
OECD

003
s»v«(8i!r="i?*" ' ; :';;:= ..." 	 »	
0iM rfP«Srti%* ? .:.« 'a. : . : :;:i!;;.;:5 ..»....*>.;.

......
......

ITTItT TT ' HI

The Dynamic
Asian Economies

Reforming
Agricultural Policy

From Aid to Trade
in the Sahel

Growth Policies
for Latin America

Education

in the '90s

The latest

Economic Outlook

*

L^

\-x

wy

FOR DISPLAY ONLY

OUVRAGE DE CONSULTATION

February/Marc.



LABOUR MARKET POLICIES FOR THE 1990s

(81 90 01 I) ISBN 92-64-13363-1 FF110 £13.00 USS23.00 DM43

OECD EMPLOYMENT OUTLOOK
JULY 1990

(81 90 02 1) ISBN 92-64-13396-8 FF190 £23.00 USS40.00 DM78

'LOCAL INITIATIVES FOR EMPLOYMENT CREATION' SERIES

IMPLEMENTING CHANGE:

ENTREPRENEURSHIP AND LOCAL INITIATIVE

(84 90 01 1 1 ISBN 92-64-13360-7 FF70 £8.50 USS15.00 DM27	

'LOCAL INITIATIVES FOR EMPLOYMENT CREATION' SERIES

ENTERPRISING WOMEN

(84 90 02 1) ISBN 92-64-13436-0 FF95 £11.00 USS20.00 DM37

LABOUR FORCE STATISTICS 1968-1988

(30 90 02 3) ISBN 92-64-03377-7 FF340 £41.00 US$71.00

EDUCATION IN OECD COUNTRIES, 1987-88:
A COMPENDIUM OF STATISTICAL INFORMATION

(91 90 06 1) ISBN 92-64-13425-5 FFI40 £17.00 USS30.00 DM55	

FINANCING HIGHER EDUCATION. CURRENT PATTERNS

(91 90 04 I) ISBN 92-64-13422-0 FF100 £12.00 USS21.00 DM39	

THE TEACHER TODAY

(9 1- 90 03 1) ISBN 92-64- 134 1 3-1 FF90 £20.00 USS12.00 DM35

REVIEWS OF NATIONAL POLICIES FOR EDUCATION

HIGHER EDUCATION IN CALIFORNIA
(91 90 02 1) ISBN 92-64-13412-3 FF140 £17.00 US$30.00 DM55

ffflPWBWBMBBraBMBBnBBMlMBBHMMiminBBa»»fl||B



C 0 N T E NT S

o m -\ ;vy i a
Published every two months in English
and French by the ORGANISATION
FOR ECONOMIC CO-OPERATION
AND DEVELOPMENT.

Editorial Address:

OECD Publications Service
Château de la Muette

2, rue Andre-Pascal
F 75775 PARIS CEDEX 16

Tel. (1)45-24-82-00
Fax (33-1) 45 24 85 00

Individual articles not copyrighted may be
reprinted, provided the credit line reads
'Reprinted from The OECD Observer' plus date
of issue and two voucher copies are sent to the
Editor, with an indication of the circulation. Signed
articles reprinted must bear the author's name.

Signed articles express the opinions of the
authors and do not necessarily represent the
opinion of the OECD.
The Organisation cannot be responsible for
returning unsolicited manuscripts.
All the correspondence should be addressed
to the Editor.

Single copies
£2.50 US$4.50 FF20.00 DM8.00

Annual Subscription Rates
E11.70 US$22.00 FF100.00 DM43.00

Tel. (1)45-24-81-66

Editor

Ulla Ranhall-Reyners
Associate Editor

Martin Anderson

Assistants

Yannick Bultynck
Brigid Gallen
Art, Production and Layout
Gerald Tingaud
Photo Research

Silvia Thompson- Lépot

environment

MANAGING THE ENVIRONMENT

Bill L. Long

8

AN UNEVEN TRACK RECORD ON THE ENVIRONMENT
Christian Avérous

international relations

14

CO-OPERATION WITH THE DYNAMIC ASIAN ECONOMIES

André Barsony

development

20

GROWTH POLICIES FOR LATIN AMERICA
Bemhard Fischer

25

THROUGH TRADE TO DEVELOPMENT IN WEST AFRICA
Jean-Marc Pradelle

28

MAKING SURE THAT FOOD AID HELPS
Henri Josserand

agriculture

30

AGRICULTURAL POLICY AND THE URGENCY OF REFORM

31

DIRECT INCOME SUPPORT

Wilfrid Legg

34

QUANTITATIVE RESTRICTIONS ON OUTPUT
Carmel Cahill

education

36

AN EDUCATIONAL AGENDA FOR THE '90s

George S. Papadopoulos

39

WHAT CHANGES FOR EDUCATION?
David Istance

economy

43

SPOTLIGHT ON SWEDEN

Vesa Vihriala

45

NEW OECD PUBLICATIONS

OECD economic outlook

centerfold

Cover Garry GaylSygma

The artist Christo went to the extreme of wrapping up the environment. But its longer-term protection
requires the integration of policies that will allow a healthy environment and healthy economy to co-exist.

168
February/March 1991



ENVIRONMENT

Managing
the Environment

It was in the early 1970s
that the environment took

its place on the international
political agenda. What

progress has there been?
Without agreement on what

has been achieved, it will be
difficult to establish priorities

for the 1990s and beyond.
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It is a time for 'stock taking' by the
international environmental community.
Preparations are underway for a

major United Nations Conference on Envi¬

ronment and Development in Brazil in
1992 which will, in part, commemorate the

launching of the 'era of the environment'
twenty years ago at the UN Conference on
the Human Environment in Stockholm,

Sweden. And the twentieth-birthday year
of the OECD Environment Committee cul¬

minates early in 1991 with a meeting of
the OECD Environment Ministers.

In each case the meeting organisers are
pondering what they should report to
heads of state and ministers on how far

the nations of the world have come since

the 1970s in managing the environment.
My own view is that the OECD countries

have, in general, come a considerable dis¬

tance, and are today poised on the
threshold of significant breakthroughs in
protecting and enhancing their environ¬
mental resources in the years immediately
ahead. On the other hand, when one looks

beyond the OECD region, to eastern
Europe and the developing world, en¬
vironmental performance in the 1 970s and

'80s was dismal, alarmingly so.
It is, I believe, both interesting and in¬

structive to look back twenty years and
compare environmental attitudes and ap¬
proaches then with the situation today.

In 1970, the Stockholm Environment

Conference was being planned as an
event that would raise awareness, to
make world leaders sensitive to environ¬

mental threats and the importance of a
common approach. During a recent visit
to the OECD, the Secretary-General for
the 1992 Brazil Conference, Maurice

Strong (who also headed the Conference
in Stockholm twenty years ago), em¬
phasised that deliberations in Brazil will be
about the economics of environmental

management.

This is consistent with one of the princi¬
pal trends in international environmental

affairs, captured neatly by a speaker at an
OECD workshop early last year that 'one
can track the evolution of environmental

concern over twenty years by watching it

move from the back page of major news¬
papers to the front page, and now to the
financial page'.

It is consistent also with OECD's ap¬
proach, which emphasises the imperative
of integrating economic and environmental
decision-making if goals in either sector
are to be achieved.

A second notable change involves the
sources of concern. In 1970, the principal
worry, expressed mostly locally, was pol¬
lution which could be seen, smelled or

heard. Today, concern has spread to in¬
clude pollution by chemicals and radio¬
nuclides at micro-levels of concentration -

threats to human health and well-being
which citizens cannot detect with the un¬

aided senses. Further, environmental risks

have broadened spatially to encompass
transborder air and water pollution on a
regional scale, and also problems of
ozone depletion, climate change, deforest¬
ation and ocean pollution on a global one.

The environmental 'renaissance' in the

second half of the 1 980s, which has since

engulfed the highest political levels in
OECD and other countries, was in fact

triggered .by public concern that human
activity had reached the point where it
was beginning to affect adversely the
basic life-support systems of the Earth.

From Regulation
to Market

In 1970 technology and industry were
perceived as the villains. The evolution of

attitude here was characterised by Gustave
Speth, President of the World Resources

Institute in Washington, who recently con¬
fessed to being a 'reformed Luddite'. He

associated himself with a growing number
of converts who now see technology - in
the form of a new generation of 'clean'
technology - as the key to an environment¬
ally sustainable future, with private indus¬
try an essential part of the solution, rather
than the problem.

Clearly industry - or parts of it, at least -
is earning much more public tolerance,
even respect, by demonstrating that it can
make a profit while reducing waste genera¬
tion, pollution emissions and raw material

consumption. But while success breeds

success, it also heightens expectations.
Thus industry is being confronted with a

Bill L Long
Directorate.

is Director of the OECD Environment
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One of the direct results

of tropical deforestation (left)
I Is catastrophic flooding (below),

often in areas considerable

distances away.

new challenge as government officials
and the public, extrapolating from indi¬
vidual success stories, seem increasingly

to believe that, with enough pressure, in¬
dustry will perform environmental miracles
while maintaining profitability.

The President of the International

Chamber of Commerce, Peter Wallenberg,

noted in a recent speech that 'the wither¬
ing away of the Marxist challenge to the
free enterprise system leaves the environ¬
mental challenge as the most fundamental
one that businessmen all over the world

are going to face in the foreseeable
future'.

The evolution of environmental man¬

agement is also reflected in the policy in¬
struments governments have employed to
achieve environmental objectives. In the
early 1970s, 'command and control' regu¬
latory approaches were adopted in an ef¬
fort to bring a quick halt to major pollution
problems. Subsequently, the expanding
costs of pollution control, the increasing
complexity of regulatory regimes, and the
failure of regulation to force technology
innovation beyond what was required by
law caused governments to look for new
policy tools.

OECD countries, in particular, turned in¬
creasingly to the 'market'. Environmental
taxes and charges, deposit-refund
schemes and - most recently - the use of
tradable emission permits were in¬
troduced. Within the last two years there
has been an explosion of interest in the
use of such market-based instruments

with the intensification of the search for

increased efficiency in environmental
management.

What is emerging appears to be a de
facto 'hybrid' system, with governments
using command and control regulation to
fix long-term performance standards and
targets, while looking to market instru¬
ments to find the most cost-effective

pathways.
Governmental policy-making in the en¬

vironmental field has also moved sharply

in the direction of more comprehensive

approaches. Early attempts to protect the
environment were based on the manage¬

ment of one pollutant at a time and one
medium at a time. This strategy failed to
take into account the fact that the pollu¬

tion is often just moved from one medium
to another (e.g., if controlled as a solid
waste and incinerated, any toxic material
can end up in the air), or that regulation of
one chemical can give rise to more hazard¬
ous substitute products. At the beginning
of the 1990s, governments are now adopt¬
ing much broader strategic approaches,
captured in such policy slogans as 'multi¬
media management', 'integrated pollution
prevention and control' and 'cradle-to-
grave management'.

From Adversity
to Co-operation

The changes taking place in Eastern
Europe are also of striking importance in
international environmental affairs. The

'cold war' mentality of the early 1970s
spilled into the UN Environment Confer¬
ence in Stockholm as the East and West

competed to convince other nations of the
merits of their respective economic sys¬
tems for protecting the environment. Two
decades later, the importance of open

societies, pluralistic institutions and market-
based economies for effective environ¬

mental management stands unchallenged.

ENVIRONMENT AT THE OECD

Work on environment questions in the

OECD has, not surprisingly, mirrored inter¬
national trends. In the Organisation's first
decade, a number of environmental projects

were undertaken, principally related to the
science of air and water pollution. In 1970,
as environmental concerns moved up the

political agendas of member countries, an
OECD Environment Committee and Envi¬

ronment Directorate were established. A

major concern was the economics of en¬
vironmental protection: who pays, and how
much? This was answered in part in 1972

with the adoption by the OECD of the 'Pollu¬
ter Pays Principle', one of the basic tenets
of environmental management today.

During the 1 970s, the OECD's environmen¬
tal work expanded well beyond environmen¬
tal economics to include new programmes

on chemical safety, pollution control (en¬
compassing air and water pollution and
waste management), natural resources
management, and sector studies focused on
agriculture, transportation, energy, coastal
zones and urban areas.

It is noteworthy that, until the latter years
of the 1980s, the OECD's environmental

work was carried out almost exclusively by
the Environment Directorate and the as¬

sociated Committee. Now the situation is

markedly different. Reflecting national
trends, environmental work in the OECD is

virtually everyone's business as national de¬
legations raise environmental concerns and
proposals in the Organisation's committees
on, for example, economic policy, trade,
science and technology, and agriculture and
fisheries.

Twenty years ago, furthermore, the OECD
was the principal forum that Western indus¬
trialised nations turned to for international

environmental work. Today, the field is
crowded. Active and influential environmen¬

tal programmes are in place in the European
Communities, Economic Commission for

Europe, European Free Trade Association,
Council of Europe, Nordic Council, United
Nations Environment Programme and an
array of other UN specialised agencies. The
Conference on Security and Co-operation in
Europe (CSCE) is leading to an expansion of
international work on the environment, and

the new European Bank for Reconstruction
and Development (BERD) has environment

specifically included in its mandate.
In view of the changing priorities in en¬

vironmental management and the increas¬
ing competition among multinational organi¬
sations for the time and support of member
states, the OECD Council, meeting at
Ministerial level in 1989, decided on a 'next

generation' approach. The idea is to focus a
broad spectrum of the Organisation's
capabilities on five central issues where it
seems to have a comparative advantage:

the relationship between the economy
and the environment

energy and the environment
'clean' technology
environmental health and safety

co-operation with non-member countries.
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Concern for the environment

now involves forms of pollution

beyond those that can be seen
or smelt.

ENVIRONMENT
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Today, the extent and severity of en¬
vironmental degradation in eastern and
central Europe pose a special challenge

to economic reform in that region. At the
same time, East-West co-operation in the
reform process provides new hope for im¬
proving the health and welfare of hundreds
of millions of people and for protecting

and rehabilitating the natural environment.
It also affords former adversaries the op¬

portunity and motivation to address 'spill¬
over' transboundary environmental prob¬
lems in Europe, as well as to join forces in

confronting global environmental problems
and assisting developing nations.

At the 1972 Stockholm Conference, a

developing-country spokesman remarked
that 'Industrial smoke looks like money to

me'. Unfortunately, he might well resur¬
rect it for his speech at the 1992 UN Con¬
ference in Brazil since little has been

accomplished in the developing world in
the intervening years to demonstrate the
fallacy of the remark. In spite of the con¬
siderable efforts by many nations to es¬
tablish environmental infrastructure and to

mount remedial programmes, and the
provision of substantial financial and tech¬
nical assistance by the external donor
community, the environment continues to
be degraded in most of the developing
world. Population growth and debt prob¬
lems have conspired to overwhelm efforts

to improve the environment, and in the

A?

:

process to maintain near-term economic

growth as the over-riding national priority.
But there has been a major change in

the North-South environmental relation¬

ship. For most of the last two decades,
assistance to the South for environmental

protection was largely based on humanita¬

rian concerns. With the discovery of the
hole in the ozone layer over Antarctica in

the mid-1980s, this situation changed
radically. It quickly became obvious that,
unless the developing world is willing and
able to co-operate in confronting global
environment threats, efforts by the de¬
veloped nations acting alone will be

grossly inadequate.
Today, issues involving the possible

creation of new international environmen¬

tal funds to assist developing countries,
and ways of facilitating technology transfer
to them, dominate at international confer¬

ences and negotiations on, for example,

ozone depletion, climate change and trop¬
ical deforestation.

Finally, the mental and conceptual
model for addressing the environmental
problems has been radically transformed.
In the early 1970s, the 'Limits to Growth'
approach of the Club of Rome was in

vogue, projecting collapses of ecological
systems from the onslaught of population
growth, pollution and exhaustion of natu¬

ral resources. With the report by the World
Commission on Environment and Devel¬

opment in 1987, a new growth-oriented
'sustainable development' model has

emerged to capture widespread attention
and support.

Its proponents agree, however, that this
requires a new kind of economic growth,
one concerned as much with quality as

with absolute quantity. One of the virtues
of sustainable development, beyond re¬

placing a 'gloom and doom' scenario with
one of hope, is that it forces planners and
decision-makers into a more strategic ap¬

proach to environmental management. It

extends the time-horizon for planning and

analysis, and forces consideration of
longer-range objectives and targets.

The only type of development which is
sustainable over the long term is one
which integrates environmental concerns,
and the only environmental policy sustain¬

able over the long term is one that is in
harmony with economic objectives. The
challenge is to define the ways and means
to achieve this so that nations do not have

to choose between a healthy environment
and a healthy economy.

William Mansfield, Deputy Executive Di¬
rector of the United Nations Environment

Programme, observed that 'economics'
and 'ecology' both have the same Greek
root, 'oikos', meaning 'household' and
'everything in its proper place'. The chal¬
lenge, he said, is 'to put these back to¬
gether again'.

Integration of economics and environ¬

mental decision-making - involving such
issues as trade, pricing policy, devel¬
opment assistance strategy, and govern¬
ment intervention in the marketplace -

clearly will be the dominant concern of en¬
vironmental policy-makers, and their col¬
leagues in other government ministries
and departments, in the 1990s. The

OECD, given its orientation, experience
and capabilities, should - and must - play
a central role in international efforts to

confront this challenge.
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ENVIRONMENT

The OECD countries account for only
16% of the world's population and
24% of its land area. But their mar¬

ket economies account for about 72% of

world GDP, 78% of all road vehicles, and

50% of global energy use. They generate
about 76% of world trade, including 73%

of chemicals exports and about the same
amount of forest product imports. They

also provide 95% of bilateral development
assistance.

So action by the OECD countries to
protect the environment indeed matters.
Much has been achieved over the last two

decades:

reduction of urban air pollution by sul¬

phur dioxide, particulate matter and lead
reduced pollution of waterways and

lakes by organic substances by extending
the treatment of household wastewater

and industrial effluents

virtually complete elimination of
pathogenic microbial contamination of
supplies of drinking water

less accidental marine oil pollution, as

the frequency of major shipping accidents
and spills has been reduced

improved collection, disposal and re¬
cycling of municipal waste

reduced release into the environment of

some persistent chemicals, such as DDT,
polychlorinated biphenyls (PCBs) and
mercury compounds

increases in the area of protected land
and habitats, such as parks and refuges,

throughout OECD countries
increased forest resources, in area as

Christian Avérous is an economist working on the
state of the environment in the OECD Environment Di¬

rectorate.

Encouraging progress -
and a large number

of problems still awaiting
answers. The OECD's third

report on the state
of the environment

describes, in detail
and with supporting figures,

both the improvements
and the difficulties. 1

well as in the volume of timber stock, in
almost all OECD countries

better protection and management of a
number of game species, and growing
populations of several threatened species
of flora and fauna.

This progress has not been unduly ex¬
pensive. The direct cost of anti-pollution
policies is estimated to range from 0.8 to
1 .5% of GDP, while available estimates of

resulting reduction in pollution damage
offer figures that are significantly higher.
The effects on overall prices and economic
growth are limited but those on total em¬
ployment are beneficial in several coun¬
tries.

But in many other areas problems re¬
main from the unfinished agendas of the
1970s and '80s: world atmospheric issues,

air pollution, ground water resources and
the marine environment, land and forests,

wildlife, waste and noise -to mention only

the main headings in a much longer list.

Today, for example, the OECD coun¬
tries are still responsible for 45% of world
C02 emissions, 40% of SOx emissions
and 50% of NOx emissions, all related to
human activity. They produce 60% of the
world's industrial waste. In the OECD

area, 330 million people live in areas that
are still not served by water treatment sta¬
tions, and 130 million are subjected to un¬

acceptable levels of noise.

Strengthening
Environmental Policies

This mixed track record can mostly be

ascribed - and this is the first major lesson

of the past twenty years - to certain weak¬
nesses in environmental policies them¬
selves. Action has been concentrated on

a limited group of 'traditional' pollutants,
yet about 100,000 chemical compounds
are in current commercial use, and several
thousand new chemicals are manufac¬

tured and marketed each year. For new
industrial chemicals the OECD countries

have established basic notification proce¬

dures under which possible risks can be
assessed before commercialisation. But

many of the chemicals were already in use
before these procedures were introduced;
consequently no risk assessment has been
made, and the necessary information on
them is often missing. It is well known,
nonetheless, that many organic substances,
metals and fibres are potentially damag¬

ing to health and the environment.

1. The State of the Environment, OECD Publica¬

tions, Paris, 1991; Main Environment Indicators: A

Preliminary Set, OECD Publications, Paris, 1991.
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Although the emission of pollutants
from point sources - such as chimneys of

industrial plants or municipal sewage out¬
lets - has often declined, emissions from

diffuse sources have generally increased.

For example, surveys have shown that in
many areas groundwater is contaminated
by nitrates and pesticides used in inten¬

sive agriculture. Pollution-abatement poli¬
cies have generally focussed on external
environmental conditions. Yet there is in¬

creasing evidence that exposure to pollu¬

tants occurs largely inside homes (com¬
bustion residues, solvents, and so on),

vehicles (exhaust gases entering the car,

for example), and commercial and indus¬

trial premises (asbestos, air conditioning,
and the like).

Exposure to pollutants has, indeed,
been studied and treated in a compartment¬
alised manner. Yet there is growing evi¬
dence that multiple exposure to a variety
of contaminants through the simple actions
of eating, drinking water, and breathing
may also produce unsuspected health dif¬

ficulties. The traditional approach for deal¬
ing with problems in only one medium at
a time, such as air or water, may not be
the most efficient way of dealing with all
pollution problems. It may, indeed, have

unwanted effects - the transfer of the pollu¬
tant from one medium to another, for
instance.

Admittedly, the delayed effects of the

environmental policies and agreements
already adopted may reasonably be
expected to appear over the next few
years. But for the state of the environment

to improve, it is not enough simply to reduce
the annual volume of pollutant emission;

the pollution that has already accumu¬
lated in the environment over the years
has to be reduced as well. Clearer national

and international targets for the environ¬
ment are required to allow sustainable

Over the past twenty years OECD coun¬
tries have expanded their transport infra¬
structures considerably, while vehicle
stocks and traffic volume have risen sharply.
Some structural changes have helped to
mitigate the environmental effects of these
developments: they include the adoption of
standards for cars and planes and techno¬
logy concerning air pollution and noise, new
infrastructure design and integration in the
environment, motor vehicle energy effi¬
ciency and fuel quality, transport systems
management and speed limits, and public
transport development.

