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The Commercial
'The earth is the cradle of men, but men do not live all their lives in their cradle.

Konstantin E. Tsiolkovsky (1 857-1 935)

The space industry long
exclusively dependent on

investment by government
is now striving to broaden its
market base by expanding
the role of the private sector.

But present technological and
economic conditions are

hampering the efforts of
commercialisation. Indeed, the

space business is suffering

Patrick Dubarle

from the 'growth pains' often
experienced by young high
tech industries. Forecasts

have been revised downward

for some years, especially for
communications satellites.

And 1986 and 1987 have

seen a worrying series of
launching failures: two Titan,
two Ariane, one Delta, one

Atlas and, of course, the

Challenger disaster. 1

The adversities that have affected

the development of commercial
involvement in space after its

striking beginnings are typical of the
difficulties faced by maturing industries

shifting from the supply of R&D proto¬
types to 'long series production' for the
market (Figure 1 ).

For the time being, governments

remain by far the dominant customers
of space products and services and the

primary funders of R&D. In the United
States the federal government space
expenditure (civil and military) by then
came to around $25 billion in 1987.

And in Europe the Council of the
European Space Agency (ESA) decided
to embark on the first phase of a
$14 billion programme (Ariane 3,
Hermes, Columbus, and the Relay
Satellite). The share of commercial

markets (Figure 2), though generally
increasing, is still modest (between 1 0
and 20% in the US and somewhat

higher in Europe). Yet governments
increasingly favour sharing the devel¬
opment of spaceand its investment
burdenwith the private sector.

The New Deal

on the Launcher Market

President Reagan's decision of
August 1986 to restrict the STS to
Defense Department and non-com¬

mercial missions (except for a certain
number of commercial orders signed
before the Challenger disaster) has had
considerable repercussions in the
launcher market, not least the reactiva¬

tion of the US expendable launch
vehicle (ELV) market, which had pre¬
viously been handicapped by the price

competitiveness of the shuttle. Now

Patrick Dubarle is a specialist in New Materials and
Space Technology, in the Division of Science and
Technology Policy of the OECD Directorate for
Science, Technology and Industry.

Titan, Atlas and Delia vehicles are
likely to gain a strong foothold in the
market because they are already sup¬

ported by numerous orders from the
US Department of Defense (more than
50 Delta lis, Titan IVs and Ms), and

because they have been operational for

a long time and have a good launch

record, thus allowing for a low insur¬
ance prime rate. Moreover, the Ariane
order book is full until 1991.

Apart from improved versions of

these four ELVs, the launching service
supply in the early 1 990s will probably
include the Japanese H2, an improved

Chinese rocket, perhaps Soviet ELVs or
even an Indian launching vehicle. And
this list does not mention the small ELV

industry where some new US busi¬
nesses (Space Service Inc. and Amroc,
for example) are aiming at the strong
potential market for low-cost light
payloads.

Lower Expectations
in Telecommunications

The main uncertainty in these mar¬
kets resides in long-term trends in
demand, which are heavily dependent
on trends in the satellite market (and

especially in telecommunication satel¬
lites).

The current squeeze on demand for

satellites is directly the result of the

slowdown in growth in demand for
older systems. In the first half of 1 987,
only two satellites (as against twelve in
1 985) were ordered from American

satellite constructors, who are viewed

as the most competitive in the world.

At the same time, improved techno¬
logical performances has resulted in

excess capacity, which various
launching and satellite failures and

1 . A glossary of technical terms and acronyms can
be found on p. 9.
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slips in launching agenda have hardly
reduced.

In regions where space telecommu¬
nications are a relatively new phenom¬
enon, such as Japan and Europe, on

Figure 1
SPACE PRODUCTION

IN THE UNITED STATES, EUROPE,
JAPAN AND INDIA
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the other hand, demand remains

buoyant because higher capacity sys¬
tems are required.

Strong competition from fibre optics
cable is also having an impact because
its economic attractiveness has been

considerably increased through tech¬

nological progress, enlarged band¬
width, reduced signal attenuation and
price reductions.

Several large companies have in¬
vested in both technologies, but the
trend is clear: investment in fibre cable

for long-distance links now markedly
surpasses investment in satellites.

Services Expanding

These less favorable prospects pro¬

bably indicate long-term stabilisation
of satellite communication technology

and pave the way for increased special¬
isation in niches carved out by compa¬

rative advantage, especially in new
communications services, where three

emerging markets deserve attention.

Decentralised business services

Stimulated by favourable legislation
and improved performance of ground
segment equipment, large US com¬
panies are increasingly investing in
private satellite-based networks,
linking a hub station with hundreds or
thousands of VSATs (very small aper¬
ture terminals) by satellite to satisfy
the growing demand for data transmis¬
sion and video links.

Direct broadcasting service (DBS)

The development of DBS service has
been hampered until now both by the
scale of the investment required and by

competition from conventional com¬
munication systems.

In the United States companies
which obtained Federal Communica¬

tion Commission approvals are now

designing less costly systems with
more channels and less transponder

power.

Europe's initial head start in DBS has
stumbled over technical difficulties,

including the recent failures
of TV Sat 1 , but several systems are

going to be launched, stimulating com¬
petition especially between high-pow¬
ered (such as the French TDF) and less

costly medium-powered services

(Luxembourg Astra, for example).

Mobile satellite service (MSS)

In mobile satellite service (MSS), satel¬

lites fully exploit their comparative

advantage. And prospects are un¬

doubtedly promising for aeronautic
communications, maritime communi¬

cations, search and rescue, radio navi¬

gation and positioning for land
vehicles, and so on.

As one example among many
throughout the world, the ESA con¬

siders satellite systems the indispens¬
able complement of radio cellular net¬

works and is proceeding with proto-

Figure 2
U.S. SPACE PRODUCTION1
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Ulf Merbold, an

ESA astronaut,

working on board

Spacelab- 1 .

type demonstrations for car and air¬

craft terminals within the Prodat pro¬

gramme.

America Leads the Field

These new services will benefit the

ground segment, but unfortunately the
impact on satellites will be limited. The

latest information suggests in any case
that in the early 1 990s only ten to
fifteen civil communication satellites

will be put into orbit in the Western

world each year.

The US industry, given its cost
advantage over European suppliers (20
to 25%), its larger domestic market
and its wider experience, will continue

to dominate the market. After very
rapid expansion between 1979
and 1984, communication satellite

shipments are now declining, but the
US industry is in a position to compen¬
sate for stagnation in its domestic

markets by export-led growth.

To improve their competitiveness
European satellite manufacturers will

be faced with renewed pressure for
restructuring. Their wage competitive¬
ness is more than offset by such
handicaps as: shorter production run,

the lower competitiveness of payload
suppliers, multiple standard require¬

ments because of market fragmenta¬
tion (harmonisation takes a lot of time)

and the lack of substantial support
from investment in military projects.

Japan does not yet possess the full
range of indigenous technologies
required to offer a complete service to
prospective customers. But it is a
serious contender for a share of the

market in the 1 990s.

A Market

for Earth Watchers

'Remote sensing' products is a
market rather limited in value (about

$1 00 million in 1 985), but expected to
reach several billion dollars by the end

of the century. This market is neverthe¬
less difficult to define. Results have

been disappointing in agriculture, for

example, where the demand for aerial

photos is nevertheless strong. It
remains weak in the oil business, while

it has boomed in an unexpected sector:

the media, where demand is growing
for a Mediasat satellite for news

gathering.
In spite of these uncertainties, the

two remote-sensing networks availa¬
ble, Spot and Landsat, are still

expanding and operators are confident

of long-term market growth. The
French Space Agency CNES recently
created a subsidiary company to pro¬
vide consultancy advice and marketing
support. CNES also wants to promote
software related to image processing.
Moreover, the Soviet Union, through
an organisation called Soyuzkarta, has
decided to sell in the world market its

remote-sensing production and espe¬
cially the data provided by its high-
resolution heavy satellite Cos¬
mos 1 870, which was launched re¬

cently. And among the projects about
to appear, the most noteworthy are the
Canadian Radarsat and the ESA ERS

No. 1.

Microgravity and
Economic Uncertainy

The processing of materials in space
is quite a different type of space
activity, and beyond doubt the one
where commercialisation is the most

distant and will take longest to occur.
In spite of the unique environment
provided by space (absence of convec-

The OECD OBSERVER 153 August-September 1!



Goonhilly, Britain's first earth

station, now has a range of
dish aeriels for satellite

reception, varying from 13 to
30 metres in diameter.

tion currents or vibrations, a sterile

environment and an almost perfect

vacuum and, of course, quasi-weight-

lessness), the profitability of manufac¬
turing activity on orbit is still uncer¬
tain.

Progress here has been disrupted
since most of the equipment built for
microgravity research was designed
for use on the space shuttle. The hiatus

in STS flights will delay many con¬
tinuing or future projects (there is a
backlog of about 140 experiments)
and result in the costly under-use of

large-scale equipment like Spacelab.
The Europeans, like the Japanese,

seem more hopeful about future

Spacelab missions and about the space

station. But some US companies have

placed their microgravity projects on
hold or are dropping them (McDonnell
Douglas, for example, now considers
its pioneering Electrophoresis more
viable on earth), while other firms

continue negotiations with NASA for
joint-endeavour agreements.

Earth terminals, though an impor¬
tant industrial market, often receive

less attention from economists and

government experts than they should.
In the United States, the ground equip¬
ment stock now more than doubles

the space segment investment stock
for civil telecommunications system

(Figure 3). In Japan earth termi¬
nals account for nearly 50% of all
space production and 90% of related
exports, reflecting the strong competi¬
tiveness of the domestic electronic

industry.

Growing
from the Ground

During the last ten years, innova¬
tions in amplifier technology have

improved antenna design (flat plate
receivers, for example), contributing
much to space-system competitive¬

ness, especially for point/multipoint
links. In addition, the reduction of

antenna diameters, following the

increase in satellite power, has

resulted in falling prices and the subse¬
quent expansion of the market in space
communication.

In view of the increased demand for

individual and business communica¬

tions, the most rapidly growing market
is in VSAT microterminals. GM

(formerly General Motors) provides an
example of a very large network

offering video-conferencing and data
links between six regional head¬
quarters and 1 1 ,000 microstations in

plants and trading offices.
TVRO (TV received only) is a more

irregular market. Up to the beginning of
1986, the number of US homes

equipped with dishes increased rapidly
to 1 .4 million. But when two main

channels, HBO and Cinemax, started

Figure 3
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ARIANE V

A new and more powerful version of the
Ariane rocket family. Presently under
development. First launch expected in
the mid-1990s.

ASTRA

A 1 6-channel medium-powered tele¬
communications satellite of the Euro¬

pean Satellite Company (SES) to be
launched for the first time in 1 988. It

will provide direct TV services to many
European countries.

ATLAS

An expendable launch vehicle devel¬

oped by General Dynamics.

BSB

British Satellite Broadcasting. A UK sa¬
tellite system which will provide direct
broadcasting to households before the
beginning of the 1990s.

CNES

Centre National d'Etudes Spatiales, the
French National Space Agency, founded
in 1962.

COLUMBUS

The European contribution to the
US space station programme. It could
include a pressurised module attached
to the space station, a man-tended free
flyer, a polar platform and an unmanned
co-orbiting module.

DELTA

An expendable launch vehicle devel¬
oped by McDonnell Douglas initially for
NASA.

ELECTROPHORESIS

A technique for the separation of
organic substances in solution under the
effect of an electric field.

ERS1

ESA first remote-sensing satellite to be
launched in 1990.

H2

Expendable launch vehicle developed
by NASDA, the Japanese space
agency, to place in orbit satellites
heavier than H1 could. First launch

1992.

GLOSSARY

HERMES

The European space plane to be
launched for the first time in 1996.

Hermes missions will include crew

transportation to space stations and
in-orbit servicing.

LANDSAT

US remote-sensing satellites and ser¬
vices now managed by Eosat, a private
company.

NASA

National Aeronautic and Space Admin¬
istration of the United States, founded
in 1958.

OLYMPUS

Large telecommunications platform
being developed by ESA. Prime contrac¬
tor: British Aerospace.

PAYLOAD

Most satellites consist of a platform
(metal skeletons and panels, altitude
controls, solar panels and batteries,
etc.) and a payload (with on-board
electronics, modems, receiver and
transmitter aerials, etc.).

POINT/MULTIPOINT LINKS

A telephone link is between two points.
A link via satellite between a transmitter

and multiple domestic receivers is a
point/multipoint link.

PRODAT

A European programme aiming at pro¬
moting new types of communication
services for communications with mo¬

biles.

RADARSAT

Remote-sensing satellites equipped
with a multiple-beam radar, to be

placed in polar orbit early in the next
decade. Canada is the main contribu¬

tor.

RADIO CELLULAR NETWORK

Communication systems between mo¬
biles, using hertzian links and covering
specific zones.

RELAY SATELLITE

A European communication satellite
designed to support tracking telemetry
and data acquisition required for low
earth orbit missions.

REMOTE-SENSING

The use of camera, radar or other

sensing devices in an orbiting space¬
craft to acquire information from the
earth's surface.

SPACELAB

European space laboratory adapted for
the bay of the US shuttle, first launched
in 1983.

SPOT

Remote-sensing satellite project devel¬
oped by CNES.

STS

US Space Transportation System, com¬
monly referred to as the space
shuttle.

TDF/TVSAT

Matching broadcasting and telecommu¬
nications satellites developed jointly by
Aerospatiale and MBB for France and
Germany.

TELEX

Telecommunications satellites devel¬

oped by Swedish Space Corp. and built
by the Eurosatellite Consortium.

TITAN

Expendable launched véhicule devel¬
oped by Martin Marietta, initially to
meet the requirements of the US De¬
partment of Defense.

TRANSPONDER

The electronic device on board a satel¬

lite which amplifies a received signal
and translates the frequencies so as to
avoid interference.

scrambling their signal to protect their
market, sales of dishes shrunk by

about 60% a year. Less costly
medium-power DBS systems and the
introduction of new antenna could

accelerate the process, as recent expe¬

rience in Japan has shown.

Rapid growth in demand could also
be expected in Europe where several

systems are soon going to be placed on
orbit (TDF, TVSat, Astra, OBSB,

Olympus and Telex). In Europe only
two 1 5,000 TVROs were in operation
in 1987.

DD

Communications satellites apart,
the opening of space to commercial

markets has not made much progress.

For that to happen, space policies will
have to concentrate on several fac¬

tors.

The cost of access to space will
have to be reduced. That does not

seem to have happened in recent

years. Governments must therefore
define the rules for competition to

rationalise the launching service

market so that the cheapest and the
most reliable access can be provided.

Discontinuity in national space pro¬
grammes will have to be avoided. It

inhibits private initiatives. The equip¬
ment and scientific infrastructure avail¬

able in the agencies which already exist
should also be fully explored to maxi¬
mise the usefulness and R&D efficiency

of private-sector experiments.

Co-operation will have to be devel¬

oped at all stages. It is an elegant
solution for easing problems linked
with financing the huge investment
involved. In R&D it also allows full

advantage to be taken of knowledge
and complementary skills already
available in firms.

Several American companies-
Boeing is one examplehave already
formed subsidiaries to develop their
commercial activities in space. Similar
trends can be identified in Europe and
Japan. Indeed, Malcolm Baldridge, the
late US Secretary of Commerce,
declared his belief that space is the
next business sector.

The OECD OBSERVER 153 August-September 1988



Flying in the Face
of Competition

Eric Lacey

The air transport industry has traditionally been a highly regulated sector

in view of its perceived position as a 'public service' and the desire
of governments to protect national flag carriers. In tandem with these

restrictions competition has been further restricted by inter-airline
agreements, bilaterally fixing prices and placing limits on capacity

for each route, and sharing revenues.
Deregulating passenger air transport to facilitate the entry of new

companies and promote competition in pricing and service gives the
conâumer more choice and brings prices more into line with real costs, as

recent US and UK experience shows. This is one of the major conclusions of
an OECD report on deregulation and airline competition. 1

Eric Lacey is Head of
the Competition

.Section of the OECD
Directorate for

Financial, Fiscal and

Enterprise Affairs.
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REGULATION

Passenger air transport in almost
every region of the world, has

been extensively regulated,
both nationally and internationally,
severely limiting competition in choice,

price and the quality of service. Under
such regulations carriers must obtain

an operating licence which usually
specifies the routes on which they may
run services, the capacity they can
utilise, and the fares they can
charge.

In 1 978 deregulation eliminated
these kinds of restriction in the United

States. Any US citizen who is fit,
willing and able can now obtain a

certificate to operate passenger air
transport services. No other OECD

country has taken such a radical step
to deregulate its industry, although
some have started to relax the condi¬

tions governing the award of li¬
censes.

Do Air Travel

Markets Differ?

The European air travel market is
somewhat different from that of the

United States. First, smaller distances

means that it faces stiffer competition
from other forms of transport.
Secondly, non-scheduled (or charter)

flights, usually forming part of package
holidays, absorb a sizable slice of

current demand. Although they have
decreased considerably as a proportion
of total traffic in recent years,
amounting to 1 6% in 1 985 as against
26% in 1975, non-scheduled flights
still accounted for about a quarter of
the total number of passengers carried
in 1985, and for over 55% of pas¬
senger kilometres. In the United States

and Japan, the non-scheduled market

is negligible.
Furthermore, 22 of the 130 airlines

in Europe are owned by their national
governments, 20 are subsidiaries of

national air lines, usually operating in
the non-scheduled market, while

another 27 can be classified as large,
independent carriers that operate
either in the non-scheduled market or

in clearly defined regional markets. But
not all the major national carriers are
state-controlled: 1 6 fall into this cate¬

gory, with state holdings ranging from
50 to 100% (including Air France,
Lufthansa, Alitalia and SAS). The

remainder are privately controlled;
these include British Airways (since its
privatisation in 1986), KLM (in which

the state has a 39% stake) and Swiss¬

air (25% government participation).
In the United States the airline

industry entered a phase of concentra¬

tion and consolidation after deregula¬
tion; that process has accelerated in

recent years with 23 acquisitions by
large carriers since late 1985. While
the number of certified carriers has

doubled, from 36 in 1 978 to 74 today,
49 of them operate entirely outside the
48 contiguous States or have 'feeder'
agreements with larger carriers, so
that there are effectively 25 indepen¬
dent companies competing in the
mainland US market.

Airports:
A Scarce Resource

Whatever the regulatory frame¬
work, a major impediment to competi¬
tion among airlines is access to scarce
airport facilities. The number of slots

and gates is finite, and encumbent

airlines tend to have perpetual rights to
slots ('grandfather rights'), so that
newcomers cannot be accommodated.

This problem has become acute in the

United States since deregulation and
could become a critical issue in Europe,
too, if the market there is opened up.
Yet, in the United States a market has

been created for the buying and selling
of slots between airlines, so the limited

number is now less of a barrier to entry
for new companies. Nevertheless, the

combination of slots at busy airports
through mergers of dominant carriers

remains a major source of concern.
In Europe, slots that are unused or

fall vacant are usually allocated by
airport scheduling committees fol¬

lowing guidelines laid down by the
International Air Transport Association
(IATA), which is a trade association of

most, but not all, international sched¬

uled airlines outside the Eastern bloc

for matters of 'inter-airline' co-opera¬

tion like tariffs, ground facilities, and so
on.

The Cost of Regulation

International air transport is gov¬
erned by a complex network of bilateral

and multilateral government agree¬
ments and by IATA rules. Bilateral

agreements normally specify the ser¬
vices and routes to be operated
between two countries, designate the
airlines to run them and the capacity
each can provide, and specify the

conditions under which passengers
may be carried from the second

country to a third or vice versa (so-

called 'fifth freedom rights'). It is rare
for these agreements to grant foreign
airlines the right to operate on the
home country's domestic routes. Fare

structures are often agreed between
the airlines themselves through IATA,
but they have to be approved by both
governments.

