEU
15,399 1,081 1,612 2,635 12,908 3,941 3,701 5,003 18,478 124,624

55.1 25.2 9.9
67.8

BLEU
52.3 27.3 26.8 39.4 18.2 28.4 32.8 21.5 24.4 8.7

3.0 2.1 1.8
0.8

BLEU
2.1 4.2 4.1 2.7 3.5 4.4 7.7

10,383 78,400 177,221
53,667

BLEU
68,473 5,570 19,912 6,051 24,197 30,349 27,116 7,912 101,543

I

213,146

9,255 57,545 102,976
45,612

BLEU
59,562 3,789 17,663 5,165 16,984 25,658 20,815 4,084 79,623 132,134

1,012 20,077 74,243
7,605

BLEU
7,796 1,635 2,249 807 6,883 4,691 6,301 3,828 21,733 80,648

56.9 21.9 13.3
64.9

BLEU
54.8 25.4 34.4 29.3 14.7 30.3 29.3 15.0 22.6 5.4

8.8 4.4 7.3
3.0

BLEU
3.2 5.0 4.4 5.5 4.0 3.6 -3.2

3.2
4.2

Oct.
0.0 -1.4

>		

-0.1 18.2 8.9
10.6

Nov.
8.2 3.3 0.0

32.5

Nov.
3.7 1.1

9.0 11.3 1.8 5.3 2.9 11.6 7.8 21.5 11.1 7.4 3.1 37.2 5.5 3.8

8.0

Oct.

2.3

Nov.
-3.3

2.4

Nov.

-2.5

Nov.
6.1

15.1

Nov.

10.4

Nov.

2.8

Nov.
6.8

0.4

Nov.
0.7

2.7 2.5 0.1
2.2

BLEU
1.2 1.3 1.2 5.0 4.8 1.2 4.5 1.1 1.4 0.3

4.0 1.0 0.6
4.0

BLEU
4.1 3.4 6.3 1.7 0.8 3.5 4.9 0.7 2.4 0.7



INFANT MORTALITY AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

deaths in 1st year

per 1,000 live births
9.2

1984
11.0 9.4

8.5
1983

7.8 6.3 8.1 9.1 14.1
6.1

1984

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

"SWITZER¬
LAND

UNITED

KINGDOM

UNITED

STATES
TURKEY

8.9 10.9
5.9
1984

9.0 6.9 10.8
8.3
1984

17.8
7.0
1984

6.8 6.9 9.4
10.6
1984

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

grams per inhabitant and per day
1984

68 61
66

BLEU
64 80 65 83 69

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

70 59 46
66

BLEU
65 66 64 42 55 70 72 20 57 73

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

PUBLIC EXPENDITURE

ON EDUCATION 1984

5.8
6.3
1983

6.0 7.0
6.6

1980

5.6
1983

5.2
1981

4.4

1983

2.2

1979

as % of GDP of which:

associated

expenditure1
0.3

0.3
1983

0.4 0.6
0.4
1980

1.0
0.5
1981

0.3
1983

0.4
1979

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

6.1
1983

5.6
1983

5.0
1982

7.4

1983
6.5 4.5

6.7

1983

4.6

1982

2.6

1979
7.8 5.2 2.5

5.3

1983

5.8

1980

0.2
1982

0.4 0.3
0.3
1982

0.1
1979

0.8 0.1 0.1
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

82.2 76.0 70.2 85.8 60.1 71.2 84.8 72.1 86.8

incl. 85.4 91.4 82.1 89.0 64.1 77.4 92.3 76.9 101.5

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY2

UNITED

KINGDOM

UNITED

STATES

75.4 90.2 85.7 65.4 75.2 75.3 84.5 85.9 66.1 83.3 66.2 73.1 77.7

78.6 90.2 96.4 73.5 84.5 83.3 88.6 86.7 73.8 89.4 66.2 81.5 77.7

1 . Average earnings in manufacturing: one-earner family, 2 children. 1984.

. .
AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

total primary energy requirements

in tons of oil equivalent
4.94 3.67 4.34 9.19 3.81 5.51 3.55 4.39 1.85 6.05

IRELAND ITALY JAPAN
LUXEM¬

BOURG1

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

2.57 2.40 3.11 8.93 4.29 4.02 6.37 1.25 1.91 6.59 4.09 0.80 3.57 7.47

1. 54 per cent of total energy requirements 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
551 492 440

654

1984
783 617 608 621

355
1984

525
1983

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

265 448 555
548

1979
609 672

622
1984

180 363
890
1983

832 67
524

1984

760
1982

TELEVISION SETS

L

AUSTRALIA AUSTRIA BELGIUM CANADA DENMARK FINLAND FRANCE GERMANY GREECE ICELAND

number per

1,000 inhabitants
1983

311 303 369 357 360 178 293

R 429 481 432 375

IRELAND ITALY JAPAN
LUXEM¬

BOURG

NETHER¬

LANDS

NEW

ZEALAND
NORWAY PORTUGAL SPAIN SWEDEN

SWITZER¬

LAND
TURKEY

UNITED

KINGDOM

UNITED

STATES

. .
243 258 310

.
319 153 390 117

249 563 256 450 288 258 378 127 479 790

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



Better Implementation
of Environment Policies

What country these days does
not have an environment

policy, however complete or

well conceived? The problem
lies in the effective

enforcement of such policies,

a topic addressed in an OECD

report which offers

suggestions for improvement. 1

Empiricism was the order of the day

when, some fifteen years ago, en¬

vironmental protection policies

emerged in OECD countries. The most

urgent problems were dealt with case by

case in what amounted to an on-the-spot
search for the most suitable enforcement

procedures. The approach was above all

remedial; cure was needed before preven¬
tion. Thus the first matters tackled were

the most evident and copious forms of

pollution, such as the oxygen demand of

water bodies, sulphur oxides and particu¬

late matter in the atmosphere. Policies

were essentially "catch up" in nautre; the

focus was on ridding media of the accumu¬

lated pollution of the past, and even more

on fitting the offenders (factories, muni¬

cipal sewage plants, etc.) with anti¬

pollution equipment.

As this catching-up process progressed,

there was a growing awareness of the

complexity of environmental problems, a

complexity due mostly to numbers

multiplicity of pollutants (notably toxic

substances and waste), of pollution

sources (stationary, mobile and non-point),

of agents involved (private, public, indi¬
vidual and group). Other factors were

synergistic effects between pollutants and

the interdependence of receptors (air,
water, soil).