In spite of this progress, which has varied

significantly between countries and regions,
it is clear that at the beginning of the 1 990s:

the contribution of the transport sector to
total emissions of air pollutants is higher
than in the past, and high compared to the
contribution of other sectors

in urban areas people are exposed to high
levels of ozone and noise and, inside their

vehicles, to high levels of pollution from
traditional air pollutants

regional and global pollution problems, to
which the transport sector contributes sub¬

stantially, are of growing concern

the stock of vehicles and traffic volumes

are growing continuously, leading to
excessive levels of traffic congestion in

urban areas and around major air hubs.
In view of these difficulties, the devel¬

opment of the sector will be sustainable if,

and only if, transport and environmental pol¬
icies are better integrated. Above and
beyond rigorous implementation of the
legislation and measures adopted, this
means:

some slowdown in the growth of demand,
particularly for road, freight and passenger
transport, and an increase in the shares of

more environmentally friendly modes (urban
public transport, high-speed trains, combined
transport of goods)

technological progress in the short and
long term to produce vehicles that are very
quiet, very clean and very energy-efficient

the development of a sound economic

approach based on the polluter-pays princi¬
ple, a reduction in overall subsidies and
adaptation of charges and taxes on vehicles,
fuels and the use of vehicles to make their

use consistent with environmental and

economic efficiency.

TRANSPORT: STRUCTURAL CHANGES

OF ENVIRONMENTAL SIGNIFICANCE

percentage change, 1970-88

rw~<. United
Canada I States France

Western

Germany
Italy

United

Kingdom
Japan OECD

170 55

Road Vehicles 92 66 87 104 151 68 198 94

Road Traffic 75 81 92 78 99 83» 113 86

a. England and Wales only.

Source: OECD
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ENVIRONMENT

development.

New strategies and the integration
within environmental policies of action on
water, air, waste and so on are thus essen¬
tial. That will call for a better balance be¬

tween efforts to prevent and repair dam¬

age, and the co-operation of national and
local environmental administrations and

enterprises as well as individual citizens.
Environmental policies based on na¬

tional regulations and the promotion of
technological advance thus have to be
pursued, although in a more innovative

fashion. Yet that will not be enough.

Another central lesson of the past
twenty years is the importance for the en¬
vironment of structural change in Western
economies and, conversely, the import¬
ance of the environment for economic

development. The state of the environ¬

ment is shaped by the pressures on it
from a range of human activity in such
sectors as agriculture, industry, transport
and energy, as well as from life-styles and
consumption. In turn, this activity and
these trends depend on the environment

for sustained development. Hence the
necessity of examining the relation be

tween the state of the environment in the

OECD countries and economic growth
and structural change in a number of key
sectors.

The major structural adjustment that
has taken place in industry over the past
two decades or so has, overall, had bene¬
ficial effects for the environment. The

positive steps for the environment

achieved in transport have unfortunately
been largely offset by growth, particularly
of road transport.

Adjustment in the energy sector has
brought relatively slow growth in energy

The once-close relationship between

economic growth, energy demand and en¬
vironmental effects has been considerably
weakened in OECD countries. While their

GDP has increased by 72% since 1970,
their energy requirements have grown by
30% while the annual emissions of some

pollutants grew only slightly (C02 by 15%
and NOx by 1 3%) or were reduced (by about
38% for S02).

Structural changes in the economies of
the OECD countries and fluctuations in en¬

ergy prices have played a major role in this
change. But the energy sector itself has also
changed in structure:

technologies required to meet certain
environmental concerns, such as sulphur

control for coal or oil use, have been

mastered and widely, although not yet fully,
implemented

improvements in the energy efficiency of
OECD countries have been achieved (25%
overall), particularly in the years after 1973
and after 1979; although this progress does
not extend to all countries nor to the latter

part of the 1 980s, it did help limit the emiss¬
ion of pollutants. Energy savings are still the
most cost-effective solution for reducing the
adverse environmental effects of energy,
and there is considerable potential here in
the OECD countries

the growing reliance on indigenous
sources of energy (an increase of 38%) lo¬
cated in OECD countries or adjacent seas
brought an increase in environmental impact
from the production of oil, coal and nuclear

energy

shifts in energy use (proportionally less oil
and more coal and nuclear energy) have
changed the type, location and extent of the
environmental impacts of the energy sector,
with both positive and negative effects.

In the 1990s, therefore, OECD countries

will have to contend with major environmental

issues associated with energy production
and consumption of a markedly different na¬
ture:

local and regional concerns with tradi¬
tional atmospheric pollution arising from the
combustion of fossil fuels (urban smog, acid
rain)

concerns with global atmospheric pollu¬
tion by greenhouse gases such as C02 and
its potential effects: climate changes, further
sea-level rise, modified water cycles and the
disturbance of agriculture and forestry

risks from the various stages of the nu¬
clear fuel cycle and difficulties in disposing
of high-level radioactive wastes for which

long-term policies have yet to be im¬
plemented

risks relating to fossil fuel extraction,
transport and use, such as risks to miners

and the danger of oil spills.
The magnitude of these environmental

impacts of the energy sector will largely de¬
pend on the rate of economic growth, trends
in energy supply (particularly oil), and on ef¬
forts by government, industry and house¬
holds to save energy and implement cleaner
and safer technologies.

ENERGY AND THE ENVIRONMENT

percentage change, 1970-88

Canada
United

States
France

l Western j
| Germany j Italy

United

Kingdom
Japan OECD

Total Primary
Energy Requirements 30

Air Pollutant

Emissions

S0X -43 -27 -55 -65 -27 -42 -83 -38

N0 42 8 34 21 11 5 -29 13

32 19 -18 -5 17 -13 25 15

Source: OECD
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requirements, which is good for the environ¬
ment. The use of oil substitutes has diver¬

sified rather than reduced the environ¬

mental impact. In agriculture, attention to
environmental concerns has been emerg¬

ing since the mid-1980s, against a
background of intensive farming practices.

Lessons from the past accordingly
show that structural change brings both

opportunities and challenges for the envi¬
ronment. They demonstrate that it is essen¬
tial, for the transition of OECD societies to

sustainable economic development, to in¬

tegrate environmental considerations in

sectoral policy and, more broadly, in
economic decision-making.

More generally, whereas the environ¬

ment was once regarded as a free re¬
source that hardly required management,
a move developed during the 1970s and
'80s towards direct, more active manage-

Most of the forests in the OECD countries

are, ecologically, relatively stable compared
with those in other regions of the world. But
a number of difficulties have appeared which
will call for increased vigilance in the years
to come:

regional and global atmospheric problems
(long-distance pollution, the greenhouse
effect, and so on) are likely to have impacts
which are not well understood as yet but

may be extensive
there are various types of pressure on

forests: from pollutants, forest fires, invas¬
ions by harmful insects or epidemics of
parasitic fungal diseases, the introduction of
species from other climatic areas without
adequate trials, demand for clearance for
urban, industrial, commercial and leisure

development or for transport infrastructure
the demand pressure for industrial round-

woods will probably lead to the most pro¬
ductive forests becoming more productive
still, by use of intensive techniques, in a
trend that is comparable in part to that
which has occurred in agricultural production.

As a result of management policies, the
forest resources of the OECD as a whole

are actually increasing: both the stock of
timber and the average annual growth have
improved during the past two decades. This
will continue, unless pollution or climate

changes upset the ecological equilibrium of
the forest ecosystems.

But in the tropics massive deforestation

has very grave consequences for the coun¬
tries concerned: erosion, disturbance of

water supplies, disappearance of biotopes
and species, wasting of economic resources,
destruction of traditional lifestyles. It also

has international consequences in the de¬

cline in the potential volume of global forest
resources at a time when world demand is

expected to increase.
Above all, this deforestation will worsen

global climatic problems, for the tropical
forests play a vital role in biosphere mech¬
anisms both as a stock of carbon (which their
destruction would release into the atmo¬

sphere in the form of C02, thus intensifying
the greenhouse effect), and as a regulator
of the planet's radiative and water balance.
Disappearance of tropical forests could

modify the pluviométrie balance of very
extensive areas.

These national and global consequences,
this economic and ecological interdepen¬
dence, justify the concern to safeguard trop¬
ical forests. That goal can be pursued in two
ways: protection of existing valuable tropical
forests and development of highly product¬
ive artificial plantations in areas with real
forestry potential. Such plantations would
help meet the foreseeable worldwide de¬
mand for wood and reduce pressure on the
protected forests and on those exploited
less intensively.

Forest resources could be developed in a

sustainable manner throughout the world in
a way equitable to the countries concerned.
Here the major challenge in the years to
come is to extend, across the world, the

principles of management and sustainable
development that the OECD area has success¬

fully applied. As the leading consumers and
importers of wood, the OECD countries
have a very large responsibility in
safeguarding tire world's forests.

SHARE OF WORLD TRADE IN FOREST INDUSTRY PRODUCTS, 1 988

Developed countries
Developing
countries

Developed countries

North America

Western Europe

Eastern Europe

Japan

Developing countries

Note: Arrows W+ show 1970-88 trends; - indicates shares smaller than 1%.

Source: OECD, FAO, NASA
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ment of natural resources and pollution

problems. But a number of economic fac¬

tors have helped erode the advantages
yielded by technological advance and en¬
vironmental regulation. One example is

prices which do not reflect the true cost of
pollution or the true value of the resource

in question. Water prices are too low in
most OECD countries and water, accord¬

ingly, is inefficiently used.

International

Action

Most of the environmental problems

that will arise during the 1990s have a far
more marked international dimension than

before.

problems of cross-border pollution

such as long-range pollution, the manage¬
ment of international river basins, the inter¬

national transport of hazardous waste, and
risks associated with installations located

close to international frontiers

protection of the stratospheric ozone

layer and potential climate changes as a
consequence of C02 and other greenhouse

gas emissions
the management of regional seas such

as the Baltic, the Caribbean, the Mediter¬

ranean, the North Sea and the Arctic
Ocean

environmental problems related to
international trade: OECD countries ac¬

count for a large part of world trade not

simply in chemicals, automobiles and other
potential sources of pollution but also in

natural resources such as forestry products
and endangered species of wild fauna and

flora; in many cases, trade and the trade-
related policies of industrialised countries
affects the use of natural resources in

both developing and developed countries
environmental problems in non-OECD

countries - whether in developing coun¬
tries or central and eastern Europe - have
to be handled in conjunction with bilateral
and multilateral aid and financing.

In view of the world's economic and

ecological interdependence, the environ¬
mental and economic state of OECD coun¬

tries influences and is influenced by non-
OECD countries, including those of east¬
ern and central Europe, the dynamic Asian
economies and the developing countries.

Apart from general co-operation in the

Industry is gearing up to avoid the use of chtorofluoro-
carbons (CFCs).

fields of research and information, inter¬

national co-operation on environmental
issues has to date taken two basic forms:

development of international environmen¬
tal law and adoption of related bilateral

and multilateral agreements such as those
concerning trade in flora and fauna, sea

pollution, cross-border pollution, inter¬
national movement of hazardous wastes,

and protection of the ozone layer. The im¬
pact of these agreements on the environ¬

ment obviously depends on the way they
are implemented and on the length of time
required for measures to be translated

into environmental improvements.
The challenge in the 1990s will be:
to ensure that international agreements

already signed are effectively translated
into environmental realities

to supplement existing agreements
with new ones on emerging issues, such
as climate change, and to back them up
with appropriate liability and quantified
targets

to monitor improvements in the inter¬
national environment and the contributions

of different countries and regions of the
world

to promote the integration of environ

mental concerns into trade and aid policies
and practices, in order to ensure the

planet's sustainable development and a fair

share for all regions in that development.

The trends observed and analysed in the
OECD report on the state of the environ¬
ment over the last twenty years clearly
demonstrate that environmental policies

have to be strengthened, that structural
adjustment in member-country economies
has to be exploited more fully, and that
effective international action is required.
They further show the importance of defin¬
ing a new generation of strategies designed
to protect the environment and secure

sustainable development in the OECD

countries and throughout the world. The
OECD countries have a shared - but

major - responsibility for safeguarding the
environment and incorporating environ¬
mental considerations in development
models.
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Co-operation
with the Dynamic Asian

Economies

One of the main strengths of the OECD is its capacity to adapt its activities to new
developments in the world economy. In January 1989 the OECD broke new ground

by embarking on an informal dialogue with the East and South-East Asian economies
which have exhibited considerable dynamism in their market-oriented development:
the Dynamic Asian Economies. What economic circumstances underlie the mutual

interests that are the basis for this dialogue, and how has it progressed?

André Barsony

Over the three decades of the

OECD's existence, the gross

domestic product of the OECD
area, measured in real terms, has risen at

a rate of approximately 3.9% per annum.
While it is difficult to identify the relative
importance of various factors which con¬
tributed to this impressive performance,

two appear to have been critical.1 One has
been rapid technological change, espe¬
cially in communication and transporta¬
tion. The second is the liberalisation of

international movements of goods, ser¬
vices and capital.

Time is a great leveller. The remarkable
performance of OECD growth in the last
few decades has led to the convergence

of productivity and per capita income

André Barsony is Deputy Head of the Liaison and Co¬
ordination Unit of the OECD's General Secretariat.

levels among OECD countries.2 During the
period of economic integration that
covered the life of the the OECD's pre¬
decessor, the Organisation of European

Economic Co-operation (OEEC) and the
early years of the OECD itself (1950-65),
this convergence stemmed mainly from
Europe's recovery from the Second World
War. In the years that followed, shifts in
economic weight inside the OECD area
reflected mainly the 'catching up' of the
technological and economic management
capabilities of Japan with those of the most
advanced industrial countries (Table 1).

A striking development is that the con¬
vergence process has begun to encom¬
pass a number of economies from outside
the OECD area. The emergence of the Dy¬
namic Asian Economies (Hong Kong,

Malaysia, Singapore, South Korea, Taiwan
and Thailand) as major economic part

ners, notably as importers of merchandise
and exporters of manufactured goods
(Table 1), has significantly expanded the
foundations and improved the prospects
for growth through economic integration.

The Dynamic Asian Economies (DAEs)
showed strong economic performance in
the 1980s (Table 2). On average, they out¬

performed OECD countries by a healthy
margin, growing at considerably higher
rates. Indeed, productivity and per capita
income in several DAEs are close to aver¬

age OECD figures. During the latest upswing
in world economic activity (1983-89),

1. See Raymond Vernon, 'Global Interdependence in
a Historical Perspective', in Interdependence and
Co-operation in Tomorrow's World, OECD Publica¬
tions, Paris, 1987.

2. See OECD Economic Outlook, No. 42, OECD

Publications, Paris, 1987, and John Helliwell, 'Globali¬

sation and the National Economy', in Perspective
2000, Economic Council of Canada, Ottawa, 1988.
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labour productivity in the manufacturing
sector increased by 104% in Korea, 40% in
Taiwan, 45% in Japan, 24% in the United
States and 20% in Germany. In terms of per
capita income, Singapore and Hong Kong
are fast approaching Australia, while
Taiwan is closer to Spain. In turn, income

per capita in Korea is approximately the

same as in Portugal. And, further down the
income scale, Malaysia and Thailand are
close to Turkey.

In the 1 980s, the convergence of product¬
ivity and incomes in DAEs towards OECD
figures occurred during an extended period
of non-inflationary growth in the OECD
area, combined with a favourable trading

environment and currency realignments
which led to a rapid increase in the demand
for DAE exports. In parallel, policy reforms
based on market principles further in¬

creased the flexibility of the DAEs and con¬
tributed to the full exploitation of the ex¬

tremely favourable external environment.

Table 1

SHIFTS IN RELATIVE

ECONOMIC WEIGHT, 1965-89
The United States, Japan, Germany
and the DAEs '

1965 1975 1985 1989

Real Gross Domestic Product

as % of the total

United States 65.2 58.3 56.0 55.0

Japan 14.2 21.0 23.3 23.9

Germany 18.5 17.5 15.7 15.1

DAEs 2.1 3.3 6.0

Total 100.0 100.0 100.0 100.0

Merchandise Imports
as % of the total

Japan 14.5 20.7 16.4 16.0

Germany 34.0 29.2 21.7 22.2

DAEs 10.3 12.9 16.7 23.0

Total 100.0 100.0 100.0 100.0

Exports of Manufactured Goods
as % of the total

United States 41.8 32." 5.5
r~7~

Japan 17.0 23.3 28.2 24.0

Germany 37.4 37.1 28.3 29.8

DAEs 3.8 7.6 17.0 20.i

Total 100.0 100.0 100.0 100.0

1 . Dynamic Asian Economies : Hong Kong, Malay¬
sia, Singapore, South Korea, Taiwan and Thailand.
Source: OECD

A steel mill in South Korea

More specifically, the 'catching up' pro¬
cess rests on several factors that the DAEs

have in common, to various degrees:
generally sound monetary and fiscal poli¬

cies providing a stable macro-economic
environment for the efficient allocation of

resources, including particularly successful
policy responses to external shocks

financial policies promoting high domes¬
tic savings as a proportion of GDP

high efficiency in investment achieved in
the framework of outward-oriented poli¬

cies, providing similar incentives to the pro¬
motion of exports and the substitution of

imports with domestic production

large investments in education, training
and, most importantly, public and private
science and technology programmes, crea¬
ting the capacity in individual firms to in¬
troduce new technologies (this is particu¬
larly true for Singapore, Hong Kong, Korea
and Taiwan, with a broader and perhaps

deeper sectoral expertise in the two larger
economies; Malaysia and Thailand have

narrower but rapidly expanding technologi¬
cal capacities)

modern transportation and communica¬

tion infrastructures, especially in Hong
Kong and Singapore.

The impressive performance of the DAEs

in recent years took place in the context of

Table 2

PERFORMANCE INDICATORS

FOR THE DAEs

1980-85 1986 1987 1988 I 1989

Growth of real GDP (%)

South Korea 7.6 12.4 11.8 11.3 6.1

Taiwan 6.5 11.6 12.3 7.3 7.4

Hong Kong 5.7 11.9 13.9 7.2 2.5

Singapore 6.3 1.8 8.3 11.0 9.2

Thailand 5.6 4.5 8.4 12.0 10.8

Malaysia 5.2 1.2 5.3 8.7 7.6

Saving as % of GDP

South Korea 38 36

Taiwan 32 36 38 35 32

Hong Kong 29 29 33 33 27

Singapore 42 39 40 41 43

Thailand 21 23 25 28 28

Malaysia 33 32 38 39 37

Investmen as % of GDP

South Korea 30 29 29 30 33

Taiwan 23 18 20 23 23

Hong Kong 30 24 27 28 27

Singapore 47 38 39 37 38

Thailand 25 22 26 28 29

Malaysia 35 26 23 26 28

Growth of real exports of goods and services (%)

Taiwan 9.4 27.6 18.9 5.7 4.9

Hong Kong 10.3 15.3 30.5 24.3 9.3

Singapore 5.1 14.5 13.1 27.9 9.1

Thailand 8.5 14.6 20.6 19.6 n.a. I

Malaysia 7.3 17.6 10.0 15.5

Growth of real mports of gooc s and services (%)

South Korea 5.2 18.5 19.4 12.2 13.0 |
Taiwan 3.4 22.3 28.0 18.6 9.1 |
Hong Kong 8.5 13.7 29.5 25.4 8.6

Singapore 4.8 11.0 12.4 25.5 8.2

Thailand 2.4 3.4 26.8 39.7 n.a.

Malaysia 5.0 -2.7 8.8 22.6 n.a.

n.a. = not available.

Source: OECD
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increasing integration between these
economies and those of the OECD. First,

the DAEs' share in the OECD imports of

goods from the rest of the world increased
from 12% in 1980 to 30% in 1989. Second,

the DAEs grew considerably in importance
as markets for OECD goods and now ac¬
count for nearly a third of OECD exports to
the rest of the world.

In sum, then, the emergence of the DAEs
has expanded the foundations of and im¬

proved the prospects for growth through

economic integration. But clearly, by the
end of the 1 980s, the OECD/DAE economic

relationship has moved out of the confines

of the then existing framework for inter¬
governmental co-operation between OECD
countries and countries outside the OECD

area. It was against this background that
the OECD member countries considered

that discussions with the DAEs - based on

mutual interests and taking into account the
diversity of these economies - could con¬

tribute to a better understanding and the
convergence of views on policy co-oper¬
ation (box).

Macro-economic

Interdependence

Trade linkages are the main channels of

macro-economic interdependence be¬
tween OECD countries and DAEs. The

OECD is the main export market for the
DAEs as a group, accounting for nearly
70% of their merchandise exports in

1 987. The United States remains the most

important single market, absorbing 35%
of DAE exports. Singapore is the least de¬
pendent on OECD markets (51 %), while

Korea exports most of its merchandise to
the OECD area (78%).

Conversely, almost two-thirds of the

DAE merchandise imports (61% in 1987)

originates in the OECD area. Japan is the
most important source, accounting for
26% of their imports. OECD estimates in¬
dicate that an increase in domestic de¬

mand in four DAEs (Hong Kong, Korea,
Singapore and Taiwan) of 4% leads to
additional growth of 0.5% in US exports

and 1 .0% in Japanese exports. These are
significant effects, and yet 4% is a relatively
small increase in the domestic demand

THE OECD/DAE INFORMAL DIALOGUE

The emergence of dynamic, market-
oriented economies in East and South-East

Asia has significantly expanded the founda¬
tions for sustained global economic growth.
This is why the OECD countries considered
that discussions involving these new impor¬
tant economic actors, recognising mutual
interests and taking into account the diver¬
sity of the economies concerned, could im¬

prove mutual understanding and help views
on policy co-operation converge for the
continued growth of the world economy.

They agreed to propose an informal and
exploratory dialogue not only to the four
economies (Hong Kong, Korea, Singapore
and Taiwan) which are customarily termed

'newly industrialising economies' (NIEs), but
also to two others (Malaysia and Thailand).
Indeed, the aim was to engage in a dialogue
with the six economies which had demon¬

strated particular dynamism in their market-
oriented development: the Dynamic Asian
Economies (DAEs).

