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Agricultural producers in many OECD countries have been wrapped in a protective
cocoon of high, even rising, prices with little or no exposure to underlying market
signals.
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Gérard Viatte and Carmel Cahill

In spite of commitments
to reform expressed in both
the OECD and in the GATT,

and in the face of urgent
structural reform in many

economic sectors,

agricultural policy in most
countries has remained

remarkably resistant
to the pressure for change. 1
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AGRICULTURE

The agricultural policies implemented
in the member countries of the

OECD involve very high costs, gen¬
erating total transfers from consumers
and taxpayers of around US$300 billion,
according to the most recent estimate for
1990.

These transfers arise in a number of

ways but principally because artificially
high prices are set behind import barriers
which prevent consumers obtaining lower-
priced agricultural commodities. Tax¬
payers also contribute by financing the
export subsidies necessary to dispose of

the excess production generated by high
support prices. And they pay for a plethora

of other aids as well, varying from defi¬
ciency payments to the provision of soft
credit to farmers or the financing of re¬
search and extension activities.

The overall result is that agricultural pro¬
ducers in many OECD countries have been

wrapped in a protective cocoon of high,
even rising, prices with little or no expo¬
sure to underlying market signals. This
has had a detrimental effect on a number

of other countries which are efficient low-

cost producers of agricultural com¬
modities but which are either unwilling or
unable to subsidise their agricultural pro¬
ducers. The agricultural sectors in these

countries suffer the vagaries and volatility
of world markets in which prices are often

extremely low, and fluctuate widely, fre¬
quently as a result of the subsidising

activity of the countries where assistance
is high.

In Paris in 1987, prompted by concerns
about trade tensions and the economic

cost of agricultural assistance and protect¬
ion, OECD Ministers undertook to imple¬
ment a reform of agricultural policy. The
result was to be lower assistance, a bigger
role for market signals in guiding product¬
ion and consumption, and a more liberal
trading environment for agriculture. The
balance sheet for those objectives estab¬
lished in Agricultural Policies, Markets and
Trade: Monitoring and Outlook 1991 is not

encouraging.

1 . Agricultural Policies, Markets and Trade: Moni¬

toring and Outlook 1991, OECD Publications, Paris,
1991.

Gérard Viatte is Director of the OECD Food, Agri¬
culture and Fisheries Directorate, where, until recently,
Carmel Cahill was an economist in the Policies Division.

Table

PRODUCER SUBSIDY EQUIVALENTS

all products by country

Units 1979-86

(average)'

1987 1988 1989

(estimate)

1990

(provisional)

AUSTRALIA

Net total PSE A$bn 1.20 1.58 1.58 1.58 1.66

Net total PSE US$bn 1.07 1.10 1.23 1.25 1.30

Net percentage PSE % 12 11 9 10 11

AUSTRIA

Net total PSE Schbn 17.71 27.75 26.72 22.63 26.92

Net total PSE US$bn 1.07 2.19 2.16 1.71 2.37

Net percentage PSE % 32 48 47 39 46

CANADA

Net total PSE C$bn 5.35 8.84 7.54 6.58 7.54

Net total PSE US$bn 4.19 6.66 6.12 5.56 6.46

Net percentage PSE % 32 49 42 37 41

EUROPEAN COMMUNITY2

Net total PSE ECUbn 39.58 63.22 59.64 55.85 64.29

Net total PSE US$bn 39.87 72.95 70.48 61.49 81.62

Net percentage PSE % 37 49 46 41 48

FINLAND

Net total PSE Mkbn 11.28 16.57 17.01 18.25 20.33

Net total PSE US$bn 2.25 3.77 4.06 4.26 5.32

Net percentage PSE % 58 72 73 70 72

JAPAN

Net total PSE Ytr 4.74 5.08 4.68 4.65 4.47

Net total PSE US$bn 21.56 35.15 36.52 33.67 30.86

Net percentage PSE % 66 76 74 71 68

NEW ZEALAND

Net total PSE NZ$bn 1.02 0.65 0.39 0.33 0.29

Net total PSE US$bn 0.74 0.34 0.24 0.21 0.17

Net percentage PSE % 25 14 7 5 5

NORWAY

Net total PSE NKrbn 11.48 17.04 17.36 17.62 19.57

Net total PSE US$bn 1.71 2.53 2.66 2.55 3.13

Net percentage PSE % 72 76 76 75 77

SWEDEN

Net total PSE SKrbn 10.61 15.76 15.39 16.79 19.32

Net total PSE US$bn 1.64 2.53 2.45 2.72 3.38

Net percentage PSE % 44 57 52 52 59

SWITZERLAND

Net total PSE SFbn 5.22 6.66 6.97 6.83 6.95

Net total PSE US$bn 2.62 4.47 4.76 4.18 5.00

Net percentage PSE % 68 80 78 73 78

UNITED STATES

Net total PSE US$bn 30.66 45.07 37.21 33.42 35.93

Net percentage PSE % 28 41 34 29 30

OECD

Net total PSE US$bn 07.38 176.78 167.91 151.01 175.54

Net percentage PSE % 37 50 46 41 44

1 . The average percentage PSEs for 1 979-86 have been weighted by the value of production for each commodity.
2. EC: EC-10 1979-85, EC-12 1986-90.

Source: OECD

Assistance, as measured by the Pro¬
ducer Subsidy Equivalents (PSEs), rose
sharply in 1990 and is now close to the
historic peak reached in 1987 (Table). This
increase followed two years of decline in
1 988 and 1 989, because of drought which

pushed up world prices and cut supplies
in some parts of the world, or because of

supply control measures which had the
same effect. These events provided a

temporary alleviation; policy-makers were
lulled into a false sense of security by this
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In absolute terms

milk production
receives

the highest
degree

of support...

sudden tightening in the balance between
supply and demand and the resulting rise
in prices. But the breathing space was
short-lived, and in 1990 the situation was

completely reversed, with the re-emergence
of structural surpluses aggravated by
sharp falls in demand caused by a suc¬
cession of factors (including economic re¬
form, leading to the removal of food sub¬
sidies in central and eastern Europe, and

the Gulf crisis). The resulting declines in

world prices were in turn compounded by
the weakness of the US dollar, so that the

gap between internal and external prices
widened considerably.

If reform efforts to date had been more

successful, they would not have left intact
the border mechanisms which prevent the

transmission of market signals from world
to domestic markets, and assistance in
1990 could not have risen as it did.