Gradually, the OECD countries turned to

anticipation and prevention (chart A). They
drew up long-term general plans and

endeavoured to improve the economic

efficiency of environmental quality man¬

agement, mainly through financial incen¬

tives. It was important not only to secure

the introduction of efficient pollution con¬

trol technology, but also to obtain the

continuing compliance of facilities gener¬

ating pollution. Toxic or dangerous sub¬

stances and new and non-point pollution

sources became the highest priorities. At
the technical level, the OECD countries

promoted "clean technologies" (involving,

1. Improving the Enforcement of Environ¬
mental Policies IOECD Environment Mono¬

graph No. 8).

A. THE ENVIRONMENTAL QUALITY MANAGEMENT CYCLE

1

2

3

4

Legislating
Standard setting
Authorizing
Imposing environmental
instruments

Enforcing

Source: Environmental Programme of the Netherlands, January 1986, Dutch Ministry of Housing, Planning
and Environment.
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for example, production process modifica¬

tion and internal recycling), which are often
more effective than end-of-pipe treatment

systems.

Together these factors have brought
about a real shift towards what might be
called "second-generation" environmental

policies. The quest for increased effective¬

ness has led to new approaches being tried,
including economic instruments such as

pollution charges, multi-media manage¬
ment (taking account of the synergistic
effects of pollutant transfers from one

medium to another) and integration with
other policies (agriculture, transport, en¬
ergy, town and country planning, etc.). Of

course, new problems of regulation
enforcement have accompanied each new
approach.

Fighting a Formidable

Complexity

Admittedly, with the increase in regula¬
tions over the years, enforcement has

become an extremely complex affair

involving the entire spectrum of environ¬

mental problems. All the same, enforce¬

ment needs to be improved. At stake is the

credibility of environment policy, its aims

and instruments, as well as the regulations,
standards, permits and enforcement proce¬

dures. Inadequate enforcement jeopardizes

major policy aims: to treat polluters and

sources of pollution equitably; to discour¬

age potential offenders; to attain these and

related goals without cost increases; to

limit future damage.

The long-term general aim is one shared

by all enforcement systems in spite of their
complexity: to establish a set of measures,

instruments, procedures and institutional

arrangements encouraging those con¬

cerned to improve the quality of the envi¬

ronment. In point of fact, certain enforce¬

ment problems appear in surprisingly sim¬
ilar form in the majority of Member coun¬

tries, notwithstanding the diversity of
agents, circumstances and policy instru¬
ments involved.

This similarity allows us to define for

each polluting activity a "context of

enforcement": background material de¬

tailing specific characteristics as well as all

the various instruments employed to bring
about compliance with the regulations
(chart B). When the competent authorities
have at their disposal guidelines and des¬

criptions that are "reasonably" detailed,
they are better able to devise mechanisms

for improving the enforcement of regula¬
tions, such as those prohibiting a specific

activity (putting phosphates in detergents,
installing septic tanks in certain specified

areas, disposing of sewage in facilities

other than those approved, etc.).

Proper enforcement of the ban on ocean

dumping, for example, requires: know-

B. INSTRUMENTS AND ENFORCEMENT PROCEDURES

National governmental agencies

Incentives to do or not to do

National/ State, provincial/regional/local agencies

fines, revocation of

permit, publicity,
criminal

penalties,
citizen suits

Enforcement (sanctions
for non-compliance)

Environmental instruments

to induce compliance

cost-sharing,
charges, limits,
bans, technical

advice, publicity,
audits

Source of pollution (public/private)

Discharge

Ambient environmental quality

ledge/identification of the activities for

which ocean dumping would constitute a
logical option; an estimate of the amount

likely to be dumped; and submission of

documentation indicating the actual loca¬

tion of the disposal. Even a cursory analysis
of contexts of enforcement would clearly
demonstrate that it is more difficult to

monitor behaviour for compliance with

respect to this ban than to, say, the one on
lead in gasoline.

Another example deals with standards

for the design, construction and operation
of various facilities. In the case of under¬

ground storage tanks (responsible for many
instances of underground water contami¬

nation), the enforcement procedure should

logically comprise the following stages:
preparation of technical standards in

accordance with the types of substances

the tanks are to hold; promulgation of
mandatory design specifications (the re¬

sponsibility of public agencies), inspection
of the production/construction of the

tanks (the function of a national govern¬
ment authority), development and promul¬
gation of installation standards (the

responsibility of states2, with the participa¬
tion of local agencies); inspection of the

installations prior to backfilling (states,
possibly in collaboration with regional or

local agencies); submission of water quality
data from monitoring wells to states and
local agencies.

Clearly those enforcing regulations are

many: public agencies acting as regulatory

bodies at all levels of government; public-
owned facilities; courts; industries, in¬

cluding the "eco-industry" - (i.e. pollution

control equipment manufacturers); farm

ers, mining works and forestry developers;
professional associations; insurance com¬

panies; environmental and other interest

groups. The important thing is that due

account be taken of the respective roles of

these agents to ensure that enforcement

procedures are properly "targeted" and to

generate genuine participation. Those

involved in private activities and public
interest groups in particular must be made

properly aware of the objectives and
rationale of enforcement procedures. As

there cannot be an inspector behind every
activity, it is essential to strive for the

co-operation and consensus of all con¬

cerned.

Conditions for Enforcement

The purpose of any enforcement proce¬

dure is to prevent or punish infringements

of the regulations and to secure the offen¬

ders' lasting compliance. Currently the
most common environmental violations

deal with the dumping of excessive waste

through fraud , negligence or accident.

These incur penalities, at times reinforced

by additional measures, such as publicizing
the case results or blacklisting.

According to the report, the conditions

essential to enforcement of regulations or
standards are as follows:

Initial development of an application

strategy allowing for a coherent system of
enforcement mechanisms.

Identification and classification of target
groups on the basis of their technical and

2. Central government and/or a state in a federal

system.
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economic characteristics and priorities for

action.

Public participation, achieved by making

information on regulations and pollution

widely available.

Pollution control technologies and wide¬

spread dissemination of information about

these technologies.

Reliable and effective monitoring tech¬

niques.

Trained personnel and private consul¬

tants (e.g. in matters of measurement).

Clear and precise descriptions of the

results expected.

The possibility of truly dissuasive and

rapidly enforceable sanctions.

A system for continuous evaluation of

the effectiveness of regulatory mechan¬
isms.

Improvement Without
Increased Cost

In most OECD countries, the main

obstacle to the satisfactory enforcement of

environmental protection measures is the

inadequacy of resources particularly the

lack of inspectors. In view of current

economic conditions, this situation is

unlikely to change appreciably, but that is

not to say that nothing can be done. The

report suggests ten ways of improving the

Enforcing environment policies is

a complicated matter whether

pollutants are visible or not.

effectiveness of policy enforcement

without increasing costs.

Ensure that enforcement mechanisms

are built into regulations at every stage of

the environmental quality management

cycle.