First Contact: An Informal Seminar

held in January 1989
As a result, an Informal Seminar was held

in January 1989 at the OECD under joint
sponsorship with the Institut Français des
Relations Internationales. Its aim was to

offer an occasion for informal discussion of

an exploratory character on broad topics
and among people from the public, busi¬
ness and academic sectors, participating in
their personal capacities.

The Informal Seminar served to confirm

that there is a basis and, indeed, a need for

a policy dialogue. A clear consensus

emerged from the Seminar on the desirabi¬
lity of engaging in further contacts. It was
considered that, although Malaysia and
Thailand did not participate in the Informal
Seminar (Thailand sent an observer), the

possibility of their future participation in the
dialogue, should they so wish, would remain
open.

Four Informal Workshops

held in early 1990

Four mutually agreed topics were de¬
veloped through a series of Informal Work¬

shops in order to gain a more thorough
understanding of the substantive aspects of
the OECD/DAE relationship:

'Financial Markets', Paris, February 1990
The International Trading Environment:

Issues and Policies', Seoul, March 1990

'Macro-economic Linkages and Inter¬
national Adjustment', Tokyo, April 1990

'Trade, Investment and Technology: New
Patterns and Associated Policy Issues in a
Global Economy', Paris, April 1990.
Participants from all six DAEs (including
Malaysia and Thailand) and the OECD coun¬
tries attended the Informal Workshops. They
came, as before, from the public, business
and academic sectors and, again, in their
personal capacities.

The successful completion of these four
Workshops has served to show that there is
a strong potential for a special relationship
between OECD countries and DAEs based

on converging interests. That is true despite
some of the basic characteristics of the

DAEs; indeed, a recurring theme expressed
by DAE participants, not only from Malaysia

and Thailand but also from Korea and

Taiwan, throughout the Informal Workshops
was that development considerations
should be given their due weight in the
course of the dialogue.

Deepening and Broadening
the Informal Dialogue

The discussions in the Informal Workshops
held in early 1990 on specific topics showed
that in the opinion of the participants, these
Workshops were of interest and useful to
both the DAEs and the OECD countries.

They confirmed that their usefulness had by
no means been exhausted. And they dem¬
onstrated that the informal dialogue should
therefore be deepened in the future by treat¬
ing some of the subjects dealt with in the
Informal Workshops in more detail.

Simultaneously, a progressive broadening
of the dialogue to other sectors also seemed
desirable. Consultations with the DAEs on

the work programme revealed broad sup¬
port for the strengthening of the dialogue al¬
though, on the whole, with a clear prefer¬
ence for 'deepening' topics. The topics re¬
tained for the next phase of the dialogue are:

recent trends in the organisation and re¬
gulation of securities markets

global macro-economic modelling
macro-economic policy dialogue
an informal meeting on trade after the

Uruguay Round
long-term perspectives of the world eco¬

nomy

the DAEs and the integration of central
and eastern Europe in the global market
economy.

16 The OECD OBSERVER 168 February/March 1991



INTERNATIONAL RELATIONS

A video and TV plant
in South Korea .

of these economies when compared with

the experience of the last decades. The
estimated effects underline the import¬

ance for the OECD of a thorough under¬
standing of economic developments and
policies in DAEs.

Macro-economic financial linkages dif¬

fer among DAEs because they are at

rather different stages of financial devel¬
opment and have different policy ap¬
proaches. In Hong Kong and Singapore,
domestic and international financial mar¬

kets are strongly integrated. While the
other four DAEs are not participating as

directly as Hong Kong and Singapore in
global financial markets, they do not face
the kind of external financing constraints

that most developing countries encounter.
Instead, these DAEs are confronted with

critical policy choices involving their cur¬
rent account and net international asset

position.
In Korea and Taiwan, a number of such

policy choices might be identified:
the appropriate mix of consumption

and domestic savings, in view of the actual

and expected rapid increases in incomes
the allocation of domestic savings be¬

tween domestic and foreign investment
the respective roles of currency ap¬

preciation and trade liberalisation in the
pursuit of more efficient resource alloca¬
tion.

In Malaysia and Thailand, a central,
issue might be the appropriate balance
between foreign and domestic financing
of the large investments in human and
physical capital that these developing

3. See 'Financial Systems and Financial Regulation in
Dynamic Asian Economies', Financial Market
Trends, No. 47, OECD Publications, Paris, 1990.

economies must undertake to build up an

advanced outward-oriented manufacturing
structure alongside a dynamic primary
sector and thus to reap fully the efficiency
gains of their integration into the global

market economy.

Financial

Markets

The DAEs have adopted successful fi¬

nancial policies: they have generated both

high rates of savings and investment, and
directed financial resources to productive

uses. While the financial sector has con¬

tributed to increases in productivity in
each of these countries, an examination of

their individual experience immediately re¬
veals several rather distinct financial pol¬

icy approaches, each of which is of con¬
siderable interest.3

In Hong Kong and Singapore, financial

institutions were seen as operating in an
internationalised market, and were basi¬

cally left free to respond to international
competition. Financial policy in Korea and

Taiwan, although recently becoming more
market-oriented, has generally been char¬
acterised by heavy official intervention,

particularly through a strict control over
interest rates and over the allocation of

credits with limited discretion for financial

institutions. Moreover, the financial system

has been largely closed to international
competition.

But the authorities in Korea and Taiwan

clearly recognise that their economies
have now entered new phases of economic

development where significant modifica¬
tions of the earlier patterns, although suc¬
cessful, are required. For one thing, both
economies have now reached the point

The Hong Kong Stockmarket.
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where their balance on current account is

either always or usually in surplus and
hence international assets are accumulat¬

ing. For another, outward direct invest¬
ment is expanding rapidly: Korean and
Taiwanese companies are seeking to relo¬
cate many labour-intensive productive fa¬
cilities abroad, especially in the lower
wage countries of south-eastern and
southern Asia and to invest in the OECD

area in order to gain access to markets
and technologies. Finally, these two
economies are soon likely also to become
major international portfolio investors.

A large number of financial institutions
(banks, securities firms, insurance com¬

panies and other institutions) from OECD
countries are established in DAEs. A small

but growing number of financial institu¬
tions from DAEs are also established in

OECD markets. The process of globalisa¬
tion, which first affected banking, has
more recently affected the securities busi¬
ness. Hong Kong and Singapore have
participated fully in the process. The
amount of cross-border trading that occurs
between these offshore centres and the

markets of OECD countries is exceeded

only by the volume of dealing among a
few of the largest markets in the OECD

countries. Indeed, the domestic markets

of the two DAE offshore centres are already

inextricably linked with financial centres in

other regions of the world.
The markets of the two large DAEs

(Taiwan and Korea), although substantially

Table 3

MERCHANDISE TRADE

PERFORMANCE OF THE DAEs,
1988

Value

US$bn

Rank in

world trade

Exports Imports Exports Imports

Hong Kong 63.2 a 63.9' 11 11 ;

South Korea 60.7 51.8 12 15

Malaysia 21.1 16.6 30 35

Singapore 39.3 a 43.9' 18 18

Taiwan 60.5 49.8 13 16

Thailand 15.7 19.5 35 29

a. Includes su

o. Includes su

Source: GATT

bstantial

bstantial

re-exports.
imports for re-export.

isolated from global financial markets, are
important enough to merit serious consid¬
eration in their own right. Thus, reflecting

the global view of securities markets par¬
ticipants, foreign interest in the securities
markets of Taiwan and Korea has grown.

As the process of domestic deregulation
and international liberalisation proceeds,

these markets will participate more directly

in global financial markets.

In view of this growing relationship, a
certain number of key issues in the finan¬
cial sector emerge as matters of interest:

the prospects of deregulation and
liberalisation of the financial markets, not

only in Korea and Taiwan but also in
Malaysia and Thailand, a process which
may well be similar to the experience of
decontrol of financial markets that has

been occurring in OECD member coun¬
tries in the past 15-20 years and which is

continuing
the systemic risks arising from inter¬

nationalised markets in banking and secu¬
rities and the challenge thus posed for
financial supervisors and regulators
world-wide

the importance of ensuring fair market
access for institutions from all countries to

the financial services sector.

Developments
in Trade

The DAEs have reached the top ranks of
the world's merchandise traders, both as

exporters and importers (Table 3). This
development has primarily been the result
of increased exports and imports of manu¬

factured products, although exports of
food and raw materials represented a sig¬
nificant but decreasing share for Malaysia
and Thailand. Another characteristic of

this evolution was that, for each of the

DAEs except Hong Kong, the share of ex¬
ports to and imports from the OECD
countries increased, while the share of

trade with developing countries declined.
But this dynamic trade growth was ac¬

companied by growing trade frictions be¬
tween OECD countries and DAEs. Indeed,

the growth of discriminatory trade barriers
in OECD countries, including voluntary
trade restraint arrangements, has added
impetus to the economic restructuring in
the DAEs - but it has simultaneously

heightened uncertainty over whether the
rapid trade expansion observed in the
past, in particular through increased mar¬
ket shares in OECD countries, can be sus¬

tained. Access to OECD markets, which

has been a key element in the impressive
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performance of the DAEs, is particularly
important in view of the very high trade
dependence of these economies.

The application of Taiwan for accession

to the GATT and the active participation of
the other DAEs in the Uruguay Round
negotiations reveal that the DAEs and the

OECD countries are strong allies in the
goal of strengthening the multilateral, non¬

discriminatory trading system governed
by rules. The DAEs have been active in al-

Rural telecommunications in Thailand

most all the negotiating groups covering
issues of market access. Most DAEs at¬

tach real importance to strengthened dis¬
ciplines, notably on safeguards, the anti¬
dumping code and the GATT dispute set¬
tlement.

In the three new areas of the Uruguay
Round - trade in services, trade-related

aspects of intellectual property rights and
trade-related investment measures - the

DAEs took an active role. The positions

they have put forward during negotiations
have often closely resembled those of the
OECD countries. Finally, for Malaysia and
Thailand development considerations re¬
main very important and this justifiable
concern was reflected in their submis¬

sions.

So a number of trade topics seem to
emerge as matters of mutual interest to
the OECD countries and the DAEs, to be

addressed after the Uruguay Round:
the relationship between trade policy

and domestic macro and micro-economic

policies, including competition, technology
development, environment, investment
and subsidies

the trade effects from the activities of

multinational enterprises, covering pract¬
ices in production, pricing, marketing and
sales

the continuing analysis of protectionist
policies and instruments that have not

been fully disciplined in the Uruguay
Round

regional integration and its repercuss¬
ions on the multilateral trading system.

To a large extent, the informal nature of
the OECD/DAE dialogue acts as a common
denominator of the interests of the parties
presently involved. Based on topics which
are generally agreed to be of value, the

dialogue is likely to make steady progress in
the years ahead, taking account of the wide
range of aspirations and circumstances. It

will no doubt improve mutual understand¬
ing and help views on policy co-operation
converge for the continued growth of the
world economy.
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Growth Policies

for Latin America

The formulation

of the economic policies
that will help Latin America

emerge from
the crisis-ridden 1980s

requires a knowledge
of what went wrong.

Bernhard Fischer

Living standards in Latin America fell
badly during the 1980s - in some
countries, indeed, slipping back to

those of 20 years ago. Per capita income
is today on the average 9% lower than it
was in 1980 and about 40% of the popu¬

lation lives in poverty. The average invest¬
ment rate declined from 24.5% in the

1970s to barely 16.5% in the late 1980s.
Cuts in spending on health, education and
nutrition contributed to the erosion of

investment in human capital. Although in¬
flation rates had increased markedly in the

1970s, they accelerated dramatically in
the 1980s, especially in the countries with
heavy debt burdens. Price instability fin¬
ally exploded into hyperinflation in Bolivia
and Argentina, and other countries, such
as Brazil and Peru, only just avoided it.

The economic and social deterioration

of Latin America since 1982 has taken

place in the environment of sustained ex¬
pansion of world trade and production.
But in contrast to the dynamic Asian
economies (DAEs),1 Latin American coun¬
tries lacked the flexibility and thrust of pol¬
icy reforms to respond more rapidly or, in¬
deed, adequately to trends in economic
globalisation and interdependence. Ex¬
porters of manufactured goods have been
relatively successful in penetrating world
markets - but, since international interest

rates remained relatively high, the trade
surpluses they generated had to be used
to service accumulated private and public

Bernhard Fischer was, until recently, Head of the
Economic Relations with Developing Countries Unit in
the OECD Development Co-operation Directorate. He
is now Director of the Development Department of the
Institute for Economic Research (HWWA) in Hamburg.

debt instead of fuelling domestic savings
and investment. Commodity-exporting
countries, moreover, were hard hit by

declining world prices.

Whence

the Crisis?

The domestic sources of the current dif¬

ficulties in Latin America go back into the
1960s and '70s. Although there are varia¬
tions from country to country, there are
some common features. Inward-looking

developing strategies and delayed, post¬
poned or inadequate adjustments to ex¬
ternal shocks led to an over-expansion of
the public sector and the accumulation of
unsustainable external, and later, internal

debt burdens which foster large-scale in¬
efficiencies, misallocation of resources

and macro-economic policies that fuelled
inflation.

After 1982 new capital flows to debtor
countries contracted sharply. Service
payments had already increased consid¬
erably because of the previous accumula¬
tion of foreign debt, a trend which was
reinforced by the steep rise in real interest
rates in the early 1980s. The past decade
has thus seen a massive reversal of the

financial flows between Latin American

debtor countries and the OECD creditor

countries.

The burden set by these net financial
transfers fell mainly on government fi¬
nance. One important reason for the sharp
increase of the volume of public debt has
been the 'conversion' of private-sector
into public-sector liabilities. In many
instances governments assumed such
debts to avoid massive defaults that could

have led to massive disruption in the

domestic economy and a major loss of
creditworthiness. The increase of public

domestic debt and the inability of govern¬
ments to raise public revenues in real terms
and to cut their short-term spending re¬

sulted in exploding public-sector deficits.
Because the deficits had grown so large

so quickly, a large fiscal adjustment could
no longer be delayed. Argentina, Mexico
and Venezuela all managed fiscal contract¬
ions of 8-10% or more of GDP already

two years after reaching their peak deficits.
But, to restrain inflation, a non-interest

budget surplus would have been required,
its volume depending on the demand for
real base money, the difference between
the real interest rate and the growth rate
of GDP, and the volume of public debt.

Instead, many of the problem countries
ran budget deficits, even net of interest
payments, throughout 1982-88.

A number of factors have impeded fis¬
cal consolidation after the debt-service

shock: the adverse impact of the adjust¬
ment measures undertaken after the out¬

break of the debt crises, the fall in inter¬

national oil prices, exchange-rate losses
by the central banks, debt-reduction
schemes, and political impediments. For
example, cuts in current outlays such as
subsidies and public salaries were limited
because they were likely to meet opposition
from well-organised lobbies or to produce
social conflicts.

One important element in the domestic
debt burden, for example, has been the
fiscal impact of the currency depreciation
that was intended to generate the trade

1. See pp. 14-19.
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surplus required for the transfer of debt

service to their creditors. Real deprecia¬
tion automatically boosted the burden of

the debt on the domestic currency and the
amounts that had to be raised by domestic

taxation or borrowing to pay the higher
costs of servicing the debt. But instead of

insisting on rapid adjustment, Latin Ameri¬
can governments heavily relied on printing

money to finance their increasing deficits.
In view of the poor state of the regular

tax collection system in these countries,
taxation by inflation (producing negative
real returns on financial assets) appeared

to the governments to be a convenient
and efficient way to finance the budget
deficits: convenient because the tax could

be imposed without any kind of parliament¬
ary procedure and efficient because tax

revenues accrued automatically and did
not have to be collected.

Once inflation had risen, three major
factors contributed to its acceleration.

First, the attempt to economise on the
holdings of a rapidly depreciating money

implied a shrinking of the tax base which
in turn raised the inflation consistent with

financing a given budget deficit. Second,
public bonds indexed ex post and the cor¬

responding high interest burden led to a
vicious circle of deficit-induced inflation

and inflation-induced expansion of the
deficit. Third, with the acceleration of

inflation revenues from ordinary taxes

tended to dry up because, in anticipation
of high inflation, firms and households

tried to delay tax payments as long as
possible in order to realise a capital gain.

The High Costs
of Inflation

High, rising and uncertain inflation,
institutional instability, shortening policy
horizons and increasingly random and ar¬

bitrary policies of governments in search
of revenue and favour have all provided a

most unwelcoming climate for private
markets in most of the heavily indebted
Latin American countries. Productive fac

tors were devoted to exploiting financial
opportunities rather than to innovation in

production and trade. The power of chronic

inflation to drive out capital is, indeed,

most visible in the decay of infrastructure
and economic institutions.

The economic costs of inflationary poli¬
cies have to be borne by the people who
are hit hardest by the inflation 'tax': work¬

ers outside the organised labour markets,
and the owners of, and family helpers in,
smaller farms and small-scale industries.2

In spite of their announced intentions,

government policies have not contributed
to improving the distribution of income; in¬

stead, they have bolstered the income of
the owners of capital and of those workers

2. See Ian Goldin, 'Agriculture and Economic Crisis:
Lessons from Brazil', The OECD Observer, No. 161,

December 1989/January 1990.
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Chronic inflation

drives out investment.

who managed to organise themselves in
pressure groups.

The lack of investment has serious long-

term implications. Low public-sector
investment builds up serious bottlenecks
in physical infrastructure and human capital
formation which hinder the resumption of

growth. Combined with the lack of private-
sector investment, an imbalance develops

between the labour force, which is growing
strongly, and the ability of these
economies to create employment given the
current, already depressed, standards of
living. The fall in the investment ratios of
the major Latin American debtors puts at
risk their capacity to increase exports in
the future and so to establish long-term
debt-servicing capacity. But it is also un¬
dermining the prospects of these coun¬
tries, which still face immense social and
human demands if a reasonable life is to

be provided for populations of which the
majority is still poor.

Towards

Price Stability
A minimum degree of macro-economic

stability is essential for sustainable
growth. In the 1980s, both orthodox and
heterodox stabilisation policies have been
tried in Latin American countries to stop
inflation, which at times has become

hyper-inflation, running at rates of up to
8,000%, as was the case in Bolivia in

1985. An important lesson which can be
drawn from these stabilisation efforts is

that shock programmes such as the Austral-
Plan in Argentina and the Cruzado-Plan in
Brazil do not work without an accompanying
fiscal balance.

22

Stabilisation efforts in the past have

also shown that increases in the primary
budget surplus are a necessary condition
for the credibility of policy changes. This is

crucial if the public is to be willing to ad¬
just wages and prices in such a way as to
reduce the recessionary effects of the

stablisation policy. Chile, Uruguay, Mexico
and Bolivia are the only examples of coun¬
tries in Latin America that have followed

this path and implemented successful fis¬

cal reforms. Improving the efficiency and
the collection capacity of tax systems is
necessary in all Latin American countries.
This is also true of institutional reforms in

the public sector that are required to assure

high and sustainable volumes of public

savings.
For a stabilisation strategy to be sus¬

tainable, economic growth will have to be
fostered. So it will not be sufficient merely
to eliminate the deficit-induced inflation¬

ary pressures by running a certain non-
interest surplus. For the output effect of a

given deficit much depends on the incent¬

ive structure of taxes and the efficiency of
public spending. An elastic tax-revenue
system and an efficient and sustainable
pattern of expenditure provide an import¬

ant basis for the durability of macro-
economic adjustment. Macro-economic
policies should aim at the medium term, at

the very least, and foster a stable environ¬
ment in which private decision-makers
can base their actions on market signals.
The stop-go disturbances that in the past
often resulted from ill-advised attempts to

maximise short-term growth have to be
avoided.

A reform that broadens the tax basis

and permits a reduction in marginal tax

rates shifts the burden of taxation away
from income to consumption. Reducing
the reliance on taxes on foreign trade and
other highly distorted taxes will raise sav¬
ings as well as the efficiency of resource
use. There are several reasons for focussing
more in future on increased tax collection

and less on cuts in public spending. First,
in many cases there are social reasons

that spending cuts cannot reasonably be
expected to be further reduced. Second,

effective tax ratios are relatively low in
most Latin American debtor countries.

And third, there seems to exist scope for

non-distorting ways to increase it.
Effective average tax rates can be

raised and thus tax bases broadened by
eliminating exemptions and incentives; by
choosing taxes that are simple and en¬
forceable with little administrative costs

(such as a value-added tax); and finally, by
increasing revenues from the personal in¬

come tax, especially by eliminating
loopholes for upper incomes. Substantial
reduction of the red tape in Latin American

bureaucracy would help to 'legalise' the
omnipresent underground economy and
thus also lead to a broadening of the tax
base.

The growth of output depends equally
upon the composition and effectiveness

At Itaipu Brazil and Paraguay have together built the
largest dam in the world. Other infrastructure projects
have been less fortunate.
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Small industries

are among those hardest

hit by inflation.

of government expenditure. Only cuts in
government consumption equal to the in¬
creased costs of servicing debt succeed
in maintaining the existing growth rate

without intensifying inflationary pressures.
Cuts in public expenditures for infrastruct¬
ure instead not only lower national invest¬

ment; they also depress the profitability of
private investment, which then translates
into lower growth, lower savings and
lower tax revenues.

Extending
Structural Reform

Most Latin American countries in the

1980s have embarked on structural re¬

forms, especially in the trade sector. But
scope and depth of these efforts have dif¬

fered widely. Chile and Mexico are in the
forefront in trade and financial reforms as

well as in strengthening of the efficiency of
the public sector. Venezuela is in the middle
of vigorous structural reforms, particularly
in trade and pricing policies. Costa Rica
and Ecuador are pursuing important revi¬
sions of the pricing of agricultural goods

and energy, and Colombia is undertaking
a major price reform. These countries
demonstrate that structural reforms can

only successfully be implemented after
the fiscal deficit has been brought under
control.