Moreover, projections for 1991 suggest
that unless policies are changed in the di¬
rection of reform, assistance as measured

by the PSE will rise once more.

Little

Improvement

With overall assistance still equal to his¬

toric peaks four years into the reform pro¬
cess, is it possible to point to any benefi¬
cial developments? New Zealand is one
country which has implemented a com¬
prehensive reform, resulting in an agri¬
cultural sector whose economic fortunes

are derived almost entirely from the inter¬
national market-place and where assist¬
ance is extremely low. Australia also has
made a substantial effort, dismantling or

adjusting some support mechanisms, and
here too, assistance to agriculture is low.
Measured by the PSE, and expressed in
terms of a percentage of the value of out¬
put, assistance in 1 990 was 5 and 1 1 % in
New Zealand and Australia respectively;
these are the two countries with the low¬

est degrees of support amongst all the
OECD member countries. Of course, farm

incomes in these countries have come

under severe pressure in recent months
as world prices have plummeted for a
number of important commodities, while
farmers in many other countries are
cushioned from the price movements by

import barriers and export subsidies.

The only other country whose PSE, as
estimated for 1990, is significantly below
the OECD average of 44% is the United
States, with 30%. Towards the end of

1990, the United States enacted a com¬

prehensive new farm bill which has set the

main lines of agricultural policy for the
next five years. The 'flexibility' provision
contained in the new legislation allows
farmers much wider choice in their deci¬

sions on crop planting, while also reduc¬
ing deficiency payment eligibility by 15%,
and it involves a significant step in the
direction of more exposure to market sig-

WHICH COMMODITIES

RECEIVE

THE MOST SUPPORT?

In terms of the percentage PSE, rice is the
most highly assisted commodity in OECD
countries. This figure reflects mainly the
situation in Japan where rice is both a very
important commodity and is highly assisted
and protected. In absolute value the milk
PSE ($58 billion in 1990) overshadows all
others, reflecting the size of the dairy sector
in most OECD countries and the very high
degree of assistance. In percentage terms,
the milk PSEs of most countries are in

excess of 60% (the OECD average in 1990
was 68%), and in general the highest PSEs
occur in countries which control supply.
Mutton and lamb and sugar follow in the
ranking of the most highly assisted commo¬
dities in percentage terms; beef and veal
follow milk in absolute terms. Other commo¬

dities which contribute significantly to the
overall average PSEs - in both percentage
and absolute terms - are wheat and coarse

grains. Throughout the OECD the lowest
degrees of assistance are found for
pigmeat, poultry and eggs.

nais. But this change is limited to some
crops, and other provisions of the new US
legislation seem unlikely to reduce assist¬
ance or improve exposure to market sig¬
nals, while the increased complexity in US
policy generally has led to a loss of trans¬
parency.

All the other OECD countries have PSEs

around or far in excess of the OECD aver¬

age of 44%. Those coming close to it in¬
clude Austria, Canada and the EC, while

another group, not least Finland, Japan,
Norway and Switzerland,have PSEs which
fall between one-and-a-half times and

twice the OECD average. But even among
the countries with higher-than-average
PSEs, there are some encouraging signs
for the future. Sweden has announced a

sweeping reform programme, to be im¬
plemented in 1991, which envisages the
abolition of export subsidies, of adminis¬

tered pricing and of domestic market reg¬

ulation. Japan is replacing import quotas
with tariffs in a number of sectors, the

most important of which is beef; these
tariffs, although initially high, are scheduled
to be reduced gradually. Notwithstanding
the maintenance of high protective bar¬
riers in other sectors, this move by Japan

is important because it indicates a willing¬
ness to replace a highly insulating policy-
instrument - a quota - by a tariff which
creates the potential for increasing expo¬
sure to market signals.

An Assessment

of Policy
But on the whole there is a hard core of

resistance to radical change, and there
are very few other examples of the kind of
change in policy mechanisms which would

Tie OECD OBSERVER 171 August/September 1991
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be required to achieve real reform. In

evaluating changes and developments in
the light of the principles and guidelines
laid down by Ministers in 1987, the 1991

Monitoring Report comes to a series of
conclusions.

First, progress in the direction of in¬

creased market orientation was again very
limited in 1990: support prices were frozen

or increased in most countries, although
the OECD average of prices paid to pro¬
ducers fell marginally.

Second, confirming the rather gloomy
assessment on market orientation, little

progress has been reported in the related

area of trade measures. Again, very few
countries have liberalised imports, and

some have tightened already existing re¬
strictions. In exports, falling world prices
and growth in supplies have led to in¬

creased assistance in many countries.

... while in percentage terms it is rice that has
most assistance in the OECD countries.

' Vî":

Third, supply controls continued in most
countries that offer high and growing as¬
sistance, in many cases leading to almost
total insulation of the sectors concerned

from market signals and to severe economic

distortions. Very few measures have been
taken in the current period of review to

redress these difficulties, despite the
agreement expressed in various ministerial

communiqués. Moreover, falls in demand
in 1990 (affecting mainly dairy products)
put in question the ability of rigid controls
on supply to improve market balances
beyond the immediate effect of limiting
production to specified volumes.

THE URUGUAY ROUND

The central feature of the agricultural ele¬
ment of the Uruguay Round of international
trade negotiations is the inclusion of
domestic policies. It has been recognised
that domestic price and income supports lie

at the root of trade tensions and problems.
Nonetheless, agriculture has proved to be
one of the more contentious issues. Failure

to agree on agriculture was one of the rea-
sons that the Mid-Term Review of the

Round held in Montreal in December 1988

was not concluded, although a framework
agreement was reached subsequently. Agri¬
culture again became a major stumbling
block at the Brussels meeting held in
December 1990 which was scheduled to

bring the Uruguay Round to a close. This
meeting also failed to arrive at a global
agreement. All parties have now agreed to
conduct negotiations to achieve specific
binding commitments on domestic support,
market access, and export competition, and
to reach an agreement on sanitary and phy-
tosanitary issues. Technical consultations
have begun again.

Fourth, no measures have been identi¬

fied which significantly improved demand
either inside or outside the OECD; indeed,

it is clear that persistent high domestic
prices in most countries have dampened it.

Fifth, some progress can be reported in
direct income payments.2 A few countries
have implemented new measures, or ad¬

justed existing ones, to weaken the link
between income support and production.
One disquieting feature is that they have
not generally been taken in a context of
reduced overall assistance. In some

instances they have actually increased

For pigmeat, poultry and eggs support
is relatively low.

assistance, although in the context of a
transition to a more market-oriented system.