Establish feedback systems for the

adjustment and ongoing improvement of

enforcement tools (for example, precise

statistical evaluation of results).

Simplify and limit the number of regula¬

tions (if the language is clear and precise,
the rules will be easier to understand and

enforce).

Simplify and expedite the procedures for

issuing permits.

Improve monitoring systems and proce¬

dures: self-monitoring, indirect measuring

for small facilitities, improved management

of non-point sources of pollution.

Increase the use of enviromental auditing

procedures.

Make sanctions dissuasive, simplify and

accelerate legal and administrative proce¬

dures, improve co-ordination with legal

bodies and open the possibility of citizens'
suits.

Uphold and strengthen regulations

through additional instruments, particu¬

larly economic incentives.

Inform polluters on techniques and poli¬

cies, and the public on pollution, sanctions

and successes.

Increase the capability of public enforce¬

ment agencies through more rational task

allocation, the training of high-quality staff

and the creation of a data bank on pollu¬

tion, sanctions and other key variables.

Naturally, these suggestions are not

necessarily appropriate in every case or for

every country, as enforcement problems

are not everywhere identical. Each country

should therefore determine its own priori¬

ties and classify in order of importance
those areas where enforcement needs to

be improved.

Enforcement can and must cease to

be the "weak link" in national environ¬

mental protection policies.
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Tax Havens

Over recent years tax
administrations in OECD

countries have become

increasingly concerned at the

use by individuals and

companies of what is known

as "tax havens". An OECD

report deals with various

aspects of such international

tax problems and the

measures by which tax
administrations endeavour to

resolve them either on their

own or in co-operation with
other countries. This article

summarizes the findings of
the first of the four studies in

the report. 1

What is a tax haven?

A tax haven is generally considered to be

a country which imposes little or no tax on

income generated in its territory and is

defined in the OECD report as "a jurisdiction

actively making itself available for avoi¬
dance of tax which would otherwise be

paid in relatively high tax countries."

A report prepared for the United States

Treasury attributed the following features
to tax havens:2

Low taxes (or none at all) on certain

types of income and capital.

High levels of banking and commercial

secrecy.

Absence of exchange controls on foreign

deposits of foreign currencies.

A disproportionately large financial sec¬
tor.

Modern communications facilities, in¬

cluding sea and air transport.

Self-promotion as an offshore financial

centre.

Few or no tax treaties providing for
exchange of information.

Tax havens may also be used for reasons
other than tax avoidance or evasion3:

criminal or fradulent purposes such as

"laundering" of criminally obtained funds,

disguising illegal corporate activities such

as insider trading.

How are tax havens used?

The main ways of using havens for tax

purposes are: shifting of residence (for this

purpose) by manipulation of fiscal resi¬

dence tests under domestic legislation;

setting up a base company (be it a holding,
investment or trading company) with its

own legal personality so that as long as the
sheltered income is not distributed, income

no longer falls under the normal taxation
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regime to which the taxpayer is subject in

his country of residence (other strategies

are available to defer tax indefinitely espe¬

cially in the case of income from copy¬

rights, patents and know-how); estab¬

lishing a conduit or channelling scheme

through a tax haven which has a suitable

network of bilateral tax conventions; set¬

ting up "captive" insurance companies to

was two thirds greater than that in other

areas, while banking deposits in tax havens
had risen from $11 billion in 1968 to

$385 billion in 1978.

A 1984 follow-up report by the U.S.

Treasury, which examined financial flows

into the Caribbean Basin, showed that

foreign financial activity in Bermuda, the

Cayman Islands and Panama exceeded the

provide insurance for the parent company.

Tax havens may also be associated with

the use of flags of convenience because not

only will they have low registration fees

and wage costs but they may also enable
tax to be avoided.

How much tax revenue is

lost?

Confidentiality, secrecy and a lack of
information on financial flows make it

difficult to estimate how much tax revenue

has been lost to tax haven countries by

those that are not. Nevertheless, individual

governments have tried. The United States

(in the Gordon Report) has indicated that

between 1 970 and 1 979 there was a very

high increase in the number of American

taxpayers in the Bahamas and in Bermuda,
and that the increase in assets of Ameri¬

can-controlled corporations in tax havens

Financial flows to tax havens are

out of all proportion to the real size
of their economies. Above: Seals of

approval of some of the thousands

of companies attracted to the

Cayman Islands.

needs of these countries for foreign trade

by some $300 billion. Imbalances in net
flows to and from some havens may reflect

"laundering" of funds from drug-related

and other criminal dealings which also lead

to revenue losses. Figures compiled by

OECD's Development Assistance Com¬

mittee (DAC) show that financial flows to

tax havens from the 1 7 DAC countries are

far out of proportion to the real size of their

economies. At the end of 1981, five tax

havens (the Bahamas, Bermuda, Liberia,

the Netherlands' Antilles and Panama) had

14.3 per cent of the investment of DAC

countries in the developing countries

though their economies comprised only

0.3 per cent of the GNP of these coun¬
tries.

Counteracting legislative
measures

The OECD report lists over a dozen types

of measures introduced by governments to
counter the use of tax havens for the

purpose of reducing tax liability. Some of

these are general anti-tax avoidance and

tax-evasion measures: others are specifi¬

cally directed against tax havens. The

following lists some of the most important

ones.

"Sub-part F type" legislation. This is

the most important type of legislation

directly aimed at counteracting the use of

tax havens, its name being derived from the

relevant United States law the U.S. being

by far the first country to apply such

legislation (even in the 1 930 s ); later came

Germany (1972), Canada (1976), Japan
(1978), France (1980) and the United

Kingdom (1984). Under such legislation,
the income of subsidiaries in tax haven

countries is taxed in the hands of its

domestic shareholders even though it has
not been distributed. In the absence of this

type of legislation, such income would be

subject to tax only if and when it is
distributed to the shareholders.

Shifting the burden of proof. The

burden of proof generally imposed on tax

authorities may be shifted to the taxpayer
in certain transactions with tax haven

countries, as in Belgium and France.

Emigration rules. In Germany, for

example, a new concept of extended "non-

1. International Tax Avoidance and Evasion:

Four Related Studies, to be published. These

studies cover exclusively tax avoidance or evasion

which takes place through the use of two or more

countries, with special emphasis on the employment

ofprovisions of tax treaties which had been drawn up

to prevent double taxation of the same income by

more than one tax administration. Among the ways

avoidance or evasion may be carried out are:

syphoning profits to tax haven countries (first study):

setting up base companies in such tax havens which

have no real economic activity (second study): using

conduit companies in other countries to disguise

income flows (third study). The difficulties of

detecting abuses, which can be presented by aspects

of bank secrecy, are dealt with in the fourth

study.

2. Tax Havens and their Use by United States'

Taxpayers - An Overview, by Richard Gordon, U.S.