These regulations apply to sched¬
uled services. Although non-scheduled
flights are not subject to the same
restrictions, there are conditions at¬

tached to charter flights: the aircraft
operator is not normally allowed to sell
tickets for them separately or directly
to the public (they usually have to form
part of a package that is marketed by
travel agencies); and often a minimum
and/or maximum length of stay is
stipulated.

The extent of government regulation
over the airline industry is usually
justified by reference to the 'public-
service' aspect of air transport. Gov¬
ernment supervision is considered

necessary to ensure regular and reli¬

able air services to all parts of a country
at the lowest cost consistent with a

reasonable return to carriers. Many
OECD countries argue, for instance,
that detailed regulation and/or state
ownership of the national airline are
essential because their domestic mar¬

kets are too small to support competi¬
tion.

Pooling Agreements
versus Competition

Regulations restrict other airlines

from competing effectively in national
and international markets. In addition,
the output of an airline is often limited

by capacity restrictions contained in
bilateral agreements or by revenue-
sharing provisions in inter-airline

agreements.

Bilateral government agreements in
Europe are implemented through so-
called 'pooling agreements' between
individual pairs of airlines. These ar¬

rangements, which govern a large pro¬
portion of the tonne-kilometres flown

on intra-European scheduled flights,
not only incorporate the capacity
restrictions contained in the vast

majority of bilateral agreements but
also make provision for the sharing of

1 Deregulation and Airline Competition, OECD
Publications, Paris, 1988.
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revenue earned from the routes on

which the two carriers operate.

The absence of competition ensured

by the existing regulatory framework,
especially in pricing, entails certain
costs. With price competition, tariffs
would be more likely to reflect the
cost-conditions of the more efficient

carriers. Tariffs established through

inter-airline negotiations are bound to
be a compromise between the prices
sought by high-cost and low-cost air¬
lines. In the event, lATA's tariffs

appear to have been based less on the
costs of the more efficient airlines and

more on the projected costs of the

higher-cost operators.
The biggest scope for an immediate

increase in competition in scheduled air
services thus lies in more flexible and

liberal bilateral agreements. The agree¬
ment between the United Kingdom and
the Netherlands, as modified in 1984

and 1985, is a good example of the
scope for reduced regulation. It pro¬
vides for freer access to routes, no

restriction on capacity, no prior consul¬
tation between the airlines on tariffs,

and for the tariffs set to be applicable

unless rejected by both countries' civil
aviation authorities.

Some airlines have also made moves

towards more competition, deciding

that pooling has outlived its useful-'
ness. British Airways for one is with¬
drawing from all its European pooling
agreements.

Air transport is to some extent
exempt from competition laws in most
OECD countries in view of the exten¬

sive national and international regula¬

tions by which it is circumscribed.
Agreements between carriers on gov¬
ernment-approved tariffs and oper¬
ating conditions are thus tolerated,
although in recent years these uncom¬
petitive practices have been increas¬
ingly viewed as disadvantageous to
both consumers and the airlines them¬

selves.

What Lessons

from US Deregulation?
Following the deregulation of the

American air transport industry, which
began in 1978 and which is generally
considered to have generated substan¬
tial net benefits, other countries have

begun to review the regulations gov¬
erning air transport. The United
Kingdom has partially deregulated its
domestic air-transport sector, besides

concluding a more liberal bilateral
agreement with the Netherlands.

In the United States, domestic car¬

riers can now decide to operate on any

route of their choice, a freedom which

has given rise to a major structural
change in air services towards 'hub-
and-spoke' operations. This mode of
operation enables airlines to derive
economies of scale by channelling trav¬
ellers to and from individual cities

through a regional hub, enabling them
to be transported most of the way on a
single large aircraft. They are carried by
smaller aircraft to and from the indi¬

vidual destinations that lie at the end of

the spokes spreading out from the hub.
This is a more economic way of organ¬

ising services than trying to schedule
direct flights between all possible
points using smaller planes on all
routes. 'Hubbing' has thus helped
reduce fares on competitive routes.

Fares

Now Reflect Costs

In general, deregulation has resulted
in fares that are more in line with the

true costs of individual routes. The

effect has been to reduce fares on

long-distance routes and raise them for
shorter ones. But it is also true that

regular fares have risen on the whole
while discount fares have fallen, so

that passengers paying full fares have
not really benefitted from deregulation
while the vast majority of travellers
who pay cut-price fares have. That has
encouraged more and more passen¬
gers to take advantage of these lower
fares: whereas in 1 976 only 1 5% of air
travellers flew on discount fares, by

1987 that figure had jumped
to 90%.

What of the financial performance of
the American airline industry? It

appears that the companies them¬
selves have also benefitted from dereg¬

ulation, although the less efficient car¬
riers have inevitably run into difficulties
and some have gone out of business.
The extensive concentration of the

industry is not thought to have reduced
the degree of competition introduced
by deregulation, since despite all the
mergers and takeovers there are still
more carriers between specific pairs of
cities than before deregulation.

The main effect of partial deregula¬
tion in the United Kingdom since 1 976
has similarly been to encourage the
introduction of discount fares, with the

main impetus for lower fares coming

from the entry of new airlines on
existing routes. Not only, then, have
regular fares increased faster than the
retail price index, but the surge in

cheap fares has meant that the gap
between the lowest-priced discount

tickets and full-price fares has

widened. The cut-price fares have also
stimulated traffic, and discount trav¬

ellers have accounted for most of the

growth in the domestic market in the
past 10 years. More generally, the
dominance of British Airways in the
domestic market has been consider¬

ably reduced, both through its with¬
drawal from certain routes and the fall

in its market share on competitive
routes. The liberalisation of conditions

on the London-Amsterdam connection

has also led to an increase in traffic and

a growing gap between rising full-price
fares and the cheapest tariffs.

The same trends towards hub-and-

spoke routing and discount pricing that
have been observed in the United

States and the United Kingdom would

probably characterise deregulation if it
were undertaken in other countries and

regions. The set of measures approved
on 1 4 December 1 987 by the Council

of Transport Ministers of the European
Communities (it took effect on 1 Jan¬

uary 1988) should go some way to
increasing flexibility in fare setting and
capacity sharing as well as to encour¬
aging more direct flights between
small regional airports and capital
cities.

Safety Improved
Since Deregulation

Questions of safety are often raised
in connection with deregulation. But
the claim that deregulation in the
United States has led to a drop in

safety standards is not supported by
the facts: the average accident rate has
declined since 1978. Airlines remain

subject to the safety standards of the
Federal Aviation Administration. In any

case, if there were any real deficiencies
in standards of supervision, the appro¬

priate response would be to tighten the
safety regulations or improve air traffic
control rather than return to economic

regulation.
For deregulation to succeed care

must be taken to ensure that govern¬

ment restrictions are not replaced by
restrictive business practices by the
airlines. Competition laws and policies
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must be enforced in air transport, and
any exemptions from the rules gov¬
erning normal competitive behaviour
must be clearly and specifically justi¬
fied.

New and innovative carriers must

enjoy freedom of entry to the market to
provide the competitive impetus to¬
wards wider choice of fares and

improved services to the consumer.

Countries should also be more willing
to grant 'fifth freedom rights' to foreign
carriers, especially those with limited
domestic markets that depend heavily
on international air transport. Rate-

fixing activities should be curbed and

governments should reappraise their
existing tariff approval procedures and

their toleration of concerted rate-fixing
by airlines. Capacity restrictions should
be lifted and the anti-competitive fea¬
tures of pooling agreements phased

out. Acquisitions in the industry, too,

must be monitored to ensure that they
do not create market power, leading to
oligopolistic practices and collusion.

an

These are the changes that deregu¬
lation would entail. There is little doubt

that they would benefit both con¬
sumers and airlines, especially in
Europe where the recent decision taken

by the European Community can only
be considered a first step in the right
direction.

Erratum

The countries covered by the Figure, 'Wealth Tax
Thresholds' on p. 29 of The OECD Observer,

No. 1 52, June/July 1 988, are, from left to right:
Luxembourg, Norway, Austria, The Netherlands,

Sweden, Switzerland (Zurich), Spain, Germany,
Denmark, Finland, France.

COMPUTERISED RESERVATION SYSTEMS

Airline computerised reservation sys¬

tems (CRSs) were originally developed
by carriers to automate their passenger

seat reservation and ticketing pro¬

cedures, but they have swelled into a

new business that is effectively a sepa¬

rate profit centre from the activity of air
transport as such. The latest techno¬

logy means that CRSs can now handle a

variety of ancillary services in addition

to airline reservations and ticketing.
They can give details about hotels,

rail travel and car rental and make the

relevant bookings, as well as provide

information about exchange rates,
insurance and other matters of concern

to travellers. In addition, modern CRSs

provide travel agents with additional

computer functions for back-office

applications like accounting, so that
they have an all-purpose reservation

system enabling them to provide a full

range of travel services as well as a

more efficient means of managing their

day-to-day administration.

Developments in the United States

over the past ten years speak for

themselves. In 1 977 virtually no Amer¬

ican travel agent had access to a CRS;

today some 95% of them are equipped
with one or more. Agents now account
for over 70% of all US airline ticket

sales as opposed to 50% at the onset of

deregulation.

The airlines have spent hundreds of

millions of dollars developing their

CRSs, but they are now generating
healthy profits for the companies con¬
cerned. American Airlines, for instance,

earned $140 million in profits from its
system (called Sabre) in 1 986, on total

company turnover of $360 million.

These systems are also beginning to
acquire an importance out of all propor¬
tion to their parent airlines' share of the

air transport market. American Airlines

had only a 13.8% share of the US

market in terms of revenue passenger

kilometres in 1 986, yet Sabre ac¬
counted for 39.9% of the CRS business

that year.

European airlines are now getting in

on the act. Having failed to agree on a

proposal to develop a single European-

wide system, they have formed two

consortia to develop joint CRSs in place

of their national systems to enable them

to compete with their American rivals.

Both are working with the operators of

two of the three leading American

CRSs. One group, baptised Galileo and

consisting of Aer Lingus, Alitalia, Aus¬

trian Airlines, British Airways, KLM,

Swissair and TAP (Portugal), has
teamed up with Covia, the United Air¬

lines subsidiary that runs its Apollo

CRS. The other, called Amadeus, com¬

prises Air France, Air Inter, Iberia, Luft¬

hansa and SAS, and has licensed the

software of Texas Air's System
One CRS.

The competition problems raised by
CRSs are derived from their bias in

favour of the vendor carrier's services

and their general scope for exercising
market power through the control of

information. Up to 1 984, the screens of

American CRSs were dominated by the

flights of the parent airline. Competi¬

tors' flights were displayed on later

screens, even when they were more

convenient or cheaper. But the US Civil

Aeronautics Board put a stop to that in

1984 when it issued regulations
requiring primary displays of CRSs not

to be based on any factor 'directly or

indirectly related to carrier identity' but
on the basis of certain service criteria.

Smaller carriers may also not be able to
afford access charges to a CRS, thus

excluding their flights from the main

marketing channel.
There is an international dimension to

this problem, moreover. In 1 986 US

airlines brought an action against Luft¬

hansa and the German government to
eliminate bias from Lufthansa's CRS,

START. The same year the United
Kingdom expressed concern that the

criteria for display in the United States

still contained significant biases against

foreign airlines, considerably limiting
their access to the US market. And

similar complaints have been made

about British Airways' system in

the past.
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After the Third Oil Shock
Back to Square One?

Marcel Kramer

It is now some two years since the crude oil price fell from almost US$30 to $10 per barrel.
Since then, the price has mostly fluctuated around $15. In real terms, crude oil now costs the

same as in the early 1970s. How did this come about and what does it mean for the
international market and for the oil industry? How does oil consumption react to a return to

lower prices for crude oil? Has more costly production outside the Middle East become
uneconomic, and will OECD oil imports therefore go up? Is the world inevitably returning to
tighter oil markets? These are among the important issues that forecasters and politicians

must consider.

Imagine joining a large oil company
in the early 1 960s. From day one,
it is clear you are in a business that

is going to grow: the world needs oil
products in ever-increasing quantities.
So you continue to look for oil, order
supertankers, build refineries, and
extend your marketing network. You
work for a company which gets almost
all its crude oil from a friendly country
in the Middle East, under what the

president of your company calls a
'mutually beneficial arrangement'.

But the oil business, you discover, is
not quite so simple. There is competi¬
tion, especially between retail outlets.
Investments in new plants are costly,

and they look to the longer term. How
big should we build? Will the friendly
country always be friendly?

After a couple of years, a few clouds
begin to gather. Political questions

begin to affect the industry. Some of
your affiliates are nationalised. Sharp
price increases are expected since
demand is projected to grow more

quickly than supply, and your company
decides to put more money into explo¬

ration. The North Sea looks promising
and it is close to your new refineries.
Then in 1 973/74 the price quadruples
(Figure 1 ), just when the first oil from
your company's new North Sea field
begins to flow.

For the next two or three years,
higher oil prices have several conse-

Marcel Kramer was, until mid-July, Head of the Oil
Industry Division in the International Energy Agency
at the OECD. He has now joined PetroCanada. in
Calgary, as Senior Adviser, Corporate Planning.
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quences, compounding the other

structural problems of Western eco¬
nomies. Oil consumption falls, and

OECD governments initiate energy
conservation campaigns, because if

energy is not saved the next generation
will run out of oil. Import bills are

considered too high, and security of

supply is felt to be at stake.
Meanwhile, production capacity for

crude oil continues to grow, new refi¬
neries are opened, even bigger tankers
are put into operation. The general
feeling is that these will be required:

demand is expected to pick up again,
and, indeed, in the second half of the

1970s it does.

The Second Oil Shock

Over the next three years you wit¬
ness unprecedented change. Prices

almost triple again. In 1 980, spot
cargoes trade at $40 per barrel, some
fifteen times the price of 1973. In
addition, the US dollar increases in

value. In many markets it is impossible
to pass on all of the higher crude costs
to the consumer because of fierce retail

competition or because of maximum

prices set by governments. Commer¬
cial stocks are to be reduced and kept

at an absolute minimum. Preferably,

governments should hold strategic
stocks separately (Figure 2).

In the first half of the 1 980s, the oil

market is fundamentally different from
that of the previous decades. The days

of robust growth have ended, as con¬

sumption falls, especially of heavy fuel
oil used by industry and power plants.
Substantial overcapacity exists in all
links of the oil supply chain. Concerns
about security of supply dominate the

debates among the makers of energy
policy in the West. Middle East pro¬
ducers see their sales decline rapidly as
consumption falls and new supplies
elsewhere come on stream. Com¬

panies prefer to lift crude from their
own new fields, often closer to

home.

Under these conditions, OPEC

member countries agree on crude oil
prices and production quotas to main¬
tain their revenues at the amounts of

the early 1 980s. But for many it is very
difficult to adhere to the objectives set

by the group. The officially agreed price
structure weakens as more and more

oil is traded outside it, at prices which
reflect the refiners' return on finished

products. The buyers' market is
making itself felt.

In mid-1985 Saudi Arabia an¬

nounces it will no longer defend official
prices, and begins to sell crude at
market-related 'netback' prices.1 The
stated objective is to regain market
share. Saudi oil exports have fallen

$ per barrel

40

Figure 1
CRUDE OIL PRICES
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from over 1 0 million barrels per day
(mbd) in 1980 to about 2.5 mbd in
1 985 and annual Saudi oil revenue

plummeted from almost $110 billion in
1981 to $26 billion in 1985. Com¬

panies have reduced liftings of Saudi
crudes, the prices of which they con¬
sidered uncompetitive.

The results of the change in mar¬
keting strategy are immediate. To

some, they are traumatic. Aggressive
competition between crude oil ex¬

porters drives prices down to well
below $1 0 per barrel in the summer of
1 986. Oil export revenues fall because
higher volumes of sales are not enough

to offset the price effect. Many small
independent producers and service
industries are put out of business.

Government revenues from oil produc¬

tion fall sharply and companies see
their exports of goods and services to

oil producing countries dwindle. But
there is also good news for many, in
that end-user prices of oil products fall
by some 25% on average. This helps
curb inflation.

The Initial Reaction
to Lower Prices

Do the events of 1 985/86 mark the

start of a new and unavoidable cycle of

a growing call on Middle-East oil which
will culminate in much higher prices?
What was the initial market re¬

sponse?
Oil consumption in OECD countries

declined almost continuously between
1980 and 1985. This decline resulted

from the replacement of oil by other

fuels, high energy costs, structural
changes in OECD economies, and from
renewed and more intensive conserva¬

tion and efficiency efforts. Many gov¬
ernments provided additional incen¬

tives, underpinning the price effect.
Over the past two years, with average
end-user prices some 25% below
1984/85 figures, consumption has
increased at an underlying annual rate
of close to 2.5%. The main trends in

individual oil products were:

growth in transport fuels, of which
motor gasoline is by far the most
important, at a rate of 2 on
average; for several years, increases in
the number of miles travelled have

1 . Netback prices reflect the value of finished

products, minus agreed refining and transport costs.
They therefore generally have a built-in margin for the
refiner, either explicit or implicit, and substantially
reduce or sometimes even eliminate price risk for
him.

The OECD OBSERVER 153 August-September 1 15



more than offset efficiency gains
a boost in oil product sales for

petrochemical manufacturing (liquified
petroleum gases (LPGs), naphthas);
these sales were about 5% higher
throughout the OECD area in 1987
than in 1986

stagnant or declining sales of
heating oil, as natural gas and elec¬

tricity slowly continue to increase their
share of the heating markets

for the first time in many years,
heavy fuel oil (HFO) sales increased in
1 986, capturing markets from natural
gas, and to a lesser extent from coal,
because of the relatively slower price
response of these other fuels; in 1 987,
HFO consumption resumed its decline,
as the price of alternate fuels again

became more competitive.

In developing countries, which now
account for almost 30% of world oil

consumption2 against some 20% a
decade ago, oil use is growing more
quickly than in the OECD area. In many

of these countries, economic develop¬

ment leads to energy-intensive indus¬
trial activity and to rapid growth in
purchases of energy-consuming
goods. For example, oil consumption in
countries as diverse as India, Taiwan

and Egypt has doubled over the past
ten years.

What Impact
on Crude Oil Production ?

If a survey had been carried out

among oil analysts, say, five years ago,
about the effects of $1 0-oil on crude

production in the OECD area, it would
probably have shown that most of
them expected a rather dramatic

immediate impact. Certainly, many of

the older and very small producing
wells, which predominate in the
southern United States, became un¬

economic as prices fell to around $10.
Several thousand of these 'stripper'
wells were shut-in.

Figure 3
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Figure 2
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But as it turned out, real current

production costs per barrel for the vast

majority of producing fields are well
below $10 per barrel. Moreover, sub¬
stantial investments have been made

in these fields, bearing in mind long-

term supply and price objectives. Also,
several new fields were coming
onstream in 1986/87 in accordance

with previously planned production
schedules.

As a result, production in the OECD
area declined marginally, from
17.0 mbd in 1985 to 16.7 mbd in

1 987 (Figure 4). Oil supplies from non-
OPEC developing countries actually
increased, from 8.5 to 8.9 mbd over

the past three years. A long-term trend
of steadily increasing production in this
group of developing countries was thus
continued despite the sharp decline in

price.