Sixth, some progress has been made in
environmental policies, although here also
there is a risk that insufficient attention to

the design of policies may lead to instru¬
ments that are not economically efficient.

Last, interest is growing in rural devel¬
opment, particularly in the context of a

response to the consequences of agri¬
cultural policy reform, and may eventually
help to underpin that process.3

The Urgency
of Reform

There has been a tendency in the past
for farmers and even for agricultural policy¬
makers to look to demand to absorb excess

supply. But the solution is unlikely to be

found there. Medium-term projections
established by the OECD suggest that if
current policies persist, growth in
production will outstrip growth in demand
up to 1995, exacerbating the problem of
disposing of excess supply for virtually all

2. See Wilfred Legg, 'Direct Income Support', The
OECD Observer, No. 168, February/March 1991.

3. See Christian Huillet and Pieter van Dijk, 'New
Policies for the Countryside', The OECD Observer,
No. 150, February/March 1988, and Christian Huillet
and Pieter van Dijk, 'Partnerships for Rural Devel¬
opment', The OECD Observer, No. 162, February/
March 1990.
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Current policies do not
seem to have been very

successful in maintaining
either the rural population

or the environment.

WHAT OF THE CONSUMER?

Although policy-makers often focus on the
budget, the lion's share of the transfers to
producers generated by agricultural policy
is paid, through higher prices, by consu¬
mers. These transfers have been measured

using the Consumer Subsidy Equivalent
(CSE) which is defined as the implicit tax
imposed on consumers (through artificially
high prices) net of other transfers (such as
subsidies). These transfers rose sharply in
the OECD area in 1990 to over $133 billion

(36%), a figure which, like the PSE, is close
to the historic peak reached in 1987. As
transfers to producers from consumers are
exacted through higher prices, they have a
dampening effect on demand which in turn
exacerbates the problem of disposing of the
excess supply.

major temperate commodities. These dif¬
ficulties will be particularly marked in
coarse grains and beef but will also be
substantial for wheat and dairy products.

The best avenue to increased demand

would be, quite simply, a policy reform
that increased the role of market signals in
determining consumption. Particularly for
livestock products, the lower prices likely
to result could generate significantly im¬
proved demand. But to date little progress
has been made in this direction.

Budget pressures are already severe in
some countries and will not allow ever-

increasing production to be disposed of
on world markets at bargain prices. The
solution lies in a fundamental reform of

agricultural policies in the direction indi¬
cated by OECD Ministers in 1987. A suc¬
cessful outcome to the Uruguay Round of
international trade negotiations, which in
agriculture encompasses domestic as
well as trade policy, is essential.

But reform does not imply the abandon¬
ment of agricultural policy objectives in
farm incomes, the maintenance of the

rural population or the environment. In any
event, current policies would not seem to

have been very successful in meeting
these objectives: large numbers of pro¬
ducers have continued to leave agri¬
culture and are not replaced, and the re¬
gressive nature of output-based policies
has meant that the largest producers have
been the largest beneficiaries. Agricultural
policy objectives should rather be met
through policy instruments that are less
costly and less distorting.

The OECD has already begun to study
these questions, concentrating on the
issue of direct income payments as an
alternative to output- or input-related pol¬
icies, and is currently extending this work

to examine questions involving the envi¬
ronment and the provision of leisure and
amenity services by the farming sector.

The maintenance of highly subsidised
and protected sectors lowers the overall
efficiency of an economy. Structural reform
is imperative as a means whereby the
OECD and other economies can become

stronger and more efficient - and thus
emerge more quickly from the present
downturn. And in agriculture that process
has barely begun.
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Biotechnology
in the Developing World

Lessons from Maize
Carliene Brenner

The early promise of plant biotechnology has not yet materialised.
And evidence from the developing world suggests that the barriers are economic

and institutional as well as technical. 1

In spite of the very large sums invested
in biotechnology research, extra¬
vagant claims of impending innova¬

tions and, indeed, the optimism of earlier
expectations, few products resulting from
new biotechnologies - other than in
human and animal health care - have yet
reached the market. The first major wave
of products based on plant biotechnology
is now expected to occur between 1995
and the turn of the century. These include
plant diagnostics, microbial insecticides,
tissue culture and micropropagation tech¬
niques, genetic mapping techniques, and
transgenic plants resistant to specific
herbicides, viruses and insects.

Most biotechnology R&D is concen¬
trated in the OECD countries. Yet it is in

the developing world, where growing
populations require an increase in both
the volume and quality of agricultural
production, that the pressure for tech¬

nological innovation is most keenly felt.
But can these countries take advantage
of the new techniques in their crop

production systems? Can they develop
and disseminate biotechnologies of their
own? And could this process be facilitated

by the international transfer of techno¬
logy?

Maize is one of the world's major cereal
crops, accounting for around a quarter of
total cereals production. It is also an
essential food and/or feed crop in

Carliene Brenner is a member of the research staff in

the OECD Development Centre.

many developing countries. In the 1930s,
research resulted in a major technological
innovation - the first appearance of hybrid
varieties.2 Since then maize has been the

object of continuous research efforts and
will probably be one of the first cereal
grains to incorporate new biotechnologies
(for example, with resistance to particular
pests or herbicides). Demand for maize,
moreover, particularly for livestock feed,

1. Biotechnology and Developing Country Agri¬
culture: The Case of Maize, Development Centre/
OECD Publications, Paris, 1991.

2. Hybrids, unlike open-pollinated varieties, do not
transmit improved genetic or other properties to progeny
and therefore provide patent-like protection. Hybrid
seed replanted a second year will give much reduced
yields and so producers are induced to purchase new
seed for each successive planting.
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has been expanding in developing coun¬
tries, often outstripping domestic supply,
and is forecast to continue expanding in
the medium term.

So biotechnological advance in maize
could have far-reaching implications in the
lives of many millions of people. But an
examination of four developing countries -
Brazil, Indonesia, Mexico and Thailand -

reveals that the prospects for stepping up
the supply of maize through the introduc¬
tion of new maize biotechnologies are far
from certain.

In these four countries, maize is the

most important cereal crop, or second
most important after rice, in terms of the
area planted and volume of production
(Table). Although production conditions
vary considerably from one region and
country to another, maize is generally
grown on small-holdings, with low volumes
of chemical inputs, on rainfed rather than
irrigated land. The share of hybrids is
increasing, yet unimproved local varieties
(seed saved by farmers from previous
plantings) still account for more than two-

thirds of the total area cultivated in

Indonesia and Mexico. These open-polli¬
nated varieties account for an overwhelm¬

ing share of cultivation in Thailand. Only in
Brazil do hybrids account for more than
half the total area planted.