Treasury, 1981.

3. There is a prevalent view that "tax evasion" is

breaking the law and that "tax avoidance" is taking

advantage of it to minimize one's tax liabilities and is

therefore legitimate. The report makes it clear that

the actual situation is more complex. Thus, in certain

countries, the Netherlands and Sweden for example,

the law is already broken if it can be shown that the

intention of the legislator is infringed. The courts
have not established such a clear distinction either,

so the borderline between evasion and avoidance

may vary as between countries, depending not only

on the form a particular scheme may take, but also

on attitudes of governments, parliament, public

opinion and the courts, which may themselves

change over time.
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resident tax liability" has been introduced

into individual income tax, general wealth

taxes, and inheritance tax legislation. The

rules involve imposing German income, for

up to ten years after emigration, on tax¬

payers who transfer their residence to a

low tax country. Canada, Denmark,
Sweden and the United States also have

provision for taxpayers leaving the country
on a permanent basis.

Transfer pricing legislation. Most

OECD countries have transfer pricing legis¬
lation giving their tax administrations the

authority to scrutinize international trans¬

actions between related persons and to
reallocate income or disallow costs that are

not determined on an arm's length basis.4
Though these provisions are not focused

particularly on transactions with tax hav¬

ens, they are an important instrument in

preventing the artificial shifting of income

to base companies established in tax
havens.

Maintaining the withholding tax on

income paid to non-residents. High rates
of withholding tax on income such as

interest, royalties, dividends, rents, man¬

agement fees and other similar payments,

paid to non-residents, may also be used as

a general weapon in the arsenal of coun¬

teracting measures. The withholding tax is

usually reduced or removed only under the
terms of tax conventions and in some cases

in return for a guarantee of administrative
assistance.

"Rent-a-star" company. Entertainers

or sportsmen can incorporate themselves

in low-tax countries into "Rent-a-star"

companies. To counter this, under French

law for example, persons can be taxed,

regardless of whether they are resident in

France for tax purposes or not, on the basis

of the services they render for which

remuneration is collected by an individual

or corporate third party established in a

country giving preferential tax treatment.

Implementing the laws

One of the main problems in imple¬

menting legislation to counter tax evasion

is to ensure adequate disclosure of the

income of foreign affiliations and their

trading results. Countries have various

reporting requirements, but in all cases
accurate disclosure is difficult to achieve

even though a number of countries impose

heavy penalities in the event of failure to
disclose.

Another problem is that as soon as

legislation is enacted to close one loophole,
new tax avoidance schemes are devised

which require new counteracting mea¬
sures. Thus in Canada when one law was

passed, taxpayers set up offshore invest¬
ment funds to avoid taxation under the new

rules, and these have since been promoted

by brokerage houses; this required subse¬

quent legislation in 1985.

Options for international

co-operation

OECD's report suggests new ways in

which countries could help each other

tighten up on international tax evasion and

avoidance through use of tax havens.

Facilitating exchange of information

Member countries already have an
extensive network of tax treaties con¬

taining provisions for the exchange of

information, usually on the lines of the
1977 OECD Model Convention. But these

provisions do not usually permit the

gathering of information from tax havens.

There are few tax treaties with the latter,

and even where there is one, the only
information obtainable is what is available

under local law. Where the tax haven has

commercial secrecy laws, the difficulties

are compounded. Nevertheless, exchanges
of information can be useful in cases

involving transactions by companies of

both treaty partners with the same entity in
a third (tax haven) country.

Treaty policy towards tax havens

The use of tax havens for tax treaty
"shopping"5 could be reduced by having
limited treaties with tax haven countries

focusing on administrative help and non¬
discrimination, on condition that it included

a comprehensive exchange of information,

possibly overriding secrecy laws in the tax

haven. But this might require a quid pro quo
such as economic aid if the tax haven

country were to co-operate.

The United States took this approach in
the Caribbean Basin Initiative Law of 1 983

which was intended to expand economic

opportunities in that area. The exchange of
information would apply to both criminal
and non-criminal tax matters and would

override local secrecy laws. A model for

such exchange of information agreements

has now been issued by the U.S. Treasury
Department. However, so far there has not

been much progress in concluding agree¬
ments, except in the case of Barbados.

Multilateral approaches

An alternative approach to bilateral trea¬
ties is to have multilateral ones which bind

groups of countries. Early examples are the
Nordic Convention on Mutual Assistance

on Tax Matters established in 1973 and

the EEC Directive of 1977. The

OECD/Council of Europe draft Multilateral
Convention on Mutual Administrative As¬

sistance in Tax Matters, which is currently
under consideration in the Council of

Europe, is a more recent example.

Administrative co-operation

Within the present framework of double

taxation agreements, tax administrations

attempt to improve international co-opera¬
tion in countering tax avoidance and eva¬

sion involving tax havens through:
Spontaneous exchange of information.

Exchange of information in specific
industries.

Central pooling of relevant information.
Some Member countries have been

working closely in regional co-operative

group exchange, but as yet there is no

pooling or sharing of relevant information
at an international level.

Divergent views

In drawing up this report,the Committee
on Fiscal Affairs had full and frank discus¬

sions with business interests as repre¬

sented by the Business and Industry Com¬

mittee to OECD (BIAC). As might be
expected, the business community and tax

adminstrations were not fully in agreement

on the justification for using tax havens.

BIAC advanced a number of reasons why
it might be appropriate to use tax havens,

provided that all the arrangements were
operated on a commercial basis and were

not artificial contrivances. BIAC stated that

"much of the use of tax havens is not

motivated by a desire to pay no, or little,

tax so much as an economic necessity to

reduce costs, including taxes, to a bearable
level in circumstances where the laws of

countries are unco-ordinated, and even the

laws of individual countries are inconsis¬

tent, insofar as they relate to the treatment

of international business". BIAC provided a
number of concrete examples where this

may be so.

While recognizing that minimizing costs
is a legitimate concern of business, the
Committee on Fiscal Affairs considered

that these problems do not justify the use
of tax havens to shelter income from

taxation in the country of residence which
have no relation to the activities carried out

in the tax haven. Another important point is
that one of the main tax haven character¬

istics, confidentiality or secrecy, can itself
be a significant inducement to use tax

havens. The overall impression was that

the arguments put forward did not have

general application but related only to
special circumstances.

4. The price or amount which would have been

agreed upon between unrelated parties engaged in
the same or similar transactions under the same or

similar conditions in the open market.

5. Under which a taxpayer searches for a country
with a favourable network of tax treaties in order to

set up a legal structure that would indirectly enable

him to take advantage of a convention with a third

state which otherwise would not have applied.
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Thin Capitalization
Ensuring Company Profits are

Correctly Taxed

Differential tax treatment of

dividends and interest

payments, both within and
between countries, may

distort the capital structure of

companies, especially

international ones, leading
them to substitute loan

capital for equity capital to

minimize their tax liability.