A further deepening of structural re¬
forms should bring private incentives
more in line with economic scarcities and

allow resources to flow into sectors with

higher productivity. What is required in
most Latin American countries is to re¬

move impediments to growth, to ensure
the efficient functioning of markets and to
strengthen the prospects for a healthy im

provement in the supply potential of these
economies. Measures should aim at re¬

ducing over-regulation and at removing
the excessive protection of favoured sec¬
tors and widespread reliance on sub¬

sidies; and they should include the
liberalisation of regulations for investment
flows. After the public sector has stopped

crowding out the private sector, financial
markets should be deregulated and finan¬
cial institutions exposed to competition.
More flexible labour markets and less re¬

strictive labour codes are essential to

avoid friction costs arising from the re¬
allocation of real resources in the course

of structural adjustment and to attract
foreign capital.

In countries with a long history of infla¬
tion and failures of disinflationary policies

there exists a deep-rooted pessimism about
the ability of government to control it. Firm
fiscal and monetary policies bolstered by
structural measures designed to make the
economies more efficient and resilient

may therefore not be sufficient to provide
an automatic mechanism of 'crowding in'

significant growth. To reduce uncertainty
in economic decision-making the restora¬

tion of confidence in government policies
and their continuity is also an essential
prerequisite for the private sector to invest
as well as a precondition for a reversal of
flight capital.

In most Latin American countries social

and political conditions for growth have to
be improved. This requires sound legal in¬
stitutions, institutional reforms that pre¬
vent a reversal from fiscal consolidation

and, more generally, the creation of a cli¬
mate where 'animal spirits' can be de¬

veloped. Political stability is an important
ingredient for a climate conducive to
growth. While démocratisation in almost
all Latin American countries was a re¬

markable phenomenon in Latin America in
the 1980s, governments have so far failed
to establish adequate democratic institu¬

tions and to rely more on decentralised

A reduction in red tape would help bring the underground economy into the open.
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Investment in human capital is essential for economic growth.

decision-making. The principle of the sep¬

aration of powers must be strengthened,
legal reforms must be implemented, and a
strong judiciary established.

In many Latin American countries, in¬

adequate infrastructure and/or its poor
management are severe bottlenecks in in¬
creasing the responsiveness of supply to
improved price incentives. While a growing

role for the private sector can help ease
some of the existing obstacles, large invest¬
ment is still required in such basic acti¬

vities as energy, transport and water. In
the last decade expenditures on educa¬

tion and health dropped in many Latin
American countries.

Indeed, for the last decade education

has been rather neglected by many Latin
American countries. But investing in
people is a sine qua non lot development.
The central importance of broadly access¬
ible education and training systems for
economic development has been demon¬

strated by the experience of the DAEs.
Improving access of the broad mass of
people to essential services is vital in
order to enhance their chances of further

participating in productive, income-generat¬
ing processes.

Whether a suspension of debt service

and amortisation, or a corresponding debt
reduction, or a significant injection of ex¬
ternal capital is more stimulative for invest¬
ment and growth is an unsettled question

and might depend on circumstances spe¬

cific to each country. Yet the experience of
the 1 980s has demonstrated that the coun¬

tries (such as Chile) which have serviced
their debt, have relied on market-oriented

debt reduction and have embarked on

vigorous policy reforms have been the

only ones with significant rates of growth
at the end of the decade.

Can OECD Countries

Help?

A continued expansion of world trade

and production in industrial countries
would certainly support the countries
which made their economies more export-
oriented. While the prospects are for

further growth, progress will depend on
effective action by governments to oppose
protectionist pressures and to dismantle

barriers to trade in goods and services.
The successful reduction of protectionism,
especially in agriculture but also in certain
industrial sectors such as steel, automobile

and textile, would help these countries to
further develop their export capacity. Fiscal
consolidation in major OECD countries
would reduce persistently high real inter¬
est rates and thus substantially ease the
debt-service burden of heavily indebted
countries.

There is a critical relationship between

the burden of external debt and macro-

economic instability in Latin American
countries, because the public sector has
to borrow from private capital markets
and the central bank in order to service

that debt. External financing and/or re¬
duction of the remaining debt therefore
becomes crucial in solving the fiscal crisis -
and it is also essential to increase private
investment.

One of the main contributions of exter¬

nal financing is to allow imports to recover

so as to increase capacity utilisation and
the recovery of output. In addition, a sub¬
stantial inflow of foreign capital would be

important for shortening the adjustment
period and thus making stabilisation also
politically more feasible. In a virtuous circle,
the inflow of external capital could also

provide the leverage and confidence for
repatriation of flight capital. But it is also
evident that support from external creditors

and investors is effective only when it
complements decisive domestic policies.

There is scope for international co¬

operation to help define the magnitude of
the fiscal gap that must be bridged in
Latin American countries and to identify

how that can be realistically accomplished

through fiscal adjustment, modifications
of debt-service obligations and new lend¬

ing. This implies innovative approaches to
implementing the new debt strategy and

placing such efforts in a wider framework
of co-operation. And in the longer term,

adequate volumes of savings in the OECD
area as a whole is a basic requirement for
sustained capital flows to Latin America

and to other developing countries.
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Through Trade

Jean-Marc Pradelle

How does trade work in West

Africa? What role does it play
in securing food supplies

in the Sahel? Can regional
trade stimulate

complementary trends in
the agricultural sectors

of neighbouring countries?
Official statistics suggest

that little agricultural produce
is traded between African

countries. So are the region's
markets confined within

national frontiers?

On the contrary: Africans are
remarkable traders,
something noted by

the experts brought together
in Lomé by the Comité Inter-

États de Lutte contre la
Sécheresse dans le Sahel

(CILSS: the Inter-State
Committee for Drought

Control in the Sahel) 1 and
the OECD's Club du Sahel.

Jean-Marc Pradelle is a development economist re¬
sponsible for the regional markets programme in the
Club du Sahel.

to Development
in West Africa
A few figures can give some idea of

the flows of cereals within West

Africa.2 Of a net cereal production
of 18.6 million tonnes in 1986/87, 15.6 mill¬

ion appear to have been consumed locally
and 3 million sold on. Imports from the
rest of the world (including food aid) were
some 4 million tonnes, so that the regional
cereals market deals with some 7 million

tonnes.

According to survey findings presented
in Lomé, flows of cereals between West

African countries appear to total
1,250,000 tonnes, largely unreported in
customs figures. In some years, for in¬
stance, Nigeria is said to export over
100,000 tonnes of locally grown cereals
to Niger. The Gambia re-exported over
65,000 tonnes of Thai rice to Senegal in
1986 and 1987. Benin is said to have sup¬

plied Nigeria, unofficially, with as much as
320,000 tonnes of rice during the same
period. Niger trades cattle for Nigerian
cereals, the Ivory Coast trades cola nuts
for fish from Senegal, and so on.

But the natural advantages that some
areas enjoy are not enough to account for
these trade flows; the real driving force in
farm trade in Africa lies in the differences

in economic and monetary policies, ac¬

cording to John O. Igué, a geographer at
the Université Nationale du Bénin and

Johnny Egg, of the Institut National de la
Recherche Agronomique in Montpellier,
France.

Traders in the region are remarkably

effective in exploiting differences in gov¬
ernment policies. Traders in a number of
smaller countries, for instance, have spe¬

cialised - with the unspoken approval of

their governments - in re-exporting cer¬
eals purchased on the world market.3 That
strategy is particularly profitable because
world cereal prices are low and neigh¬
bouring countries (Senegal for the Gambia,

Nigeria for Benin) are trying to promote
their own agriculture. In 1986/87, rice
could be imported for around 54 CFA
francs per kilo in the Gambia.4 It sold for
70 CFA francs locally, and fetched be¬

tween 70 and 120 CFA francs in Senegal -
good business for the traders, and a bar¬

gain for housewives in Dakar, where rice

usually retailed for 160 CFA francs. It is
good business for the Gambia too, which
lives on the trade, re-exporting around
80% of its imports to its neighbours. The

1. The CILSS, which is a member of the Club du

Sahel, is made up of Burkina Faso, Cape Verde, Chad,
the Gambia, Guinea-Bissau, Mali, Mauritania, Niger
and Senegal.

2. The figures presented at Lomé in November 1989
cover 18 countries (the 16 West African countries plus
Cameroon and Chad). The data should be treated with
caution because agricultural statistics in Africa include
significant elements of uncertainty.

3. See Anne de Lattre, The Small Business in the

Sahel', The OECD Observer, No. 163, April/May

1990.	
4. The CFA franc is the currency of the African Finan¬
cial Community (Benin, Burkina Faso, Ivory Coast,
Mali, Niger, Senegal, Togo) or the Financial Commu¬
nity in Central Africa (Cameroon, Central African Re¬
public, Congo, Gabon, Equatorial Guinea, Chad).
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drive to earn CFA francs, which are
convertible and transferable and hence

much prized in the region, is in this in¬
stance a powerful incentive for trade be¬

tween Senegal, which belongs to the franc
area, and the Gambia, which lies out¬
side it.

The Dynamism
of flhe Traders

The traders of West Africa - Haoussas,

Yorubas, Dioulas - have, in the view of

the experts at Lomé, established a sort of
de facto free trade area, a system of free

trading which has, indeed, never ceased
throughout the history of the region,
whereas 'formal' economic integration, as

dictated by governments, has moved only
very sluggishly. The system shows a strik¬
ing capacity for adjustment: barely had a
network of Mauritanian traders broken up,

as a result of the dispute between

Mauritania and Senegal in 1989, than a
substitute system, largely Peuhl, took

shape in the same areas.
That active trading has a beneficial role

in establishing security of food supply in
the Sahel. The largest trader in Maradi,
Niger, claims, for example, that he 'can
supply any tonnage, anywhere, anytime'.

But the reverse of the coin is that unre¬

corded re-exports, combined with official

imports, are spreading imported rice and
wheat throughout the region. The traders'
business is largely in wheat and rice

bought on world markets: out of the
1,250,000 tonnes that they handle,

850,000 tonnes are probably re-exports
from one country in the region to another.

The trend is clear: imported cereals are

flooding Sahel markets. They have risen
on average by 6-7% a year since the start
of the 1 960s, against an annual rise of just
0.7% a year in local cereal output, which
in turn is very slow compared with popula¬

tion growth (3% a year over the same
period). Every year, sub-Saharan Africa as
a whole imports 10 million tonnes of cer¬

eals, and the imbalance is thought likely to
exceed 45 million tonnes by the year 2000.
And as for livestock, West and Central

Africa is importing more and more of its
meat: only 15% of the region's trade in
1970, and 60% in 1987.

A Way Out
of Food Dependence?

It is clear that, in the first place, the
Sahel has to raise agricultural output and
productivity. That is simpler said than

done in an area with harsh climatic condi¬

tions and few diversified or remunerative

outlets.

Two factors have been significant in the
failure of agricultural development. The

stated intentions of Sahel governments
and aid agencies are poorly reflected in
their polices and financing arrangements:
policy decisions have given priority to the
towns, and food crops have received a
very small share of official development
assistance (less than 5% in the Sahel).

In addition, insufficient attention has

been paid to the operation of the market
and the role that the private sector could

play in processing and distributing agri¬
cultural produce.5 Entrepreneurs in the
cereal chain come up constantly against
a system based on arbitrary decision and

favours, which generates income for
select friends of government but hampers

the development of business in general.
That has given an enormous boost to the
informal sector, which has assumed such

importance in Africa's economies.

The possibility that West Africa might
deploy some of the protective measures
common in other parts of the world also
deserves closer attention. Macro-

economic imbalances in the region are
growing. A micro-economic difficulty is

sy{.««**if^w*1*^*!!/* '-# >--'-* y ~. v, ,t J^j £-V*

A large part

of the dynamism
of cross-border trade

can be ascribed to

differences between

economic and monetary

policies.
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Imported cereals

are invading markets
in the Sahel.

that local producers have to compete
against imported goods produced with a
substantial element of subvention,6 and

their own products cannot compete. So

change in the relationship between the
Sahel and the rest of the world is neces¬

sary.

What should that change be? The de¬
valuation of the CFA franc, to restore the

competitiveness of the Sahel economies,

has been discussed, but is still hotly dis¬
puted. One thing is certain: really effective
protection is a feasible option today, as
part of a package of measures, only for a
block of countries with common interests.

Building Areas
for Trade

The development of trade within the re¬

gion would be another way of enhancing
the security of food supplies and boosting
production, although the action taken
along these lines so far has fallen well
below expectations. Reformulated, on a
more realistic basis, these measures

should be continued. Initially, then, sub-
regional areas could be built up, bringing
together coastal countries and land-

5. See Cory Highland, 'Development through Enter¬
prise', The OECD Observer, No. 162, February/March

1990.	
6. In 1 988, as in 1 986, 'the combined transfer burden

on consumers and taxpayers in respect of agricultural
policy for the group of countries consisting of the
United States, Canada, New Zealand, Japan, Austria
and the EEC was [...] in the region of US$270 billion'
(Agricultural Policies, Markets and Trade: Moni¬
toring and Outlook 1989, OECD Publications, Paris,

1989).	
7. See pp. 28-29.

locked Sahel states whose governments
could exchange information about product¬
ion, trade flows and so on and ensure

consistent policies.
The Lomé seminar considered two

areas, in particular, one centring on
Nigeria and the other on Senegal and
Guinea. It recommended that food aid

should be 'regionalised', as suggested in
the Food Aid Charter;7 in other words, aid

requirements should be estimated by
evaluating what is required and what is
available on a regional basis. This région¬
alisation could extend to other forms of

aid, and to the structural adjustment pro¬
grammes as well.

The representatives of donor countries

and the CILSS governments were con¬
cerned to relaunch the process of regional
integration in West Africa, and to clarify
the future position of the Sahel countries

within the region. So they decided, at their
Bissau summit in February 1990, to estab¬
lish a special unit. Working in close con¬
junction with the CILSS and the Club du

Sahel, the unit will be responsible for pro¬
moting regional trade and policy dialogue
within the sub-regions mentioned above,
and serve as a credible lobby for top pol¬
icy-making bodies in the region and the
media. It will be hosted by the African
Development Bank.

The governments of the Sahel countries
have long shown much more concern with
'regimenting' their domestic markets and
their trade with immediate neighbours
than with looking to their relations with the

rest of the world. The result is not unex¬

pected: while local economies fail to take

off, produce from Asia, the Americas and

Europe finds its way into the most remote
parts of West Africa. Short of Africa's liv¬

ing on international charity alone, there
must be limits to this situation.

The African countries and those assist¬

ing them will have to then turn to other

policies: for instance, selling local
production on the basis of regional com¬
plementarity, and not looking at national
markets alone. That approach has not
gone unrewarded for European and Asian
farmers.
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Making Sure
that Food Aid Helps

Henri Josserand

Food aid to Sahel countries has not always had the effect that was hoped of it.
There has been steady criticism that it arrives late, that it is unsuitable, it damages local

food production and it disrupts dietary patterns. Discussions between donor
and recipient countries have often centred on combating these unfortunate side-effects.
But mutual commitment reached a new peak in Guinea-Bissau when both sides ratified

the Food Aid Charter. 1

What is the Food Aid Charter? It

is a kind of ethical code for

food aid which will reconcile

the requirements of all of the parties con¬

cerned, particularly the recipient coun¬
tries, ensuring that aid does not derail

their own policies for security in food
supplies. It is a step forward, a minor revo¬
lution which will lead on to firm commit¬

ments, consultation procedures to enhance

the co-ordination of supply and demand

and regular meetings to review progress.

Over the years, the initial aims of food
aid had occasionally become blurred. It

was time to bring them back into focus.
This was the end to which the members of

the CILSS2 and donor countries belonging
to the Club du Sahel were working in Bis¬
sau, beginning with a reminder of the cir¬
cumstances in which the Charter applies.

These include, of course, deprivation or
famine in the wake of natural disasters or

isolated crises. But they also extend to
cases where, for lack of foreign exchange,

governments are unable to import supplies
to guarantee security of food supply.

The Charter naturally mentions the
problems of vulnerable groups, usually
tackled by private, voluntary bodies and
non-governmental organisations (NGOs).
Aid may also be sent in cases of cyclical or
structural food shortages when (and only
when - the proviso is by no means super¬

fluous) local markets, operating normally,
cannot supply the deprived areas.

Henri Josserand specialises in questions of the
production and trade of primary commodities for the
OECD Club du Sahel.

Food aid - often sent systematically,
sometimes too late or without prior consult¬
ation with the recipients - has in some

cases competed with local products and
undercut prices. This factor has disheart¬

ened local farmers, already hard hit by

Figure

FOOD AID IN CEREALS

TO SAHEL COUNTRIES1

thousands of tonnes
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1. Burkina Faso, Cap Verde, Chad, Gambia,
Guinea-Bissau, Mali, Mauritania, Niger, Senegal .

Source: FAO

government policies which put consumers
first and by changes in diet. As the urban
way of life spreads, housewives are turn¬
ing away from local foods and buying im¬
ported wheat or rice, which is relatively

cheap and easier to prepare. There is no
need for food aid to assist that trend. Nor is

there any reason for food aid when regions
nearby have surpluses which could be

used to ease shortages.
The detrimental side-effects of food aid

have long been known. Donor and reci¬
pient countries have discussed them time

and again. Some of their meetings have re¬
sulted in agreements or conventions,

among the earliest being what are now the
'Principles of Surplus Disposal and Con¬
sultative Obligations of Member Nations'.
Even its first version, from as long ago as
1954, emphasised the importance of en¬

suring that food products exported on

concessionary terms really were extra re¬
sources for the recipient country and had
no adverse effects on domestic production.

That resolution has not been put into

practice, apparently, since the same prin¬
ciples were repeated at the 1986 Mindelo

Conference on cereal policies in Sahel
countries. Donor and beneficiary countries
took the opportunity to recommend

strongly that food aid be considered only
as a last resort - and also called for a set of

agreed rules of good conduct and courses
of action to be given urgent consideration.

The Bissau Charter is the outcome. It

1 . The Charter was approved by the Heads of State
of CILSS countries [le Comité Inter-États de Lutte
contre la Sécheresse dans le Sahel: Permanent Inter-

State Committee for Drought Control in the Sahel) at
the Bissau Summit Meeting on 10 February 1990, after
18 months' consultation and negotiation with Club du
Sahel countries. Its text is available free of charge from
the Club du Sahel at the OECD.

See note 1 on p. 25.
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builds upon more or less the same obser¬
vations, and is underpinned by one basic
fact, sometimes overlooked: the purpose
of food aid is not to perpetuate itself but

to buttress economic development and,

ultimately, the capacity to produce or

commercially import enough to satisfy all
food requirements, thus making itself un¬

necessary.

A Gradual End

to Food Aid

To remain faithful to this objective - and
here is one of the major contributions of
the Charter - donor and recipient coun¬

tries have taken an entirely different
stance. Rather than considering food aid
from the viewpoint of its impact on

surpluses and flows in the world cereal
market, they will now assess it in relation
to national food policies, where its effects
must be beneficial.

There is only one way to achieve this
end, and that is through dialogue -
dialogue to assess the food situation and
resultant requirements, dialogue to imple¬
ment aid programmes, dialogue to monitor
and analyse results.

Having agreed to co-operate in assessing
the food situation in Sahel countries,

donors and recipients then accepted the

importance of finding a common set of
terms so that they are all talking about the
same things. They committed themselves
to streamlining and improving the criteria
currently used both for assessment of
countries' requirements and stocks and
for indicators to supply information on the

adequacy (or otherwise) of nutrition, the
purchasing power of specific populations,
prices, and so on.

Once this review has been carried out,

the two sides will be in a position to assess

together the requirements of Sahel coun¬
tries and define the form assistance should

take. This should help in preventing delay

and storage/transport problems, in planning
the logistics, and in identifying suitable
periods for deliveries and times when aid
may be totally inappropriate.

To ensure that these requirements are

properly covered, donor countries have

further agreed to co-ordinate their action.
Today, 80% of food aid still comes from
the United States, the EEC, France (under

bilateral arrangements) and the United
Nations World Food Programme (WFP),

the last as an intermediary for various
donors. Food aid now represents some

10% of official development assistance
(ODA) and, because of its impact on the

balance of payments and budgets of reci¬
pient countries, has become an increas¬

ingly complex instrument to manage.

It is still too early to predict the results of
the Charter, which is more a statement of

agreed principles than a strict modus

operandi. A degree of flexibility will be
necessary if the political, institutional and
economic constraints on either side are to

be taken into account. But to make sure

the resolutions do not lose their force with

the passage of time, the Charter's sig¬
natories have agreed to review progress
every year at the meeting of the Network
for the Prevention of Food Crises in the

Sahel, organised jointly by the CILSS and
the Club du Sahel.

OECD Bibliography
Anne de Lattre, 'The Small Business

in the Sahel', The OECD Observer,

No. 163, April/May 1990
Christian Morrisson, 'More Trade,

Less Poverty', The OECD Observer,
No. 162, February/March 1990

J.-C. Berthélemy and C. Morrisson,
Agricultural Development in Africa
and the Supply of Manufactured
Goods, 1989

The Sahel Facing the Future.
Increasing Dependence or Structural
Transformation. Futures Study of the
Sahel Countries 1985-2010, 1988

Jacques Lecaillon, Christian
Morrisson, Hartmut Schneider and Erik
Thorbecke, Economic Policies and

Agricultural Performance of Low-
Income Countries, 1987.

The OECD OBSERVER 168 February/March 1991 29



AGRICULTURE

Agricultural Policy
and the Urgency

of Reform

30

The reform of agricultural policy is now a more pressing concern in OECD countries
than at any time in the past. The high costs of supporting agriculture, the tensions

and distortions caused by agricultural trade barriers, growing concerns with
the environment and food safety, the forward march of technical change and the rapid

change in the political landscape in Europe all mean that reform not only
makes economic sense but should start as a matter of urgency - a conclusion to

which OECD ministers gave political impetus as long ago as 1987.1 Many of the severe
economic problems in many developing countries, too, cannot be alleviated unless

there is a general, multilateral dismantling of protective trade barriers.2 Of fundamental
importance, the reform of domestic agricultural policies is closely linked to

the successful outcome of the Uruguay Round of trade negotiations.
The OECD is playing a central role in the debates on agricultural policy reform.