Little new land is available for maize cul¬

tivation in these countries. So if they are to
meet fast-growing demand, even partially,
through increased domestic production,
they will have to produce new, genetically
improved varieties and high-quality seed.

Such progress requires, at the very least,

Table

COMPARATIVE DATA ON MAIZE

Brazil Indonesia Mexico Thailand

Developed
Market

Economies

Average annual production 1 986-88
million metric tons

24 6 12 4.1

Annual average production
growth rate (%) 2.9 5.5 3.4 5.4 2.3

Ranking in terms of area planted 1 2a 1 2a

Average annual yields
tons/hectare

1.8 2.0 1.7 2.4 6.2

Growth rate of maize

utilisation per capita (%) 1.5 3.7 1.1 9.3 1.2

Share of total maize

consumption (%) as:

food 14 92 80 12 40

feed 75 2 9 77 50

other 11 6 12 11 10

Type of seed planted
% of total maize area

unimproved local varieties 30 70 74 1 1

open-pollinated varieties 7 27 11 84 -

hybrids 63 3 15 15 99

Net imports per capita
kg/yr 8 1 36 -43 -25

a. After rice.

Source: 1989/90 CIMMYT World Maize Facfs and Trer ds, CIMMYT, Mexico City, 1990

a well co-ordinated system of basic and
applied research in plant breeding, the
efficient multiplication and production of

seeds, the adequate testing and certifica¬
tion of seed quality, and marketing.

Achievements

and Obstacles

In the developed maize-growing coun¬
tries like, for example, the United States,
genetic improvement, seed production
and distribution systems have been in

place for around a century. But in the
developing world they have a short track

record. Nevertheless, some impressive
gains have been achieved, particularly with
new open-pollinated varieties. Important
gains in yield have been attained, and
Thailand has been successful in producing

varieties resistant to downy mildew, a
disease responsible for heavy crop
losses.

Seed industries have reached varying
stages of development. In each country the
government intervenes to varying degrees

in seed production, testing and quality
control, and marketing. In Thailand and
Brazil, the public sector accounts for only
a small share of the production of maize
seed, in Mexico the major share, and in
Indonesia it still accounts for an over¬

whelming portion. The public sector is

also involved, directly or through exten¬
sion services, in the marketing of the seed
of open-pollinated varieties. Hybrid seed,
in contrast, is marketed essentially
through private firms, both domestic and
multinational corporations.

A constraint common to all countries is

that the financial and human resources

available for public R&D are extremely lim¬
ited. In some cases they are declining as a
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result of the general process of structural
adjustment in agriculture and of induce¬
ments to privatise.

In all four countries there are major
obstacles to the domestic development of
new maize biotechnologies. At present,
although each has national biotechnology
programmes in human or animal health
care and plant biotechnology, very little
public research effort is devoted specific¬
ally to maize, despite its importance as a
food and feed crop. Furthermore, the
problem of limited financial resources is

compounded by a scarcity of scientists in
the scientific disciplines of biotechnology
(biochemistry, microbiology, molecular
biology). Equally important, but often

overlooked, plant biotechnologies will for
the most part continue to be embodied in

seeds and thus will complement but not

supersede conventional methods of plant
breeding and genetic manipulation. And
technological capability in these methods
still requires strengthening.

Technology
from Abroad?

Can the international transfer of techno¬

logy accelerate the introduction of new
biotechnologies? In the past, the Inter¬
national Agricultural Research Centres3 -
and for maize the International Centre for

Wheat and Maize Improvement (CIMMYT) -
have been a vital non-market source of

technical assistance and of improved
germplasm (seed used as breeding mat¬
erial) for national plant-breeding pro¬
grammes in developing countries. Bilateral
aid has also played an important role in
supporting national agricultural research
programmes and the building of local
technological capability.

But a rapid increase in commercial
sources of new technology in the form of
germplasm and seeds ('embodied tech¬
nology') and expertise ('disembodied
technology') is more problematic. Al¬
though commercial seed imports into the
developing world are increasing, the in¬
herent botanical properties of plants and
the necessity of a period of adaptation to
specific locations, climatic conditions and

production systems tend to put a natural
limit to the scope for international trade
in seed and to make local production the

t

!»

dominant source of supply for most coun¬
tries. Other constraints and incentives

arise from the increasing importance of
private firms in the development of the
new biotechnologies and the related issue
of the protection of intellectual property
rights (IPRs).

Public

v. Private?

In all four of the countries studied,

government intervention is in general
prominent throughout each aspect and
phase of the research, technology devel¬
opment and delivery system for maize.
And there are strong arguments in support
of public research and intervention in

developing-country agriculture. Public
research is important, for example, in the
classification and inventory of indigenous
genetic resources and in exploring long-
term research objectives that the private
sector might consider either unprofitable

or unpromising. It is also important that
public-sector institutions keep abreast, as
far as possible, with the latest advances in
biotechnology in fields of particular interest
to them. But even with more efficient allo¬

cation, it is clear that the limited public
resources available are inadequate for the
magnitude and complexity of the task at
hand.

Except in Brazil, where the national

(private-sector) firm Agroceres has
spearheaded the research effort, private-
sector research in agriculture is still limited
in both volume and scope. Nonetheless,
private-sector involvement is expanding in
seed production and marketing, despite
such disincentives as narrow profit mar¬
gins for seed sales, the limited size of the
actual or potential seed market in some

countries, cumbersome regulatory pro¬
cesses for research authorisation, import¬
ing germplasm, varietal certification, and

so on. Multinational corporations supply¬
ing seeds and/or agricultural inputs
(Pioneer, Cargill, and DeKalb, for example)
are present in all four countries, even
though their share of the total market in

maize seed may be relatively small.
An expanded role for the private sector

in basic, adaptive or applied research in
developing country agriculture, as well as
the prospects for importing new
biotechnologies (or elements thereof) are
increasingly linked to the issue of the pro¬
tection of intellectual property rights.4
These can be protected, in plants, through
patents or through a form of plant breeder's
rights which ensure royalty payments to
the 'innovator'.