Consequently, national tax
authorities have to ensure

that companies do not avoid

paying their fair share of tax
and also that the different

arrangements made to
achieve this aim do not result

in international double

taxation.'*

Fi^^7C

-*«*è* i*F i îWflïl

Companies have basically two
sources of finance available to

them, share capital and loan capi¬

tal, and most rely on a combination of both.
The essential difference between them is

that the equity shareholder is entitled to a

share of the profits and may sell his holding

at any time to recover the current value of
his investment, which might be more or

less than he originally paid for it. The

provider of loan capital, on the other hand,

usually receives a fixed, periodical interest

payment regardless of the company's
profit performance and may only recover
his investment after a certain period. Both

shareholder and lender risk losing the full
amount of their investment (but no more) if

the company goes bankrupt.

Equity or Loan Capital?

There are major implications for the

financial management of companies in

terms of the balance they choose to esta¬

blish between equity and loan capital.

Companies mainly financed by loan capital

are under less pressure to generate a

satisfactory rate of profits and dividends
and have more scope for reinvesting profits

rather than distributing them. Such com¬

panies can also manage their business on

tighter margins and can afford to wait
longer for profits to materialize. Above all,
perhaps, the crucial difference lies in the
tax treatment of the cost of capital: the

return paid to shareholders is in the form of
a dividend paid out of profits on which tax

has already been charged, whereas interest

payments to lenders are a deductible
expense that is met before profits (and tax
payments) are calculated.

1 . Thin Capitalization, OECD, Paris, to be

published.
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The tax treatment of dividends may be
rendered even more unfavourable if they
are taxed a second time once in the hands

of shareholders. When the recipient resides

in a different country from that where the

profits (and hence the dividends) are gen¬
erated, his tax liability may well be to the
source country and will be levied in the

form of a withholding tax retained by that

country, although, under bilateral double

taxation agreements, the amount withheld

might be less than the shareholder's

normal final tax liability to the source

country. Any tax due on interest payments
will be payable by the lender, not the

corporate borrower, both in the national

and international context.

The broad effect of this differential tax

treatment may make it more advantageous

for a particular combination of company
and fund provider (especially where one is

the subsidiary of the other) to arrange
financing in the form of loans rather than

equity. Tax authorities are concerned about

the tax advantages of loan capital and the

fact that these may induce the parties

concerned to provide what is essentially
equity capital in the form of a loan. This

phenomenon is referred to as "thin capital¬
ization". However, since this term also has

a more restricted sense (a low equity/debt
ratio), the expression "hidden capitaliza¬
tion" is used henceforth.

Hidden capitalization can take the form

of hybrid financing, through which a cre¬

ditor may at some stage have the possi¬
bility of converting his debt into an equity
stake in the company. Or it may simply
show up in a high level of debt relative to

equity funding. A high debt/equity ratio
may not necessarily indicate an attempt to

gain tax advantages, but there are many
ways in which multinational groups can
benefit from such arrangements. If a sub¬

sidiary in one country is funded by a parent
in another, the group will pay less tax in

total if the subsidiary transfers its profits to
the parent in the form of interest which is

deductible from taxable profits rather than
as a non-deductible dividend. Tax authori¬

ties have to make a judgement about
companies that seem to have excessive

debt/equity ratios and decide whether part
of their loan finance is tantamount to equity
finance, such as where an organization
which has a special (for example owner¬

ship) relationship with the company pro¬
vides a larger amount of loan capital than
an independent institution would have

done. In that case (the arm's length princi¬
ple)2, part of the interest payments could
be taxed as though they were dividends.

Fair and Equal Treatment

Legislation exists in most OECD coun¬

tries to prevent abuses associated with

hidden capitalization, but practices and

criteria do vary. While there are provisions
in most countries for the excess interest

paid between associated firms (as a result

of a higher than arm's length rate of

interest being charged) not to be tax
deductible, some countries consider the

excess as effectively a transfer of profit and
hence treat it as a dividend as well. There

are also differences in the treatment of

hybrid financing, especially as regards par¬
ticipating loans (on which the interest

payable is partly or wholly dependent on

the company's profits), although conver¬
tible loans are generally considered as loan

capital until they are actually converted
into equity.

When it comes to assessing whether

companies are abusing the tax advantages
of loan capital, countries adopt one or other

of two approaches. They either make a

judgement on the basis of general anti-

abuse laws or the arm's length principle, in

which case the proportion of debt or the

degree of indebtedness to a particular

lender might be sufficient reason for con¬

sidering part of a firm's interest payments

as excessive (even though the rate of

interest charged is not). Alternatively, the
authorities may set a fixed limit on the ratio

of debt to equity, and any interest paid on

debt in excess of that limit is automatically
disallowed as a deduction against tax

and/or treated as a dividend payment.

Complications arise at an international

level in situations where bilateral tax trea¬

ties do not spell out in sufficient detail how

the problems of hidden capitalization are to

be treated. The OECD itself produced a
Model Double Taxation Convention in

1977, whose terms have now been clar¬

ified by the Committee on Fiscal Affairs to

eliminate any vagueness and uncertainty
surrounding its application to transfers of

interest and dividends between concerns

that have more than a simple debtor/cre¬
ditor relationship.

Article 9 of the Model stipulates, for
instance, that "where conditions are made

or imposed between two enterprises in
their commercial or financial relations

which differ from those which would be

made between independent enterprises",
then "any profits which would, but for
those conditions, have accrued to one of

the enterprises, but by reason of those
conditions have not so accrued" should be

"included in the profits of that enterprise
and taxed accordingly". Opinions have
differed as to whether this clause was

"restrictive" or merely "illustrative",
whether, in other words, it limits any
adjustment in profits to the arm's length
amount or allows for adjustments in excess
of that. The Committee has concluded that

rules dealing with hidden capitalization
should not normally have the effect of

increasing the taxable profits of the

domestic enterprise to any amount greater

than the arm's length profit. It also ruled

that Article 9 was relevant not only in
adjusting the rate of interest but also in

certain circumstances to determining
whether what is presented as a loan should

be considered as a contribution to equity
capital.

The Model also defines the terms "divi¬

dends" and "interest" and deals with the

treatment of recipients in the country of
source. The definition of interest is not

considered to prevent it from being treated

as a dividend where the lender effectively
shares the risks incurred by the company
and where national rules in the borrower's

country allow for such treatment. At the

same time, however, interest on partici¬

pating bonds should not be regarded as a
dividend, nor that on convertible securities,

until they are converted into shares.