The measurement and analysis of assistance based on the concept of the Producer
and Consumer Subsidy Equivalents (PSEs and CSEs) has given policy-makers

the detailed information for each year since 1979 on the costs entailed by
the agricultural policies covering over three-quarters of agricultural production

in virtually all OECD countries. The PSE is currently the basic measure of assistance
to agriculture and it is the essential indicator in the annual report monitoring

the progress that OECD countries have made in reforming their policies.3
But measuring the degrees of assistance and estimating the effects on production,

prices and trade of reducing that assistance are only two of the earliest stages
in the process of reforming policy. Reducing assistance implies changes and

adjustments in both the agricultural sector and in the economy as a whole. Consumers
and taxpayers will gain from lower food prices and lower taxation as government

subsidies are reduced. Other sectors will benefit as more disposable income
is directed towards them. Agricultural producers who are relatively low cost and
efficient will expand their activities. But others will not be able to survive in the more

competitive environment, although it is by no means clear
what the actual outcome will be.

Two possible paths to reform are offered by direct income support and quantitative
controls on production (such as quotas).4 A wide range of often conflicting concerns

has to be addressed; the challenge to policy-makers is to find ways of achieving
the objectives of agricultural policy while reducing assistance as a whole and allowing

market signals to influence the decisions of producers and consumers.

1 . Communiqué of OECD Council at Ministerial level, 13 May 1987; see The OECD Observer, No. 146, June/July 1987.

2. See Ian Goldin and Odin Knudsen (eds.), Agricultural Trade Liberalisation: Implications for Developing Countries, OECD Publications, Paris, 1990;
Ian Goldin, 'Agricultural Trade Liberalisation: Threat or Promise?', The OECD Observer, No. 163, April/May 1990.

3. See Agricultural Policies, Markets and Trade: Monitoring and Outlook 1990, OECD Publications, Paris, 1990; Gérard Viatte and Frédéric Langer,
'Agricultural Reform: A Hesitant Start', The OECD Observer, No. 165, August/September 1990.

4. Reforming Agricultural Policies: Quantitative Restrictions on Production and Direct Income Support, OECD Publications, Paris, 1990.
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Direct Income Support
Wilfrid Legg

Although support, for market prices
is the main channel by which farm
incomes are maintained, some

part of overall support in most OECD

countries is given directly to farmers by
way of a cash transfer from national

budgets.
The range of these measures of direct

income-support is very wide. They include
deficiency payments to producers, which
are subsidies based on output, to make

up the difference between prices guaran¬
teed by governments and market prices,

payments given per head of livestock or
area of land, compensation for income
losses due to droughts and floods or to
temporary price reductions, payments to
remove resources from current agricultural
production or to undertake alternative ac¬

tivities, particularly linked to environmental
goals, and support to farm families with
low incomes.

Most of these payments are limited to
particular farmers or areas and often subject
to various conditions and undertakings.
For example, deficiency payments are
often only paid to farmers who let part of

their land lie idle and thereby reduce the

amount of production by which each
farmer can benefit from them. Payments

per head of livestock are sometimes only
paid to those who farm in difficult cir¬
cumstances, such as some mountain

farmers. Disaster payments are made only
when production or incomes fall signific¬
antly in relation to recent trends.

In 1987, when the Ministers at the

OECD Council considered the question of

agricultural reform, they agreed that sup¬
porting farm incomes should be attempted
through direct measures that are not
linked to production or to factors of
production and that would meet the re¬
quirements of, for example, farmers with
low incomes, those in particularly disad¬
vantaged regions, or those affected by
structural adjustment in agriculture.

Any direct support of agricultural in¬
comes will have some effect on the overall

amount and types of resources used in that
sector. But those measures which increase

payments with increased production of

Wilfrid Legg is an economist in the Policies Division of
the OECD Food, Agriculture and Fisheries Directorate.

specific commodities or use of specific in¬
puts will lead to most economic distortion.

So the OECD analysis excluded consider¬
ation of deficiency payments based on
output: they are specific to individual
commodities, they raise the prices re¬

ceived by farmers, and they create distort¬
ions in production in the same way as
measures to support market prices.

The OECD has identified four main

categories of direct income support that
could meet the Ministerial guidelines.
They are measures

for structural adjustment
for income stabilisation

to provide minimum incomes for farm¬

ing families

for the provision of public goods (such
as environmental benefits).

In every case the measures should be de¬
signed so that it is market signals - not
policies - that influence decisions of pro¬
ducers and consumers. They should also
be implemented within an overall frame¬
work of a reduction in assistance. There is

no long-term solution to be found in
merely replacing one set of measures with
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another giving the same amount of support.
The criteria of eligibility for support -

which farmers, for which purposes and
over what period of time - and the con¬
trols exercised in implementing the mea¬
sures have to be specified carefully to

avoid reintroducing economic distortions.

In particular, no measure should link the
provision of assistance to specific com¬

modities. Any proposed scheme should
be voluntary but open to all eligible farm¬
ers. There should be safeguards to ensure

that the criteria of eligibility are defined in
ways which do not lead to an increase in
current production in anticipation of future
support. Nevertheless, the specific char¬
acteristics of each measure would vary,
because each is intended to achieve dif¬

ferent objectives.

Structural Adjustment

The agricultural sectors in OECD coun¬
tries have experienced a long period of

adjustment over recent decades, in re¬
sponse to economic, social and technical
change. The agricultural labour force and
the share of agricultural production in the
economy are both shrinking. Yet, because
policies in many countries have hindered
this adjustment and distorted the use of
agricultural resources, reducing the degree
of assistance will increase the pressure for

adjustment.
This can provide an opportunity for gov¬

ernments to ease the path of adjustment

by aiding farmers who withdraw re¬
sources, such as marginal land, livestock,
or their own labour, from agriculture.
There is a difficult line to draw between

government intervention to smooth the
consequences of adjustment and allowing
the adjustment to take place under the in¬
fluence of market forces. Payments

should be expressly linked to the with¬
drawal of resources from agriculture for a

specified period of time and may be linked
to the positive encouragement of alternative
activities, including the provision of con¬
servation areas and other environmental

benefits, and retraining programmes.

Stabilising Incomes

In most OECD countries policies are im¬

plemented to stabilise farm incomes. But
many of them do so by insulating pro¬
ducers from world markets through border

protection measures which transfer their
own production instability to other coun¬
tries and avoid absorbing any instability
from the world market. The price of main¬

taining domestic stability is measured in
the high costs imposed on their consumers
and budgets and the increased instability
they inflict on other countries. Many farmers
and governments fear that the liberalisa¬
tion of trade as part of the reform process
would make their incomes less stable.

Measures to meet this concern can pro¬

vide temporary assistance to otherwise
efficient farms. But this is one of the most

sensitive areas; it requires a careful design

of policies to ensure that market signals
are not blurred. They must, indeed, be al¬
lowed to function through governments'
not fully compensating for all farmers' in¬
come losses and, over time, not providing
net assistance. Farmers should therefore

participate in the funding of these
schemes so that they bear some of the

Which agricultural policies will reduce distortion in the
marketplace?

risks. The economic distortions that such

measures may cause is very closely re¬
lated to the levels at which assistance is

given, the criteria used to determine the

trigger mechanisms for payments (includ¬
ing the extent of commodity specificity),
the eligibility for assistance and the ex¬
pectations of farmers as to their future

operation.

Support for Minimum Incomes

Schemes that aim to guarantee minimum
incomes are intended to give equality of
treatment to farmers in circumstances

similar to people in the rest of the commu¬

nity. In broad terms, they are part of social
welfare policy. In effect, the farm family in¬
come criteria determining payments should

be the same as those for other groups in

society, taking into account all sources of
income.

Public Goods

Agricultural activities generate exter¬

nalities - goods and services that are not
priced in the market. Some of these are
beneficial to the community as a whole,
such as a pleasant countryside, while
others are harmful, such as pollution from

the use of agricultural chemicals. In view
of the increasing concern in OECD coun¬
tries with the state of the environment, any
direct payments to farmers have to be de¬
signed to encourage the production of the
beneficial goods while discouraging those
that are harmful.

The objective of these payments is to
incorporate in farmers' decision-making
the externalities associated with agri¬

culture. Payments may be made to farmers
who undertake specifically defined ac¬
tivities, such as environmental protection

or who reduce agricultural pollution, the
amount obviously depending on the as¬
sessment by the authorities of the value of
the public goods and services provided.

i

What Policies

in OECD Countries?

In spite of the extensive use of direct
measures for income support in OECD
countries, only a handful can be considered
as being in line with the Ministerial guide¬
lines of 1987. These include the European

Community programme of direct aids to
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help poorer farmers cope with losses of

income because of changes in policy, as
well as schemes in Switzerland and New

Zealand to aid poor farming families. They
are, for all intents and purposes, social

welfare measures but with limited applica¬
bility. Other measures are to some extent
related to production: the removal of the

measure would cause output to fall.

Many countries pay farmers to with¬
draw resources from agricultural product¬
ion, either permanently or temporarily.
Usually these payments are to reduce the
output of 'surplus' commodities, such as

milk (especially in Europe) and rice
(Japan). But the extent to which they im¬
prove the market orientation of agriculture
is questionable. They can have the effect
of simply shifting the resources to other
commodities or farmers, or of only tem¬
porarily removing resources. Because the
overall volume of assistance has remained

high, they have not been much more than

marginal and temporary palliatives.
Increasingly - although they still ac¬

count only for a relatively small share of
overall support - subsidies for the with¬
drawal of resources are sometimes condi¬

tional upon the pursuit of 'environmentally
friendly' agricultural practices, particularly
for conservation purposes. These have
been deployed most notably in Scandinavia

and are now beginning to have an impact
in other countries in Europe. One of the
most extensive schemes is the Conserva¬

tion Reserve Program in the United States
which gives maximum payments for the
removal of fragile farmland from production
for ten years. There is a risk that existing
measures, implemented as farm income

support, could be given 'environmental'
labels simply to justify their existence.

Throughout Europe specific subsidies

are given to people who farm in difficult

circumstances, in outlying or mountain¬
ous regions. But the subsidies are gener¬
ally paid per head of livestock or per hect¬
are and, despite ceilings on payments,
are linked to the production base.
Nevertheless, the effect on production

may be weak because there is little incent¬

ive to increase the efficiency of product¬
ion. In providing some compensation for
the higher costs of production in these
areas they hinder rather than help the pro¬

cess of adjustment. Even where they are

paid to maintain the rural population and

the environment, more analysis is required
to establish if this is the best way to
achieve these objectives.

Most OECD countries give income sup¬
port to compensate losses of income re¬

sulting from natural disasters and some
(particularly Canada and Australia) oper¬
ate income insurance, stabilisation and

price underwriting schemes. These are

not based on current output but are
closely related to the revenue received in

a previous period. Although short-term
market signals may be masked in the
operation of these schemes, they incur
fewer economic distortions than other

(non-direct income) measures such as

support prices fixed in advance of
production decisions.

No country has yet embraced a definite
and substantial move towards introducing
measures that are less economically dis¬
torting. Sweden has recently introduced a
wide-ranging programme of direct income

payments - but as yet they are intended
to compensate farmers for a commodity
price freeze that forms part of the cur¬
rently high degree of assistance. The very

Income support to producers in OECD countries could

help curb 'excessive' production.

real concerns that lie behind the resist¬

ance in OECD countries in adopting less
distorting direct support of incomes

centre on the budgetary costs of switch¬

ing from support that is largely financed
by consumers through higher food prices
to direct income-support financed by gov¬
ernment budgets, as well as the accept¬
ability to farmers.

Moreover, whereas price support
schemes require relatively simple admin¬
istrative mechanisms - border measures

and sometimes state intervention - direct

income support measures require a lot of
information on individual farmers and their

activities. And, by their nature, direct in¬

come support measures are targeted
while those intended to keep prices above
the market rate are not. In brief, the focus

of income support would be shifted from

farm products to farm people.
But it is precisely because direct in¬

come support can be targeted and de¬
signed to allow market signals to prevail
that the budgetary and administrative dif¬
ficulties must be viewed against the wider
benefits to be reaped by the economy as
a whole. In any case, reducing the overall
degree of assistance will have the effect of

narrowing the gap between prices sup¬
ported domestically and those prevailing
in the world market. The important impli¬
cation is that the sector would have to ad¬

just less than a simple comparison of the

existing gap between these prices might
suggest; switching towards direct income
support would therefore require a smaller

budgetary outlay. In many countries,
moreover, existing mechanisms could be
fashioned as channels for direct income

support.

The OECD is continuing its analysis in
this sphere, refining the characteristics of
less economically distorting direct income
policies and exploring the budgetary and
administrative implications. This continu¬
ing effort will also refine the understanding
of the relationships between agriculture,
the environment and rural development.
The goal is to help governments design
policies that will allow agriculture to
prosper - without simultaneously penalis¬
ing the rest of the economy.
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Quantitative Restrictions

on Output
Carmel Cahill

The most visible result of policies

which encourage production at arti¬
ficially high prices behind borders

sealed tight against imports is the
emergence of surpluses. To deal with
them many OECD governments have re¬
sorted to export subsidies. This has in turn
created severe trade tensions and im¬

posed huge costs on efficient, non-sub¬
sidising producers whose markets have
been destroyed. The problem has grown
so big that even the perpetrators have
found the budget strain intolerable.

One solution applied extensively in
OECD countries has been to restrict the

volume of a given commodity that can be
produced. It is an approach attractive to
farmers and governments alike: to farmers
because its means a more reliable, even

larger, income, and to governments be¬
cause budgetary expenditure on support
can be controlled. But it is an approach

which tackles the symptom - excessive
production - rather than the cause - high
rates of subsidy and protection. So it is
important that policy-makers minimise
economic distortions when they tackle the
reform of agricultural policy.

The term 'quantitative restrictions'
covers all those measures which constrain

output or limit the amount of inputs used
in production. They include quotas on out¬
put, enforced directly (through prohibiting
producers from delivering more than their
alloted quota), or indirectly (by penalising
deliveries over quota so heavily that the
producer receives only the unprotected
world price or less), and restrictions on the
use of inputs, especially of land.

In all cases the quantitative restriction

operates in conjunction with a supported
price, which, being artificially high, led to
the problem of over-supply initially.

Carmel Cahill is an economist in the Policies Division

of the OECD Food, Agriculture and Fisheries Director¬
ate.

Moreover, the whole system of high prices

and restricted production must be
bolstered by import restrictions, to pre¬
vent domestically produced goods being
undercut by cheaper supplies from
abroad. These take the form of import

prohibitions, quotas, so-called 'voluntary'
export restraints and variable levies, and
have been the cause of the severe trade

tensions now besetting world agricultural
trade.

In the short term, quantitative controls

can limit the growth of output, easing the
pressure on world markets. This in turn
can lead to a reduction in the gap between

the artificial prices that result from govern

ment support and those that prevail on the
world market; it thus limits the budgetary

costs of disposing of excess supplies.
But in the long term they are often per¬

manent fixtures in the policy firmament,

creating rigidities and distortions in the al¬
location of resources, both in agriculture
itself and between the agricultural sector
and the rest of the economy. They are

clearly not market-oriented since both
prices and quantities are fixed to benefit
the producer.

These distortions are many and varied.

When output is controlled the total volume
of production is controlled and relatively
predictable. But the distribution of that

FROM QUOTAS TO MARKETS

Quota schemes should not be viewed as

permanent and irreversible. The OECD has
recently examined how quotas might be
used as temporary measures to move to¬
wards lower degrees of protection.1 The de¬
sign of such schemes would depend on the
economic structure of the sector and the

priority among policy objectives, such as
improving production efficiency, maintain¬
ing rural and regional employment and aid¬
ing the incomes of small producers. But in
all cases the long-term aims would be to re¬
duce the overall degree of income support
and to restore the link between production

at the margin and world (target) prices.
The essential characteristics of these

schemes are transparency and flexibility:
the objectives would be explicit, support
would become increasingly targeted and
market signals would be gradually in¬
troduced to guide producers' decisions.
Even a mature quota scheme may be readily
adapted to play such a role.

The advantage of using quotas to manage
a commodity sector in transition towards
market orientation is that the withdrawal of

support may be cushioned over a number
of years but its capitalisation into asset

values ceases at the beginning of the trans¬
ition phase. Particular groups of producers
can be protected against politically unac¬
ceptable wealth losses by programmes that
buy out their objections. Such quota
schemes would combine some or all of

these central features:

full information about the transition period

would enable producers to know the direct¬
ion, duration and timetable for phased price
reductions

there would be a funded scheme for

people leaving agriculture and an option to
trade in quota for farmers wishing to expand

quotas would be thus transferable
the gap between the support price for

quota production and the unsupported price
for over-quota production would be eliminated
by the end of the transition period, when the
quota limit would become redundant

if governments wish to maintain commer¬
cially non-viable farms at the end of the
transition period, direct income payments,
not linked to production, should be used.

1. Alison Burrell, The Management of Dairy
Quotas in OECD Countries, 1990, available free

of charge from the OECD Directorate for Food,
Agriculture and Fisheries.
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production is determined by who holds

quota rights - usually allocated to produ¬
cers on the basis of their production vol¬

ume during the period immmediately be¬
fore the implementation of the quota. This

can restrict the expansion of efficient pro¬
ducers, thwart the entrepreneurial spirit

and, because the right to quota generates
a capital value in itself (expressed either
in the value of the quota itself or in land

prices) raises the cost of entry to potential

producers. All of these effects are
amplified through time, build higher costs
into the system and incite demands from
producers for further compensation.

Restrictions on the use of land also af¬

fect production, though less directly and
less predictably (and depending, obvi¬
ously, on the amount and intensity of land
used in production). Because one of the

inputs used in production is constrained,
farmers cannot make optimal production
decisions.

Quantitative restrictions generate dis¬
tortions between different commodities

since resources which become redundant

in the restricted sector are switched to the

production of another commodity which

may also be heavily subsidised. Supply
control programmes sometimes incur
heavy administrative costs. In addition, re¬
strictions on the size of quota per farm

and limiting the transferability of quotas
result in severe misallocation of resources

and a disincentive to efficiency. This is be¬
cause there is no longer any opportunity
for the most efficient producers to ex¬

pand, while the least efficient are enabled
to remain in the sector.

Because restrictions are imposed on an
already highly distorted sector it is difficult
to disentangle and measure the precise
effects of supply control. But there are
clear welfare losses, consumers often bear

a higher burden as prices are increased in
conjunction with the supply restriction

and, while the volume of subsidised ex¬

ports may fall or at least not increase, im¬
port barriers are maintained and there is

rarely any improvement in access to the
markets concerned.

But the fundamental point is that output
restrictions take the decision of how much

to produce, even at the support price, out
of the hands of the farmer. Both price and

quantity are regulated. So these policies
hinder rather than advance market orien¬

tation. The issue then becomes one of de¬

vising ways in which quantitative restrict¬
ions can be implemented to minimise the
distortions.

Steps
towards Efficiency

In spite of their inherent economic in¬
efficiencies and lack of market orientation,

a number of steps can be taken to
minimise the economic distortions that

quantitative restrictions cause (box).

There are several major improvements
that could be made, as part of an overall

reform of agricultural policies:
it should be clear that the measure is

short-term, for a limited period that is
known in advance, to be implemented in
the context of a transition to more market-

oriented policies and a reduction in
administered prices

no payment or price rise should be
given as 'compensation' for production
foregone, so that support is not increased

the constraints on the sale or transfer

of quotas should be eased or removed,

thereby encouraging incentives to im¬
prove resource use and efficiency

governments should auction quota
rights to reduce budget costs and

maximise their contribution to efficiency
on efficiency grounds quantitative re¬

strictions should be operated as flexibly

as possible within the overall production
limits defined - for example, they should
be voluntary, not compulsory.

Rising quota or land values should trig¬

ger price reductions because they indicate
that the degree of subsidy is rising - which
would be inconsistent with the notion of

agricultural policy reform.
Restrictions should be placed on output

because they produce less distortion than
restrictions on inputs (although input re¬
strictions may have a role in environment
policy).

The aim should be to cut production

sufficiently to have a significant impact on
trade through, for example, the elimination
of subsidised exports or the opening-up
of part of the domestic markets to imports.

OECD countries have committed them¬

selves to the reform of their agricultural
policies. That reform will involve adjust¬
ments which understandably evoke con¬
cerns by those groups - chiefly, obvi¬
ously, farmers - who believe that they will
become worse off. Moving towards direct
income support and applying less distort¬
ing quantitative restrictions are some of

the ways to cope with those concerns.
Reform will be more readily embraced

if policies can be designed which smooth
the transition and point the way to main¬
taining a viable agricultural sector in the
future. The adjustments will be easier to
the extent that reforms take place across

all countries. Existing policies have
created problems that have now become

intolerable. The only way forward now is
to explore new avenues.
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OECD education ministers met in Paris recently to discuss the challenges confronting
education and training systems in the industrialised democracies at the doorstep

of the 21st century. Their conclusions amount to a bold educational agenda,
with far-reaching implications for policy and practice.

What were the principal themes they addressed?

Through its massive post-war expan¬
sion education is now an integral
part of the fabric of advanced indus¬

trialised societies. This inevitably makes it
more sensitive to external pressures. Over
the next decades, it will thus be increas¬

ingly influenced by, as well as contributing
to, changes in the cultural, social,
economic and political landscape-

There is, first, the rapid growth of
knowledge and information - the very
stuff of education - with ever-rising de¬
grees of specialisation that are essential
to cultural and scientific advancement

and, increasingly so, to economic vitality
and competitiveness.

Technological progress will continue at
an accelerated pace. It will be accom¬

panied by economic restructuring, often
with painful social consequences, com¬
pounded by changes in labour markets,
jobs and skill requirements, particularly as
a result of the now preponderant role of
the service sector in the economy.

Demographic changes, moreover, are
redistributing age-groups, with fewer
young and more retired. This will alter the
balance between the active and non-

active parts of the population, often leading

to labour and skill shortages.

A further factor is that countries are be¬

coming increasingly interdependent, both
economically and culturally as well as
politically, manifested most obviously in
the move towards European integration.

New social concerns are emerging - the
environment, health and drugs, for exam¬
ple - in many of which education will be
expected to play an active role. The rein¬
forcement of civic and democratic values

and the maintenance of social cohesion

in market-driven, consumption-oriented

societies is another. There are also grow¬
ing worries about how to cope with the
information glut and the pervasiveness of
the media.