Financial Performance

of the Oil Industry

The fall in crude oil prices obviously

had a major effect on the financial
performance of the oil industry. A
review3 of the financial results of 25

large OECD-based oil companies
shows that:

total revenues for the group
decreased by $1 37 billion, or 20%, in
1 986, continuing an almost permanent
declining trend since 1981

net profits in 1 986 were $1 5 billion,
or 23% lower than in 1985, less than

half the amount of the peak year 1 980,
the decline ascribable mainly to a sharp
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drop in 'upstream' (oil production) pro¬
fits, of $17 billion; refining and mar¬
keting profits rose strongly, for the first
time in many years, but not nearly
enough to compensate for the decline
in upstream profit.

In view of these lower revenues, oil

companies decided to cut back on
expenditures and to step up their
efforts towards rationalisation. Capital

expenditure in the upstream sector
was cut by $14 billion, or 34%, in
1986. Production techniques were

closely reviewed. The introduction of
new technologies and of simplified,
more efficient processes was acceler-

production) and downstream (refining,
product sales) operations has a better
chance of survival than a non-inte¬

grated firm. But this principle does not

apply everywhere, and the benefits of
integration also depend on other fac¬
tors such as market volatility.

For oil-producing countries, integra¬
tion downstream can be attractive

since it can provide them with a more
stable and secure outlet for their crude

oil. It can take many different forms.
The Venezuelan national oil company,
Petroleos de Venezuela, and Mexico's

Pemex have entered into joint ventures
whereby part of their crude oil is

Figure 4
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ated where possible. Importantly, sur¬

plus capacity in the service industry
(drilling rigs, platforms, pipelines,
crews) led to a drastic reduction in their
cost. For certain North Sea offshore

fields, cost reductions of almost one-

third were achieved, while the flow of

oil was maintained or even in¬

creased.

When looking at the impact of lower
(or higher) prices in the oil industry, a
distinction has to be made between

different types of companies. From

recent experience it has again become
clear that, over time, an integrated
company with both upstream (crude oil

processed by German and Spanish
refineries.

Other companies, with Kuwait Pe¬
troleum Company the most prominent
example, have purchased refineries
and marketing distribution facilities in
consuming countries (Netherlands,
Denmark, Italy, Belgium). There are
frequent reports that Saudi Arabia is
planning similar purchases in joint ven¬
tures.

So far only a fraction of the oil
consumed in OECD countries is refined

in refineries wholly or partially owned
by producer governments. But as long
as the crude oil market remains slack,

downstream integration will remain an
option that a number of crude pro¬

ducing countries will consider.

What Next?

Now, with all of this in mind, assume

you have survived the staff cutbacks of

the past three years and have risen to

the post of senior corporate planner in

your company. Part of your work is to
develop an oil business outlook for the

next decade. The main question will

certainly be what development you
anticipate in prices. Most probably you
will not come up with one single

answer, putting the price in the
year 2000 at $10, $30 or $50 per
barrel. You are more likely to follow
most of your collègues by producing

one or more projections and by
attaching probabilities to each of them.

They will have to include many consid¬
erations, either economic, political,

technical and social or demographic.
For example, there is the question of

the effect of economic growth on
demand for oil. For many years, the

ratio of oil consumption to GDP growth
has been falling. This was also true of
1986/87. Robust economic perfor¬
mance may, through new energy-
efficient investment and structural

change, lead to a continuation of this
trend. But it could also slow down or

even be reversed if real oil prices stay

around current rates for many years.
There is also a potential for a relatively
high growth rate in the oil consumption

of developing countries.
If economic performance is poor for

a number of years, it will tend to

dampen oil consumption and contri¬
bute to a slack oil market in which

downward price pressure persists

longer than many now anticipate.

Upstream spending has fallen. It is

unlikely soon to return to its earlier
peak, especially if there is a wide¬
spread expectation of volatile prices for

the next five to ten years. Because of
the long lead times, such spending
tends to be driven more by mid- to

long-term price expectations than by

current price.
On the other hand, many companies

are gearing their operations towards a
lower price outlook than that prevailing

in the early 1980s. New technologies
and more efficient operations mean

2. Excluding Centrally Planned Economies.

3. IEA financial information service data base.
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more value for money coming from
upstream budgets. With the shift in

exploration to less thoroughly investi¬

gated areas, the relative chances of
new finds may improve. With higher oil

import requirements in sight some

OECD governments could also decide
to make their fiscal regimes for explo¬
ration and development more attrac¬

tive, and to open up new prospective
areas.

Will crude oil flow as freely

A prolonged and escalated conflict
in the Middle East cannot be ruled out

altogether. If consuming countries, for
this or other reasons, are denied

access to part of the oil now flowing
from the region, there could well be a
sharp initial increase in price. But con¬

sumer governments now control large

stocks and have other emergency
plans in place. An appropriate policy of

drawing on stocks and measures to

THE OIL MARKET

IN 1986/87

in the 1990s?

toconsumption growth of close
2,5 % per annum

almost stable non-OPEC crude oil

supplies, with increases in many coun¬
tries offsetting declines elsewhere, par¬
ticularly in the United States

some growth, therefore, in exports
from OPEC countries; OPEC crude oil

production increased from 1 5.9 mbd in

1985 to 17.7 mbd in 1987; some of

that oil was put into stocks and did not

reflect genuine demand; the average
price of crude oil imported by OECD
countries fell from $28 in 1985 to

$1 6.50 in 1 986/87, leading to a sub¬
stantial decline in exporting country on
average revenue.

WORLD CRUDE OIL RESERVES
Year-end 1987

(891 billion barrels)

Centrally
Planned

Economies

OECD

Others

Latin

America

Middle East

reduce consumption would dampen
the volume- and price-effect of a short¬

fall in supply. On the other hand, even a
short-lived sharp price increase could
lead to an intensified drive for conser¬

vation and efficiency, as well as to an
increase in the search for oil outside the

Middle East.

an

There is, for the moment, no clear

consensus among oil industry analysts
about the likelihood of the market

tightening in the 1990s and of

increasing prices. Perhaps the majority
view is that demand will increase

slowly and that production outside the
Middle East will not decline rapidly. For
those and other reasons, many ana¬
lysts project real prices to increase only
very slowly in the 1990s. In oil, the

majority view has often been wrong.
Will it be right this time?
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What
Future
for the /
Sahel?

Food shortages, desertification, a soaring birth rate and rising debt are a few of the most
worrying features of developments in the Sahel in recent years. These trends have continued,

even intensified, despite the provision of large-scale international aid (some $15 billion
since 1975). How effective has been the aid provided to the Sahel, and what are the

prospects of this region for the year 2010? A study,1 prepared jointly by the Secretariats of
the Sahel Club (a specialised unit of the OECD responsible for organising a permanent
dialogue between representatives of the Sahel countries and those of the co-operation

agencies) and of the ICDCS (Interstate Permanent Committee for Drought Control in the
Sahel),2 discusses these questions.

Anne de Lattre

Drought usually brings suffering
in its wake. The droughts that
recently afflicted the Sahel (the

most serious were in 1 970 972 and

1984 focussed the eyes of the
world on its misery, and showed how
vulnerable to climatic fluctuations are

regions which use traditional extensive
farming techniques and an agriculture
which depends on rain and is usually
not mechanised.

The record of recent years is hardly
satisfactory. Admittedly, there have
been some promising developments:

improved cotton yields, the spread of
maize growing and an expansion of
vegetable and fruit crops, particularly
in peripheral urban areas. One can also
point to some appreciable, but iso¬
lated, progress in irrigated farming,
livestock raising and fishing. Nonethe¬
less, overall agricultural productivity
has not kept pace with the rapid
growth in population over the past

Anne de Lattre was Head of the Sahel Club at the

OECD from 1976 to 1988. She is now a Special
Adviser to the Club.

25 years: population has doubled
while grain output has increased by
hardly 20%. As a result, the Sahel
countries have had to rely increasingly

on food aid, while still being obliged to
import rising quantities of grain (essen¬
tially rice and wheat). Food aid and
commercial imports represented on

average 6.5% of domestic cereal pro¬
duction from 1 961 to 1 965 and 25%

from 1982 to 1985.

Industrialisation:
A False Friend

The deterioration in the physical
environment (because of soil erosion

and the loss of plant cover) partly
explains this failure. Its origins are not
solely climatic: some of the causes

were the decisions to pursue a devel¬

opment strategy geared to industrialis¬

ation, the growth of social services, the
development of the economic infra¬

structure as well as public and private
consumption which slowed down

investments in farming and animal

husbandry. In addition, timber had to
be felled on a massive scale to meet

the demands of rapidly expanding
urban centres.

From the time of the independence
of the Sahel countries, their leaders

were attracted by the objective of

industrialisation, to them the symbol of
modern development. Yet between

1 970 and 1 982 annual manufacturing
value added growth, at 2.8%, merely
kept pace with that of the population.

By way of comparison, the Ivory Coast
and Tunisia recorded annual industrial

growth rates of 5.3% and 12.6%

respectively over the same period.
The public sector in the Sahel coun¬

tries grew much more rapidly than the

1 . The Sahel Facing the Future: Increasing
Dependence or Structural Transformation?,
OECD Publications, Paris, forthcoming autumn 1 988.
The study was prepared by a team of consultants led

by Jacques Giri (Economist, SEEDStrategy, Energy,
Environment, Development).

2. The ICDCS comprises nine Sahel countries:
Burkina Faso, Cape Verde. Gambia, Guinea-Bissau.

Mali, Mauritania, Niger, Senegal and Chad.
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productive sectors of agriculture, live¬
stock, industry and trade. Gradually,
official and semi-official institutions

came to form a heavy burden on a
fragile economy.

In the space of ten years (1971-
1981), annual official aid to the

member countries of the ICDCS

increased sevenfold, from $200 mil¬
lion to $1.5 billion. Yet this aid was

channelled especially in economic
infrastructure and social services

rather than into agriculture and thus
tended rather to hamper the develop¬
ment of production. Further, govern¬
ments aimed to keep food prices
acceptably low in towns with rapidly
expanding populations, an objective
achieved thanks to food aid and com¬

mercial grain imports. But as a direct

result local food production came up
against such competition that efforts

to improve agricultural productivity
were discouraged.

Thus only a very small proportion of
international aid was allocated to the

development of the food resources of
the Sahel countries. Between 1975

and 1985, approximately 40% of all
aid was not directed towards specific
projects; instead, it took the form of

food aid, emergency relief, budget
support, balance-of-payments sup¬
port, technical assistance. A third of

this aid, furthermore, served to finance
the kind of investment that shows a

return only in the long-term (transport
and telecommunications infrastruc¬

ture, education, health, water supply,
etc.). Lastly, not much more than a
quarter of total aid was allocated to the

funding of productive investment,
including aid for the development of
rainfed food crops, which account for
95% of the grain produced in the
Sahel. Yet only 4% of total interna¬
tional aid is allocated to improving the
productivity of such cropsmainly mil¬
let, sorghum corn and rainfed rice. The
same is true of reforestation. It is

essential to combat soil erosion, which

reduces inexorably the area of land
under cultivation, yet receives only
about 1.5% of total aid.

The authors of the Club du Sahel

study, bearing in mind the mediocre
results obtained up to now, examined
the outlook for the future of the Sahel.

They ruled out the simple extrapolation
of current trendsa deteriorating envi¬
ronment, growing desertification, in¬

creasing dependence on the outside
worldwhich would provoke reactions
that would be simply unacceptable.

Their projections therefore took
account of unavoidable climatic condi¬

tions, and factors both external to and

inherent in Sahelian societies. They
took pains to understand the relation¬

ships between the history of the Sahel
(box), the influence of the West on its

culture, values, the development of its
civilisation, lifestyles, social groupings,
and the power of relationships which
link them.

From their analyses the Club du
Sahel authors formed the opinion that
the forces shaping Sahel societies were
unlikely to change much over the
course of the next two decades, that

the Sahel could respond to limited
change but would probably not be able
to resolve its fundamental problems.

This expectation of 'limited adjust¬
ment' depends on a considerable
increase in the amount of aid and on

the continuation of reforms currently
underway. It does not exclude tension

between different groups: those with

organisations (NGOs) which hope to
help them.

Unpredictable climatic fluctuations

in the Sahel can produce sudden
drought. Top priority should therefore
be given to ensuring food security. It is
essential that the governments and
inhabitants of the region should be
spared the pressure of short-term exi¬

gencies enough to allow them to frame
and implement medium- and long-term
programmes. Care should be taken,

nonetheless, that the 'safety nets'
provided do not make the beneficiaries

of aid less self-reliant, as happens too
often.

A variety of bodies was set up
several years ago to detect and fore¬
cast food shortages; they include
national early-warning units, and na¬
tional offices or regional institutions
responsible for collecting and ana-

access to a Western lifestyle and those
who have not; country-dwellers and
town-dwellers; people in positions of
power and those trying to make their
voices heard. Nor does it exclude acute

crises, but it can delay them and ward
them off in the immediate future.

In order to project a more optimistic
future than the straightforward projec¬
tion of current trends would suggest,
the study is careful not to propose
simple remedies. And it identifies four

groups who could play a role in guiding
the Sahel on its path to a better future:
the aid agencies, emerging groups
(migrants, women, young people with
initiative, rural groups, city workers)
and the foreign non-governmental

lysing agricultural statistics and agro-
meteorological data. The next step
should be the gradual introduction of a
sequence of actions to deal with food

shortages, in the framework of a stra¬

tegy designed to respect the agricul¬
tural production systems of the
region.

Too Much Food Aid?

The sequence of actions should aim

first to increase agricultural output and
productivity and then to improve the
efficiency of farmers' and govern¬
ments' food stocks, while encouraging
the transfer of food from areas of

surplus to areas of shortage. These
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actions should be backed by a gua¬

rantee of food supplies by foreign

governments in the event of emergen¬
cies. Food aid itself should be used only

as a last resort when all other possibil¬
ities have been exhausted.

Experience has shown that exces¬
sive responses to shortages or the
ill-advised provision of food aid can
distort patterns of production and con¬
sumption as well as foster attitudes of
permanent dependency. So develop¬
ment agencies must co-operate with
the Sahel governments in consoli¬
dating their fledgling systems of food
security. The wide variety of eventual¬
ities calls for a flexibility in response,

targeted to specific regions and
groups, and implemented on a large or
small scale, depending on the circum¬
stances.

A verifiable code of conduct on food

aid is therefore required. This is an idea
which is making headway; it should be
embodied in agreements between the
Sahel authorities and donor coun¬

tries.

Initiatives

from the Grass-Roots

Agriculture in the Sahel countries is
in a state of crisis, except in the few
areas where there is sufficient rainfall.

Yet, to some extent, every crisis can

generate its own antidotes.
Spontaneous changes, the fruit of

scattered initiatives by farmers, are
under way in areas where traditional
methods of farming have reached their
limits. Thus, instead of large-scale
intervention by development agen¬
cies cost of which, in investment

and technical assistance, is high in
relation to the returnit would be

better to back up the farmers' initia¬
tives by responding to their demands,
instead of seeking directly to create
such initiatives.

This approach presupposes the
creation of peasant organisations and
the definition of means of intervention

designed to be close to the village
communities and responsive to their
requirements. And the communities
must be allowed more autonomy,

which will in turn require contact with
the political authorities.

A new policy must therefore be
devised, coupled with effective chan¬
nels of information. One thing is cer¬
tain: policies of guaranteed prices,
massive stockpiling and subsidies
(which even in the industrialised coun¬
tries have shown their limitations) are

not applicable in countries where pro¬
duction can be halved or doubled from

one year to the next. Nor are full-scale
protectionist policies feasible in these
countries either. Once again, the
emphasis should be on flexible, vari¬
able methods that can be reversed or

adjusted to changing circumstances
and availability of goods.

The Economy
Goes Underground

The size of the unofficial or under¬

ground economy in the towns of the
Sahel shows how ill-adapted is the

THE BURDEN OF HISTORY

Are there historical roots to the

present crisis in the Sahel? The member
countries of the ICDCS and the Sahel

Club consider that historical factors

explain, at least in part, the difficulties
that the countries in the region are
experiencing in adapting themselves to
the modern world. At an early stage of
their historical development, for ex¬
ample, they did not create lasting
highly-centralised and unifying empires.
The social structures that still prevail

today were already in place by the
1 6th centuryfragmented societies
held together by a rigid, highly devel¬
oped hierarchy of village and family
groups. As the supply of land was
apparently unlimited, communities ad¬
opted extensive methods of farming
that required neither organisation nor a
high degree of labour intensity. Hence
their present difficulty in coming to
terms with the fact that their old way of
life is out of place in the modern
world.

In addition, by introducing exclu¬
sively Western lifestyles and methods
of production into this context, colon¬
ialism precluded a smooth transition
from the past, and prevented the syn¬
thesis of traditional and modern values.

It created a wide gulf between the new
administrative classes of the Sahel

states, the direct heirs of colonial power
and admirers of the Western model,

and a civil community rooted in its
ancestral way of life. As a result,
governments felt isolated and weak
and, because they lacked any real con¬
tact with rural communities, became

suspicious of them and reluctant to
allow them any power of initiative in
their own organisation. Conversely, this
bureaucracy antagonised the rural com¬
munities and, worse still, imposed on
them taxes so heavy that they were
sometimes deprived of the very means
of subsistence. One of the most

pressing challenges before all those
concerned with the development of the
Sahel is how to eliminate the paralysing
effects of this divide.

regulatory framework in the Sahel
countries to the requirements of their

inhabitants. The population explosion

in Dakar has been accompanied by a
rapidly expanding unofficial sector pro¬
viding thousands of jobs that the offi¬
cial sector has been unable to create.

The unofficial economy has allowed
relatively unskilled and poorly-organ¬
ised small craftsmen to survive, and

provides a refuge for those who seek to
avoid paying taxes.

Deregulating
the Sahel

Taxes (both direct taxes and cus¬

toms duties), trade regulations and
labour legislation in the Sahel countries
hamper private initiative, restrict its

potential, upset its balance and curb its
dynamism. These countries are handi¬
capped by a cumbersome regulatory
framework and the growing ineffi¬
ciency of official structures, exacer¬
bated by population growth. Since the
state will be less and less able to carry

out its traditional role of providing

education, training and health care, of
deciding between competing interests

in the community and of ensuring the
equity of social regulation, the struc¬
tural adjustments required to reduce
the ambit (more theoretical than real)

of government, to allow a freer, more
active and more competitive civil

society to emerge, cannot be put off
much longer. It is necessary to start
thinking immediately about low-cost,
innovative and decentralised alterna¬

tives to enable the societies of the

Sahel to meet the requirements of their
citizens, and to devise the transmission
channels for international aid that

maximise its efficacity.

DD

Africa is so vast and diversified that

it is impossible to deal with all the

commercial, financial, agricultural,
technical, industrial and human prob¬

lems of the continent as a whole. They

should be tackled both regionally
(West Africa, East Africa, Central
Africa and Southern Africa) and in the

sub-regions. New concepts of regional

co-operation should therefore be

worked out; here, existing develop¬
ment agencies obviously have a role to

play. Furthermore, carefully selected
organisations must be helped to set

out the problems more clearly and to
improve understanding of the facts and
the scope for action. A start to this

long-term task could be made by the
ICDCS; the Sahel Club has seen a

starting point.
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Lone-Parenthood
and
the

Low-Income

Trap
Elizabeth Duskin

More and more children in

OECD countries are being
raised by only one parent-

usually the mother. Families
headed by women often have
low incomes, in part because
of the absence of the father

(and his resources), the

limited earnings of many
women, and the immense

difficulties of reconciling paid
work and family obligations.

Present policies may
complicate rather than resolve

these difficulties, as a recent

OECD Conference pointed out.

.* -
I 4«h
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In the past the premature death of

one partner was the most frequent
cause of lone parenthood;1 today

the growth in divorce and births out¬
side marriage (or a stable 'consensual
union') account for the majority of
cases in most OECD countries. More¬

over, 85 to 90% of all lone-parent
families are now headed by women.