The question then arises as to how the

country of the recipient of an interest

payment should treat that payment if the

source country has disallowed it as a

deduction and treated it in all other res¬

pects as a dividend. Even where bilateral

treaties providing for corresponding treat¬
ment do not exist, it is recommended that

recipient countries should give relief for any
double taxation of the interest as if the

payment was in fact a dividend.

A situation may come about, however,

where one country treats an interest pay¬
ment as a dividend, while a country with
which it has a double taxation agreement
continues to regard it as interest. In that

event, it is up to the respective national tax

authorities to come to a mutual agreement
for the elimination of double taxation and

any other inappropriate tax charges. Such
problems might either be settled on a

case-by-case basis or general conditions
could be agreed under which interest can

be treated as dividends in the borrower

country and give rise to relief for double

taxation in the country of residence of the
lender.

The overriding principle remains, how¬

ever, that the application of rules designed
to deal with hidden equity capitalization
ought not normally to increase taxable

profits of a domestic enterprise to an
amount greater than the profit which would

have accrued in an arm's length situation.
This should apply both to the implementa¬
tion of existing tax treaties and to the
negotiation of bilateral treaties in the

future. It flows from this, that national rules

should be sufficiently flexible to allow for

relief against double taxation in appropriate
circumstances.

2. The price or amount which would have

been agreed upon between unrelated parties
engaged in the same or similar transactions

under the same or similar condition in the open
market.
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Country Problems

and Strategies:
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Currently, France is both opening

up its financial markets and

privatizing many of its state-
controlled industries.
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France
The French economy has reaped

numerous benefits over the last

eighteen months, both as a result
of the corrective policies adopted since

1983 and also of the lower prices for

imported raw materials, particularly oil.
Inflation slowed further in 1986 and

consumer price rises were down to

2. 1 per cent in December, against
4.8 per cent a year earlier. This process
of disinflation was helped by slower

wage growth since 1983, itself a result
of the shift in incomes policy and more

flexible conditions for youth employ¬
ment. The new incomes policy linked

pay rates to anticipated rather than
recorded inflation and abandoned the

policy of upgrading low wages, while
various schemes have been introduced

to encourage employers to take on
young workers such as allowing rates
below the minimum wage. All told,
France's performance on disinflation
stands out among the major OECD
countries in terms of unit labour costs

and prices. Nonetheless, the inflation
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rate remains slightly higher than among
its main trading partners, and the gap
between France and Germany has
widened over the last year.

Another major achievement has been
the improvement in corporate profit
margins, which are almost up to levels
recorded before the first oil crisis. Manu¬

facturing industries, particularly the
state-owned enterprises, have gained
most from the slower growth in costs of
intermediate inputs and from greatly
improved productivity rates. Other sec¬
tors small business, commerce and

services were less quick to take
advantage of these factors.

After two years of sluggish growth,
domestic demand picked up faster over
1985-86 in France than among the
country's main trading partners. House¬
hold consumption was more buoyant as
real disposable income rose 31A per cent
in 1986 (following a 1 per cent increase
in 1 985 and a slight decline in 1 983-84)
and the savings ratio fell. Productive
investment has shown a marked

improvement since the beginning of
1985, gradually spreading to all sectors
of the economy. However, this improve¬
ment seems to have come later and been

less vigorous than in the other major
OECD countries. Investment as a per¬
centage of GDP remains well below

pre- 1 974 levels and there are still major
problems to be dealt with in adjusting
the system of production.

The situation in the labour market has

improved slightly, with employment
picking up particularly in construction
and the service industries. But it remains

uncertain; unemployment, which stabil¬

ized at 10.2 per cent in 1 985, began to
climb again in the first half of 1986 to
reach 10.7 per cent in December.

In foreign trade, France's current
account has shifted from its 1985 posi¬
tion of near-equilibrium and, for the first

time since 1979, should show a fairly
considerable surplus for 1986. How¬
ever, the growth of net exports was
limited, given the significant improve¬
ment in terms of trade. Imports of
manufactured goods have been rising
steeply since the beginning of the
1 980s, but there has been no commen¬

surate increase in exports. This is due to

two major factors: French exports are
oriented to markets which are less

profitable than the average; and market
shares have been lost ( down 2 V2 per
cent in 1 986) through poor competitive¬
ness and a lack of adaptation to world
demand.

Given the comparative success of
their disinflation policy, the French
authorities have concentrated since

1 985 on creating conditions for a return
to sustained growth. This has meant

relying more on market forces and
reducing state intervention in the econ¬

omy. Exchange controls have been con¬
siderably relaxed over the past two
years, and price controls were totally
abolished at the end of 1 986. Efforts are

being made to curb public spending and
thus reduce taxation while bringing the
deficit under control. The privatization
over five years of most nationalized

industries (except those providing a
public service) should also lessen the role

of the state in the economy. Meanwhile,
in addition to the government's employ¬
ment policies, significant measures have
been taken to encourage a more flexible
job market (with an emphasis on youth
training schemes).

It is, however, the financial markets

which have seen the most far-reaching
changes in recent years. The financial
system under which France operated
from the 1950s until the early 1980s
was notable for the size of corporate
debt, the virtually systematic reliance on
bank loans, and financial markets which

were not only small but slow and com¬
partmentalized. In addition, the state
wielded strict control over French

banking by various means: interest rates

were largely regulated, particularly the
money market rate (which is set by the
Bank of France) and numerous preferen¬
tial rates determined according to the
government's economic objectives; the
banking system depended on the Bank
of France rather than the money markets
for refinancing; and credit controls were
maintained from 1972 to 1 986. But any
attempt to fine-tune the economy by
regulatory and institutional constraints is
less precise and less efficient in an

uncertain and increasingly competitive
international climate. As a result, there
has been little competition between
financial intermediaries, while real in¬

terest rates have been high for bor¬
rowers and unattractive to lenders.

The real aim of the current financial

reform is thus to foster competition and
thereby improve the efficiency of the
banking system, reduce intermediary
costs and prevent distortions. The state

is also keen for companies which are
heavily in debt to consolidate their bal¬

ance sheets, for households to diversify
their portfolios and improve the return
on their investments, for banks to

increase their equity and their bond
issues and for central government to
limit money financing of the deficit.

Since the early 1 980s, there has been
a series of innovative measures aimed at

loosening up the financial markets. The
year 1981 saw the creation of short-

term open-end investment companies
(SICAV) and mutual funds (FCP),
offering the public an investment vehicle

for their liquid assets. These were fol¬
lowed by the diversification of bond

issues, with a wider choice of maturity,
yield and means of redemption. In 1 983,
several new instruments were launched

on the stock market. However, it is really
since 1 985 that the government has
proceeded to establish a coherent

working plan to develop, draw together
and open up the financial markets. To

this end, the banking system has been
granted wider means of refinancing and
the money markets are open to new
operators, with the state, banks and

companies able to issue negotiable secu¬
rities ranging from the very short term
(10 days) to medium and long term
(7 years).