Lastly, attitudes to the role of public
policy have changed, as on the way in
which public services are administered

and financed. Questions are being raised
about the roles and contributions of the

state, local and regional authorities, em¬
ployers and employee organisations and
individuals in a strong trend towards de¬
centralisation and increased responsibility
of local institutions. This evolution of

George Papadopoulos was, until his recent retirement,
Deputy Director for educational questions of the
OECD Directorate for Social Affairs, Manpower and
Education.

thought has been accompanied by growing
expectations about the quality of such
services, the effectiveness of their delivery
and increased accountability for their
results.

Expanding Opportunities
to Learn

The cumulative impact of all these

changes on education will be consider¬
able. New, indeed, fundamental questions
will be raised about the assessment of re¬

quirements and the realistic setting of
targets and priorities and their attainment.
Quantitative expansion has to go hand-in-
hand with qualitative improvement at all
stages - in post-compulsory, higher and
adult education and training as well as
pre-primary provision, education for re¬
tired people and improving the general
degree of literacy.

These changes cannot be accomplished
without a re-examination of the relative

roles of formal and non-formal provision,
including the increased use of the work¬

place as an environment for learning. And
such reconsideration cannot take the form

of merely replicating existing programmes
and structures, of providing more of the
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same. New concepts for implementing pol¬
icies for life-long learning will have to be
formulated because of the role that the

development of human resources plays in

sustaining the economic vitality of OECD
countries under the impact of technological

change.
Such strategies must represent a con¬

certed effort, involving the private sector

as well as governments and linking the
formal educational system to all the other
settings where education and training,

and skill formation more generally, take
place, particularly enterprises. The focus
of these strategies will increasingly be the
adult workforce, whose skills have con¬

stantly to be renewed.
But are available provision and finance

adequate? Are the tutors good enough?
Are training courses and curricula appro-

The concern about quality, which domi¬
nated the educational debate in the 1980s,

will remain a central concern in the '90s.

But, increasingly, the criteria that establish
quality will have to be defined more broadly
than mere school achievement to con¬

sider the extent to which the education is

relevant to the requirements of young
people in preparing them to manage their

personal lives and to function effectively
in modern technology-permeated societies,

not only as workers, but also as parents,
citizens and in their other roles.

So attention will continue to be focussed

on three key concerns:
the curriculum, which will have to be

both coherent and comprehensive, not
least in its responsiveness to new social
concerns, such as the environment, health
and civic values

The workplace is assuming a more and more important place in the acquisition of knowledge

priate? And what should be the relation¬

ship to the formal educational system and
other forms of learning, such as home-
based and 'distant' learning, by which
skills and competences are acquired?
Inherent in such questions is the explicit
recognition of the educational role of enter¬
prises. More has to be done to encourage
the development of links between schools

and businesses. And special attention will

have to be given to the growing number
of women who wish to return to work.

the quality of teaching, and hence the
imperative of ensuring a supply of good
teachers

the efficiency of pedagogy and work

methods, including the use of information
technologies.

In particular, there has to be some fun¬

damental rethinking of the traditional
structures and organisation of classroom
teaching, so as to give both teachers and

pupils more diversified and exciting situa¬
tions for learning. Concerted action here

will call for improved capacity in the man¬
agement of school change, particularly in
the context of growing decentralisation
and school autonomy, implying a stronger
commitment to educational R&D, includ¬

ing improving the understanding of how
people, young and adult alike, actually
learn.

The Quest

for Equality

The main driving force for educational
change in the 1980s was the economic
imperative, in tandem with improvements

in quality. The objective of equality in edu¬
cational opportunity, which was the
hallmark of the two previous decades, re¬
ceived less attention. But it is clear that in

the '90s the quest for a more equal
spreading of educational opportunities
will reassert itself as a major goal.

This concern arises from economic as

well as from social and broader political
considerations. The social and economic

costs of those who are left behind educa¬

tionally because of their socio-economic
background are obvious; at a time of di¬

minished youth cohorts and labour short¬
ages, there is all the more reason to com¬

bat the marginalisation and exclusion of
certain disadvantaged groups.

So concerted action is required to in¬
volve education, social and labour-market

policies across a broad range of areas,
including:

bringing the disabled and various dis¬
advantaged minorities into mainstream
educational provision

improving the educational chance of

vulnerable groups of children and youth
introducing training measures for the

disadvantaged and/or groups of adults
who run the risk of unemployment.

Above all, and as a prerequisite for pro¬
gress, sustained efforts will continue to be
required to combat failure at school, which

is often both a consequence of initial dis¬
advantage and the cause'of subsequent
social and economic marginalisation. This
problem has proved intractable for all

educational systems, selective or com¬
prehensive. It is one that cannot be solved

without a new political commitment, in¬

cluding the additional resources necess¬

ary to install new pedagogies and means
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Attendance rates for very young
children are extremely high

in OECD countries. %^'
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for educational differentiation which do

not merely reproduce or reinforce social
differentiation. In this, the role of pre¬
school education, in the context of

broader measures for early childhood, will
have to be enhanced.

Traditionally, education policies are na¬
tional policies par excellence. Yet fast-
moving events - European integration, for
example, the demise of Communist re¬
gimes, and the emergence of the Dynamic
Asian Economies - have implications for

national education policies that cannot be

ignored. Countries are becoming increas¬
ingly interdependent, politically, economi¬

cally and culturally, raising new and urgent
problems for education in terms of inter¬

national understanding and exchange.

For example, knowledge of other coun¬
tries' cultures becomes essential to

economic competitiveness, as does the
mastery of foreign languages. Mobility of
students and personnel across borders
raises questions of equivalence of stan¬
dards and qualifications, as well as of re¬
cruitment and access policies in higher

education. Similar questions, both for pol¬

icy-makers and for educational institu¬
tions themselves, are raised by the influx
of students from developing countries. In
yet another sense, growing 'internationali¬
sation' and the impact of media across
national boundaries will, especially for
small countries, raise concerns about how

national cultural identities can be pre¬

served. There will be a variety of conse¬

quences for the mobility of people between
countries but also for the improvement of
international understanding and ex¬
change, an opening-up of frontiers as well
as of minds.

These are all problems with which edu¬
cation policies are only just beginning to
grapple. The 1990s will see them coming
increasingly to the forefront of the educa¬
tional agenda.

Meeting
the Costs

This formidable agenda for the educa¬
tion policies of the next decade puts into
even sharper focus the perennial question
of resource requirements and how these
resources are to be found. Meeting the
costs of education-thirsty societies will,

.*3_

indeed, be the question for the future.

Given the continuing constraints on public
budgets, and sluggish economic growth,
there are no easy solutions.

Redeployment within the educational

sector itself will be necessary, and there
will be considerable pressure to improve

the management of existing resources.
But experience has shown that the net fi¬

nancial gains from these two sources are

marginal. Opportunities for redeployment
remain limited, because of entrenched

sectoral interests and rigid management
structures of education systems. The cost-
effectiveness of education programmes

could be improved through better man¬
agement and the use of technology and

alternative, less labour-intensive systems
of instruction, but this has yet to be empir¬

ically demonstrated. In any case, heavy
initial financial outlays would be required
in order to attain a critical mass that could

eventually be translated into net savings.

There is no escaping the reality that addi¬
tional resources will be required. Where
from?

One possible source would be re-allo¬

cation within government budgets. There
are already signs in a number of countries

that the political priority given to education
is reflected in increased financial alloca¬

tions, to the point that education budgets
are again on top of the list of public
spending. Yet this trend does not seem

enough to catch up with growing demand
and backlog in teaching staff and facilities.

New sources of finance will have to be

tapped. They can come only from the pri¬
vate sector, the local community or indi¬
viduals, leading to systems of mixed
financing, systems which have to be both
economically efficient and socially accept¬
able. This question is especially acute in

countries with a strong tradition of educa¬
tion as a public service, publicly financed.

It applies in particular to the higher levels
of education and training.

Reaching public consensus on this issue
will be at the heart of future policy-making

in education. More than ever, the availability
of sound educational data and information,

and capacity for monitoring the system
and evaluating its performance, become

preconditions for effective planning and
policy making.

At the end of the day, it must be remem¬

bered that education is a long-term pro¬
cess. It binds a society's past with its future.
What is done about it today matters fun¬

damentally for the kind of society that
people wish to see develop, its values and

the material and cultural well-being of its
citizens. I, personally, believe that in the
more turbulent and technology-based fu¬

ture a major challenge for education is to
sustain a new humanism that knits together
the fabric of increasingly competition-
driven societies.
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What Changes
for Education?

David Istance

Education and training is increasingly coming to the fore as a precondition for economic
competitiveness. The resultant growth in the numbers of students, young and old,

will require far-reaching changes in the organisation and funding of education. 1

After the expansionary optimism of
the 1960s and the general pessi¬
mism that set in immediately after,

the 1980s saw a revival in the fortunes of

education. Across many OECD countries
there are signs of renewed public and
political belief in education, indeed, in

learning in general, as a cornerstone of

social and economic well-being.
But in important respects the tenor of

debate has been transformed from that of

25 years ago. In most countries there is
more evidence today of, for example, con¬
cern for efficiency, accountability and
assessment. Labour-market and employ¬
ment considerations have become more

obviously central to educational aims than
they were hitherto. Concepts for adult
provision, such as recurrent and continu¬

ing education and training, were wel¬
comed with some enthusiasm when first

proposed at the end of the 1960s. Now
the climate has become much more con¬

ducive to their implementation.
Although the 1980s were expansionary

years, a major re-appraisal of the organi¬
sation of learning and of resource alloca¬
tions, both human and financial, may well
be required if outcomes are to match the
high political expectations held for educa¬
tion and training today.

Between the beginning of the 1960s

and 1987, birth rates rose slightly in only
two OECD countries (Australia and Sweden)
while falling by between 20 and 30% in
five of them (Belgium, Canada, Denmark,
Finland and the Netherlands), between 30

and 40% in another four (Austria, Ger¬
many, Italy and Spain), and by as much as
43% in Portugal. It had been assumed in

David Istance works primarily on matters concerning
teachers and quality of education in the OECD Direc¬
torate for Social Affairs, Manpower and Education.

1 . A publication based on the meeting of the OECD
Ministers of Education will be published later this year;
see also Education in OECD Countries, 1987-88: A
Compendium of Statistical Information, OECD
Publications, Paris, 1990.
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Must life-long learning compete
with initial education?

some quarters, falsely, that falling birth¬
rates would herald a marked decline in

pupil and student numbers and in required
outlays of resources.

But to seek a direct link between the de¬

mographics of birth rates and numbers of
pupils, students, teachers, and adminis¬
trators is to neglect the dynamics of edu¬
cational change.

For one thing, some countries have ex¬
tended the compulsory period of atten¬
dance at school so that it is now ten years

in Finland and France, 11 years in the
Netherlands, the United Kingdom, the
United States, and Austria if compulsory

part-time study is included, and rising to
as much as 12 years for two other coun¬
tries - Belgium and Germany - where a
continuation of education and training

after initial schooling is required, whether
on a full-time or part-time basis. But the
expansion of educational participation
has its roots most obviously in rising en¬

rolments at the pre-primary level and in
the diverse settings and programmes that
make up the post-compulsory and post-
secondary sectors. Indeed, legal compul¬
sion is of declining significance since the
demand for education is growing.

The Extension

of Enrolment

Table 1 shows the enrolment rates for

three- and four-year-olds in pre-primary
schooling and for five-year-olds also in
the pre-primary sector as well as in pri¬
mary schools in countries where such at¬
tendance already begins then. The picture
is one of very high rates of educational at¬
tendance among very young children; even
for five-year-olds, it stands at nearly 85%
in Italy and at over 96% in France and
94% in Belgium.

Across OECD countries as a whole,

these rates are significantly higher than
1 0-1 5 years ago and reflect the rising de¬
mand for education, not least from work

ing parents for their young children. But
the picture is also one of marked varia¬
tions between countries. And it is

noteworthy that three countries with espe¬
cially high rates of female activity in the
labour force (Finland, Norway and Sweden,

where, if one includes part-time work,
women's participation in the paid labour
force has now risen to over 70%) - a fact¬

or that might be expected closely to cor¬
relate with an early educational start for
young children - figure among the lowest
in the provision and take-up of pre-primary
education.

The large numbers of young people
staying on in education and training after
they are legally obliged are numerically
more important still. Table 2 shows enrol¬
ment rates for 1 7- and 21 -year-olds which

represent very approximate indicators of
inscription in post-compulsory and further
and higher education. Typically, around
75% of 17-year-olds are in some form of

Table 1

ENROLMENT RATES FOR THREE-,
FOUR- AND FIVE-YEAR-OLDS

IN PRE-PRIMARY AND PRIMARY

SCHOOLING, 1987
% of age group

Three-

! year-
I olds

Four-

year-
olds

Five-

year-
olds

Austria 28.5 63.4 92.3

Belgium 94.1 98.1 100.0

Canada 0 41.4 69.2

Finland 16.0 19.6 24.3

France 96.3 100.0 100.0

Germany 32.3 71.6 86.5

Greece' 9.1 43.2 81.2

Ireland 0.7 52.1 96.3

Italy1 84.7 86.8 95.6

Japan 15.6 54.6 63.9

Netherlands 0 97.9 98.7

New Zealand 42.6 72.8 100.0

Norway 31.6 44.1 52.6

Spain 17.8 90.6 100.0

Sweden' 38.5 42.4 54.2

Switzerland 5.4 18.7 67.1

United Kingdom 25.9 69.2 100.0

United States 28.9 49.0 86.7

Yugoslavia 18.5 22.8 35.9

1. 1986.

Source: OECD Education Data Bank

education, although in some countries it is
less than 60% (of the countries for which
there are data, they are Greece, New
Zealand, Spain, Turkey and the United
Kingdom). Of 21 -year-olds, where the
rates are naturally substantially lower,
they are between 15 and 25% in most
OECD countries, although in some more
than 25% are enrolled (Belgium, Canada,
Denmark and the United States) and in

some others (Spain, Switzerland, Turkey
and the United Kingdom) fewer than 10%
are still in education.

One of the most powerful trends under¬

lying this extension of educational partici¬
pation among people in their late teens
and early twenties is the growing repre¬
sentation of women at the higher levels.

Though there are substantial inequalities
between the sexes in the choice of subject

of study and in take-up of education and
training, the increasing female presence in
education beyond minimum school-leav¬
ing age has been universal.2 Whereas
once women were consistently under-

represented, seven of the 18 countries in
Table 2 have enrolment rates for 17-year-

olds that are now higher for women than
for men of that age.

The growth in participation affects not
only the young. But comparative data on,
for example, training in countries and en¬
terprises, its take-up among men and
women, and on adult education in gen¬

eral, are notoriously weak. Only about half
of the OECD countries supply the data
that allow some measure of the number

of adult students in further and higher
education - 'adult' denoted as people

aged 25 and over. In several, this proport¬
ion stood at near a quarter to a third in
1987-88 (Canada, France, the Netherlands
and the United Kingdom) and higher still
in some cases (Austria, Denmark, Finland,

Germany, New Zealand, Norway and
Sweden).

Yet while some countries are moving

towards becoming 'learning societies', in
the sense that education and training op¬

portunities are becoming available for
more students of all ages, there is little
sign in most that the pattern of 'front load-

2. For extensive country data on female progress and
continued disadvantage in education, see Girls and
Women in Education, OECD Publications, Paris,

1986.
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Around three-quarters
of all 17-year-olds
in the OECD area are in some

form of education.

ing' - of education being predominantly
for children and young people - has been
broken. Indeed, the 1980s may well come
to be seen as the period when the norm
that the early part of a person's lifetime,
from infancy to his or her twenties, should
be spent in education and training, be¬
came firmly cemented in place. How far
the dominance of the 'front-loading'
should be continued and, indeed, whether
it is sustainable in terms of available re¬

sources, human and financial, remains

open.

Resources,
Human and Financial

In all OECD countries teachers figure
among the largest 'occupational group (in
the United States, for example, there are
3.3 million out of a total civilian labour

force of around 115 million). The sheer
size of this group in all OECD countries
profoundly influences the scope for mak¬
ing the profession more attractive through
salary increases across the board. And it

makes any universal policy for improving
teaching quality, such as through in-ser¬
vice education and training for all, a major
undertaking.

Teacher numbers have largely held up
despite the demographic downturns that
saw falling birthrates translated, after the

necessary time-lag, into declining rolls in
compulsory schools. In many countries,

3. See The Teacher Today: Tasks, Conditions, Pol¬
icies, OECD Publications, Paris, 1990.

4. See David Istance, 'What Prospects for
Teachers?', The OECD Observer, No. 160, October/
November 1989.

earlier pupil-teacher ratios and class sizes

were judged to be higher than could be
consistent with the provision of good
quality education. A number of examples

illustrate the trend towards falling pupil/
teacher ratios (PTRs).

In German primary and non-selective
secondary schools, a PTR of 33 in the
mid-1960s had dropped to less than 18

by the mid-1 980s. In the shorter time span
since the beginning of the 1970s, the
Greek ratio for public primary schools had
fallen from 31 .5 to 23.5 and for secondary
schools in general had been nearly halved
from 33.8 to 17.9 by 1986-87. And from
around 1975 to 1985 the ratio for basic

education in Denmark fell from about 15

to 10.6. Other country examples confirm
this pattern.3 It remains to be seen
whether the difficulties some countries

have had in attracting sufficient numbers
of good staff are already reversing the
general trend, or may do so shortly in the
future.

Indeed, ensuring the continued supply
of good-quality teaching staff may prove
to be one of the major educational policy
challenges of the 1990s.4 Even maintain¬
ing existing numbers will, in some coun¬
tries, require recruitment rates signific¬
antly higher than those at present - at a
time when good candidates are increas¬
ingly scarce, with emerging skill shortages

in the labour market in general. One of the
most worrying factors is the aging of
teachers. The Scandinavian countries give
examples of 'greying' teachers: for basic
primary and lower secondary and for
upper secondary schools respectively in
1989 the proportions of teachers aged 45

and above had reached 52 and 65% in

Finland, and as much as 71 and 82% in

Sweden for those aged 40 and over.
Ambitions of educational expansion

and the very high expectations now held
out for education and training must thus
be assessed against the resource base re¬
quired to sustain it. Some countries have

drawn up ambitious programmes for
further expansion in the decade ahead,

the best example being the official com¬
mitment in France to ensure that eight in
ten of each generation attain a qualifica¬
tion of the baccalauréat level by the year
2000. Much of this expansion will be met
by newly created provision in vocational

and technical training and will undoubtedly
have a spill-over as enhanced demand for

Table 2

ENROLMENT RATES

IN EDUCATION AND TRAINING

AT 17 AND 21, 1987-88
% of age group

89.3 n.a.

Luxembourg 83.' 82.6

Zealand

79.2 77.7 24.6 20.2

49.3 47.6 22.2 19.7

75.2 76.5

55.9 a 58.3 a

83.1; n.a.

Switzerland 1.6 79.0

Turkey 34.1° n.a.

United Kingdom 52.1 51.1

89.0" 89.4"

Yugoslavia 66.3s 64.3" 18.1" 15.8"

n.a. = not available

a. Full-time only.
b. 1986-87.

Source: Education

Compendium of
Publications, Paris,

in OECD Countries, 1987-88: A

Statistical Information, OECD
1990
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Table 3

PUBLIC EDUCATIONAL

SPENDING, 1987

higher education. Whatever the country
and wherever expansion occurs, it implies
new demands on teaching resources, and
this at a time when a number of countries

already face severe financial restraints in
making the teaching profession sufficiently
attractive to meet current requirements.

The resource issue is not limited, of

course, to teaching staff; it covers finan¬
cial costs and expenditures as well. Table 3

shows public educational expenditures in
1987 as percentages of GDP. They are
around 3% or less in some cases (2.7%
in Greece in 1986, 1.6% in Turkey, 3.6%
in Yugoslavia), up to 6-7% (Canada, the
Netherlands, Norway) and with highs of
7.2 and 7.5% in Sweden and Denmark.

To include private sources makes a signi¬
ficant difference to the numbers for some

countries: Canada's percentage jumps to
7.1 , Finland from 5.3 to 5.8%, France from

5.6 to 6.6%, Japan from 5.0 to 6.4%, the
United States from 4.8 to 6.4%.5 Coun¬

tries devote substantial sums to educa¬

tion; detailed analysis begins to qualify the
picture.

A comparison of the fortunes of the dif¬
ferent sectors of education in terms of per

capita real public expenditure growth
shows that higher education has borne
more cuts than either primary or secon¬

dary. Where enrolment in higher educa¬
tion is set to rise in the 1990s, expansion

may well affect quality if it is to be sus¬
tained by further per capita cuts.

Table 3 also shows the low levels at

which new capital investment in education
now stands in most countries. Calculating
costs for the future must take account of

the importance for renewed investments
in the light of the poor quality of some of
the building stock dating from the expan¬
sionary 1 960s and '70s and of the array of
new objectives, programmes and student
clienteles that have been added in recent

years.

It is clear from figures from the OECD
countries that supply data that 'emolu¬
ments' (salaries and other personnel
costs) take the lion's share of educational

5. See Education in OECD Countries, 1987-88: A

Compendium of Statistical Information, Table 6.1.

6. Ibid., Table 6.3.	
7. See OECD Employment Outlook, OECD Publica¬
tions, Paris, 1989, Chapter 2, 'Educational Attainment
of the Labour Force'.

n.a. = not available.

a. 1986.

b. Ministry of Education provision only.
c. Public and private expenditure.

Source: Education in OECD Countries. 1987-88:

A Compendium of Statistical Information, OECD
Publications, Paris, 1990

I	.

spending.6 It accounts for 90% or more of
the overall bill in Belgium, France, Ger¬
many, Greece, Ireland, Italy, Luxembourg,
Portugal, Switzerland and Turkey. In spite
of all the efforts to date to use existing

educational resources more efficiently, to
redeploy them where possible between
areas of growth and decline, and to exploit
the potential of information technologies
as a substitute for teaching staff, the very

size of the 'emoluments' item suggests
that the room for manoeuvre, in the short

term, at least, is limited.