This will inevitably imply more emphasis
on hybrids, as private firms can then re¬
cuperate a share of research costs and

make a profit, even in the absence of a
formal system of protection of IPRs. But
none of the four countries examined has

yet introduced a system of I PR protection
for seeds. Furthermore - unlike most

OECD countries - none has yet adopted
legislation on the broader issues of IPRs

3. A network of institutions, set up to support agri¬
cultural research in developing countries, funded by
bilateral and multilateral agencies, co-ordinated by the
Co-ordinating Group for International Agricultural
Research (CGIAR), which has its offices at the World
Bank, Washington DC

4. See Bernard J. Phillips, 'The Patent Paradox in
Competition Policy', The OECD Observer, No. 159,
August/September 1989.
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for plants, animals and micro-organisms,
which is an increasingly contentious issue
in debates on new biotechnology, although

all except Thailand recently made
changes in their patent laws. And without
IPR protection, foreign firms may be
reluctant to 'transfer' biotechnology to
developing countries.

What Hopes
from Biotechnology?

For developing countries, biotechno¬
logy offers the hope of enhancing both
quantity and quality in agricultural
production. It also offers the possibility of

reducing the present lengthy period of
several years required to develop a new
variety, as well as new techniques to
assist in analysing and monitoring indi¬
genous crop genetic resources and,
perhaps, identifying genes with special
properties.

The lessons from maize illustrate that,

in the short term at least, and with varia¬

tions according to economic development,
scientific and technological capability,

and technological achievement in agri¬
cultural production, many developing
countries will be unable to develop new

plant biotechnologies domestically to any
significant degree. Quite simply, they lack
national financial, scientific and techno¬

logical resources, public and private. This
could have serious consequences for food

self-sufficiency or competitiveness in
international markets.

What is less clear is the extent to which

new biotechnologies can be imported.
Laboratory techniques can be learnt and
replicated in different sites. But where
biotechnology is imported embodied in
seed, its performance may vary apprecia¬
bly from one environment to another. So
there are natural limits to technology
transfer in the form of seeds, at least with¬

out a period of adaptation to local condi¬
tions. In addition, access to new

biotechnologies will increasingly require
the protection of IPRs.

D

In many developing countries private-
sector activity in agricultural R&D is weak,

despite the general trends towards privati¬
sation and a diminished role for the public
sector, associated with the structural ad¬

justment process. If the private sector is to
play a larger role, it may be necessary to
provide incentives to firms (for example,
by adhering to a form of IPR protection),
or at least remove some of the present

disincentives, such as cumbersome regu¬
latory processes for importing germplasm
or for certification of a new variety.

It may also be necessary to explore in¬
novative forms of public/private sector

collaboration (for example, collaborative
research with small, foreign biotechnology
firms, NGOs, or members of the inter¬

national scientific community) in order to
increase the total volume of resources de¬

voted to biotechnology R&D. It is also

clear that public/private complemen¬
tarities could be better exploited than at
present and duplication of effort avoided.

Finally, financial aid and technical
assistance - through bilateral and multi¬
lateral institutions and, especially, through
the International Agricultural Research
Centres - have to date played a crucial
part in the development of national agri¬
cultural research systems and in the
development of seed industries in de¬
veloping countries. If developing countries -
particularly low-income countries where
total resources for R&D are small - are to

be able to keep their technology options
open in the future and, as and when appro¬
priate, take advantage of new plant bio¬
technologies, there will be a continuing,
long-term call for such assistance.
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Information Technology
and the future of the City

Rémy Prud'homme

New technologies are leaving their mark on every aspect of urban life - traffic, health care,
the location and nature of employment... How will these changes affect urban

development? How can they improve the way modern cities function? The OECD helped
organise a conference to address these questions at the Cité des Sciences et de l'Industrie

at La Villette, Paris.1

The city, the cradle of civilisation, has
always been the place where inform¬

ation is produced, stored, used,
traded and sold. A city is a commercial,
financial and cultural centre where news

on markets, financial data or ideas about

the world in general are produced and
transmitted.

Venice, perhaps the archetype of the
modern city, owed its prosperity to both
the quantity and the quality of the informa¬
tion circulating within its walls - the avail¬
ability of spices in Alexandria, the demand
for wine in England, the political situation
in Asia Minor. The heart of the city was not
the port, where goods changed hands - it
was the Rialto, where news was traded.

A city is first and foremost an exchange.
And exchanges have always been located
in urban centres, since by definition their
purpose is to gather together in the same
place men and women with something to
trade.

But is the supremacy of the city, or its
monopoly, now under threat? If so, it is

certainly not because information has be-

Rémy Prud'homme was formerly the Director of the
OECD Environment Directorate and is now Professor

of Economics at the University of Paris XII. He was
chairman of one of the workshops at the La Villette
conference on 'New Technologies and Economic
Development'.

c^me less important. Demand for infor¬

mation - or the amount of information pro¬
duced - has never been as big as it is
today. The share of services - that is, of
information - in both final household con¬

sumption and intermediate consumption
by firms is steadily increasing, at the ex¬
pense of goods. It has been calculated that
over 60% of the labour force of the de¬

veloped countries is engaged in jobs that
consist primarily of handling information.

Yet the supremacy of cities may be
jeopardised by new developments in the
field of information technology. Clearly, in¬
formation technology, like any other tech¬
nology, has always had to adapt itself to

innovation. The invention of the printing
press and the telephone, for example, led
to major changes in the way in which in¬
formation is conveyed. The difference
now is that the pace of change seems to
have increased dramatically over the last
ten years or so.

Computers a hundred times more power¬
ful than those available ten years ago can
now be bought for a hundredth of the cost -

1. 'Cities and New Technologies', international con¬
ference organised by URBA 2000, the Delegation In¬
terministérielle à la Ville et au Développement Social
Urbain, the Association des Maires de France and the

OECD at the Cité des Sciences et de l'Industrie at La

Villette.
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computers with more capacity than those
used by the Pentagon during the Vietnam
war can now be found on supermarket
shelves. Meanwhile, the transmission ca¬

pacity of telephone networks has similarly
increased by several orders of magnitude,
as a result of the development, for exam¬

ple, of satellite systems and fibre optic
cables.

It is basically the marriage of telephone
technology and computers ('enhanced
telephone systems' and 'supercomputers')
that has given rise to the 'new information
technologies'. Virtually unlimited amounts
of information can now be transmitted to

any destination at any time of the day, and
at little cost. These new technologies have
broken down the spatial and temporal

constraints on information. The question
that must now be asked is what that

means for the city.