The 1984 Banking Act has fostered
competition by setting all credit institu¬
tions on an equal footing and bringing all
management practices under the super¬
vision of a committee on banking regu¬
lations and the Competition Commis¬
sion. The authorities are also resorting
less to preferential rates, are placing
government securities by monthly auc¬
tion and loosening up on exchange
controls, all of which are measures in

favour of competition.
A first assessment of this reform

process indicates substantial growth in
the financial markets, reflecting a
gradual change in the financing of the
economy. Between 1979 and 1 985, net

issues of securities rose from just under
2 per cent to nearly 6 per cent of GDP.
However, this did not bring about any
increase in the rate of household savings
or in the rate of productive invest¬
ment.

The instruments of monetary policy
are being adapted in line with the
changes in the financial system. Direct
administrative intervention is being pro¬
gressively replaced by a reliance on
market mechanisms. From now on,
interest rates will serve as the means of

regulation. Since 1980, the Bank of

France has favoured floating rates. As of
1 st December 1 986, the rate fixed each

morning for all money market transac¬

tions has been abolished and replaced by
an average daily rate, published the
following day. As a result, overnight
rates will vary more. Reserve require¬
ments have also been given a larger part
to play in order that banks be more

sensitive to the cost of their liquidity.
Overall, the role of interest rates is now

more important. As they become market
prices, they may be expected to increase
efficiency of productive investment and
savings in the medium term.

Source: OECD Economic Surveys France.
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The most urgent item on

Yugoslavia's agenda: reduce
inflation, lastingly. Yugoslavia

During the first half of the 1 980s,
stablization policy in Yugoslavia
was primarily directed towards

strengthening the country's external
position. On the face of it, achievements
were quite impressive: after several
years of large current balance-of-pay-
ments deficits in convertible currencies,

a relatively comfortable surplus position
was obtained by 1 984, permitting some
net repayment of external debt and an
easing of severe import restrictions.

In the light of these developments, the
authorities felt encouraged to relax price
controls and to shift policy emphasis
from domestic demand restraint to¬

wards promotion of growth and higher
living standards in 1985 and 1986.

In retrospect, it is clear that this
relaxation of policy was premature
because it had not been preceded by

sufficient progress towards enhancing
supply responsiveness and eradicating
Yugoslavia's deep-rooted inflation-
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proneness. The current external surplus
in convertible currencies diminished

sharply in 1985, giving way to a small
deficit in the first half of 1986. During
the same period, inflationary pressures
strengthened considerably, with the

year-on-year rise in consumer prices
exceeding the 90 per cent mark in the
second quarter of 1986.

The failure to consolidate previous
balance-of-payments gains and the
simultaneous acceleration of inflation

cannot be attributed to excessive pres¬
sure on domestic resources. Final

domestic demand did recover after four

years of continuous decline, but its

growth in real terms remained moderate.
Likewise, real Gross Social Product

(GSP) expanded by less than its long-run
potential, leaving large and growing
margins of slack in terms of unused
production capacity, unemployment and
under-utilized labour. Furthermore,

stockpiling continued at a high rate, in
spite of the exorbitantly high levels of
existing inventories.

The relapse into a stabilization crisis

after a relatively short period of domestic
demand recovery is a clear demonstra¬

tion that, despite the efforts made to

enhance efficiency, the Yugoslav
economy is still beset by fundamental
institutional and structural weaknesses

which prevent the restoration of a satis¬

factory and sustainable non-inflationary
growth path. The authorities seem to be

aware of the urgent need to go well
beyond the measures already taken to
improve the functioning of the economy
and the efficacy of policies. The present
government is actively studying or has
submitted to the Federal Assembly var¬
ious reform projects designed to
strengthen the operation of goods and
factor markets, putting into place auto¬
matic mechanisms of penalties for eco¬
nomic failure and rewards for economic

efficiency. Both the size and the number
of imbalances call for co-ordinated

action in a number of areas.

The most urgent requirement is to
bring about a durable reduction in the
rate of inflation. The fact that the disin¬

flationary process engendered in other
OECD countries during the 1980s has
not extended to Yugoslavia reflects a
number of structural deficiencies in its

economy: a high degree of market seg¬
mentation and a consequent lack of

competition; an absence of corporate
financial discipline and the associated

lack of efficiency; insufficient monetary
control over the growth of nominal
income and demand, accompanied by an
overly selective credit management pol¬
icy, negative interest rates, the un¬
checked growth of inter-company credit
and the failure to take into account the

implications of large holdings of foreign
currency-denominated bank deposits by
households.

The government has already begun to
tackle some of these problems. It is

gradually abandoning the policy of price
agreements and is harmonizing adminis¬
tered prices throughout the country. It
has introduced joint development pro¬

grammes covering a number of enter¬
prises in different regions, which should
contribute to more rational investment,

greater efficiency and better pricing pol¬
icies. Joint venture arrangements are
being encouraged to promote inter¬
regional trade and capital movements

with the aim of establishing a more
unified national market. The tax system
is also being reformed to make it more
uniformly applied nationwide.

More specifically, the authorities are

raising interest rates to positive real
levels and tightening up the financial
management of the corporate sector.

These moves will penalize loss-making
and illiquid enterprises and projects with
low or negative real rates of return. They
will also, in conjunction with more
appropriate accounting and tax rules,
help cut the excessively high level of
stocks, which should in turn put down¬
ward pressure on prices.

Monetary policy has not been very
effective in the past in combating infla¬
tion, partly because monetary targets
have not allowed for the increase of

foreign currency deposits, in dinar
terms, at times when the latter was

depreciating rapidly. Furthermore, the
accompanying sizeable losses on the
part of the National Bank of Yugoslavia
during the 1 980s have been tantamount

to substantial transfers of purchasing
power from the public sector to the rest

of the economy, thereby violating the
fiscal orthodoxy that public sector bud¬
gets should balance. These transfers
have largely neutralized the restrictive
fiscal stance reflected in the marked

decline in the share of government
expenditure in GDP.

Inflation control would also be facili¬

tated if the banking system were
restructured. Banks are still owned and

managed by enterprises, so that their
fund allocation is not based on sound

economic and risk assessment criteria. If

banks were independent of enterprises,
catering for both borrowers and deposi¬
tors, a more competitive environment
would be created. Banks would be

encouraged to broaden the scope of
their operations beyond regional boun¬
daries, while enterprises would have
some incentive to diversify their sources
of funds. Banks' responsiveness to
monetary policy would also be en¬
hanced.