And alongside these changes, atti¬
tudes have altered as well.

In modern industrialised countries a

woman who has children and who

does not work is becoming the excep¬

tion. It is generally agreed that the lone
mother too should not remain outside

the labour force indefinitely. Yet poli¬
cies that help women and their children
move from economic deprivation to

self-sufficiency are all too rare. So the
pressure on countries to address the
requirements of these families effi¬

ciently and effectively is increasing.

How the Numbers

are Changing

The surge in the growth of lone-

parent families began in the 1 960s in
North America, and slightly later else¬
where. Since the early 1 970s in some
countries, such as France, Japan and
Switzerland, numbers have increased

by 20% or less. But at the other
extreme, Great Britain, Australia, and

the United States exceeded 50%, with

growth in the United States more than
doubling. For the majority of countries,
the increase ranges between 30 and
50%.

Lone-parent families now typically
constitute 10 to 15% of all families

with children in OECD countries. Ire¬

land, Japan and Spain have been not¬
able exceptions, with under 1 0% up to
the early 1 980s. The United States has
by far the highest proportion: about
one in four of all families with child¬

ren.

The driving force behind this
growthdivorce and separationhas

been strengthened by falling marriage

and remarriage rates. Births among
women who are not married, although

by no means equal in importance in all
countries, account for the second-

largest group among lone-parent fami¬
lies in the United Statesand the fas¬

test-growing one. Widows form the
largest group in Ireland and Spain, but
in most other countries they are the
second most numerous after the

Elizabeth Duskin is a specialist in social policy in the
OECD Directorate for Social Affairs, Manpower and
Education.

divorced. The composition of the group

in the United Kingdom contrasts with

that of its European neighbours: it is

most nearly comparable with that of
the United States.

But these numbers understate the

size of the group in one important
respect. Many more adults and

children experience lone-parenthood

over their life-cycles than are counted
at any single time. As a result, lone-

parenthood may affect many more
people than a snapshot reveals.

It is temptingbut rashto conclude
that the 'nuclear family' is disappear¬

ing. In spite of the increase in lone-
parent families (and one-person house¬
holds), the traditional family, with or
without children, remains the most

frequent family type.
The prognosis, according to experts,

is for a continuing rise in divorce and

separation, particularly where civil
divorce has been introduced or liberal¬

ised only recently. The United Kingdom
and the United States, where divorce

rates may have peaked, could be
exceptions.

An upward trend in births outside

marriage in most non-Scandinavian
countries suggests further increases in
the number of unwed mothers, per¬
haps only partially offset by increases

in births to unmarried partners in a
stable relationship.

In sum, there may be even more
lone-parent families in the years to

come than there are today in many
OECD countriesand many more who

are likely to be poor.

Is Family Structure
the Cause?

In earlier times, the traditional family

represented income 'insurance' for
many women and children. But the
breakdown of marriages has revealed

the growing importance of 'self-insur¬
ance' against inadequate income.

Public concern is largely a result of the
increased numbers of those who are

not protected, particularly when
children are affected.

But from a policy perspective,

changes in family structure may not be
the problem: many of the changes are

escapes from unhappy, unconstructive
relationships. And the 'richness' of

family life, broadly speaking, is not

necessarily related to family form. The
challenge to policy is to find other ways

1 . The term 'lone parent' is generally preferred to
single parent' since it has no connotations of marital

status.
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of protecting individuals and families of
all types against misfortune when
changes occur.

Nor are the difficulties of lone

mothers and their children related only
to family structure. A change in family
status may be the catalyst that reveals
the problem, but the real culprit is the
vulnerability to economic disadvan¬

tage.

Obstacles

to Paid Employment
Virtually all lone mothers face diffi¬

culties, but there are vast differences in

the severity of their problems and the
paths that have led them there. Some

were already disadvantaged: poor edu¬
cational backgrounds, few if any mar¬
ketable skills, little or no previous work
experience, and therefore little hope of
sustaining their families. These are the

core group of the disadvantaged.
Others may be in a slightly better
position, but an abrupt loss of income
may lead to a difficult period of trans¬
ition. In both cases, there is typically a
conflict between financial responsibili¬
ties and time to care for children.

The most frequent route out of
economic disadvantage-despite the
relatively high participation of lone
mothers in the labour forceis marriage
or remarriage. But this is not a random
process: it often leaves behind those

who are the least likely to be self-

sufficient. The concentration of the

seriously disadvantaged among lone-
parent families may therefore increase
as growth in overall numbers contin¬
ues.

Earnings usually lead to self-suffi¬
ciency for most able-bodied, non-
elderly households, but the connection
weakens when the household is

headed by a woman. The average
earnings of women are lower than

those of men; job opportunities for
women are concentrated in a narrow

band of occupations, and unemploy¬
ment rates tend to be higher among
women than among men. Women not

only earn less, but also their earnings
are more precarious.

The job market is more difficult still

for single mothers, whose availability
for work may depend more than any¬
thing on the provision of child-care
amenities. If these are unavailable or

expensive, women may not only be
limited in the hours they can work but
may be discouraged from working alto¬
gether.

Few countries have comprehensive
child-care strategies to assist working
mothers. In some, governments pro¬
vide child-care services directly at
reduced cost; in others, state subsidies

are available to providers or users of
facilities. Private facilities, in the

absence of subsidies or regulated stan¬
dards for the care and safety of child¬
ren, may not always be a good alter-

Insurmountable obstacle? The absence of child-care facilities can present lone-parent families with
real difficulties.

''^tsyiliyi

Figure
LONE-PARENT FAMILIES

as % of all families with children

Early 1980s

United States 1984

MU Australia

M/ Sweden

United Kindgom

f

1984

1981

1980

Belgium

Switzerland

H/' Canada

Germany
France

Netherlands

Ireland

1982

1982

0 10 20 30

A note of caution is in order. Definitions of lone-
parent families are frequently not comparable be¬
tween countries. There are differences in the age
limits of dependant children (if any), the enumera¬
tion of multi-family households, and the treatment
of cohabiting couples. Moreover, data are often
unavailable for the same year in each country.

native. But whatever the approach, no
country currently meets existing de¬
mand, although some come much
closer than others.

In most OECD countries, neverthe¬
less, the proportion of lone mothers

who work is relatively high, ranging
from 30% to over 70%-parallel to, but
about 10 to as high as 20 percentage
points above the overall rate for

women within a country. And it is
higher than that of married women by
even more. Unfortunately, high rates of
labour force participation by lone
mothers do not guarantee high-or
even adequateearnings.

In spite of these disadvantages, it is
becoming very unusual for a woman-
married or single, with or without
childrennever to work. Sooner or

later, a woman who is the sole adult in

a family and who remains alone will

probably have to work. Re-entry into
the job market after periods outside
paid employment can be especially
difficult. The loss of work-experience,
the failure to acquire new skills and the
obsolescence of old ones will all tend

to reduce employability and earnings.
The lack of child-care facilities or other

obstacles to paid employment for lone
mothers may therefore have a higher
price attached than merely the wages
forgone.

Even when a mother works, her

earnings alone are usually not enough
to sustain the family. For all but

24
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widows, there is more often than not a

second parent who can help with the
requirements of the family. But,

legal enforcement, support
from the absent parent, either for the
child or former spouse, is also fre¬

quently absent.
As a result, many women end up

worse off than their former partners,

with many sufficiently deprived to
depend on government assistance. For
those women who do not (re)marry,
the situation remains bleak; for the

men involved, there is generally no
sharp drop in income, and even a
subsequent improvement.

What Support
from the Absent Parent?

Public authorities are in general

agreement that the financial obliga¬
tions of parents to children continue

even when marriages dissolve or are
never formed. The cornerstone of

many national policies requires en¬
forcement of private financial responsi¬
bilities to children, often with legal

guarantees of a minimum payment to
be collected later from the non¬

custodial parent.
Although there is much room for

improvement in child-support awards
and their enforcement in many coun¬
tries, there are also clear limitations.

The courts cannot create income: they

can only divide what exists. A system
of family law based on the poor sup¬
porting the poor is doomed to fai¬
lure.

Yet there are good reasons to con¬
tinue improvements in the design and
enforcement of support awards: it is a
first step in establishing an integrated
system of private and public support
for lone mothers which, in addition to

their own earnings, may lead to
increased self-sufficiency; second, it

may convince taxpayers that those
directly responsible are fulfilling their
obligations and make it easier to obtain
public support for desirable pro¬
grammes.

Other approaches to providing finan¬
cial help after divorcebut without
continuing dependancyare being de¬
veloped. There is a trend in many
OECD countries towards 'clean

breaks', providing for a lump-sum divi¬
sion of assets at the time of divorce

instead of a flow of income over time.

But such settlements can be difficult

when resources are limited, if, indeed,

they exist. There is also growing
interest in dividing up another form of

And who looks after the kids during the holidays?

property, namely, pension entitle¬
ments. This arrangement could take
the form of lump-sum compensation
(the woman takes the house, the man

the pension), or alternatively, a share
of any pension when it is received could
be assigned to the woman by the
courts.

Widows, on the whole, fare better

than unmarried women, both from

public and private sources. But their
pension entitlements may not be suffi¬
cient to prevent a disadvantaged old
age. If provision for survivor's benefits
is not automatic, or if benefits reflect

the outdated earnings levels of the
deceased spouse, or are not indexed,
the income position of widows will
deteriorate, particularly if they have no

pension of their own.

The Dangers
of Piecemeal Policies

Without adequate earnings or sup¬

port from the father, the lone mother
may have no choice but to rely on
income from social assistance pro¬

grammes. Yet government income
maintenance programmes frequently
provide relatively low benefits and
discourage any real moves towards
self-sufficiency. In some public
schemes, benefits are reduced when a

woman has earnings and, frequently,
income from the absent parent. As a

result, there may be little advantage in
working (or receiving child-support)
unless earnings far exceed benefits and
are adequate by themselves to support

the family and pay for the costs related
to working. Since the lone mother
would hardly be in the position of
relying on state support if she could
work and have reasonable earnings,

she may be trapped in dependancy.
The core group of the disadvantaged

among lone mothers are those least
likely to be able to support their famil¬
ies. They must somehow be enabled to
do so, with a reduction in the conflict
between their dual roles as workers

and mothers. Income-support may

offer a partial solution, at least on a

temporary basis. But the package of
policies should not be put together

piecemeal.

no

If policies are to be effective, they
have to be consistent. Policies should

be appropriate for the case where a

parent must work and bring up child¬

ren. They should achieve some sort of
balance between these competing
roles. Without it, policies will prove

contradictory and, ultimately, ineffec¬
tive and costly. Consistency requires
integration: policies which encourage
employment but which are not comple¬
mented by adequate child-care facili¬
ties are unlikely to achieve their goals;
government income-support given
only in the absence of gainful activity-
employment, education or training-
may make otherwise desirable activi¬
ties undesirable. Policy inconsistency

risks sacrificing long-term objectives to
short-term expedients.
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The City Reborn
Ariel Alexandre and Lindsay MacFarlane

Declining industries, urban sprawl, the deterioration of inner cities, unemployment and social
unrest-for twenty years or more, national and local government have striven to deal with the
symptoms of aging cities in the post-industrial era. Yet governments have only recently come
to grips with the importance of integrating sectoral (transport, industry) and spatial (location)

policies to spur economic growth by exploiting fully the tremendous investment in
infrastructure and human capital concentrated in cities. 1

Three-quarters of the population of
OECD countries live in cities. Cities

are the mirrors of the fundamental

economic, social and demographic
changes which have taken place in
OECD countries during the economic
downswing which followed the post¬
war boom. The shifting base of eco¬
nomic activity, the emergence of high
unemployment, changes in population
and work and leisure habits have

imposed new demands for urban

infrastructure, services and housing.
Yet economic factors prevent many
cities from adequately meeting these
demands.

De-industrialisation and interna¬

tional recession, the shrinking labour
requirements of manufacturing, ex¬
panding service industries and the

introduction of new technologies have
all had major impacts on the cities.
Closures, relocation and labour-saving
technological change have affected
20th-century cities built around pro¬
duction of chemicals, automobiles and

consumer goods as much as 1 9th-

century urban centres that grew up
around traditional 'smokestack' indus¬

tries.

Revitalising
Urban Economies

The economic might of many cities,
based on the concentration in a single
place of skilled labour, services, trans¬

port and markets, has been recently
eroded by technological innovation and
improved communications that enable

new industries and businesses to be

set up in 'greenfield' sites away from
major cities. New growth has spread
outwards and away from traditional
urban centres - resulting in a 'subur¬
banisation', even a 'ruralisation' of

people and jobs. Thus small and
medium towns, often located in

regions that offer more hospitable
environments, grew at three times the
rate of major cities throughout
the 1 970s and early 1 980s.

The weakening of the fiscal base and

the consequent difficulty of renewing
the social and economic infrastructure

led to a vicious cycle of decline and
population loss in city centres. Some
national urban economic adjustment
initiatives have aimed at integrating
different sectoral policies more effec¬
tively. The United Kingdom and the
United States, for example, have
created a series of enterprise zones
through the award of subsidy and fiscal
advantage. It is now recognised that
many national policies, often formu¬

lated without considering their specific
impact on urban areas, have a far

bigger impact on cities than many
so-called 'urban' programmes. Indeed,
some observers argue that munici¬
pally-based sectoral policies, when
aggregated, may provide a more effec¬
tive way of developing a national

Ariel Alexandre is a specialist in Urban Affairs,

Transport and Noise, and Lindsay MacFarlane in
Housing and Land Market Policies in the Environment
Directorate of the OECD.
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industrial strategy than such policies
developed purely nationally.

Four broad objectives for the urban
policies of central governments are
emphasised by the OECD Group on
Urban Affairs:

improve the overall urban environ¬
ment, including upgrading infrastruc¬
tures and revitalising run-down busi¬
ness and residential areas, as well as

improving quality of life through better
amenities, public spaces, and so on

underwrite the cost to the private
sector or local authorities of diver¬

sifying economic activity in specified
urban areas

support high growth potential sec¬
tors like small business, hi-tech, and
new information and communication

technologies through enterprise zones
and science parks

improve urban labour markets
through training and educating work¬
ers.

There is now an increased scope for

local government initiatives to promote
economic development. Local authori¬
ties are being increasingly aided in this
effort by regional and national govern¬
ments, who see projects and pro¬

grammes to stimulate urban economic
development as one means of
cushioning the impact of economic
change and facilitating structural ad¬
justment.

But approaches differ: some empha¬
sise the market and discourage govern¬

ment intervention, others prefer inter¬

vention by central government, while
others see a major role for municipal
authorities.

Yet it is now widely agreed that
basic responsibility for developing
urban economies lies locally, in the

provision of infrastructure, services,
and physical and strategic planning.
Thus urban regeneration policies in
many countries are characterised by

new city-oriented institutions (in the
form of enterprise zones and similar
creations) and redistribution of respon¬
sibilities from national to local authori¬

ties. But thorny problems have arisen,
when, for example, devolved decision¬

making authority is not accompanied
by the corresponding financial re¬
sources. And national governments
must ensure that competition among
cities to draw new investment does not

result in a 'zero-sum game', where
there is no net benefit. Hence the

emphasis placed on private investment
through a wide variety of financial
incentives, like loan guarantees,

grants, bonds and land leases.

Managing and Financing
Urban Services

Some of the most innovative urban

regeneration programmes in the
1980s are those that involve public-

private partnerships among local, state
and national governments, business,
labour, community organisations and
universities. Elsewhere, new kinds of

task-oriented and quasi-autonomous

organisations, typified by town devel¬
opment corporations, such as the
London Docklands Development Cor¬

poration, have been created to inte¬
grate planning, financial involvement
and implementation functions of urban
economic development.

Strengthening the capacity of cities
to drive new economic development
and retain their attractiveness as

places to live and work depends on a
variety of subordinate policies. The
improved management and financing
of key urban services (for example,
through the privatisation of the supply
of water and improvements in the
monitoring of sewage and cost-effi¬
ciency of health services) are not only
essential in view of the limitations of

current financial resources but also to

ensure the kind of services that will

draw business investment and en¬

hance quality of life for local resi¬
dents.

Urban services, whether infrastruc¬

ture (water supply, parks, sewage,
transport, refuse collection) or 'social'
(care of children and the elderly, librar¬
ies, ambulance and police) are provided
on a large scale and require extensive
planning and co-ordination.

In step with economic and social
changes, the guiding principle behind
the provision of urban services has
moved away from universality and
standardisation to differentiated provi¬

sion geared to the varied requirements
of different citizens, reflecting height¬

ened concern for efficiency, and value

for money.
There is no standard model for

provision of urban services in OECD
countries. National governments en¬
sure some, and local governments, the
private sector and voluntary or non¬
profit organisations deliver others. The
decentralisation of services can bring

decision-making closer to the people
concerned and can mobilise local

resourcesand it is particularly justified
in social services, cultural activities and

recreation.

On the other hand, economies of

scale and the large investments

required for urban infrastructure may
render some services less appropriate
for decentralisation. And continued

monitoring by central government of
public health, environment and safety
and standards may be necessary even
in decentralised services.

Considerable emphasis has been put
by some OECD countries on 'privatis-

1 . Revitalising Urban Economies, OECD Publica¬
tions, Paris, 1987; Managing and Financing Urban
Services, OECD Publications, Paris, 1987; Urban

Housing Finance, OECD Publications, Paris, forth¬
coming autumn 1988.
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Table 1

ONE-PERSON HOUSEHOLDS IN SELECTED CITIES

1960, 1970 and 19801

One-Person Households as a % o f Total Private Households

National Average Conurbations

1960 1970 1980\1960 1970 1980

City Centres

1960 1970 1980

Austria 19.6 24.6 34.2 38.8 27 .7 34.7 39.6

Belgium 16.8 18.8 . 23.6 25.5 33.5 25.9 29.1 37.2

Canada 9.3 13.4 9.3 14.6 22.8 12.1 19.5 29.6

Denmark 16.0 21.3 . 19.4 28.0 25.0 35.6

Finland 21.5 23.9 . 35.1 34.0 32.8 38.2 38.2 38.6

France 19.6 20.3 25.6 28.9 27.2 37.8

Germany 20.6 25.1 28.7 33.7

Greece 10.1 11.8 . 12.2 12.7 17.8

Ireland 12.6 14.2 18.7 13.6 15.8 23.9

Netherlands 11.9 17.1 . 17.8 26.9 33.5 18.9 29.0 36.1

Norway 18.0 21.1 . 28.6 28.4 39.9 30.9 32.1 45.8

Portugal 10.8 10.0 10. 7 	

Sweden 20.2 25.3 29.5 37.9 25.3 34.7 45.5

Switzerland 14.2 19.6 . 17.8 25.1 16.2 30.6 48.2

Turkey 3.2 3.1 3.7 6.6

United Kingdom 13.4 21.7 20.2 24.1 21.0 24.9

United States 13.3 17.6 . 15.5 19.0 24.9 20.0 24.7 31.3

Yugoslavia 13.6 12.9 24.5 17.8

1 . Or nearest availab

Source: Country repl
e years.

es to OECD urban information i urvey.

ing' certain services like day-care debate has been the observation that
centres, nursing homes for the elderly,
ambulance services and refuse collec¬

tion. One of the most interesting out¬
comes of the 'public-versus-private'

competition between the two sectors

generally results in increased efficiency
regardless of the ultimate choice. And
joint public/private arrangements have

GLASGOW 1ST BEI WEITEM BESSER

In the 1770s, the novelist Daniel

Defoe described Glasgow as the 'smal¬
lest and beautifullest' city in Britain. But
by 1976, after a century of sustained
and rapid urban development, Glasgow
was ranked as not only the most
disadvantaged and environmentally de¬
based city in the United Kingdom, but
also as one of the three most difficult

cities in Europe to improve.
A number of intensive revitalisation

schemes have been carried out in Glas¬

gow, with impressive results. The ren¬

aissance of the quality of life there has
been based not so much on any
recovery in the local economic base as
on major investments in the infrastruc¬
ture, housing stock and amenities of the
city, led by substantial public funds,
which then drew in substantial private
capital.