Economic

Development

An attempt at an answer requires an
economic approach, to ask what impact
these new information technologies will
have on the economy. The answer to that
question is that they contribute to global
economic development in two specific
ways. First, they allow men and machines
to produce more and better goods and, by
eliminating waste, mistakes and repetitive
tasks, they boost productivity. This is al¬
ready the case in the automobile industry;
tomorrow it will be a reality in health care
and education.

Second, and more important, the new
information technologies make it possible,
or will make it possible, to reap the full bene

fit of two developments already in pro¬
gress: the globalisation and liberalisation
of world markets. National economies are

fast becoming part of a global economy:
trade is intensifying and most goods can
now be bought and sold virtually any¬
where in the world - with one or two

exceptions that the OECD is attempting
either to eliminate or to limit. At the same

time, and partly in conjunction with this
trend, economies are becoming increas¬

ingly open, as the scope of regulations,
licences, constraints and restrictions that

governments impose is gradually shrinking.
These two major trends have opened

up dizzying vistas for economic agents in
the options now open to them. But making
those choices entails 'transaction costs'.2

This is where the new information tech¬

nologies come into their own. They can
help to reduce such costs, thus allowing
economic agents to grasp the opportunities
now on offer. Efficiency is based on free¬
dom of choice. And exercising freedom of
choice requires the use of information
technology.

Yet the increased economic activity that
will be generated by the use of new inform¬
ation technologies will not be evenly dis¬
tributed. The increment will not be shared

out pro rata, following the existing status
of different sectors or different areas. At

least three mechanisms are involved, all of

which have implications for the location of
activity - that is, for the future of cities.
The new information technologies will give
rise to new products, new processes and
modes of production.

First, new products. The goods and ser¬
vices that will be produced and consumed
will bear little resemblance to the present

mix. Lower costs, improved quality and
the appearance of new products (which
cannot even be imagined at present) will
revolutionise the structure of goods - and,
above all, services - produced and, by the

same token, the spatial distribution of
production facilities.

Second, new processes of production.
The new information technologies will
have a similar impact on production pro¬
cesses. Their effects on the production of

goods are beginning to be seen: factory
automation, increased specialisation of

firms (resulting in the rapid development
of freight transport), the replacement of
raw materials and energy by information,
and so on. The impact on services is less
noticeable at present, and in particular on
the two most important: health care and
education. But there can be no doubt of

the impact that information technologies
will have on the geographical location of
both people and activities.

Finally, new modes of production. New
concepts, such as firm networks, or the
standardisation of trade in information (the

result of the development of electronic

data interchange) are starting to emerge
and to be used on a wider scale - again,
with spatial implications.

Opportunity or Threat
for Cities?

Are these changes an opportunity for
cities (and if so, for which ones?), or are

they, on the contrary, a threat to their con¬
tinued existence? Will these new techno-

2. Mark Hepworth, 'Information Services and Local
Economic Development', paper presented at the La
Villette conference.
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Fibre optic cables

have had a powerful

effect in increasing
the capacity

of information

technologies.

logies attract people to cities, or will they
drive them away? Do they both intrinsi¬
cally and automatically strengthen the pull
of cities, and in particular large cities, or
do they encourage activities to spread into
smaller urban centres, run-down suburbs

or rural areas? At present, no one can

confidently predict the outcome.
It can be argued that the increased

importance of information and easier

flows of information (the two major ad¬
vances offered by the new technologies)
will allow both firms and people to operate
from any location, and will thus lead to the
decentralisation of activities and a con¬

comitant decline in the importance of
cities or, at any rate, the major cities.

Teleworking - working from a computer
terminal in the home linked to a large
number of existing data banks, in a calm
and pleasant location, far from the noise-

ridden, polluted environment of the city -
will become easier and far more popular,

emptying the cities of a least some of
those involved in handling information.
Teleconferences and fax machines will do

away with meetings and the concentration
(on either a permanent or temporary basis)
of economic agents in the same, and ob¬
viously urban, location. In short, there will

no longer be any call for exchanges located
at the centre of the city, since their work
can now be carried out by a host com¬
puter located anywhere.

Conversely, it can be argued that the
growing volume of activities in creation,
design, training, organisation, manage¬
ment, co-ordination, information, and also

recreational, cultural, social and religious
activities, will generate an increasing de¬
mand for people to speak, meet and trade
with one another, a demand which can be

satisfied only by even larger cities. A busi¬
ness merger cannot be negotiated over a
computer link any more than psycho¬
analysts can conduct their consultations
over the telephone. In this light, cities
would seem to be more necessary than
ever, both as the location for productive
activities and as that for household con¬

sumption.

Developments over the last few years
would seem to confirm the second

approach - as does the somewhat older

example of the telephone. Far from reducing
interpersonal contacts, the telephone if
anything would seem to have increased

The OECD OBSERVER 171 August/September 1991

them. And teleworking, which the futuro-
logists of the 1970s predicted would
become a major growth area, has so far
remained marginal.

At the same time, a counter-trend has
been witnessed in which the relative

attractiveness of major cities, and city
centres, has grown, as shown by the in¬

crease in property prices. They reflect the
interest shown by firms and households in
locating in a given spot, and hence the

attractiveness of that location. They thus
have clearly always been higher in large
cities than in small towns, and higher in
the centre of these cities than in the

suburbs. But the difference between

property prices in large cities and those in
small or medium-sized cities, that is, the

attractiveness of large cities over small
cities, has not always been constant. This
difference, which shrank in the 1970s and

early '80s, has apparently grown steadily
wider since 1985, suggesting that major
cities, and particularly large conurbations
like London, New York, Tokyo or Paris,
are becoming increasingly sought after as
locations.

Will the new information technologies encourage more
activities to spill into the suburbs?
\--vsf A 1&r-: t+~t-J» '" ^n» . xi ". *',*"*.
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Two conclusions emerge from predict¬

ions of future trends, although they have
to be treated with caution. The first is that

there is undoubtedly a wide range of poss¬

ibilities. The new information technologies
do not militate openly for or against cities.
They simply erode geographical deter¬

minism. They are just as likely to encour¬
age as discourage the concentration or
dispersion! of people and activities. They

merely offer people a choice, regardless
of whether they live in a major conurbation
or a rural area.

The second is that these technologies

can be dangerous. A first reaction might
be to think that some cities, notably large
metropolitan cities, would be better placed

than others to seize this opportunity, given

their larger initial resources in terms of
skilled workers, financial assets and, last

but not least, information. But even though

the precise impact of the new technologies
cannot be determined, they would seem

to attract more people towards cities than
they encourage to leave. It is therefore
possible, and indeed probable, that they

will help to draw people into large cities.