These considerations raise the question

of the viability of strategies that seek con¬
tinually to expand initial education and
training as the norm for ever-older age-
groups. International comparisons of the
numbers of, say, 18, 21, or 24 year-olds
still enrolled often implicitly assume that
the higher the percentage, the more seri¬
ously does a country regard its education
and training system. But that approach ig¬
nores the importance of lifelong learning.

The importance of education and train¬
ing is not at issue. But will they be able to
meet the demands of rapidly changing

competitive economies, or the social aspi

rations of different sections of the popula¬

tion, or the cultural and political demands
of informed and articulate citizens?

How education, formal and informal,

general and vocational, is organised and
made available over the life cycle is of

central importance in answering this
question. At what point should one en¬

courage entry into the labour market, as¬
suming that job openings and oppor¬
tunities for further learning throughout the
life-cycle exist, rather than prolonging in¬
itial education and training?

There are a number of reasons that in¬

itial provision cannot be extended indefi¬

nitely. With the continued prolongation of
initial education, the low achievers are fall¬

ing behind and the 'skills gap' may well
be widening.7 There are the arguments of
costs and finance: continually expanding
initial provision lowers the ratio of the

economically active to the dependant
non-active, while a recurrent education

and training system may well allow for the
implementation of a wider range of finan¬

cial options. There is the labour-market
consideration that emerging skill and

labour shortages in the economy at large
are being aggravated by the smaller
cohorts coming out of education and
training systems - which suggests caution
in seeking to reduce them further. And
there are powerful arguments concerning
the organisation of learning: an intensive,

high-quality educational start as a founda¬
tion for recurrent education and training is

arguably more rational than ever-longer
initial provision backed by only patchy op¬
portunities later in life.

OECD Bibliography
The Teacher Today: Tasks,

Conditions, Policies, 1990
Education in OECD Countries,

1987-88: A Compendium of
Statistical Information, 1990

Norberto Bottani and Isabelle Delfau,
'The Search for Educational Indicators',
The OECD Observer, No. 162,
February/March 1990

David Istance, 'What Prospects for
Teachers?', The OECD Observer,
No. 160, October/November 1989

Girls and Women in Education

(available only on microfiche), 1986.

42 The OECD OBSERVER 168 February/March 1991



ECONOMY

Vesa Vihriala

On 26 October 1990 the Swedish

government announced a policy
package aimed at fiscal tighten¬

ing. It contained reductions in sickness
benefits, cuts in central government
administration, some deregulation (of, for
example, transport) and it also stated un¬
equivocally that the government would
welcome Swedish membership in the

European Community. The measures
came in response to an acute currency
crisis that drove short-term interest rates

up by five percentage points in a week, as
fears about a devaluation of the Krona

spread in the market.
Although the immediate fiscal impact of

these cuts is limited and the exact con¬

tents of several measures remain yet to

be specified, the decisions were widely in¬
terpreted as a break with the traditional
approach of Swedish economic policy
with its emphasis on full employment as
an overriding goal, the dominant role of
the public sector in advancing welfare,
and the independence of economic deci¬
sion-making. So is this the end of 'the
Swedish model'?" Not quite - at least, not
yet.

In part, the present situation can be
seen as normal cyclical phenomenon
which could have been mitigated by more
restrictive policies. But the real issue is

deeper: the persistent tendency of the
economy to glide into inflation erodes
competitiveness and ultimately slows
down economic activity. This is suggest¬
ive of fundamental weaknesses in the

functioning of the economy and/or in the
orientation of economic policies. Thus, the

question must be asked what are the
medium-term policy strategies, and what
role is played by a major element of the
Swedish economic landscape -the public
sector?1

There has been a long tradition of
accommodating economic policies in
Sweden. Its key elements have been
periodic devaluations of the currency to
restore competitiveness when it has been

weakened by inflation, and fiscal and

Vesa Vihriala is an economist in the Country Studies
and Economic Prospects Branch of the OECD
Economics and Statistics Department.

labour-market policies to support employ¬
ment should private-sector job-creation

fail to keep unemployment low. As a re¬
sult, the threat of weaker profitability and
higher unemployment, when wages de¬
manded and paid were too high relative
to productivity growth, has not con¬
strained wage formation effectively.

But there has not been a devaluation in

Sweden since 1982 and fiscal policies

have by any normal standards since been
tight, bringing general government budget
balance from -7% in 1 982 to +5% of GDP

by 1989. How then has Sweden arrived at
a position where competitiveness is seri¬

ously weakened while wages and prices
show little signs of deceleration?

In part, the answer probably lies in the

very low productivity growth Sweden has
had in the 1980s. That has obviously left
little room for non-inflationary wage in¬

creases. But low productivity does not
lead to inflation if wage formation re¬

sponds accordingly. That has not been
the case, and, it seems, for two basic

INDICATORS

GDP CONSUMER PRICES 1

change from previous year
%

25

ifiil

t
82 83 84 85 86 87 88 89 90 <

UNEMPLOYMENT 2

% of labour force

1. Private consumption deflators.
2 National definitions.

-5

-10
83 84 85 86 87 88 89 90 91

CURRENT BALANCE

% of GDP

	 OECD average

reasons. First, despite fiscal tightness, de¬
mand for labour has simply been too high
relative to supply; even if the Swedish

labour market appears to be one of the
most efficient in the OECD area, it has
turned out unable to reconcile an un¬

employment rate consistently below 2%
in the last four years with non-accelerating
wages.2 Furthermore, as the participation
ratio is among the highest in the OECD

area, it can hardly be a failure of supply.
So demand for labour seems to have

been excessive. Fiscal policies should

therefore have been even tighter, as the
role of monetary policy is constrained by

the commitment to a fixed exchange rate
(in terms of a currency basket). But the
already high tax burden has made further
tax increases unattractive. On the other

hand, cutting public expenditure has been
even more difficult. Most of the spending

goes to the sort of public consumption
and transfers that form the very founda¬
tion of the Swedish welfare state: free

education and medical care, inexpensive

day-care for children and nursing homes
for the elderly, generous pensions and
sickness benefits and so on. Cuts in these

have found little favour.

The second problem is that despite
substantial changes in economic policies
since the early 1980s, in the eyes of the
market participants, the credibility of non-

accommodation may not have improved
that much. There are perhaps two reasons.
First, there could be fears that, in view of

the high priority of avoiding unemploy¬
ment, policy-makers might be aiming too

high: unemployment would not be allowed
to rise sufficiently, even temporarily, to
bring about the wage moderation required
to establish competitiveness. Second,
policy procedures and institutions could
be seen as susceptible to the temptation
to be too accommodative. For example,

labour-market measures to keep up em¬

ployment are very easy to invoke, and the
fluctuation limits of the currency basket
are easy to change.

1 . OECD Economic Surveys: Sweden, OECD Pub¬
lications, Paris, 1991.

2. OECD Economic Surveys: Sweden, OECD Pub¬
lications, Paris, 1989.
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There are a number of ways of enhan¬
cing policy credibility. First, resolve has to
be demonstrated by action: the mere de¬
claration of a new policy is not sufficient.
From this point of view, the willingness to
allow interest rates to rise in response to
capital outflow in October and the an¬

nouncement that they would go as high
as required to stop the flow seem highly
appropriate. Some elements in the October

policy package also serve this purpose.
But it would seem necessary to indicate
clearly that if there are additional exogen¬
ous cost pressures - whether oil prices,
higher contributions to the pension system
or higher costs of environmental protect¬
ion - their effect will not be accommodated

by soft exchange-rate policies. Institutional

support for credibility could be obtained
by, for example, international commitments,

the most obvious example being the
membership of the Exchange Rate Mech¬
anism. But, as the Swedish authorities

have indicated, this option may not be
available - not, at least, in the short term.

The Size

of the Public Sector

Although the size of Sweden's public
sector has already passed into legend, it
is, in truth, a relatively recent phenomenon.
Thirty years ago the share of public
expenditure in Swedish GDP was no more

than 31 %, slightly below the European ave¬
rage of 31.5%. But during the 1960s and
70s public spending soared at a much
faster rate than elsewhere, rising to a peak
of 66% of GDP in 1982. Since then, it has

fallen back a little but remains the highest
in the OECD area. Spending on health care,
social security and education accounts for
the lion's share of total public consumption.

The principal objective of public trans¬
fers in Sweden is the redistribution of in¬

come. Comparative studies confirm casual
observations that income distribution is

more equal in Sweden than perhaps in

any other OECD country, and that public
policies have played a major role in that
thorough redistribution. In that sense the

egalitarian objectives have been thor¬
oughly met. But it is questionable whether

the preferred degree of equality requires
as much redistribution as has been the

case: in some cases it may just transfer
income over time with little effect on the

distribution of life-time incomes among in¬
dividuals.

Even more problematic seems to be the

efficiency of public-sector production. To
the extent that productivity in the public
sector can be measured, comparative
studies show that the input of resources

into the provision of public services in
Sweden is relatively high. Moreover, it ap¬
pears that productivity in public services

declined during the period of rapid growth
in public expenditure, although that trend
was reversed to some extent in the 1 980s.

Distortions

in Private-Sector Behaviour

Public expenditure and taxation have

affected the behaviour of the private sec¬
tor in many different ways. In some cases,
policies may be seen as enhancing the
functioning of markets, like the much-

praised labour-market training pro¬
grammes, or as increasing factor supply,
like the subsidised day-care that has al¬
lowed women to participate in the labour
market on a scale otherwise probably unat¬
tainable. But in many instances the effect

of the public sector on the performance of
the private sector and the economy as a
whole has probably been detrimental.

Labour supply is likely to have been af¬

fected by the high marginal effects of tax¬
ation. Even if the aggregate effect had not
been overwhelming - the high degree of
labour mobilisation suggests exactly that -
in many categories of high labour pro¬
ductivity, the discouragement of supply
has probably been significant. The very
generous sickness benefits, moreover,
which have often implied no loss of income

when absent through illness, and to which
basically no strings have been attached,
have been widely seen as contributing to
a very high degree of absenteeism. In
1988, the sickness insurance paid on ave¬

rage for 25.3 days of absence per insured
person. Generous benefits are also likely
to be behind the rapid increase of early
retirement that has taken place in the lat¬

ter half of the 1980s. _
Another important area affected by the

distortions produced by public interfer¬
ence is capital accumulation. Both house¬

hold and national saving declined as the

extensive safety net was being built up.
That suggests weak incentives to save
when the government provides social se¬
curity. The high taxation on many types of
saving outlets may have hampered private
saving as well. And the effect of taxation

and subsidies on the allocation of capital
seems to be beyond any question. In par¬
ticular, heavy direct subsidisation and

generous tax breaks have strongly
favoured investment in housing stock,
which has provided the Swedes with one

of the highest standards of housing in the
OECD area - perhaps at the expense of a
less up-to-date and smaller productive
capital stock.

The problems of the Swedish public
sector were recognised long ago. Both its
efficiency problems and the distortions it
creates in the behaviour of the private
sector have long been discussed in
Sweden. And some reforms have seen the

light. State-owned companies have been
given increasing autonomy and profitabi¬
lity has been made their over-riding, if not
sole, objective; between 1979 and 1987,
for example, state enterprises shed some

50,000 jobs. Subsidies for housing and
agriculture are being cut. Public-sector ef¬

ficiency has been studied systematically
and many proposals have been made and
some implemented. And a tax reform - a

major one, by any standards - is under¬
way.

The tax reform that is being im¬
plemented in 1990-91 cuts marginal rates
of income tax significantly: the top rate
comes down from 72% in 1 989 to 51 % in

1991. The taxation of capital and income
is being put on an equal footing by a flat
rate of 30%, and the corporate tax rate is
lowered to the same 30%. This is being
financed by the elimination of many tax
loopholes and by widening the base of in¬
direct taxation. The result will be a simpler
and more equitable system and one in
which some important marginal effects
are lower. But the reform is basically one
of the tax structure: no change in the over¬
all tax burden is implied.

The steps taken so far to reform the
public sector are intended to consolidate

public finances, improve the internal effi¬
ciency of the public sector, and reduce

distortions by modifying the tax structure
and by cutting subsidies. But the core of
the Swedish model - high government
spending on both public consumption and
transfers to the private sector, and the

high burden of taxation it requires - is es¬
sentially intact. A convergence towards
the patterns of spending of, say, continen¬
tal Europe would require expenditure cuts
of quite a different order of magnitude
from those in the October package. So, in
that sense, at least, any announcement of
the end of the Swedish model would be

very clearly premature.
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mental degradation: rehabilitation, transport
and energy. It also provides policy guidelines
agreed by the governments of the 24 industrial
countries that make up the OECD.
(97 90 03 1) ISBN 92-64-13435-2, 84 pp.
F100 £12.00 US$21.00 DM39

THE STATE OF THE ENVIRONMENT

(December 1990)
(97 91 01 1) ISBN 92-64-13442-5, 300 pp.
F180 US$38 £22.00 DM70

See pp. 8-13 of this OECD Observer.

Financial Affairs

CODE OF LIBERALISATION

OF CAPITAL MOVEMENTS

(November 1990)
Contains the full text of the Code of Liberalisation

of Capital Movements under which OECD
members have accepted legally binding obliga¬
tions. The Code is regularly updated by Deci¬
sions of the OECD Council; this edition incorpo¬
rates all changes in the obligations and posi¬
tions of Members as at 1st November 1990. It

allows a comparison of the degree of liberalisa¬
tion achieved by each OECD country in regard
to capital movements covered by the Code.
(21 90 04 1) ISBN 92-64-13433-6, 144 pp.
F125 £15.00 US$26.00 DM48

CODE OF LIBERALISATION

OF CURRENT INVISIBLE OPERATIONS

(December 1990)
Contains the full text of the Code of Liberalisa¬

tion of Current Invisible Operations under which
OECD members have accepted legally binding
obligations. The Code is regularly updated by
Decisions of the OECD Council; this edition

incorporates all changes in the positions of
member countries as of 1 November 1990. It

allows a comparison of the degree of liberalisa¬
tion achieved by each OECD country in regard
to the international transactions covered by the
Code, including services related to business,
industry and foreign trade, transport, insurance,
cinema and television, and travel and tourism.
(21 90 03 1) ISBN 92-64-13432-8, 104 pp.
F125 £15.00 US$26.00 DM48

LIBERALISATION

OF CAPITAL MOVEMENTS

AND FINANCIAL SERVICES

IN THE OECD AREA

(November 1990)

The liberalisation of capital movements has
made spectacular progress in recent years, as
one country after another has relaxed or abolished
its controls on international capital transac¬
tions. This volume offers insights into the libera¬
lisation process by examining the experiences
of OECD countries. It also provides an overview
of the OECD Codes of Liberalisation of Capital
Movements and Current Invisible Operations as
amended by the recent comprehensive agree¬
ment on international trade in financial services.

(21 90 02 1) ISBN 92-64-13430-1, 156 pp.
F125 £15.00 US$26.00 DM48

'10 BESTSELLERS'

To order, please use the form
in this issue.

1. OECD ECONOMIC SURVEYS

1989-1990 Series

CANADA

(10 90 011) ISBN 92-64-13407-7
FF50 £6.00 USS11.00 DM21

2. OECD ECONOMIC SURVEYS

1989-1990 Series

THE NETHERLANDS

(10 90 211) ISBN 92-64-13408-5
FF50 £6.00 US$11.00 DM21

3. ICCP 'Information, Computer and
Communications Policy' Series
No. 22.

PERFORMANCE INDICATORS

FOR PUBLIC

TELECOMMUNICATIONS

OPERATORS

(93 90 02 1) ISBN 92-64-13403-4

FF180 £22.00 US$38.00 DM70	

4. Road Transport Research
AUTOMOBILE INSURANCE

AND ROAD ACCIDENT

PREVENTION

(77 90 02 1) ISBN 92-64-13409-3
FF150 £18.00 US$32.00 DM58

5. REVENUE STATISTICS OF OECD

MEMBER COUNTRIES. 1965-1989

(23 90 02 3) ISBN 92-64-03376-9
FF190 £23.00 US$40.00 DM74

6. NATIONAL ACCOUNTS

DETAILED TABLES

1976-1988. VOLUME II

(30 90 03 3) ISBN 92-64-03378-5

FF450 £54.00 US$95.00 DM175	
7. OIL AND GAS INFORMATION

1987-1989

(61 90 05 3) ISBN 92-64-03371-8
FF470 £56.00 US$99.00 DM183

8. COAL INFORMATION 1990

(61 90 03 1) ISBN 92-64-13388-7
FF470 £56.00 US$99.00 DM183

9. LABOUR FORCE STATISTICS

1968-1988

(30 90 02 3) ISBN 92-64-03377-7
FF340 £41.00 US$71.00 DM133

10. BUILDING INDUSTRIAL

COMPETITIVENESS

IN DEVELOPING COUNTRIES

(41 90 07 1) ISBN 92-64-13397-6
FF90 £11.00 US$19.00 DM35

Fiscal Affairs

THE TAX/BENEFIT POSITION

OF PRODUCTION WORKERS:

1986-89

(November 1990)
Bilingual

Examines the income tax and social security
contributions paid, and family benefits received,
by taxpayers at the income level of a production
worker. It also provides, in a standard format, a
description of the personal income tax and
social security systems in each country.
(23 90 04 3) ISBN 92-64-03337-8, 250 pp.
F165 £20 US$35 DM65

Manpower
and Social Affairs

Local Initiatives for Job Creation

ENTREPRISING WOMEN

(December 1990)

In all OECD countries increasing numbers of
women are already running their own busi¬
nesses and this is a source of dynamism in
local economies. A further stimulus could come

if it were possible for more women to become
entrepreneurs or self-employed, notably by
developing and enhancing their entrepreneurial
skills. For this to happen, the right climate has
to be created at the local level. This publication
offers a number of guidelines for action aimed
at the full range of decision-makers conceiving
or supporting entrepreneurial initiatives.
(84 90 02 1) ISBN 92-64-13436-0, 112 pp.
F95 £11.00 US$20.00 DM37

'Demographic Change
and Public Policy' Series

MIGRATION:

The Demographic Aspects
(December 1990)

Public opinion and governments in member
countries are more and more pre-occupied by
current demographic developments on account
of the increased aging of the population and, in
the longer term, the decrease in its total size.
From a demographic point of view, what role
has migration played in the past, and what
could be its role in the future? Experts from dif¬
ferent countries have attempted to answer
these questions. Their contributions make the
complex links between migration and demo¬
graphic growth more easily understood and
assess the relative weights of the various histo¬
rical, technical, and political factors likely to
influence the development of migration policy
in the coming years.
(81 90 03 1) ISBN 92-64-13439-5, 92 pp.
F125 £15.00 US$26.00 DM48

See Daniel Blot, The Demographics of Migration', The OECD
Observer. No. 163, April/May 1990.

Public Management
PUBLIC MANAGEMENT

DEVELOPMENTS:

1990 SURVEY

(December 1990)
Governments of OECD member countries are

engaged in far-reaching management reform of
the public sector. This report, based on a
survey for the OECD Public Management Com¬
mittee, provides a summary account of policies
and programmes for improving the public
sector in each country and identifies trends for
the future. It is designed to serve as a reference
source for all who are concerned with manage¬
ment performance in government.
(42 90 03 1) ISBN 92-64-13437-9, 144 pp.
F150 £18.00 US$32.00 DM58
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STAYING

THE COURSE

The economic situation changed substantially in the course of 1990. In spite of the boost to activity from German unification, growth in the
OECD area was slowing by mid-year, notably in several of the major economies where inflationary pressures have nonetheless remained
strong. More recently, the sharp rise in the price of oil has worsened the short-term prospects both for growth and for inflation. But this
does not call for any fundamental change in the agreed policy orientations: setting monetary policy firmly against inflation, moving ahead
with reduction of budget deficits and stepping up the pace of structural reform, especially in the context of the Uruguay Round.1

While OECD activity remained strong on average
during 1990, differences have become more accen¬
tuated between the buoyancy of activity in some
countries, notably Japan and western Germany, and
its weakness in a number of others, including the
United States (Table 1). At the same time, inflation
remains under control in western Germany and

Japan but is relatively high in the United States
(Table 2). The weakness of the dollar is contributing

to inflationary pressures in the United States, though
it will support exports and activity and help sustain
external adjustment.

Financial-market developments in the OECD area
have been disquieting: equity prices have plunged
and market-determined interest rates have risen in

many countries, only in part because of concerns
about the Gulf situation; fragility persists in some
sectors of US financial markets where banks are

limiting credit to certain classes of borrowers; and
questions have arisen about balance sheets of banks
in Japan, in particular against the background of the

sharp falls in equity prices. Budget deficits in both
the United States and Germany will be larger than

had earlier seemed likely.
These developments, together with the effects of

higher oil prices, have led to a less favourable view
of the short-term economic outlook than before the

summer: inflation is likely to be higher and output
weaker. The OECD projections here are based on
the assumption of no change in the real price of
imported oil from the $27 per barrel estimated for
the second half of 1990 (equivalent to a spot price
of Brent crude of $29 to $30 per barrel). Two import¬
ant judgements underlying the projections are that
policy reacts firmly to the rise in oil prices, so as to
contain inflation, and that private-sector confidence

is broadly sustained, notwithstanding the unwel¬
come developments in oil and financial markets.

To the extent that these assumptions are met, dif¬
ficulties associated with the oil-price increase should

prove to be only temporary. OECD activity could
expand by 2% in 1991, picking up to 2të% in 1992;
unemployment could increase from 6/4% of the

labour force in the first half of 1990 to almost 7% in

1992 (Table 3). OECD consumer-price inflation is
likely to rise to 6% at an annual rate in the first half
of 1991, with the rate of increase in the GNP deflator

peaking at just over 5%. But as pressure on product¬
ive capacity eases, inflation on both measures could
then fall back to 4 to 4'/2% by the second half of
1992.

Most non-OECD countries will face higher oil import
bills; all will be affected by higher interest rates and
slower growth of export markets in OECD countries;
some will be hurt by the loss of workers' remittances
from Kuwait and Iraq. In central and eastern Europe,
energy and related problems will further worsen the
short-term prospects of countries attempting to
transform their economies.

What Are

the Main Risks?