Glasgow District Council began to
improve a limited number of degraded

areas largely by purchasing rundown
units to improve and relet into the public
housing stock. Yet the Council quickly
recognised that it would be unable to do

S MILES BETTER

GLASGOW: MILES BETTER

the job alone. Sucessful area modernis¬
ation has to be based on a close

relationship with all segments of the
local community.

This is why, ultimately, seven local
and regional agencies combined to
undertake the Glasgow East End Area
Renewal project (GEAR), intended to
improve housing conditions in the area,

to upgrade and maintain the quality of
the local environment, to diversify local
socio-economic structures and to foster

resident confidence and commitment to

the area.

The assembly, clearance and up¬
grading of derelict sites was undertaken
to provide packages of land suitable for
sale to both the commercial and resi¬

dential sectors. A number of key indus¬
trial buildings were upgraded and con¬
verted for use by small business
units.

Local managers emphasised that
these improvements had made the pro¬
ject area a more pleasant place in which

proved effective for many projects in
construction and renewal of urban

infrastructure.

But despite the trend towards priva¬
tisation, economies of scale, mainten¬
ance of standards or considerations of

equity call for continued government
intervention. Even where services are

privatised, public authorities must
sometimes continue to exercise a

degree of control to monitor quality of
service and ensure that charges are
equitable for those urban services that

are clearly 'public goods'.
The financing of urban services,

whether through taxes, central govern¬
ment transfers or user-charges, re¬
mains a critical issue. Most national

governments are trying to ease the
financial burden of growing local pro¬
grammes by consolidating specific
grants to block grants, providing
matching grants, 'tax sharing' (through
the payment of income tax in part to
central, in part to local government)
and direct subsidies. And both central

and local governments are now
reviewing cities' capacities for local
revenue-raising.

It is within this framework that

public authorities are turning increas¬
ingly to cost-recovery techniques for
urban services. User-charges, fees and
licensing not only supplement tight

VALEEHPIU' S MILES BETTER

to work, facilitating the recruitment of
new staff, especially at senior grades,
and improving the image of their firms
with new and existing clients. After
almost 1 5 years of intensive housing
and environmental investment, the

local economy is beginning to benefit
from the relocation of service industries

away from more congested, growth
regions of the United Kingdom.

As the project progressed, confi¬
dence was restored for consumers,
financiers and developers. Although the
process of change is long-term and
initiated by the public sector, after a
decade the flow of private investment in
housing had come to rival government
spending in scale.

The renewal had major impacts on
existing residents as well as attracting
new resident groups. The outward flow
of 'successful' households has been

reduced and higher-income groups have
come back, showing that high income
and the demand for environmental

quality does not necessarily imply a
shift to the suburbs.

LOMEJOR DE LOMEJOR 5 MIES BETTER C'EST TANTMEUX S MILES BETTER
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public budgets, but also furnish an

opportunity to incorporate social and
environmental costs and match ser¬

vices more closely to actual demand.

The Financing
of Housing

The Urban Affairs Group of the
OECD also sought to clarify the inter¬
relationships between economic, so¬
cial and environmental trends and their

implications for policies dealing with
the financing of urban housing and, in
particular, to assess the role of housing
finance policies in regenerating urban
areas.

Not only is the provision of housing

itself an important economic activity,
but in its own right it is also an essential
aspect of new urban economic devel¬

opment initiatives. Structural adjust¬
ment depends on labour flexibility, of
which housing availability is one of the
principal determinants.

Population trends remain a basic

determinant of housing demand, both
in its location and composition. Stabil¬
ised population growth in most OECD
countries has been offset by smaller
but more numerous households made

up of the elderly, single people, and
single-parent families,2 thus sustaining
overall demand for smaller units of

higher quality housing.
Then in the late 1970s and 1980s

slow GDP growth and anti-inflation
policies squeezed the funds available

for housing. An uncertain monetary
environment brought unstable nominal
and real interest rates, while high

unemployment limited the ability of a

significant number of households to
afford housing without some form of
subsidy payment.

It is now clear that past policies,
particularly those related to govern¬
ment intervention in favour of owner-

occupancy and the direct provision of
public housing, have contributed to
some less desirable social and environ¬

mental trends: suburban sprawl, ero¬

sion of the inner city tax-base, and
social polarisation of disadvantaged
minorities (immigrants, the elderly,
single-person households) between
the inner cities and some suburbs.

Rent controls have led to disinvest¬

ment in rental housing. Much of the
private rental housing stock in inner
cities is now in a serious state of

disrepair (owners are often unwilling to
pay for repairs when rents are kept
low), housing built relatively recently
on the outskirts of cities has deterio¬

rated significantly.

Table 2

HOME-OWNERSHIP IN SELECTED CITIES

1970 and 19801

as

Home-0 wnership
a % of Total Occupied Dwellings

Change in

Home-0 wnership
1970-19801

National

Average

1970 1980

Conurbations

1970 1980

City Centres

1970 1980

Con¬

urbations

City
Centres

Austria 41.0 12.9 16.7 30.1

Belgium 54.8 35.5 40.2 31.7 36.6 17.8 14.1

Canada 60.0 62.1 51.3 53.7 42.3 44.7 43.0 36.9

Denmark 46.8 22.7 7.6

Finland 60.4 47.7 56.5 44.3 52.5 49.8 34.9

France 44.7 36.1 39.0 28.9 30.7 18.0 7.7

Germany 35.9

Greece 53.8

Ireland 70.8 51.7 60.7 44.4 53.7 57.0 30.9

Japan 59.2 62.4 43.6 49.2 38.9 42.9 52.6 33.4

Netherlands 35.4 49.0 48.7 50.7 43.5 21.5 -4.7

Norway 52.6 20.1 23.7 12.1 15.6 37.4 45.4

Portugal 49.3 56.6 18.0

Spain 64.0
..

Sweden 35.3 19.3 25.7 9.7 13.3 53.5 41.1

Switzerland 28.1 12.5 15.6 6.5 6.8 57.9 11.4

United Kingdom 49.0 42.9 50.2 38.5 45.8 16.2 17.1

United States 62.9 56.1 57.5 41.3 42.0 24.2 7.3

Yugoslavia 75.5

1 . Or nearest available years.
Source: Country replies to OECD urba n information survey.

It is now widely recognised that
reinvestment is required to repair,

maintain and modernise existing

housing stocks to reverse the adverse
trends of the past and stimulate the

mobility of labour and thus the volume
of employment.

Both the cost and many of the
adverse consequences of extremely
expensive subsidies (often through tax
incentives) in favour of owner-occu¬

piers could be substantially reduced if
these subsidies were more carefully

targeted on lower-income households
at the margin of entry to owner-
occupation. More also has to be done

for the growing segment of the popu¬
lation for whom home-ownership is

beyond reach without some form of
assistance. Government subsidies are

now being increasingly tailored to this
group through ceilings on tax subsidies
and by limiting assistance to people
owning homes for the first time. The
Group on Urban Affairs advises that
new approaches, such as co-operative
housing and 'part-time ownership' be
encouraged.

DD

In addition to concern about 'physi¬

cal' matters like housing, infrastructure
and zoning, urban policies acquired a
'social' dimension in the 1970s in the

face of urban decay and the segrega¬
tion of disadvantaged groups in spe¬
cific neighbourhoods. More recently, in
the early 1 980s, they took on a 'reme¬
dial' aspect with the goal of improving
the provision of services, extending
infrastructure and rehabilitating hous¬
ing. There is still massive scope for
improvement. But it is increasingly
realised that 'preventive' policies are
now also required, to anticipate the

impacts on cities of technological and
economic changes, and to improve the
quality of urban life, which will allow
cities to sustain their populations and
economic base.

Decentralisation will lead to a rede¬

finition of the role of central govern¬
ment in urban policy. Such process
could result in a reduction of direct

involvement in some programmes, but
also an increase in certain types of
control and incentives, to keep certain

standards of public health, equity and
environmental quality, and to help
cities to adjust to new economic chal¬

lenges. In addition, it is becoming more
and more necessary to give a kind of
'urban conscience' to those national

policies which, although not specifi¬
cally urban, have important impacts on
cities.

2. See 'Lone-Parenthood and the Low-Income Trap',
pp. 22-25.

The OECD OBSERVER 153 August-September 1988 29



:& 00r quality costs more than

^P^ quality!'not a mere catch-
wi phrase but something that can

be measured. The cost to firms in

France, for example, of all the break¬
downs and wastage caused by defects
in quality (rejects, repairs, substandard
products, products returned by the
customer, etc.) has been estimated at

FF1,000 per employee per month in
industry. In the United States and the
Netherlands the cost may reach 30%
of production costs; only a few years
ago the annual cost to UK industry was
£10 billion.

By implementing measures to eradi¬
cate poor quality this major vein of
profitability can be tapped. All indus¬
trial enterprises, whatever their size or

sector, and their functionsfrom pro¬
duct design to after-sales serviceare
involved. Initially, this means that dis¬
persion of effort can be avoided, since

it has been amply shown that 80% of
the losses caused by poor quality are
ascribable to only 20% of its causes.

Marie-Florence Estimé

Quality is becoming a
priority of corporate

strategies. It has major
technical, economic and

human implications which
directly effect

competitiveness,

innovation, employment

and growth in OECD
countries.

Marie-Florence Estimé is a specialist in industrial

policy in the Industry Division of the OECD Directorate

for Science, Technology and Industry.

Further, the quality approach requires
that the relationship of the firm to the
outside world (suppliers, sub-contrac¬
tors, the market) be considered in its

entirety.

Since poor quality is a source of
further costs, it has a substantial

adverse effect on competitiveness, and
thus on job preservation and creation.
Falling sales of ill-adapted and poor-
quality products result in declining
profitability, as a result of which a
firm's scope for investment in plant,
training and so on is considerably
reduced, its capacity to modernise is
diminished and productivity impaired-
a well-known vicious circle. Considera¬

tions of quality can be a force for
progress if several factors are com¬
bined:

the human dimension: a shift away
from rigid, centralised working prac¬
tices ('Taylorism'), thereby allowing all
members of the firm to make the most

of their capacities and creative poten¬
tial and to harness them to a common
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objective'Quality is the business and
responsibility of each and every one'a
type of active participation which can
take the form of quality circles, pro¬

gress groups, and so on
rigorous application of tools and

methods for the management of
quality (diagnosis, value analysis,
quality assurance, etc.) suited to each
stage of quality promotion in the firm

the introduction of newnot neces¬

sarily advancedtechnology to imple¬
ment or speed up the technological
change essential to the competitive¬
ness of the firm. A quality approach is

required to ensure that the change is a
success; all the members of the firm

have to be involved, as far as possible,
in the choice of investments, in the

introduction of new equipment and in

the maintenance of the plant.
Markets are now international and

competition is becoming more intense.
Quality, like price, is thus becoming a
key factor in international competitive¬
ness. Besides, another prerequisite for

achieving quality in the firm is a sales
function geared to the markets the firm
wishes to control or win.

What Role for Government?

Quality cannot be imposed by regula¬
tion decision whether or not to

introduce a quality management
system is one for the firm's manage¬
ment, and its success depends on the

active participation of all concerned.
And the economic and cultural environ¬

ment in which firms operate also plays
a major role in promoting quality
indeed, the entire national community
is concerned. Because of the stakes

involved, and also because of the

importance of remedying the short¬
comings of the market, governments
cannot disregard their role in assuring
quality. These shortcomings are of
three main types:

inadequate information of market
'actors'enterpreneurs and consumers
may not always be fully aware of the
benefits to be derived from investing in

quality
some of the external effects of

industrial activity sometimes have high
social costs (in terms of safety, health,
etc.), which a policy of quality promo¬
tion may eliminate or take on so that
the entire community benefits

if it is to be effective, country-wide

promotion of quality, seen as a service
for the community, requires resources
that may be beyond the means of
individual firms.

Governments must therefore help to
create the conditions that are condu

cive to improving quality; moreover, it
is in their own interest, since the state

is a major customer of industrial firms
and in some countries itself a producer

of industrial goods and services.

The role of governments is then
essentially to provide encouragement,
which can take two forms:

informing and convincing the indus¬
trial sectorand particularly small and
medium enterprises (SMEs)of the
importance of quality

ensuring that firms are provided
with the technical, cultural and finan¬

cial infrastructure to help them to

improve quality.

Raising Awareness

In recent years some OECD coun¬
tries have launched national quality

promotion campaigns (United King¬
dom, Netherlands and Sweden) or

specifically targeted measures (a 'tour
de France' by a 'Quality Train' in 1 985
and an interministerial quality cam¬

paign in 1987). The aim of these
policies is to make firms and con¬
sumers more aware of the issues and

actors involved in, and the tools of,

quality management. They use a wide
range of methods (advertising, publica-

quality (Réseau national de promotion
de qualité (RNPQ)).

The Importance
of Infrastructure

What technical and cultural infra¬

structure will help firms implement

quality schemes and compete more

effectively internationally? The main
requirements are: systems of stan¬

dards, certification bodies, testing and
calibration laboratories, advisory

bodies and training programmes. The
role of governments in developing this

infrastructure is complementary to that

of professional organisations.

Standardisation

Standardsthe outcome of indus¬

trial know-how and experiencehelp

firms control quality. They specify, by
joint agreement between economic
partners (particularly between cus¬
tomers and suppliers), the technical
characteristics that products must

have and the methods for testing that

products meet those specifications. As
standardisation spreads to such

growth activities as industrial design or
management, and helps to promote
the diffusion of advanced technologies,

International markets mean intense competitionand increasing pressure on industry to ensure

quality.

tions, audiovisual materials, films,

seminars, etc.), and are backed up and

expanded upon by private initiatives. In
France, for example, the Chambers of
Commerce and Industry have set up

jointly with the employers' organisa¬
tions a national network for promoting

it is clear why it is now an essential part
of national and international industrial

and commercial strategies.
In the United States, for example,

the National Bureau of Stan¬

dards (NBS) is the only federal labora¬
tory whose main function is to promote
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the commercial application of techno¬

logies. Most OECD countries are

endeavouring to develop or strengthen
standards and to inform firms and

consumers of their advantages. Pro¬
gress has been particularly marked in
the European Community with the
prospect of the Single European
Market in 1992. In some OECD coun¬

tries, moreover, the public or private
bodies that co-ordinate standards are

also responsible for the certification of

products and services and for systems
of weights and measures (ELOT in
Greece, TSE in Turkey, IPQ in Portu¬
gal).

Certification

It is not enough for a product to comply
with standards: industrial purchasers

and consumers are less and less willing
to accept a product merely because it

is well-known or because the supplier
has a reputation for reliability; they
also require proof from a certifying
body that the product meets technical,
legal and administrative standards.

Systems of certification for products,
processes and firms, and of approval

for techniques to assure quality, must
meet these requirements, while sys¬
tems of accreditation ensure that only
competent certifying bodies are recog¬
nised.

Yet current certification systems
have shortcomings, mainly because
there are too many systems. The
pressure for both national and interna¬

tional harmonisation is felt acutely in
the OECD countries. A number are

implementing measures along such
lines (the Netherlands is carrying out a
full-scale review of its system of certif¬
ication to ensure effective co-ordina¬

tion; France is introducing a single
certificate of approval for quality assu¬
rance systems). But it is especially in
the area of international trade that

member countries and the interna¬

tional bodies concerned feel that the

issues and requirements of mutual

recognition and harmonisation are the

most pressing.

International Standards
or Protectionism?

Besides being an effective means of
ensuring quality, standardisation and

certification also provide, in many
cases, a guarantee that industrial pro¬

ducts and services meet safety, health
and environmental standards. Thus, in

addition to being an important means

of winning markets, they can also
serve the aims of defensive industrial

and commercial strategies. The
gradual lowering of tariff barriers to
trade has sometimes been accom¬

panied by a concomitant raising of
technical barriers based on voluntary
or compulsory standards or certifica¬

tion. When standards are particularly
stringent they may thus constitute a

MEASURES FOR QUALITY

Small and medium enterprises do not
always have ready access to the means

and knowledge that the quality
approach requires. This is why they get
special attention from government and
are the main beneficiaries of various

other instruments for promoting quality
in industry:

Scientific and technical associations

help to promote awareness of quality
concepts and to spread them
throughout industry. For example, the
Japanese Standards Association and

the Japanese Association of Engineers
and Scientists (JUSE) were largely
responsible for the rapidity with which
awareness of the importance of quality
spread in Japan. The AFQ, the AFCIQ,

the AFCERQ and the AFNOR in France,1
the German Quality Association
(Deutsche Gesellschaft fur Qualitât), the
Association of Quality Management
Consultants in the United Kingdom, and
others, all actively promote quality.

Since quality is based essentially on
the knowledge and sense of initiative of
men and women at all stages of produc¬
tion and tier of management, the
Netherlands, France, the United King¬
dom, Sweden and Turkey, among
others, have implemented quality
training programmes in companies and
in technical and higher education insti¬
tutions: in Australia quality training may
also be introduced into secondary
schools. At the same time, govern¬
ments consider it important to promote
the training services that are available
by informing the public about the exis¬

tence and nature of advisory and quality
training bodies (for instance, the United
Kingdom, the Netherlands, France),

and, where appropriate, by providing
financial support to SMEs to allow them

to use these training bodies.
Services programmes of technical

assistance for exporters (such as the

Norex programme in France) help to
ensure that products meet specifica¬
tions in foreign markets.

Tax incentives for investment can

improve quality in companies and other
measures help promote the diffusion of
new technologies.

1 . AFQ : Association française des qualiticiens ;

AFCIQ : Association française pour le contrôle
industriel et la qualité ; AFCERQ : Association

française des cercles de qualité ; AFNOR : Asso¬
ciation française de normalisation.

de facto technical barrier for foreign
manufacturers, who, to sell in certain

countries, are sometimes obliged to
make modifications to their products
which may be so costly as to deter
them from trying to sell in those
markets.

The international community in gen¬
eral and the OECD countries in parti¬
cular are thus concerned with the use

of standards, tests and certificates for

protectionist purposes. These ques¬
tions are permanently monitored by
certain international bodies. The

Agreement on Technical Barriers to
Trade, for example, better known as
the 'Standard Code', concluded under

the auspices of GATT in 1 979, aims to

prevent the misuse of standards, tests
and certificates.

The European Free Trade Associa¬
tion (EFTA), the International Stan¬

dards Organisation (ISO) and the Inter¬
national Laboratory Accreditation Con¬
ference (ILAC) are also concerned with
the removal of technical barriers

derived from differences in national

systems. EFTA has played a pioneering
role here. Since 1 970 it has developed
the use of agreements among its
member countries, ensuring mutual
recognition for the validity of the tests
and controls used by them (for phar¬
maceuticals, for example). The Decla¬
ration of Luxembourg in 1 984 streng¬
thened the basis for closer co-opera¬
tion between EFTA and EEC countries

with a view to liberalising trade by
removing technical barriers. And

bodies such as the European Com¬
mittee for Standardisation (ECS) and

the European Committee for Electro-
technical Standardisation (CENELEC)

also played an important role. The EEC,

for its part, is directing its efforts
towards the creation of a comprehen¬
sive policy on certification, standardis¬
ation and testing which should ensure
mutual recognition of certificates,

marks and test results among member
states.