Fears of rapidly decaying cities would
therefore seem to be unfounded. Yet any

relief this prompts may prove to be short¬
lived, since renewed urban growth is ac¬

companied by at least three serious
threats to society.

The Dangers
of Renewed Urban Growth

The first danger is political. Large
metropolitan cities are already the
wealthiest areas in any given country.
Renewed growth would merely exacerbate
existing differences between richer and

poorer areas of every OECD country, which

would be hard to justify in political terms.
Over the last fifty years, these differences,
which are often referred to as 'regional
disparities', have slowly but surely nar-
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rowed. One of the main mechanisms be¬

hind this erosion has been the tendency of
firms to locate in areas where salaries are

lowest, in areas which, by definition, are

the poorest. Firms will always want to lo¬
cate in areas where salaries are lowest,

but nowadays they are even keener to lo¬
cate where information is plentiful or, to

be precise, where there are people capa¬

ble of exploiting information, that is, in
large cities and the wealthiest regions.
Because of the growing importance of in¬
formation the mechanism which automat¬

ically reduced regional disparities has
been displaced by another mechanism

which automatically exacerbates them.
The second danger is physical. The major

cities are already beginning to choke to
death under the combined impact of con¬

gestion and pollution. Unchecked growth
would soon make them unmanageable, to

the benefit of nobody. Congestion and
pollution are classic externalities. By

locating in a city because that is where it
finds what it requires, a firm (or a house¬
hold) imposes costs on others which it

does not have to pay itself and which are
larger than the benefits it receives. The
costs are borne by society.

The final danger is a social one. The
exploitation of information and the new in¬
formation technologies calls for training,
effort and talent. It requires a certain
expertise that not everybody is able to
offer. The development of information
technology, particularly in urban areas,
when cities in the developed world must

contend with rising immigration from
poorer countries, may well widen the gaps

that already exist between different social
groups. 'Two-speed' cities may emerge.
The reason that the attack by two un¬
employed youths on a yuppy in Central
Park in New York caused such an outcry
is that it was more than a news item: it had

symbolic value.

What Recommendations

for Action?

This brief overview of the opportunities

which the new information technologies
offer cities, as well as the dangers they
represent, naturally prompts a number of
recommendations for economic policy. The
analysis suggests that economic policy

makers can influence developments,

maybe more in this area than in others,
and that is exactly what they are doing.
These recommendations are addressed

to central governments, regional au¬
thorities, and also, perhaps, to firms.

Clearly, central governments must help
the development of the new information

technologies; to a certain extent this
development will depend on their deci¬
sions and their investment. These tech¬

nologies are generally profitable, so in
most cases it is both unnecessary and un¬
desirable for them to be funded by the

public purse. But this is not always true
and, indeed, in some respects these tech¬

nologies are potentially monopolistic and
should therefore be regulated. The problem

is how to regulate the sector without
stifling it.

Above all, central governments must

stiffen their regional development policies.
If current developments exacerbate re¬

gional disparities as feared, they will have
to be countered by vigorous policies de¬
signed to support regions which are either
lagging behind or are under threat. These
policies will be harder and more expensive

to implement since, instead of supporting
a mechanism, they will now have to re¬
verse a trend - and it is always harder to
sail against the wind than with it. Yet such

policies are essential, it central govern¬
ment cannot maintain a certain balance

between the regions and between cities,
who can?

Local authorities - regional bodies,

cities, intermediary organisations - will
have a major role to play in introducing

and supervising the new information tech¬
nologies. The answer to whether the state,
local authorities or firms should take the

lead would seem to be the local authorities.

Almost all the initiatives described and

discussed at the OECD conference were

sponsored by local authorities. So what
are they doing? And what can they do?

First, they can encourage firms produc¬
ing or using new information technologies
to locate in their area. But there is a

paradox here. These technologies, which
allow their users freedom of location, are

starting to be adopted by firms which are
themselves firmly rooted in a given location
and which have a higher growth rate than

other firms, either because they produce
the technologies or because they use
them. This fact has not escaped the notice

of town planners who have accordingly
set up teleports or specialised zones.

Local authorities can then use the new

information technologies themselves to
manage municipal public services. They
are not doing this simply to set an example:

In spite of expectations to the contrary, teleconferences seem not to have done away with business meetings.
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'On-board' electronic systems allow drivers to be billed for the congestion they cause.

although the introduction of new informa¬

tion technologies may well encourage un¬
checked, and ultimately unmanageable,

urban growth, it simultaneously offers the
means to manage ever-larger cities. New
information technologies are both the
sickness and the cure.

There are many examples of this
phenomenon.3 Road pricing, which
makes motorists pay for the congestion

they cause - the economist's dream - has
now been made possible through the

development of on-board electronic sys¬
tems. Soon all drivers will be receiving
traffic bills alongside their telephone bills,
which will make sure that they do every¬
thing in their power to reduce the conges¬
tion for which they are responsible, and
which will thereby help to improve traffic
flows (providing that the price is high
enough) more than any regulations that
can be devised could ever do. Another ex¬

ample is in preventing damage to property
or personal injury. Videomonitoring and
the transmission of electrocardiogram
data, coupled with the provision of

3. Gabriel Dupuy, 'New Information Technologies and
Utility Management', paper presented at the La Villette
conference.

emergency response teams, offer possi¬
bilities that are only just beginning to be
exploited.

Cities must subsequently concentrate
their efforts on training. Poor or non-exist¬

ent training facilities are a major obstacle
to the development of new information

technologies, and are probably the principal

cause of the emergence of 'two-speed'
cities. To attract firms and ensure social

stability, it is better to have trained work¬
ers without a teleport than a teleport with¬
out trained workers. Local authorities, as

many delegates to the OECD conference
stressed, must also beware of trends in

fashion, which might prompt them to de¬
vote all their resources to the devel¬

opment of new technologies while aban¬
doning or neglecting more conventional
programmes or infrastructure. Social aid
and public transport - whose efficiency

can be improved by using these new tech¬
nologies - must continue to receive their
full attention and a large portion of their
budget allocations.

Firms, particularly large firms, will un¬
doubtedly be called upon to play the part
incumbent on them in developing the city.

Obviously, their main task is to lower

costs, within the confines of the law, and

to create jobs, and in this respect the im¬

perative of turning a profit will force them
to meet the challenge. But is this enough?