Lower inflation and greater efficiency
in the allocation of resources would also

help in the achievement of Yugoslavia's
second major economic goal main¬
taining the current external account in

convertible currencies in surplus so as to

reduce the country's high level of foreign
debt. The continuing fragility of the
balance of payments has been under¬

lined by the fact that after six years of
stabilization policies and despite falling
energy prices, the authorities in 1986
had to resort to additional administrative

import controls and financial and fiscal

support to exports to prevent the cur¬

rent external account from sliding into
deficit. Neither the composition of pro¬
duction nor the cost and quality of
products has improved sufficiently to
ensure a rapid expansion of export-

oriented sectors. The present pattern of
demand and structure of production,
reinforced by inappropriate relative

prices and the absence of foreign com¬
petition, continues to strengthen the
domestic orientation of production.
Under these conditions, it will be

extremely difficult to lift the external

constraint, as there are limits to import
substitution.

Without important policy changes it
will be hard for the Yugoslav economy to
break the vicious circle of stagflation and
remove the balance-of-payments con¬

straint. New long-term policy measures
are planned to be announced in the near

future. It is to be hoped that these will
address the fundamental structural and

institutional rigidities which have been
responsible for the present difficulties.

However, given their intricate nature and
the complexity of the issues involved,
results will take time to show up.

In the meantime, inflation risks accel¬

erating further, making adjustments
increasingly difficult and more costly
than at present. Indeed, in order to

dampen rising inflationary expectations
and to arrest speculative forces, it

seems imperative to bring inflation under
immediate control. As a temporary mea¬

sure, severe restraint on the growth of
nominal earnings would seem appro¬
priate. But this measure should serve to
accelerate the introduction of more fun¬

damental reforms, without which a per¬
manent reduction of inflation and a

return to self-sustained growth cannot
be realized.

Source: OECD Economic Surveys - Yugoslavia.
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The International Dimension of

Economic Forecasting and Policy
The OECD Observer asked one of the "users" of the Organization's

studies, Bernhard MoIitor, Ministerialdirektor in the German Ministry of

Economic Affairs and Vice-Chairman of the OECD Economic Policy

Committee, for his views on the subject of this book by three of the

Organiza tion 's economis ts.

Since the 1950s, forecasters have made

striking progress and are now capable, with

some exceptions, of getting within a percen¬

tage point of the actual outcome. Is that

sufficiently accurate for "decision-makers" ?

That is not what really matters. Whether

it is 3V4 per cent or 2V4 per cent is not
important. What does matter is the direc¬

tion of the predicted change will growth
continue, flatten off or decline? Is a current

account imbalance likely to improve or not

in the next three years? What should be
done about it in the meantime? These are

the kinds of question that interest me.

The book draws an interesting parallel

between weather forecasting and economic

forecasting.

I disagree entirely. That suggests that all
that is needed is to install a few more data

monitoring stations connected up to a

more advanced computer, as if that would

do the trick. Economic reality, unlike the

weather, involves human psychology and

behaviour. An analogy with medicine

seems to me much more appropriate. What

can be done to ensure that a person who is

in good health remains well, or that

someone who is ill gets better? How can an

epidemic be averted? Economically speak¬

ing, "shocks", especially shocks inflicted by

external agencies, can be compared with

crises in an illness, which for the patient are

a matter of life or death. In economics, of

course, nobody dies; perhaps the standard

of living may fall, or a process of

underdevelopment may begin. But in eco¬

nomics as in medicine, at a certain point a

decision has to be taken either to try to

remedy an ailment, or to put up with it.

Forecasts can help us take that decision.

What role do international organizations'

forecasts and analyses play in helping policy
makers in different countries formulate eco¬

nomic policy?

I see basically three roles. One, of

course, is to provide information. But inter¬

national analysis of policies in action is even

more important, since it helps national
decision-makers to see the effects of other

countries' policies and, conversely, to

make them aware of the repercussions of

their own policies on other countries.

International analyses are an invaluable

tool for economic policy advisers like

myself. Our task is to secure agreement for

an analysis of what we consider to be for

the good (naturally) of our country, in the

light of data that are as balanced and

objective as possible. International organi¬

zations can help us to keep our political

leaders on course when, for example, with

an election coming up, they are tempted to
slacken the reins a bit too much. But while

international organizations certainly help
the flow of information between countries

and enable them to have an interactive

influence on each other, their usefulness

goes far beyond that. They often act as

arbiter on quantitative issues, and their

ECONOMIC

FORECASTING

AND POLICY

THE INTERNATIONAL DIMENSION

John Llewellyn,

Stephen Potter and
Lee Samuelson

This book argues that national eco¬

nomic policy goals are more likely to be
achieved if countries have access to

reliable, internationally consistent eco¬
nomic forecasts. Countries should set

their policies co-operatively, to ensure

that they are broadly compatible and

add up to a satisfactory global perfor¬
mance.

Stressing the important international

element that exists today in economic

performance and policy-making, the

book shows how economies are very

open to international trade and financial

flows. Therefore, individual countries

may be unable to achieve their domestic

economic objectives because of devel¬

opments which, from their own per¬

spective, appear to originate abroad.

Yet, considering the world economic

system as a whole, it is clear that there

can no longer be any 'abroad'.

criticisms structural adjustment is

too slow or subsidies need to be cut, for

instance can be invaluable to a country

that requires a "helping hand" and interna¬

tional backing to implement such policies

effectively.

Moving on from the role of international

organizations to the international dimension of

any economic policy, would you agree with the
authors' contention that because economies

are interdependent, they can achieve together

what they could not achieve alone?

I entirely agree. Those who say that the

world economy is the sum of individual

economies are wrong. There is another

dimension. One can achieve a greater

improvement in one's own economy by

obtaining a simultaneous improvement in

the working of the corresponding mech¬

anism in the world economy. Take the

meetings of the Group of Five, which would
not be needed if this dimension did not

exist. Meetings like those and other sum¬

mits, which attract the greatest public

attention, use not their own analyses but
those of organizations such as the OECD,
the IMF and others.

But I would like to add something about
this international dimension. We have

learned a lot from the 1970s, and the

intervening years. For example, govern¬

ments are unquestionably right to consult

each other, and even act in concert, when

their countries find themselves in more or

less the same situation. That was the case

when the first oil shock occurred and the

International Energy Agency was set up.

But it is sometimes necessary to differen¬
tiate.

As now?

Exactly. The United States should con¬

centrate on reducing the federal budget,

Japan should focus on boosting domestic

demand, and Europe, making all due allow¬

ances for national differences, should

speed up its structural adjustment.

The fall in oil prices should help ...

It should if it lasts. Each country

should ask itself how it can best use this

"shock" to cope with its own problems in a

way that will benefit the world economy as
a whole.
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