DD

A system of international standards

will not be achieved overnight. Mutual
recognition of testing laboratories, test
protocols and certificates could be a

first step, modest but useful, towards
this end and remove some of the

obstacles that prevent quality from
playing a dynamic role in international

trade. Equally, the process of pro¬
moting quality in industry is a long one.
It calls for consistent, continuing and
complementary action by the private
sector and governments.
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New OECD Publications

General Economic Problems

OECD ECONOMIC OUTLOOK

ISSN 0474-5574

No. 43 - JUNE 1988

(12 88 43 1) ISBN 92-64-13105-1, 192 pp.
Per issue:

F100 £11.70 US$22.00 DM43

1 988 Subscription
(No. 43/June and No. 44/December)
F130 £13.00 US$26.00 DM58

OECD ECONOMIC SURVEYS

1987-1988 Series:

Detailed annual surveys of economic trends and

prospects for OECD countries.

FINLAND (April 1988)
(10 88 31 1) ISBN 92-64-13055-1. 130 pp.

SWITZERLAND (April 1988)
(10 88 26 1) ISBN 92-64-13079-9. 122 pp.

PORTUGAL (May 1988)
(10 88231) ISBN 92-64-1 3090-X, 1 32 pp.

UNITED STATES (May 1988)
(1 0 88 02 1 ) ISBN 92-64-1 3093-4, 1 66 pp.
Each booklet:

F50 £6.00 US$11.00 DM22

Subscription to the 1987-1988 Series
F400 £40.00 US$80.00 DM180

OECD ECONOMIC STUDIES

ISSN 0255-0822

No. 10 - SPRING 1988 (June 1988)
(13 88 01 1) ISBN 92-64-13078-0, 226 pp.

Per issue

F1 10 £12.90 US$24.20 DM47

1 988 Subscription (2 issues)
F140 £14.00 US$28. 00 DM62

WHY ECONOMIC POLICIES CHANGE

COURSE: Eleven Case Studies (June 1988)
(11 88 01 1) ISBN 92-64-13099-3, 122 pp.
F60 £7.50 US$13.50 DM26

* United States, Japan, Germany,

France, United Kingdom, Italy, Canada,
the Netherlands, Sweden, Switzerland,

Belgium

Energy

IEA (International Energy Agency)

ANNUAL OIL MARKET REPORT - 1987

(June 1988)
(61 88 04 1) ISBN 92-64-13098-5, 64 pp.
F150 £18.00 US$33.00 DM65

ENERGY IN NON-OECD COUNTRIES

(June 1988)
(61 88 08 1) ISBN 92-64-13115-9, 100 pp.
F80 £9.50 US$18.00 DM35

COAL INFORMATION - 1988 (June 1988)
(61 88 07 1) ISBN 92-64-13112-4, 520 pp.

F430 £50.50 US$95.00 DM185

ENERGY POLICIES AND PROGRAMMES

OF IEA COUNTRIES - 1987 REVIEW

(June 1988)
(61 88 05 1) ISBN 92-64-13110-8, 494 pp.

F300 £35.50 US$76.00 DM129

COAL PROSPECTS AND POLICIES

IN IEA COUNTRIES (June 1988)
(61 88 06 1) ISBN 92-64-23111-0, 150 pp.

F110 £13.00 US$24.50 DM48

NEA (Nuclear Energy Agency)

EPIDEMIOLOGY AND RADIATION

PROTECTION. Proceedings of a NEA
Workshop/ÉPIDÉMIOLOGIE ET
RADIOPROTECTION. Compte rendu dune
réunion de travail de I'AEN (June 1 988)

bilingual
(66 88 01 3) ISBN 92-64-03062-X, 150 pp.
F150 £18.00 US$33. 00 DM65

URANIUM: Resources, Production and

Demand (May 1988)
(66 88 03 1) ISBN 92-64-13091-8, 200 pp.
F125 £15.00 US$27.50 DM54

Aid and Development

FINANCING AND EXTERNAL DEBT OF

DEVELOPING COUNTRIES -

1987 SURVEY (July 1988)
(43 88 04 1) ISBN 92-64-13095-0, 224 pp.
F110.00 £13.00 US$24.50 DM48

REGISTER OF DEVELOPMENT RESEARCH

PROJECTS CONCERNING THE ARAB

COUNTRIES/REPERTOIRE DES PROJETS
DE RECHERCHE EN MATIÈRE DE
DÉVELOPPEMENT DANS LES PAYS

ARABES (June 1988) bilingual
(40 88 02 3) ISBN 92-64-03082-4, 624 pp.
F310 £36.50 US$68. 50 DM134

DIRECTORY OF DEVELOPMENT

RESEARCH AN TRAINING INSTITUTES

IN ARAB COUNTRIES/INVENTAIRE

DES INSTITUTS DE RECHERCHE ET

DE FORMATION EN MATIÈRE DE
DÉVELOPPEMENT DANS LES PAYS

ARABES (June 1988) bilingual
(40 88 01 3) ISBN 92-64-03081-6, 272 pp.
F145 £17.00 US$32.00 DM63

EVALUATION IN DEVELOPING

COUNTRIES: A Step in a Dialogue
(May 1988)
(43 88 03 1) ISBN 92-64-13071-3. 50 pp.
F60 £7.00 US$13.50 DM26

IN-SERVICE TRAINING AND THE

DEVELOPMENT OF HUMAN RESOURCES:

Five Asian Experiences

by Bernard Salome and Jacques Charmes
(May 1988)
(41 88 02 1 ) ISBN 92-64-1 3077-2, 78 pp.
F80.00 £9.50 US$18.00 DM35.00

* Hong Kong, Indonesia, Singapore,
South Korea, Taiwan

FINANCIAL MARKET TRENDS

ISSN 0378 651 -X

No. 40 - MAY 1988 - Special Features:
International Trade in Services;

Para-banking in Services.
(27 88 02 1) 142 pp.
Per issue

F70 £8.20 US$15.50 DM30

1 988 Subscription (3 issues)
F130 £13.00 US$26 DM58

CODE OF LIBERALISATION OF CURRENT

INVISIBLE OPERATIONS. New Edition

(June 1988)
(21 88 04 1) ISBN 92-64-13109-4, 96 pp.
F80 £9.50 US18.00 DM35

TAXATION OF NET WEALTH, CAPITAL

TRANSFERS AND CAPITAL GAINS OF

INDIVIDUALS (May 1988)
(23 88 02 1) ISBN 92-64-1 3073-X. 280 pp.
F150 £18.00 US$33.00 DM65

Enterprise Affairs

and Competition Policy

'Accounting Standards Harmonisation'
Series:

No. 4 - OPERATING RESULTS OF

INSURANCE COMPANIES (May 1988)

bilingual
(21 88 02 3) ISBN 9264-03067-0, 72 pp.
F60 £7.00 US$13.50 DM26

DEREGULATION AND AIRLINE

COMPETITION (June 1988)
(24 88 02 1 1 ISBN 92-64-1 3101-9, 1 68 pp.
F100 £12.00 US$22.00 DM43

COMPETITION POLICY IN OECD

COUNTRIES 1986-1987 (May 198)
(24 88 01 1 ) ISBN 92-64-1 3075-6, 280 pp.
F125 £15.00 US$27.50 DM54

Science, Technology

and Industry

STI REVIEW - SCIENCE TECHNOLOGY

INDUSTRY

ISSN 10105247 (Half-yearly)

No. 3 - APRIL 1988

(90 87 05 1) ISBN 92-64-13094-2. 158 pp.
Per issue

F110 £12.90 US$24.20 DM47

Subscription (No. 2 & No. 3)
1988 Subscription (No. 4 & No. 5):
F150 £15.00 US$30.00 DM66

BIOTECHNOLOGY AND THE CHANGING

ROLE OF GOVERNMENT (May 1988)
(93 88 04 1 ) ISBN 92-64-1 3072-1 . 1 26 pp.
F90.00 £11.00 US$20.00 DM39

SCIENCE AND TECHNOLOGY POLICY

OUTLOOK (July 1988)
(92 88 03 1) ISBN 92-64-13076-4, 110 pp.
F80 £9.50 US$18.00 DM35

No. 14 - THE TELECOMUNICATIONS

INDUSTRY: The Challenges of Structural
Change (June 1988)
(93 88 01 1 ) ISBN 92-64-1 3092-6, 1 1 4 pp.
F80 £9.50 US$18.00 DM35

No. 15 - SATELLITES AND FIBRE

OPTICS: Competition, and

Complementarity (June 1988)
(93 88 02 1) ISBN 92-64-13107-8, 42 pp.
F60 £7.50 US$13.50 DM26

ICCP 'Information, Computer and

Communications Policy'

No. 16 - NEW TELECOMMUNICATIONS

SERVICES: Videotex Development

Strategies (June 1988)
(93 88 03 1) ISBN 92-64-1 3106-X, 64 pp.
F75 £9.00 $16.50 DM33

NEWLY INDUSTRIALISING COUNTRIES.

Challenge and Opportunity for OECD
Industries (June 1 988)
(70 88 01 1 ) ISBN 92-64 1 3041 -1 , 92 pp.
F90 £11.00 US$20.00 DM39

The OECD OBSERVER 153 August-September 1988 33



Multinational Enterprises

MULTINATIONAL ENTERPRISES

AND DISCLOSURE OF INFORMATION:

Clarification of the OECD

Guidelines/ ENTREPRISES

MULTINATIONALES ET PUBLICATION

D'INFORMATION: clarifications des

principes directeurs de l'OCDE (May 1988)
bilingual
(21 88 03 3) ISBN 92-64-03080-8, 88 pp.
F70 £8.50 US$15.50 DM31

Social Affairs

AGEING POPULATIONS: The Social Policy
Implications (July 1988)
(81 88 02 1 ) ISBN 92-64-1 3113-2

F100 £12.00 US$22.00 DM43

Education

CERI (Centre for Educational Research

and Innovation)

HUMAN RESOURCES AND CORPORATE

STRATEGY. Technological Change in
Banks and Insurance Companies: France,
Germany, Japan, Sweden and the United

States (July 1988)
(96 88 01 1) ISBN 92-64-13096-9, 96 pp.
F70 £8.50 US$15.50 DM31

Environment

and Urban Affairs

ENVIRONMENTAL POLICIES IN FINLAND

(April 1988)
(97 88 02 1 ) ISBN 92-64-1 3057-8, 230 pp.
F125 £14.70 US$27.50 DM54.00

Transport

ECMT (European Conference of Ministers
of Transport)

STATISTICAL TRENDS IN TRANSPORT

1965-1985/ANNALES STATISTIQUES DE

TRANSPORT 1965-1985 (April 1988)
bilingual
(75 88 02 3) ISBN 92-821-0131-2, 144 pp.
F130 £15.50 US$29.00 DM56

Statistics

OECD ECONOMIC OUTLOOK.

HISTORICAL STATISTICS 1960-1986/

PERSPECTIVES ÉCONOMIQUES DE
L'OCDE. STATISTIQUES

RÉTROSPECTIVES 1960-1986 (June 1988)
bilingual
(1 2 88 01 3) ISBN 92-64-03083-2, 1 66 pp.
F90 £11.00 US$20.00 DM39

QUARTERLY NATIONAL ACCOUNTS/

COMPTES NATIONAUX TRIMESTRIELS

ISSN 0304-3738 (bilingual)

No. 1 1988 (May 1988)
(36 88 01 3) 168 pp.
Per issue

F80 £9.40 US$17.60 DM35

1 988 Subscription
F160 £16.00 US$32.00 DM70

LABOUR FORCE STATISTICS 1965-1985/

STATISTIQUES DE LA POPULATION

ACTIVE 1965-1986 (June 1988) bilingual
(30 88 02 3) ISBN 92-64-03084-0

F280 £33.00 US$62.00 DM121

INDICATORS OF INDUSTRIAL

ACTIVITY/INDICATEURS DES ACTIVITÉS

INDUSTRIELLES ISSN 0250-4278 bilingual

1988 - No. 1 (May 1988)
(37 88 01 3) 124 pp.
Per issue

F70 £8.20 US$15.40 DM30

1988 Subscription (4 issues)
F160 £16.00 US$32.00 DM70

QUARTERLY OIL AND GAS

STATISTICS/STATISTIQUES

TRIMESTRIELLES DU PÉTROLE ET

DU GAZ NATUREL bilingual
ISSN 0378-6536

Fourth Quarter 1987 (June 1988)
(60 88 01 3) 294 pp.
Per issue:

F200 £23.40 US$44.00 DM86

1 988 Subscription:

F480 £48.00 US$95.00 DM210

ANNUAL OIL AND GAS STATISTICS

AND MAIN HISTORICAL SERIES 1985-

1986/STATISTIQUES ANNUELLES DU

PÉTROLE ET DU GAZ NATUREL ET

SÉRIES HISTORIQUES PRINCIPALES

1985-1986 (April 1988) bilingual
(61 88 03 3) ISBN 92-64-03066-2, 420 pp.
F260 £30.50 US$57.50 DM112

ENERGY STATISTICS/STATISTIQUES DE

L'ÉNERGIE 1985-1986 (April 1988) bilingual
(61 88 02 3) ISBN 92-64-03064-6, 320 pp.
F180 £21.00 US$40.00 DM78

ENERGY BALANCES OF OECD

COUNTRIES 1985-1986/BILANS

ÉNERGÉTIQUES DES PAYS DE L'OCDE

1985-1986 (May 1988) bilingual
(61 88 01 3) ISBN 92-64-03065-4, 192 pp.
F120 £14.00 US$26.50 DM52

"10 BESTSELLERS"

Codes and Prices

(To order, please use the form
inserted in this issue.)

1. OECD ECONOMIC SURVEYS.

1987-1988 Series: Switzerland

(10 88 26 1) ISBN 92-64-13079-9

F50 £6.00 US$11.00 DM22

2. ANNUAL OIL AND GAS STATISTICS

1985-1986 (bilingual)
(61 88 03 3) ISBN 92-64-03066-2

F260 £30.50 US$57.50 DM112

3. ENERGY STATISTICS 1985-1986

(bilingual)
(61 88 02 3) ISBN 92-64-03064-6

F180 £21.00 US$40.00 DM78

4. ENERGY BALANCES OF OECD

COUNTRIES 1985-1986 (bilingual)
(61 88 01 3) ISBN 92-64-03065-4

F120 £14.00 US$26.50 DM52

5. MULTINATIONAL ENTERPRISES

AND DISCLOSURE OF INFORMATION

(bilingual)
(21 88 03 3) ISBN 92-64-03080-8

F70 £8.50 US$15.50 DM31

6. URANIUM : RESOURCES,

PRODUCTION AND DEMAND

(66 88 03 1) ISBN 92-64-13091-8

F125 £15.00 US$27.50 DM54

7. "ACCOUNTING STANDARDS

HARMONIZATION":

No. 4: Operating Results of Insurance
Companies (bilingual)
(21 88 02 3) ISBN 92-64-03067-0

F60 £7.00 US$13.50 DM26

8. TRANSPORT

AND THE ENVIRONMENT

(97 88 01 1) ISBN 92-64-13045-4

F95 £11.20 US$21.00 DM41

9. EVALUATION IN DEVELOPING

COUNTRIES: A step in a dialogue
(43 88 03 1) ISBN 92-64-13071-3

F60 £7.00 US$13.50 DM26

10. BIOTECHNOLOGY AND THE

CHANGING ROLE OF GOVERNMENT

(93 88 04 1) ISBN 92-64-13072-1

F90 £11 US$20.00 DM39

OECD HEADQUARTERS. PARIS

Vacancies can occur in the OECD Secretariat

in the following disciplines:

Public Administration

Balance of Payments
National Accounts

Agricultural Economics
Development Economics
Energy Economics
Industrial Economics

Labour Economics

Monetary Economics
Econometrics

Urban Studies

Fiscal Policy
Nuclear Engineering
Macro-economics

Nuclear Physics
Education Policies

Social Affairs

Statistics

Data Processing

Qualifications required:

relevant university degree; at least two or
three years' professional experience; very
good knowledge of one of the two official
languages of the Organisation (English and
French) and ability to draft well in that lan¬
guage; good knowledge of the other.

Initial appointment:

two- or three-year fixed-term contract.
Basic annual salary:

from FF 224,600 or FF 263,100 (Adminis¬
trator) and from FF 307,400 (Principal
Administrator), supplemented by further ad¬
ditional allowances depending on residence
and family situation.
Vacancies are open to both male and female
candidates from OECD member countries.

Applications, in English or French (specifying
area of specialisation and enclosing detailed
curriculum vit8), should be marked 'OBS'
and sent to:

Personnel Division

OECD

2, rue André-Pascal
75775 PARIS CEDEX 16

FRANCE

34
The OECD OBSERVER 153 August-September 1!



Where to obtain OECD Publications

ARGENTINA

Carlos Hirsch S.R.L,

Florida 1 65, 4° Piso,

(Galeria Guemes) 1 333 Buenos Aires

	Tel. 33.1787.2391 y 30.7122
AUSTRALIA

O.A. Book (Aust.) Pty. Ltd.
1 1-13 Station Street (P.O. Box 1631

Mitcham, Vic. 3132 Tel. (03) 873 441 1

AUSTRIA

OECD Publications and Information

Centre, 4 Simrockstrasse,

5300 Bonn (Germany) Tel. (0228) 21 .60.45
Gerold & Co., Graben 31 , Wien 1 Tel. 52.22.35

BELGIUM

Jean de Lannoy,
Avenue du Roi 202

B- 1060 Bruxelles Tel. (02) 538.51.69

CANADA

Renouf Publishing Company Ltd.
1 294 Algoma Road, Ottawa, Ont. K1 B 3W8

Tel. (613) 741-4333

Stores:

61 Sparks St., Ottawa, Ont. K1P 5A6
Tel. (613)238-8985

211 Yonge St., Toronto, Ont. M5B 1M4
Tel. (416)363-3171

Federal Publications Inc.,

301-303 King St. W.,
Toronto, Ont. M5V 1J5

Tel. (416)581-1552

Les Éditions La Liberté Inc.,

3020 Chemin Sainte-Foy,

Sainte-Foy, P.Q. G1X 3V6,
Tel. (418)658-3763

DENMARK

Munksgaard Export and Subscription Service
35, Narre Sagade, DK-1370 Kabenhavn K

Tel. +45.1.12.85.70

FINLAND

Akateeminen Kirjakauppa,

Keskuskatu 1, 00100 Helsinki 10 Tel. 0.12141

FRANCE

OECD

Mail Orders:

2, rue André-Pascal, 75775 Paris Cedex 1 6

Tel. (1)45.24.82.00

Bookshop : 33, rue Octave-Feuillet, 75016 Paris
Tel. (1 ) 45.24.81 .67 or (1 ) 45.24.81 .81

Librairie de l'Université,

1 la, rue Nazareth,

1 3602 Aix-en-Provence Tel. 42.26. 1 8.08

GERMANY

OECD Publications and Information

Centre, 4 Simrockstrasse,

5300 Bonn Tel. (0228)21.60.45

GREECE

Librairie Kauffmann,

28 rue du Stade,

105 64 Athens Tel. 322.21.60

HONG KONG

Government Information Services,

Publications (Sales) Office,

Information Services Department

No. 1 Battery Path, Central

ICELAND

Snaebjôrn Jônsson & Co., h.f.,
Hafnarstraeti 4 & 9,

P.O.B. 1131 -Reykjavik Tel. 13133/14281/11936

INDIA

Oxford Book and Stationery Co.,
Scindia House, New Delhi 110001 Tel. 331.5896/5308

1 7 Park St., Calcutta 70001 6 Tel. 240832

INDONESIA

Pdii-Lipi, P.O. Box 3065 /JKT. Jakarta Tel. 583467

IRELAND

TDC Publishers - Library Suppliers,
1 2 North Frederick Street, Dublin 1

Tel. 744835-749677

ITALY

Libreria Commissionaria Sansoni,

Via Lamarmora 45, 50121 Firenze

Tel. 579751/584468

Via Bartolini 29, 20155 Milano Tel. 365083

La diffusione délie pubblicazioni OCSE viene assicurata dalle

pnncipali librerie ed anche da:

Editrice e Libreria Herder,

Piazza Montecitorio 120, 00186 Roma Tel. 6794628

Libreria Hcepli, Via Hcepli 5, 20121 Milano Tel. 865446
Libreria Scientifica Dott. Lucio de Biasio "Aeiou"

Via Meravigli 16, 20123 Milano Tel. 807679

JAPAN

OECD Publications and Information Centre,

Landic Akasaka Bldg.,
2-3-4 Akasaka, Minato-ku,

Tokyo 107 Tel. 586.2016

KOREA

Kyobo Book Centre Co. Ltd.,

P.O.Box: Kwang Hwa Moon 1658,
Seoul Tel. (REP) 730.78.91

LEBANON

Documenta Scientifica /Redico,

Edison Building, Bliss St.,
P.O.B. 5641, Beirut Tel. 354429-344425

MALAYSIA/SINGAPORE

University of Malaya Co-operative Bookshop Ltd.,
7 Lrg 51A/227A, Petaling Jaya,
Malaysia Tel. 7565000/7565425

Information Publications Pte Ltd

Pei-Fu Industrial Building,
24 New Industrial Road No. 02-06

Singapore 1953 Tel. 2831786, 2831798

NETHERLANDS

SDU Uitgeverij
Christoffel Plantijnstraat 2
Postbus 20014

2500 EA's-Gravenhage
Voor bestellingen:

Tel. 070-78991 1

Tel. 070-789880

NEW ZEALAND

Government Printing Office Bookshops:
Auckland: Retail Bookshop,

25 Rutland Street,

Mail Orders, 85 Beach Road

Private Bag C.P.O.
Hamilton: Retail: Ward Street,

Mail Orders, P.O. Box 857

Wellington: Retail, Mulgrave Street, (Head Office)
Cubacade World Trade Centre,

Mail Orders, Private Bag
Christchurch: Retail, 1 59 Hereford Street,

Mail Orders, Private Bag
Dunedin: Retail, Princes Street,

Mailorders, P.O. Box 1104

NORWAY

Tanum-Karl Johan

Karl Johans gate 43, Oslo 1
PB 1177 Sentrum, 0107 Oslo 1 Tel. (02)42.93.10

PAKISTAN

Mirza Book Agency
65 Shahrah Quaid-E-Azam, Lahore 3 Tel. 66839

PHILIPPINES

I.J. Sagun Enterprises, Inc.
P.O. Box 4322 CPO Manila

tel. 695-1946, 922-9495

PORTUGAL

Livraria Portugal,
Rua do Carmo 70-74, 1117 Lisboa Codex.