The main risks in the present situation would appear

to be largely adverse, quite apart from risks emanat¬
ing from possible events in the Gulf. The OECD pro¬
jections embody the judgement that financial-market
and oil-market developments have not weakened
private-sector confidence to the extent of inducing a
sharp fall in business investment or a rise in pre¬
cautionary saving by households. Confidence has
nonetheless become more fragile; policy-makers
must play an important role in nurturing it, by re¬
sponding in a way that prevents the initial boost to
prices becoming embedded in a wage/price spiral. If
oil prices were to rise further, the task of policy in
containing inflation and supporting confidence would
be harder. If, on the other hand, the oil price declined

towards pre-crisis figures, the risks would be reduced
and the outlook could be better than that depicted
here.

In these projections, the oil-price 'shock' passes
through OECD economies rapidly and does much
less damage than the shocks of 1973-74 and 1979.
This reflects several factors:

the oil-price increase is substantially smaller this
time

the exposure of OECD economies (in terms of en¬
ergy use, and especially oil use, per unit of GNP) has
fallen significantly since 1973

structural reforms undertaken in the 1980s, in par¬

ticular those which reduced rigidities in labour mar¬
kets and increased competition in product markets,

have strengthened the capacity of OECD economies
to adjust to a relative-price shock without adding
permanently to inflation

in setting policy, governments are drawing on the
lessons learned from the two earlier oil shocks, in¬

cluding allowing a full pass-through to energy users
of the rise in oil prices.

Nonetheless, there is a risk that adjustment will not
take place as smoothly or as rapidly as projected.

Exchange-market developments could again be¬
come a source of concern if current trends persisted.
It is true that the decline in the dollar in recent

months will serve to strengthen the competitiveness
of US exports, contributing to the continued buoyancy

of exports which underpins the recovery foreseen for
the US economy in 1 991 . But dollar depreciation also
puts pressure on US inflation, which remains high. If
the dollar were to decline much further, thereby
accentuating inflationary pressures in the United
States, monetary policy could be faced with a famil¬
iar dilemma.

What Macro-economic

Policies?

The question of how policies should respond can¬
not be reduced to one of the appropriate response to

an oil-price increase alone because of the other im¬
portant changes that have occurred. In any case, the
fundamental imperatives for monetary and fiscal policy
have not changed. What is highlighted by the current
circumstances of higher inflation and weaker activity
is the necessity of more effective action across the
full range of policies.

Monetary policy is clearly in the front line in the
fight to contain an increase in underlying inflation

1. OECD Economic Outlook, No. 48, OECD Publications, Paris,
December 1990.



ECONOMIC OUTLOOK

Table 1

GROWTH OF REAL GNP/GDP IN THE OECD AREA1

seasonally adjusted at annual rates (%)

Share in

total

OECD

1987

change from previous year change frorr previous half-year

1989 1990 1991 1992
1990

II

1991

I II

1992

I II

United States 36.0 2.5 1.0 0.9 1.9 0.6 0.6 1.8 1.9 1.9

Japan 19.0 4.9 6.1 3.7 3.8 3.9 3.7 3.7 3.8 4.0

Germany 8.9 3.9 4.2 3.0 2.6 1.4 3.9 2.7 2.6 2.4

France 7.1 3.6 2.5 2.3 2.6 3.0 2.0 2.3 2.6 2.7

Italy 6.0 3.2 2.6 2.4 2.7 3.8 1.7 2.2 2.9 3.0

United Kingdom 5.5 2.2 1.6 0.7 1.9 -0.5 0.8 1.7 1.9 2.0

Canada 3.3 3.0 1.1 0.9 2.3 -0.5 1.1 1.9 2.4 2.6

Total of above countries 85.8 3.3 2.8 2.0 2.5 1.7 1.8 2.4 2.5 2.6

Other OECD countries2 14.2 3.8 2.8 2.0 2.4 2.1 1.8 2.1 2.4 2.6 :

Total OECD 100.0 3.4 2.8 2.0 2.5 1.8 1.8 2.4 2.5 2.6

Four major European countries 27.5 3.3 2.9 2.2 2.5 2.0 2.3 2.3 2.5 2.5

OECD Europe 39.9 3.5 2.9 2.1 2.5 2.1 2.1 2.2 2.5 2.6

EEC 34.3 3.5 2.9 2.2 2.5 2.0 2.3 2.3 2.6 2.6

Total OECD less

the United States 64.0 3.9 3.7 2.5 2.8 2.4 2.5 2.6 2.9 3.0

Industrial Production :

Major seven countries - 4.1 1.7 1.9 2.9 1.7 1.7 2.5 2.9 3.2

Total OECD - 4.1 1.9 1.9 2.9 1.9 1.7 2.5 2.9 3.2

Share in

i total

! OECD
I 1987
I

% change from previous year

1989 1990 1991 1992 I

Austria 0.9 4.0 4.5 2.9 2.9

Belgium 1.1 4.0 3.5 2.3 2.6

Denmark 0.8 1.4 1.0 0.8 2.1

Finland 0.7 5.2 1.7 0 1.2

Greece 0.4 2.8 1.2 1.1 2.0

Iceland 0 -3.3 -0.1 3.4 4.0

Ireland 0.2 5.0 4.4 3.2 3.1

Luxembourg 0 6.1 2.6 2.8 3.1

Netherlands 1.7 4.1 3.0 2.0 2.3

Norway 0.7 5.0 3.0 3.2 2.7

Portugal 0.3 5.4 3.9 3.3 3.5

Spain 2.3 5.1 3.5 2.7 3.0

Sweden 1.3 2.1 0.9 -0.5 0.8

Switzerland 1.4 3.1 2.5 2.0 1.8

Turkey 0.5 1.7 7.6 3.5 5.5

Total of above

countries 12.4 3.8 3.0 1.9 2.4

Australia 1.6 4.9 2.2 2.3 2.3

New Zealand 0.3 0.8 0.7 1.5 2.3

Total of above

17 countries 14.2 3.8 2.8 2.0 2.4

1. Aggregates were computed on
expressed In 1987 US dollars.

2. Halt-yearly data must be mterpn

he basis

ted with c

it 1987 GNP/GDP weights

are.

rates. Nonetheless, in a number of countries, and in

particular the United States, the burden on monetary
policy (and the pressure on interest rates) could be
reduced by a more rapid and determined reduction

of budget deficits. Achieving visible progress here
has become more difficult: slower growth will be re¬
flected in lower tax revenue than would otherwise

have been the case, while expenditure will be raised

by higher interest rates and increased payments
associated with higher unemployment. But while
automatic stabilisers should be left to function, big¬
ger difficulties should not be translated into less am¬

bition over the improvement of structural budget
positions.

The example of countries which achieved good
balance between monetary and fiscal policy in the
1980s seems compelling. Among the largest, Japan,
western Germany and France, which have had the

biggest success in the medium-term management of
macro-economic policy, seem best placed to weather
a stormier economic climate. For Germany, this in¬
cludes the necessity of absorbing the major budget¬
ary 'shock' of unification: the public sector borrowing
requirement is estimated to have run at some 4% of

GNP in 1990 and is expected to increase to over 5%
in 1991, before declining over the medium term.

In the United States, the recent budget agreement
was reached against a background of a reversal of
previous progress in deficit reduction: the Federal

budget deficit for Fiscal Year 1990 (FY1990), which
ended on 30 September, was much larger than pro¬
jected earlier, and it was estimated that, in FY1991,

the deficit could exceed the Gramm-Rudman-Hollings
(GRH) targets by at least $100 billion, and perhaps
significantly more. The new agreement will substan

tially strengthen control over public expenditure, and

it is also noteworthy in that the Social Security
surplus is now excluded in the calculation of the GRH

targets. Nonetheless, the Federal government deficit
is likely to remain large for several years. The OECD
estimates that in FY1991 it is likely to run at close to
$250 billion on the new GRH definition (equivalent to
around $175 billion on the old basis), and that it
could well widen in FY1992.

The importance of firm fiscal action is underlined

by the possibility that tensions may arise in the im¬
plementation of monetary policy across the three
largest countries. In Japan and western Germany,
where activity is strong, a tightening of monetary pol¬
icy to choke off the extra inflationary impulse arising
from higher oil prices poses relatively few problems
for the authorities. In addition, the oil-price impact in
these countries will be muted by the appreciation in

recent months of their exchange rates vis-à-vis the
dollar. In the United States, on the other hand, a

higher initial rate of inflation will be boosted by the
oil-price rise; by the relatively higher exposure of the
US economy to such a shock; and by the deprecia¬
tion of the dollar. Among the three major countries,
therefore, the United States is likely most to have to
set policy firmly against the boost to inflation - and
this situation would be aggravated if the dollar con¬
tinued to weaken. But activity is weak in the United
States and there are also concerns about financial-

market fragility. The experience of the 1980s
nevertheless suggests that, if stagflation does

emerge as a problem, taking vigorous action against

inflation would be the surest way to restore a healthy
economic climate and conditions for a revival of

growth.

Financial-market

Fragility

Fragility in certain sectors of financial markets has

raised the question of how best to maintain the integ¬
rity and safety of the financial system while allowing
competition and efficiency to develop fully. Pruden¬
tial problems have emerged in the process of liberali¬
sation of financial markets because of increased in¬

centives to take risks, reinforced to some extent by
the specific way in which deposit insurance and in¬
vestor guarantees have operated. These problems

have arisen mostly because regulatory changes have
not kept pace with liberalisation, or because incom¬

plete deregulation in some areas has not in fact

established a 'level playing field' for different
categories of financial institutions.

Minimising the risks of financial fragility over the
medium term, while sustaining liberalised financial
markets, calls for action along the following lines:
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clear indications that monetary conditions would
be eased and lender-of-last-resort facilities used

only in the face of a systemic threat
more conditionality in deposit insurance and in¬

vestor guarantees

clearer accounting standards together with imple¬
mentation of uniform, well-designed capital-adequacy
guidelines

unified supervisory bodies - as well as improved
international co-operation and harmonisation - in
order to avoid relatively risky financial activities being
moved to the point of least supervision.

Pressing Priorities
of Structural Reform

Recent events have underlined the importance

that economies should be flexible in order to adjust
rapidly to disturbances in product, labour and finan¬

cial markets. It is therefore all the more important to
maintain the momentum of structural reform.

This applies particularly to issues of trade policy,
both in and beyond the Uruguay Round. Trade policy
impinges on virtually every area of structural reform,
since freer trade stimulates competition and pro¬

motes the efficient functioning of all elements of the
economic system: hence the importance of clear
progress on the large number of issues covered in

the Round. Looking ahead, trade policies must be
kept as one of the priorities on the structural reform

agenda beyond the conclusion of the negotiations.
And further progress should not be confined to the

unfinished business of the Round. There is an urgent
need to consider how issues addressed in bilateral

negotiations and understandings, such as those in
the Structural Impediments Initiative talks between

the United States and Japan, can be brought into a
multilateral context.

The major problems experienced in the Uruguay
Round have underlined the difficulties that arise in

reaching international agreement on a wide-ranging
package of trade liberalisation measures. These dif¬
ficulties arise not only from vested interests but also
from public perceptions that freer trade will not, in all

cases, allow domestic and foreign suppliers access
to markets on an equal footing. Nevertheless, the
broad direction in which OECD trade policies should
be moving is clear. Within national economies, and

in wider trading areas such as the European Commu¬

nity, it is accepted that market outcomes should be
determined by competitive processes, and that free

competition among enterprises should be the rule. In
most OECD countries, however, there are wide areas

of the economy in which competition from foreign
enterprises has been blunted or shut out through the
use of instruments such as import quotas, so-called

Table 2

PRIVATE CONSUMPTION DEFLATORS IN THE OECD AREA1

percentage changes; seasonally adjusted at annual rates

| 1989 1990 1991 1992
1990

II

1991

I II

1

I

992

II

United States 4.5 5.4 6.8 5.4 6.6 7.4 5.7 5.4 5.1

Japan 1.7 2.4 2.4 2.0 2.7 2.4 2.1 2.0 1.9

Germany 3.2 2.6 3.9 3.7 3.8 4.0 3.9 3.7 3.5

France 3.3 3.4 3.8 3.2 5.0 3.5 3.4 3.2 3.1

Italy 6.0 6.3 6.8 5.8 6.2 7.3 6.3 5.8 5.3

United Kingdom 5.9 4,6 6.3 5.3 4.6 7.2 6.1 5.2 4.8

Canada 4.7 4.1 6.0 4.1 4.5 7.4 4.7 4.0 3.7

Total of above countries 3.8 4.2 5.2 4.3 5.1 5.6 4.5 4.2 4.0

Other OECD countries2 7.8 8.0 8.1 6.8 8.2 8.3 7.6 6.7 6.0

Total OECD 4.4 4.8 5.6 4.6 5.5 6.0 5.0 4.6 4.3

Four major European countries 4.4 4.0 5.0 4.3 4.8 5.2 4.7 4.3 4.1

OECD Europe 5.5 5.3 6.0 5.2 6.0 6.3 5.7 5.1 4.7

EEC 4.5 4.3 5.1 4.5 5.0 5.4 4.9 4.4 4.2

Total OECD fess the United States 4.3 4.4 5.0 4.2 4.9 5.2 4.6 4.1 3.8

voluntary export restraint agreements, safeguard
measures, variable import levies, and anti-dumping

actions. A systematic review of such instruments is
called for, to ensure that internal and external poli¬
cies are directed towards the same ends.

Progress on trade policy also has to be flanked by
advances in, and inceased co-ordination with, com¬

petition and mergers policy. With firms competing
more intensively across national boundaries, the na¬
ture and extent of differences in competition policy
across countries has become contentious, as is

shown by the discussion of mergers policy within the
European Community. Competition policy has to en¬
sure that markets can be contested and that abuse

of dominant market positions is prevented.

It is just as important to maintain the momentum
of structural reform in labour markets as in product

markets in order to ensure satisfactory growth of em¬
ployment and a reduction in rates of unemployment.
The OECD unemployment rate is now rising again

after falling for six consecutive years; in many coun¬
tries unemployment rates are currently above those

at the cyclical peak of 1978-79. With little scope for
lowering unemployment through expansionary de¬
mand policies, the main action must be through
structural reform. OECD countries have begun to

draw on the lessons of the past two decades by re¬

orienting labour market policies away from 'passive'
income maintenance to 'active' measures, so as to

help the jobless find work. This must be reinforced
by education and training systems which both pro¬
vide a high-quality start for entrants into the labour
force and facilitate rapid adaptation by the work
force to structural change.

1989 1990 1991 1992

Austria 2.7 3.3 4.3 3.7

Belgium 3.4 3.5 4.1 3.6

Denmark 5.0. 2.8 4.0 3.2

Finland 4.8 6.2 6.0 4.7

Greece 15.6 20.3 18.8 14.6

Iceland 21.1 12.8 7.1 9.8

Ireland 3.9 3.1 3.4 3.3

Luxembourg 3.4 3.7 4.2 3.8

Netherlands 1.5 2.4 2.9 2.6

Norway 4.4 4.1 5.2 5.5

Portugal 12.7 13.3 12.0 10.5

Spain 6.7 6.8 6.7 5.9

Sweden 6.5 10.2 10.0 5.0

Switzerland 3.6 5.5 4.5 3.5

Turkey 71.9 60.1 61.7 55.1

Total of above countries 7.9 8.3 8.4 6.9

Australia 6.7 6.1 6.5 5.9

New Zealand 5.7 5.2 4.0 3.0

Total of above

1 7 countries 7.8 8.0 8.1 6.8

t. Aggregates were computed on the basis of 1987 GNP/GDP
expressed in 1987 US dollars.
2. Half-yearly data must be interpreted with care.

weights

Environment

and Economic Policy

Because of the increasing awareness of the extent
of environmental problems and the global scale of
some of them, there is now increased recognition
that environmental objectives have to be achieved in

least-cost ways, in particular by applying economic
criteria to environmental problems. The acceptance
that economic instruments will often lead to more
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Table 3

UNEMPLOYMENT IN THE OECD AREA

national definitions

1989 1990 1991 1992
1990

II

199

II

1992

I II

Unemployment rates ( %f

United States 5.3 5.5 6.4 6.7 5.7 6.3 6.5 6.6 6.7 I

Japan 2.3 2.1 2.3 2.3 2.1 2.2 2.3 2.3 2.3

Germany 5.6 5.0 5.0 5.1 4.7 5.0 5.0 5.1 5.2

France 9.4 8.9 9.0 9.1 8,8 9.0 9.1 9.1 9.1

Italy 12.1 11.1 11.3 11.5 11.1 11.2 11.4 11.5 11.5

United Kingdom 6.2 5,8 6.2 6.6 5.9 6.1 6.3 6.5 6.7

Canada 7.5 8.1 9.4 9.4 8.8 9.3 9.5 9.5 9.3 !

Total of above countries 5.7 5.6 6.1 6.3 5.7 6.0 6.2 6.3 6.3

Other OECD countries 8.8 8.7 9.1 9.1 8.8 9.0 9.1 9.1 9.0

Total OECD 6.4 6.2 6.7 6.9 6.3 6.7 6.8 6.9 6.9

Four major European countries 8.1 7.4 7.6 7.8 7.4 7.6 7.7 7.8 7.8

OECD Europe 8.5 8.0 8.3 8.4 8.0 8.2 8.3 8.4 8.4

EEC 9.0 8.4 8.5 8.7 8.3 8.5 8.6 8.6 8.7

7.0Total OECD less the United States 6.9 6.6 6.9 7.0 6.6 6.8 6.9 7.0

Unemployment (millions)

North America 7.5 8.0 9.4 9.9 8.3 9.3 9.6 9.8 9.9

OECD Europe 15.2 14.5 15.0 15.4 14.5 14.9 15.2 15.3 15.4

Total OECD 24.8 24.5 26.7 27.6 24.9 26.4 27.1 27.5 27.7

% 1989 1990 1991 1992 ;

Austria 3.2 3.3 3.3 3.3

Belgium 9.3 8.7 8.8 8.9

Denmark 9.3 9.6 10.2 9.9

Finland 3.5 3.4 4.7 5.2

Greece 7.9 8.3 8.9 9.4

Iceland 1.7 2.3 1.5 1.2

Ireland 15.6 14.0 13.9 13.7

Luxembourg 1.4 1.3 1.4 1.5

Netherlands 7.4 6.4 6.2 6.2

Norway 5.1 5.3 5.1 4.9

Portugal 5.1 5.1 5.4 5.2

Spain 17.1 16.2 16.0 15.8

Sweden 1.4 1.6 2.8 3.1

Switzerland 0.6 0.6 0.7 0.7

Turkey 10.2 10.2 10.9 10.9

Total of above countries 9.2 8.9 9.2 9.3

Australia 6.1 6.8 7.7 7.7

New Zealand 6.8 7.6 7.6 7,4

Total of above

17 countries 8.8 8.7 9.1 9.1

1. As percentage of labour force.

efficient outcomes than the regulatory approaches
typically adopted hitherto has to be translated into
wider application. In this respect, a fuller assessment
of the economic costs of regulation, often neglected
in the pursuit of tighter environmental standards, is
important. Economic instruments, which take advan

tage of market mechanisms rather than disregarding
them, can be particularly effective in dealing with the

externalities that lie at the heart of many environmen¬
tal problems, because they provide the incentives to

households and firms that help to ensure a more ef¬
ficient allocation of resources.

The necessity of integrating environmental with
economic policy is not limited to areas of market fail¬
ure related to private-sector activity. Often well-iden¬
tified environmental problems are aggravated by

government intervention in the pursuit of sectoral
policies: classic examples are to be found in agri¬
culture, energy and transport, where government in¬
volvement has usually been rather extensive. Assist¬
ance to agriculture not only has a high macro-
economic cost, but may also conflict with environ¬
mental objectives by, for example, encouraging the
use of fertilisers and pesticides which raise the inten¬
sity of production but cause environmental damage.
Hence the economic arguments for eliminating such
assistance are reinforced by environmental consider¬
ations. Similarly, in energy and transport, govern¬

ment policies have often encouraged choices by the
private sector that are damaging to the environment.

Recent events in the Gulf serve to make more evi¬

dent the link between environmental, energy and
macro-economic policies. In particular, they under¬
line the point that levies adopted to encourage

further energy efficiency for environmental reasons

would also decrease energy dependence, reducing
the potential macro-economic consequences of dis¬

turbances to energy supplies.

Central and Eastern

Europe

Recent developments in the world economy have
in general served to put even more pressure on the
economies of central and eastern Europe as they
attempt the transformation to market economies.

The slowdown in the world economy, the rise in inter¬

est rates and, in particular, higher oil prices make for
a more difficult economic environment in which to

pursue the sort of restructuring on which these coun¬
tries are now embarked.

In several of the central and eastern European
economies, a reform process has started. Steps
have been taken to reduce macro-economic imba¬

lances. Budget deficits have been cut and monetary

control is being restored. Incentives to increased
efficiency have been improved through more realistic
prices - including interest rates and exchange rates.
And competition has been enhanced through liberali¬

sation of imports. Nonetheless, it is clear that effect¬
ive transformation is very much a medium-term pro¬

cess: output declined in all these countries in 1990
and, Is likely, at best, to stabilise in 1991, while infla¬
tion remains a widespread problem. In the Soviet
Union, specific reform measures have not yet been

agreed, let alone implemented. At the same time,
Soviet output is falling, inflation is accelerating and,
despite substantial terms-of-trade gains from the oil-
price increase, the trade balance could deteriorate.

Alongside the process of evolution towards a mar¬
ket economy, central and eastern European coun¬
tries also have to deal with immense environmental

problems - and in doing so, to find ways in which
economic factors can be fully brought to bear. As
moves are made to a market-oriented system, the
opportunity should be taken to use economic instru¬
ments wherever relevant to deal with environmental

problems. In respect of cleaning up past environ¬
mental damage, the efforts of OECD countries to aid
these economies should include help and advice on

establishing environmental programmes.

A major positive contribution which OECD coun¬
tries can make to the process of economic reform is
to establish more open markets. Restricting market
access to exports from central and eastern European
countries would serve to blunt the effects of neces¬

sary structural reforms in these countries, and could
even threaten the reform process itself. Here, as
elsewhere, more liberal trade policies would contrib¬
ute to a more stable as well as a more prosperous
world.

30 November 1990