Tel. 360582/3

SINGAPORE/MALAYSIA

See "Malaysia/Singapore"

SPAIN

Mundi-Prensa Libros, S.A.,

Castello 37, Apartado 1223, Madrid-28001
Tel. 431.33.99

Libreria Bosch, Ronda Universidad 1 1 , Barcelona 7

Tel. 317.53.08/317.53.58

SWEDEN

AB CE Fritzes Kungl. Hovbokhandel,
Box 16356, S 103 27 STH,

Regeringsgatan 1 2,
DS Stockholm Tel. (08) 23.89.00

Subscription Agency:
Wennergren-Williams AB,
Box 30004, S1 04 25 Stockholm Tel. (08)54. 1 2.00

SWITZERLAND

OECD Publications and Information Centre

4 Simrockstrasse

5300 Bonn (Germany) Tel. (0228) 21 .60.45

Librairie Payot,
6 rue Grenus, 1211 Genève 1 1 Tel. (022)31.89.50

United Nations Bookshop
Palais des Nations

1211 - Geneva 10 Tel. (022) 34.60.11 (ext. 48.72)

TAIWAN

Good Faith Worldwide Int'l Co., Ltd.

9th floor, No. 118, Sec.2 Chung Hsiao E. Road

Taipei Tel. 391.7396/391.7397

THAILAND

Suksit Siam Co., Ltd.,

1715 Rama IV Rd.,

Samyam Bangkok 5 Tel. 2511630

INDEX Book Promotion & Service Ltd.

59/6 Soi Lang Suan, Ploenchit Road
Pathumwan, Bangkok 10500

Tel. 250-1919, 252-1066

TURKEY

Kultur Yayinlari Is-Tiirk Ltd. Sti.
Ataturk Bulvari No: 191/Kat. 21

Kavaklidere/Ankara
Dolmabahce Cad. No: 29

Besiktas/lstanbul

Tel. 25.07.60

Tel. 160.71.88

UNITED KINGDOM

H.M. Stationery Office,

Postal orders only: (01)21 1-5656
P.O.B. 276, London SW8 5DT Tel. (01) 622.3316, or

personal callers:

49 High Holborn
London WC1V6HB

Branches at: Belfast, Birmingham,

Bristol, Edinburgh, Manchester

UNITED STATES

OECD Publications and Information Centre,

2001 L Street, N.W., Suite 700,

Washington, D.C. 20036-4095 Tel. (202) 785-6323

VENEZUELA

Libreria del Este,

Avda F. Miranda 52, Aptdo. 60337,

Edificio Galipan, Caracas 106

Tel. 951.17.05/ 951.23.07/951.12.97

YUGOSLAVIA

Jugoslovenska Knjiga,

Knez Mihajlova 2, P.O.B. 36, Beograd Tel. 621.992

Orders and inquiries from countries where Distributors have

not yet been appointed should be sent to OECD Publications
Service, 2, rue André-Pascal, F 75775 Paris Cedex 16.

Director : Lucien Dantin Printed in France



ORGANISATION FOR ECONOMIC

CO-OPERATION

AND DEVELOPMENT

ii i

iiiiiiiiiiiii

iiiiiiiiiiiiiiiiiiiiiii i

m
llll I

iiiiiiiiiiiiiiiiiiiiiii >

mt
inn unFffffiff

I
I

MEMBER COUNTRIES:

AUSTRALIA I AUSTRIA I BELGIUM I CANADA I DENMARK I FINLAND I FRANCE I GERMANY I GREECE I ICELAND !

IRELAND I ITALY I JAPAN I LUXEMBOURG I NETHERLANDS I NEW ZEALAND I NORWAY I PORTUGAL I SPAIN I

SWEDEN I SWITZERLAND , TURKEY, UNITED KINGDOM , UNITED STATES ^^^ yuQQSimA



OECD Economic Outlook

Highlights

Mutually Supportive Actions
to Enhance Economic Performance

The current economic situation is better than was

expected six months ago. OECD activity grew by 3% in
1987, and expansion should continue with only a
moderate loss of momentum this year and next. Major
external imbalances have been narrowing substantially
in volume terms, with some adjustment now visible in
dollar terms. The October stock-market crisis has not

had lasting effects on business confidence, and financial
markets have experienced a period of relative calm since
the turn of the year. The difficult situation of many
developing countries has been eased somewhat by the
firming of commodity prices and the buoyancy of world
trade over the past year. While debt problems remain
severe, debt ratios declined overall last year for the first
time since the debt crisis erupted in 1982; experimen¬
tation with more flexible market techniques to deal with

debt problems on a case-by-case basis continues.
This relatively good recent news should not be seen

as ground for complacency. While the near-term risk of
recession has receded substantially, an inflation risk is

beginning to reappear in several countries. External
imbalances are still very large and are being adjusted
only slowly in nominal terms. Hence the currently
improved tone of financial markets may be precarious:
expectations in foreign exchange markets and other
financial markets could well prove very sensitive to
short-run developments. And unemployment remains
high in many countries, particularly in Europe. Against
this background the fundamental policy requirements
remain unchanged.

In the United States, the key requirement is to
sustain the adjustment of the twin deficits in the federal
budget and the current account. Additional budgetary
action will be necessary to ensure that this process

continues in 1989 and beyond. In the period imme¬
diately ahead, monetary policy may have to respond
further to inflationary pressures.

In Japan, domestic demand growth has been
buoyant over the past year. Industry has been adjusting
rapidly to changing conditions, imports have been rising
strongly, and the current account surplus has narrowed
slightly when measured in dollars and more as a share of
GNP. It is important that this process continueand be
nurtured as necessary by policiesover the medium
term.

In Europe, performance differs across countries.
Overall, growth picked up strongly in the second half of
1987, but a slowdown is in train: European growth
could average around 2% at an annual rate between
now and the end of 1989. It may be hard for countries
acting alone to improve growth and employment pro¬
spects because of constraints on macro-economic
policyincluding potential balance of payments con¬
straints because of political difficulties in imple¬
menting some necessary structural reforms. The chal¬
lenge for Europe is therefore to exploit the possibilities
for co-operative action to facilitate progress in micro-
economic reform which, combined with flexible imple¬

mentation of macro-economic policies, would improve
European economic performance.

The policy priorities for the United States, Japan and
Europe are mutually supportive. International co-opera¬
tion in both macro- and micro-economic policies is

essential to create a global environment more conducive
to sustained non-inflationary growth, high rates of
employment and better balance. In this context, pro¬
gress towards trade liberalisation in the Uruguay Round
and towards reform of agricultural policies takes on
special importance.



The Current

Economic Setting

Activity in the OECD area expanded
by over 4% at an annual rate in the
second half of 1 987 (Table 1 ). Busi¬

ness confidence appears to have been

relatively unshaken by the October
stock-market crisis and, since early
January, financial markets have been
fairly calm. While growth is expected
to slow somewhat, OECD activity
could still expand in the Vk to 3%
range in 1988 and 1989-though
somewhat less in Europe. On this
basis, job creation may do no more
than keep pace with the growth of the
labour force: the overall rate of unem¬

ployment in the area would stop falling
during the course of 1 988, and could

even rise again slightly outside North
America (Table 2). Inflation is likely to
remain steady in most countries, and is
projected to stabilise at around 334%
(as measured by GNP/GDP deflators)
for the OECD as a whole (Table 3).

Performance is likely to be uneven
across countries. Japan's growth per¬
formance and short-term prospects are
good, and the balance between

domestic and foreign sources of
growth has moved in the right direc¬
tion. Inflation may pick up a bit, but to a
rate still well below the OECD aver¬

age.

The composition of demand in the
United States also supports external
adjustment: net exports have contri¬
buted markedly to the growth of out¬
put, and should continue to do so,

while domestic demand is likely to
expand at a rate below the OECD

average. Nonetheless, the persistence
of the present strength of US activity
would slow the reduction of the current

account deficit and would pose a risk of
accelerating inflation, since margins of
unused capacity and unemployed
labour have become very thin in some
sectors and regions.

In many European countries,
where, in contrast, unemployment is
high and could rise further and where
inflation is under control, a weakening
of activity is the principal concern.
Private consumption was an important
source of growth in most European
countries last year as household sav¬
ings ratios declined, with consumer
borrowing rising rapidly in some coun¬
tries. But, over the course of this year,
saving ratios should level off, and

investment is unlikely to be sufficiently

Table 1

GROWTH OF REAL GDP/GNP IN THE OECD AREA1
seasonally adjusted at annual rates (%)

Share in

total

OECD

1982

change from previous year

1986 1987 1988 1989

change from previous half-year

1987

II

1E 1989

I

United States 40.6 2.9 2.9 234 Tk 4.0 234 234 234

Japan 13.9 2.4 4.2 414 334 5.9 3V4 334

Germany 8.4 2.5 1.7 2'4 1*, 4.3 rt 1V2 1*. 134

France 7.1 2.1 1.9 134 3.4 1V2 13/, 134

United Kingdom 6.2 3.3 4.5 3V2 2V 6.0 2'4 214 2'4

Italy 5.2 2.9 3.1 Vk 2'4 3.3 2'4 2'4

Canada 3.9 3.3 3.9 3'4 5.6 3'4 3'4 3'4

Total of above countries 85.2 2.8 3.1 Vk 4.5 2% 2'4 2*. 1\

Other OECD Countries 14.8 2.7 3.1 1% 2'4 2.4 234 2'4 2'4

Total OECD 100.0 2.8 3.1 1% 4.2 2*4 2<4 234 234

Four major European countries 26.9 2.6 2.7 2% 4.3

OECD Europe 39.3 2.7 2.8 2'4 3.6 2'4

EEC 33.8 2.6 2.7 Vk 3.7 2'4

Total OECD less

the United States 59.4 2.6 3.3 Vk 4.3 234 2'4 Th 1\

Industrial Production:

Major seven countries 1.0 3.4 5*4 7.0 5'/2 4'/2 334 3%

Total OECD 1.2 3.3 5'4 334 6.3 5'4 3*4 3 '4

Other OECD Countries

Share in

total

OECD

1982

% change from previous year

1986 1987 1988 1989

Austria 0.9 1.7 1.3 VA VA

Belgium 1.1 2.4 1.8 2 \%

Denmark 0.7 3.5 -0.9 0 %

Finland 0.7 2.4 3.6 3'/4 1

Greece 0.5 1.3 -0.5 1% VA

Iceland 0 6.3 6.5 'A

Ireland 0.2 -1.6 3.1 'A 'A

Luxembourg 0 2.9 2.0 2 1%

Netherlands 1.8 2.4 2.5 VA 1%

Norway 0.7 4.4 1.6 % 1

Portugal 0.3 4.3 5.0 4'/4 VA

Spain 2.3 3.3 5.2 4 m

Sweden 1.3 1.2 2.8 2'/4 1%

Switzerland 1.2 2.7 2.5 IV2 1%

Turkey 0.7 7.9 7.4 5V4 5

Total of above

countries 12.4 2.9 2,9 2'/4 2»

Australia 2.1 1.8 4.4 3'/2 TA

New Zealand 0.3 1.3 0.2 -Vt 1%

Total of above

1 7 countries 14.8 2.7 3.1 2'A VA

1 . Aggregates computed on the ba is of 1 9Î 2 exchar ge rates.

strong to maintain the recent pace of
expansion. Hence the chronic low

growth experienced in continental
Europe over much of the last decade is
projected to re-assert itself. Neverthe¬

less, there are exceptions within
Europe: some countries have relatively
low levels of unemployment or have
achieved buoyant growth in recent
years. In these there are some signs of
wage and price pressures.

External Imbalances

among OECD Countries

Significant adjustment of the major
external imbalances has been occur¬

ring in volume terms, and should

become increasingly visible in current
value terms over the near term. Driven

by rapidly expanding manufactured
export volumeswhich may capture
about half of the total expansion of
OECD export markets between 1 987
and 1 989-the US current deficit (Ta¬

ble 4) could decline from a peak of
some $165 billion at an annual rate in

the second half of 1 987 (31/2% of GNP)
to around $130 billion by the second
half of 1989 (21/2% of GNP).

The Japanese and German current

surpluses are projected to change little
in dollar terms over the same period
but to decline as a percentage of GNP.
By the second half of 1 989, the current

surplus of Japan may still be running at
some $80 billion at an annual rate

(2V2% of GNP) and that of Germany at
$40 billion (3 V4% of GNP). This assess¬
ment embodies a projected response of
trade flows to changes in competitive¬
ness of the magnitude and duration
suggested by historical experience.
Should the response turn out to be
stronger or more sustainedsay, as a
result of structural changeexternal
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'Activity in the OECD area expanded by over 4% at an annual rate in the second half of 1987

adjustment could be correspondingly
more.

Persistent surpluses and deficits of

this size pose a continuing problem of
whether the private sector will be

willing to finance them at something
like present exchange ratesor at least
with orderly exchange market condi¬
tions without excessive upward
pressure on US interest rates. Events

of 1 987-large-scale official interven¬
tion, the rising trend of US interest
rates through early October, and the
stock-market crisis in Octobersug¬
gest that orderly financial flows of the
required magnitude cannot be taken

for granted.
'Market-enforced' adjustment

that is, sharp downward pressure on
the dollarcould threaten the achieve¬

ment of economic objectives for all
countries.

For the United States, while net

exports would improve after further

'J-curve' effects had worked through,

inflationary pressures would intensify.
Interest rates would then be forced up.
It could prove impossible to restore

order in exchange markets and regain

control of inflation without raising
interest rates to levels that would

trigger a recession.

A rapid deterioration of real net
exports in countries other than the

United States, following a sharp appre

ciation of their currencies against the
dollar, could provoke a significant
slowing of growth or even a recession
in these countries. This would espe¬

cially be the case if private-sector

confidence were deeply shaken by
such a developmentor the prospect of
itand business investment conse¬

quently fell off. This risk to activity

appears largest in Europe and
Canada.

Weakening OECD activity and
higher dollar interest rates would each

intensify the problems of developing
country debt and erode the growth

prospects of the developing world.
This, in turn, would have further

adverse effects on OECD perfor¬
mance.

More generally, such a chain of
events could strain financial markets

which have been weakened by a
number of real and financial distur¬

bances in recent years, including the
October stock-market crisis.

Such an outcome could not be ruled

out if, in the absence of further policy

actions, the continuing process of
adjustment were left solely to ex¬

change markets. On the other hand,
timely actions on agreed lines would

promote both external adjustment and

financial market stability, thereby
underpinning a better outcome.

It is not only for the three largest

OECD countries that prospective cur¬
rent account developments could give

rise to problems. Most of the counter¬
part to the improvement in the US
external position is likely to be found in
a worsening of the current accounts of
other OECD countries; and the deterio¬

ration in the overall European position

seems likely to be concentrated largely

in countries that already have current-
account deficits. The disparity of

external positions among European
countries is therefore likely to become

more visible; this may add to financing
pressures, and to the constraints in
some European countries on the set¬

ting of monetary and fiscal policy.
Other OECD countriesCanada, and

especially Australia and New Zealand-

are likely to continue to run substantial
current-account deficits.

Global Adjustment

The capacity of many developing
countries to achieve improved eco¬

nomic performance is seriously con¬
strained by deep structural-adjustment

problems of domestic origin which
require domestic solutions. These

problems, which have been com¬

pounded until recently by the slow
growth of their export markets and

weak commodity prices, may be eased

somewhat by the moderate but steady
growth of OECD economies projected
for this year and next.

On the other hand, developing coun¬
tries in general are faced with actual

and threatened protectionist measures
against their exports. Moreover, in

many of these countries debt service
payments continue to absorb a large
share of export receipts and available

financing. Innovative experiments in
refinancing arrangements continue,
but they have yet to point the way to a
significant easing of debt burdens.

The dynamic economic performance
and increasing share of world trade of
Taiwan, South Korea, Hong Kong and
Singapore, together with the growing
current-account surpluses of the first

two, have recently raised questions
and concerns about their role in the

international economy. There are im¬
portant differences among these econ¬
omies.

Only Taiwan has run a substantial
current-account surplus for an ex¬

tended period. The shift from current
deficit to surplus in South Korea,

though very marked, has been recent
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Table 2

UNEMPLOYMENT IN THE OECD AREA

national definitions

1986 1987 1988 1989
1987

II

1988

I II

1989

I ll

Unemployment Rates %

United States 7.0 6.2 5>4 5V2 5.9 5'4 5>4 5'4 5'4

Japan 2.8 2.8 2V2 2% 2.7 2<4 2'4 2% 2%

Germany 8.0 7.9 8 8 7.9 8 8 8 8'4

France 10.5 10.6 10% 11 '4 10.5 10'4 11 11 '4 11 '4

United Kingdom 11.8 10.4 9V2 9% 9.9 9'4 9'4 9'4 9%

Italy 10.3 11.0 11 '4 12 11.3 11 '4 11% 11% 12

Canada 9.6 8.9 n 6% 8.5 7% 7'4 7 6%

Total of above countries 7.4 7.0 6V2 6'4 6.8 6'4 6'4 6 '4 6'4

Other OECD Countries 11.6 11.4 11 '4 11 '4 11.4 11 '4 11'4 11 '4 11 '4

Total OECD 8.3 7.9 7'4 Viz 7.7 7 '4 7'4 n 7'4

Four major European countries 10.1 9.9 9% 10'4 9.8 9% 10 10 10'4

OECD Europe 10.9 10.7 10% 11 10.6 10'4 10% 10% 11

EEC 11.3 11.0 10% 11 11.0 10% 11 11 11

Total OECD less

the United States 8.8 8.7 8V2 8'/2 8.6 8'4 8'4 8'4 8%

Unemployment levels
(millions)

North America 9.5 8.6 7*4 7'4 8.3 7*4 7*4 7'4 7*4

OECD Europe 19.2 18.9 19 19'4 18.9 18% 19 19'4 19'4

Total OECD 31.0 30.0 29 29'/2 29.5 29 29 29'4 29'4

has been accompanied by a buoyant
expansion of imports. Of the four, only
South Korea and Taiwan maintain sig¬
nificant barriers to importsalthough
these have been lowered somewhat,

and further liberalisation is in pro¬
spect.

General Policy
Considerations

For several years now, there has
been a consensus among OECD coun¬
tries on the fundamental requirements
of both macro and micro policies, and
an increasing recognition of the impor¬
tance of international co-operation in

implementing them. In particular, it has
become generally accepted that
further progress in micro-economic
reform by all governments remains
crucial to strengthening the respon¬
siveness of economies, enhancing the
effectiveness of macro-economic

polices and improving the prospects for

strong and sustainable growth. In turn,
such prospects make structural adjust-

Other OECD Countries

%

1986 1987 1988 1989

Austria 3.1 3.7 4 4'/<

Belgium 11.3 11.2 11 11M

Denmark 7.9 7.9 8'A 9

Finland 5.2 5.1 5 S'A

Greece 7.2 7.6 7% S

Iceland 0.8 0.8 %

Ireland 17.4 18.7 19M 19%

Luxembourg 1.4 1.6 VA VA

Netherlands 13.2 12.6 12'/4 11%

Norway 2.0 2.2 2% 2%

Portugal 9.1 7.8 TA 7'/4

Spain 21.4 20.6 19VS 18%

Sweden 2.2 1.9 1% 2

Switzerland 0.7 0.7 % %

Turkey 15.6 15.1 16 WA

Total of above

countries 12.2 11.8 12 12

Australia 8.0 8.1 VA VA

New Zealand 4.6 6.0 VA VA

Total of above

1 7 countries 11.6 11.4 11 V, 11 W

and reflects in large part South Korea's
successful adjustment from, a dis¬
quieting debt position earlier in the

1980s. Neither Singapore nor Hong
Kong has shown sustained tendencies
towards large current-account sur¬
pluses, and the former has been run¬

ning large deficits on merchandise
trade. It is also noteworthy that rapid
export growth in these four economies 'The overall rate of unemployment ... could even rise again.'
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ment more attractive and rewarding.
Governments have taken action. In

some countries, where the adverse

effects of rigidities and distorted incen¬
tives on economic performance had
become particularly visible, action has
been bold and across a broad front. In

others, reforms have been more

limited. Although it is difficult to quan¬
tify the contribution of these measures,
economic performance has noticeably
improved in countries where policies

have been strongly directed over a

number of years towards expanding
the role of markets.

In all member countries, much more

can be done. The OECD recently took
stock of progress, and identified priori¬
ties for international co-operation to
reinforce national efforts in a number of

areas: tax reform, financial markets,

agriculture, trade policies and sub¬
sidies to industries. Other policies were
also reviewed, including measures to

improve the functioning of labour mar¬
kets, reducing government interfer¬
ence in domestic markets for goods
and services and reform of social poli¬

cies. Each country also set forth its
priorities for future action. While repre¬

senting neither the full set of reforms
that have been undertaken, nor the full

extent of governments' ambitions, the
range of actions identified shows a
commitment by all member countries
to structural reform as a means to

better economic performance.

It is also recognised that the scope
for improving economic performance
on a sustained basis can be widened

through action across the full range of
policies, involving all countries in a
co-operative effort. Such an approach
is necessary for progress in trade
liberalisation and is helpful in resisting
protectionist pressures. More gener¬
ally, a co-operative approach would
alleviate constraints that now limit the

scope for action by individual countries
in both macro- and micro-economic

spheres. Moreover, the effects of a set
of measures taken in a context of

closer co-operation among OECD gov¬
ernments would be mutually rein¬

forcing and could also contribute to
stronger business confidence.

Efforts at co-operation among the
major countries to foster increased
stability and predictability of exchange
rates have been intensified over the

past year or so. When national author¬
ities have given clear and continuing
signals, backed up by domestic mone-

Table 3

PRIVATE CONSUMPTION DEFLATORS IN THE OECD AREA1
percentage changes; seasonally adjusted at annual rates

1986 1987 1988 1989
1987

II

1988

I II

1989

I II

United States 2.2 4.0 3*4 4'4 4.2 3'4 4 4<4 4'4

Japan 0.5 -0.1 1'4 1*4 1.4 1'4 1<4 2 2

Germany -0.5 0.5 1 1'4 1.3 1 1'4 1'4 1'4

France 2.5 3.0 2'4 2*4 2.5 2'4 3 2'4 2'4

United Kingdom 3.7 3.3 3'4 3'4 3.4 3 3'4 3'4 3

Italy 5.9 4.8 4'4 4'4 4.5 4*4 4'4 414 4

Canada 4.2 4.3 3*4 4V, 4.1 3'4 3*4 4>4 4'4

Total of above countries 2.1 2.9 3 3'4 3.3 2*4 3 '4 3'4 3'4

Other OECD Countries2 6.9 6.4 6'4 5*4 6.7 6*4 6'4 5*4 5'4

Total OECD 2.8 3.4 3'4 3*4 3.8 3'4 3*4 3*4 3*4

Four major European countries 2.5 2.7 2'4 2*4 2.7 2'4 2*4 2*4 2*4

OECD Europe 3.7 3.7 4 3*4 4.0 4 4 3*4 3'4

EEC 3.2 2.9 2*4 3 3.1 2*4 3 3 2*4

Total OECD less

the United States 3.2 3.0 3'4 3'4 3.5 3'4 3'4 3'4 3'4

Other OECD Countries1

%

1987 1988 1989

Australia 8.0 5» 5

Austria 0.9 2 2

Belgium 1.7 1% 1%

Denmark 4.1 VA 3%

Finland 4.1 5 5'/4

Greece 16.0 14 13%

Iceland 18.5 26

Ireland 3.0 2% 3

Luxembourg 1.0 VA 1%

Netherlands -0.2 % 1

New Zealand 15.7 6% b'A

Norway 8.1 m 4%

Portugal 9.5 6'A 5%

Spain 5.3 VA 3%

Sweden 5.0 5'/4 4%

Switzerland 1.3 2 VA

Turkey 39.0 56 42

1 . Aggregates computed on the basis of
expressed in 1982 US dollars.

2. Half-yearly data must be interpreted with

1982 GNP/GDF

care.

weights

tary operations and co-ordination of
exchange-market intervention, confi¬
dence has been boosted. Such co¬

operation must be maintained, and
supported by sustained fiscal and
structural policy actions in order to
reduce imbalances and relieve the

burden on monetary policies.
The fundamental medium-term ob¬

jective of monetary policy is to contri¬
bute to achieving and maintaining price
stability. In pursuing this objective, no
simple rule for monetary authorities
has proved robust, so that flexibility in
the pursuit of monetary targets, and in
the use of other indicators, has been

necessary. Consistent with the funda

mental objective, monetary policies

generally eased for a period after the
stock-market crisis, in order to meet

expanded liquidity requirements.
In some countries, continued strong

growth and the emergence of inflation

risks since then have signalled the
necessity of tighter policies, while a
resurgence of inflation in others seems
unlikely even though money supplies

continue to grow above target. Policy¬
makers face a difficult task in

responding in a timely and appropriate
way to such changing balances of risks

and in making their strategy and oper¬
ations clear to markets. Predictable

policies are especially important now,

since markets remain jittery and hence
prone to excessive reaction to unex¬

pected policy action or inaction.
Because reactions to policies can

spread far beyond national borders in
the global financial system, close co¬
operation in this area of policy is
essential.

Policies in Individual

Countries or Regions

For the United States the essential

requirement is to persevere with the
reduction of the Federal budget deficit.
Agreement on specific measures for
1 989 and beyond, aimed at progres¬
sively narrowing the gap between
expenditure and revenue, would foster
confidence and stability in financial
markets, contribute to a sustained
reduction of the current-account defi-
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cit, and reduce the risk of the economy
coming up against widespread ca¬
pacity constraints. Structural reforms

to reduce economically counter-pro¬
ductive government spending, for
example, on agricultural support, would
contribute to reducing the deficits as
well as improving economic effi¬
ciency.

An important further challenge for
US structural policies is to strengthen
private saving, which has not re¬
sponded to earlier measures designed
to boost it. To the extent that progress
is made in reducing the federal deficit
and raising private saving, the risk of
inflationary pressures originating in
domestic markets or from any renewed
downward pressure on the dollar

would be eased. As a consequence,
the prospects would be enhanced for
stable, or even lower, interest rates

consistent with an anti-inflationary
monetary policy. In the absence of
such developments, the orientation of

monetary policy would have to be
tighter over the next year or so to
contain inflation. In either event,

interest rates may have to move higher
in the period immediately ahead in view
of emerging price pressures.

It is also essential that the United

States hold firm to its commitment to

open markets for international trade
and investment. Protectionist mea¬

sures would be damaging to the struc¬
tural flexibility of that economyas
well as to the multilateral trading
systemat a time when exchange-rate
changes have set the stage for
improved market performance by US
industries.

In Japan the process of growth led
by strong domestic demand and
accompanied by rapidly rising imports
has to be sustained. The short-term

outlook appears favourable. Main¬
taining the process over the medium
term depends on a number of factors.

Fiscal policy should remain flexible
within a medium-term framework of

fiscal consolidation which should be

enhanced by reforms designed to
broaden the tax base. With capacity
utilisation increasing steadily, mone¬
tary policy will have to be conducted

with care to contain the provision of
liquidity within ranges consistent with
non-inflationary growth of demand.
Sustained structural reforms can con¬

tribute to reduced inflation risks and to

adjustment: in particular, measures to

relieve constraints and price pressures
arising from agricultural and land-use
policy and to foster a more flexible

distribution system that would expand
consumption opportunities, including
the range of imports available at com¬
petitive prices.

In Europe preconditions are in place
for better economic performance: low
inflation in many countries and much
reduced inflation differentials across

countries; wage moderation; restored
profitability; and increased willingness
to adapt on the part of both workers
and firms. In some countries, perfor¬
mance has improved, activity is
buoyant, and unemployment is low or
on a downward trend.

Yet for many European countries the
outlook is still for sluggish growth of
output, investment and employment.
On an individual basis, these countries

appear to have little scope to stimulate

domestic demand: many are con¬
strained by increasing ratios of public
debt to GNP, some by external balance
and exchange-rate considerations, and
a few still by inflation risks. And
continued satisfactory performance in
those countries where activity is cur¬
rently buoyant will depend heavily on

'Inflation is likely to remain steady in most countries. '



Table 4

CURRENT BALANCES OF OECD COUNTRIES

$ billion, seasonally adjusted at annual rates

1986 1987 1988 1989
1987

II

1988

I II

1989

II

United States -141.3 -160.7 -150 -132 -164.9 -156 -144 -134 -130

Japan 85.8 87.0 85 80 82.0 89 81 80 80

Germany 37.9 44.3 47 42 44.1 49 44 43 41

France 2.9 -4.5 -5 -6 -6.6 -4 -6 -6 -6

United Kingdom 0.1 -2.7 -10 -14 -7.2 -10 -11 -13 -15

Italy 2.8 -0.7 -1 -1 6.0 -1 -1 -1 -1

Canada -6.7 -7.2 -9 -12 -9.2 -8 -10 -11 -12

Total of above countries -18.4 -44.6 -44 -43 -55.8 -41 -47 -42 ^13

Other OECD Countries -3.8 -8.9 -15 -21 -11.5 -11 -18 -20 -21

Total OECD -22.3 -55.5 -58 -64 -67.3 -52 -65 -62 -65

Four major European
countries 43.7 36.3 30 21 36.3 35 25 23 19

OECD Europe 51.0 37.5 24 9 35.1 33 16 12 6

EEC 49.9 39.0 30 16 38.4 37 22 19 14

Total OECD less

the United States 119.1 107.2 92 68 97.6 104 79 71 65

Other OECD Countries

%

1986 1987 1988 1989

Austria 0.2 -0.1 -'/« -1/2

Belgium-Luxembourg 2.9 2.5 2'A 2

Denmark -4.3 -2.9 -VA -VA

Finland -0.9 -2.2 -VA -VA

Greece -1.7 -1.3 -1% -VA

Iceland 0 -0.1 -VU

Ireland -0.7 0.4 « 'A

Netherlands 4.6 3.2 4 VA

Norway -4.4 -4.2 -5% -5%

Portugal 1.1 0.7 0 -1

Spain 4.1 0.1 -VA -5M

Sweden 1.0 -1.0 -2 -2%

Switzerland 6.7 7.0 6» 6%

Turkey -1.5 -1.0 -1 -1

Total of above

countries 7.3 1.1 -5% -11%

Australia -9.7 -8.7 -7% -7%

New Zealand -1.5 -1.4 -1 -1'/4

Total of above

1 7 countries -3.8 -8.9 -14% -20'/2

strong foreign markets to maintain
sustainable trade positions, as well as

keeping domestic inflation under con¬
trol.

Hence, for every country, achieving
good economic performance depends
in part on better export prospects.
Moreover, for any single country, more

rapid export-market growth will have
to depend mainly on other European
countries: Europe's overall real trade
balance will decline over the coming

years as the United States adjusts,
reversing the pattern of the early
1 980s when net exports made a sig¬
nificant contribution to overall Euro

pean growth. But, precisely because of
the constraints noted above, no Euro¬

pean country by itself is likely to be a
source of substantially higher export
growth for others. Indeed, the reverse
could well be the case: external, bud¬

getary and inflation constraints on

individual countries might intensify
over time, with further adverse effects

on European performance.

These points are illustrated by the
positions of the four major European

countries. In Germany domestic de¬
mand is projected to grow below the

European average over the next two
years. Inflation is low and a continuing

large current surplus is in prospect. But
concern in Germany about the pro¬
spective widening of the budget deficit
limits the contribution that macro-

economic policies can make at present
to stepping up the growth rate, the

more so given the apparent continuing
dependence of German growth, and in

particular investment, on export pro¬

spects. As well, interest rates at the

long end of the maturity spectrum have
not declined as much as might have

been expected given low levels of
money-market rates and of inflation.

France also has low inflation, but

sustained recovery is held back by the

high interest rates apparently required
to forestall capital outflows, and could

be jeopardised by import leakage
should domestic demand strengthen

substantially.

The United Kingdom has proved
able to generate brisk domestic

demand growth, and it faces no gov¬
ernment deficit problem. Nevertheless,
depending on the future course of

sterling, the economy could face either
a rising current account deficit or a

pick-up of inflation, even though unem¬
ployment is still high.

In Italy a budget deficit which may
push the ratio of public debt to GDP
above 100% in the early 1990s-and
associated pressure on interest rates-

constitutes a binding constraint.

In these circumstances, a critical

priority for European policy-makers is
to reform economic structures in such a

way that growth potential improves in

all countries and, in consequence, pri¬
vate-sector confidence is buoyed. The
momentum induced by the moves to
complete the unified European Com¬
munity market by 1992 could contri¬

bute to raising 'animal spirits' in
Europe. Joint action with non-EC Euro¬
pean countries and in other areas of

micro-economic reform could enlarge
the scopeand step up the paceof
such reform: support for it would be

strengthened through demonstration
effects; overall benefits to any one
country would be increased, and the

costs to those adversely affected
would be reduced; and some reforms

(e.g., further modification of the
Common Agricultural Policy) are insti¬
tutionally matters of collective action.

Furthermore, the overall impact, in
particular on private-sector confi¬

dence, of a policy strategy involving a
number of measures and a number of

countries could be bigger than the sum
of its separate effects. Such a co¬

operative approach could ease some¬
what the constraints on macro-eco¬

nomic policies, allowing policies in
some countries, at any rate, to be more

supportive of expansion and thereby to
contribute to better economic perfor¬
mance.

Judged by the contribution they

might make to more vigorous eco¬
nomic expansion over the next few

years, several areas of micro-economic

reform warrant particular attention in

Europe. The removal throughout Eu¬
rope of regulatory and other internal

and external obstacles to free competi¬

tion in markets for goods and services
could call forth stronger investment as
businesses prepared themselves to

seize wider opportunities and respond
to keener competition. In such an

environment, price pressures would
also recede further. A continuation of



tax reform, already underway in most
European countries, would reduce dis¬

tortions and improve incentives. Lower

government spending on subsidies to

agriculture and industry would permit a
reduction of tax burdens, the bringing

forward of economically sound infra¬
structure investments, and initiatives

to enhance the marketable skills and

flexibility of the labour force, thereby

contributing to the expansion of eco¬
nomic potential and employment.

Growth and employment would also

be strengthened by additional reforms

in labour markets to remove con¬

straints and improve responsiveness.

One particularly important aspect of
further liberalisation and integration of
banking and other financial sectors in

European countries is the likely lower¬
ing of the cost of borrowing. While
money growth is relatively brisk in

many European countries, long-term
interest rates and interest rates on

credits to small and medium-size busi¬

nesses and to households remain high
in many caseswell above both
money-market rates and nominal GNP

growth rates. Under these conditions,

a further easing of monetary policy
might do little to reduce long-term
interest rates. It could even prove
counter-productive if more rapid
money growth were to rekindle infla¬
tionary expectations or undermine con¬

fidence in exchange-rate stability. Nev¬
ertheless, there may be scope to put
downward pressure on long-term
interest rates and improve credit con¬
ditions both by strengthening competi¬
tion and further reducing rigidities in
financial markets, and through in¬
creased flexibility in techniques of pub¬
lic-sector debt management.

Continuation of structural reform is

also a key policy priority in Canada.
Australia and New Zealand. Over

recent years both New Zealand and

Australia have reversed long-standing
strategies of insulating their economies
from world markets. New Zealand has

reformed domestic regulations exten¬
sively. For Canada, structural adjust¬
ment will be driven by Stage II of the
tax reform and by implementation of
the Free Trade Agreement with the
United States. On the macro-economic

side, Canada, like the United States,

will have to ensure that the process of
budget consolidation-which may have
slipped somewhat recentlyis main¬
tained.

D

Recurring themes of recent Eco¬
nomic Outlooks have been the risks of

disruption associated with large ex¬
ternal imbalances within the OECD

area, the disappointing growth and
employment performance of many
OECD countries, and the continuing
debt and growth problems of devel¬
oping countries. Disruptive adjust¬
ments can be avoided, higher levels of
employment can be achieved, and the

prospects of developing countries can
be improved; but all this requires policy
action across countries in both macro-

and micro-economic domains. Broadly,
policies have moved in the right direc¬
tions, but more has to be done. Inter¬

national co-operation, both within the

OECD and more generally, is essential
for progress to be made across the
widest possible front, and for policies
to be mutually supportive.

'For every country, 9ving good economic performance depends in part on better export prospects. ' 25 May 1988