Can one now accept the classical, strict
division of labour between an economic

power which produces goods and services
and a political power which regulates that
production? The interests of the public
and private sectors coincide so closely in
new information technologies that the
question simply cannot be avoided. The

decisions taken by firms have such an
impact on the life of the city, and the deci¬
sions taken by politicians have such an
impact on the profits made by firms, that
to hold 'every man to his trade' would
probably be inappropriate both for firms

and for cities. Many industrialists would
be the first to admit the truth of this state¬

ment, and to want to play a bigger role in
the life of their city or their region. The
forms and rules for such participation
concern everyone.
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TELECOMMUNICATIONS

Trends in Trade
in Telecom

Amy Plantin and Dimitri Ypsilanti

The basic concept underlying the
market structure for telecommuni¬

cation services was, until recently,
that the plain old telephone service could

be considered a natural monopoly. This
assumption held that the provision of tele¬

phony would be most efficient if there was
a monopoly with exclusive rights to pro¬
vide all the services carried on the net¬

work. And the effects of this service

monopoly trickled down into the process
by which equipment was procured, pro¬
ducing in most instances a system of
duopolistic supply. The rationale used to
justify such a narrow procurement practice

commonly included:

establishing specifications and stand¬
ards for equipment to guarantee that the
network functions properly

reducing life-time costs of equipment
that requires a long-term software and
hardware support, restricting the ability to
change suppliers

ensuring that the supply flow was not
interrupted

concerns of national interest and indus¬

trial policy.
Telecommunications administrations in

a number of major equipment-producing
countries have undertaken an industrial

policy role in developing, protecting and
administering not only the service industry
but the equipment industry as well. Public
telecommunication operators (PTOs) tried
to obtain a minimum of price and product
competition in equipment by dividing pro¬
curement between two or more firms,

ignoring the fact that procurement on
such a basis seldom brings about the
competition that would arise from a truly
open market.

Many of the OECD countries that do not
produce telecommunications equipment,
or all ranges of equipment, often maintain
close ties with one or several producing
companies, frequently on the basis of
some offset arrangements. To a large
extent, the supply of public telecommuni¬
cations equipment has been on the basis
of special relationships between PTOs

and domestic vendors. In recent years the

New technological
developments can create

new markets and render old

markets uneconomic.

As telecommunications

services grow and develop,
the demand for equipment
to support them will have

an important impact
on the growth of domestic

equipment markets,
and on potential export
markets. Liberalisation

of telecommunication

services also stimulates

trade in equipment
by allowing more competition

within national markets. 1

Amy Plantin and Dimitri Ypsilanti work in the Informa¬
tion, Computer and Communications Policy Division
of the OECD Directorate for Science, Technology and
Industry.

relative importance of PTO procurement
in total equipment purchases has shrunk.
Part of this decline has occurred from the

introduction of competition in public tele¬
communication services, as in the United

States, United Kingdom and Japan. It can
also be ascribed in part to the opening of
the market for telecommunication terminal

equipment to competitive supply and to
the liberalisation of the rules specifying
what can be attached to the network,

especially equipment installed on custom¬

ers' premises. The emergence of new
equipment, or equipment for new services
in which, in some cases, PTOs have not

extended their monopolies, has also
helped open markets.

Inadequate statistical classifications
and data make it difficult to estimate the

size of the world market for such equip¬
ment. Present estimates range from $60
billion to $1 1 0 billion. The OECD countries

account for roughly 90% of all telecom¬
munications equipment produced in the
world. The production market can be

broken into three broad market segments:
central office switching, transmission
equipment and customer premise equip¬
ment (CPE). Unfortunately these categories
are not well defined in international trade

statistics. For trade analysis the United
Nations Standard Industrial Classification

(Revision 2) has been used (box).

Changes
in Specialisation

OECD exports of telecommunications
equipment in 1988 totalled almost $16.5
billion, an annual increase of 12.3% be¬

tween 1978 and 1988 (Table 1). The market
share of each of the equipment categories
over the past ten years is shown in the
Figure; it can be seen that line equipment
is becoming more and more important in
overall trade performance.

One indicator of trade performance is in

1 . Telecommunications Equipment: Changing Mar¬
kets and Trade Structures, OECD Publications,

Paris, forthcoming 1991.
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Figure

OECD EXPORTS

OF TELECOMMUNICATIONS EQUIPMENT

$ million

13,163.9

1984

8,365.3

1981

3.1%

23.0%

7,032.0

1978

5,137.9

I Line Equipment jgJM Receivers
Transmitters Parts

Source: OECD Trade Database (NEXT)

Table 1

TELECOMMUNICATIONS EQUIPMENT
million $

: EXPORTS AND IMPORTS

1980 1985 1988

Compound
Annual Growth Rate %

1980-88

Exports Imports Exports Imports Exports Imports Exports Imports

Australia 11.3 129.3 9.1 346.7 36.4 407.8 15.7 15.4

Austria 21.7 91.4 41.9 88.4 164.3 223.0 28.8 11.8

BLEU1 414.6 186.8 203.5 127.6 351.6 317.9 -2.0 6.9

Canada 257.3 230.7 621.0 502.3 761.7 699.8 14.5 14.9

Denmark 99.9 118.6 114.9 101.9 205.4 231.1 9.4 8.7

Finland 62.3 76.2 121.6 97.9 360.1 217.5 24.5 14.0

France 228.4 187.1 617.6 149.9 866.5 444.0 18.1 11.4

Germany 1,109.0 245.0 978.1 234.5 1,869.2 799.1 6.7 15.9

Greece 17.1 69.0 12.6 27.3 6.5 84.0 -18.0 2.5

Iceland 4.0 8.9 17.5 20.3

Ireland 55.2 78.0 114.2 88.1 197.2 118.1 17.3 5.3

Italy 190.6 177.7 263.0 237.7 361.2 743.5 8.3 19.6

Japan 976.0 55.3 2,664.3 148.5 6,342.3 481.0 26.4 31.0

Netherlands 543.9 281.4 167.1 240.5 317.8 670.4 -6.5 11.5

New Zealand 3.9 18.4 9.4 123.1 12.5 153.5 15.7 30.4

Norway 72.9 105.2 71.1 172.2 155.4 240.1 9.9 10.9

Portugal 10.2 24.1 7.1 22.1 8.2 174.6 -2.7 28.1

Spain 90.7 108.6 44.1 90.3 71.7 389.1 -2.9 17.3

Sweden 844.2 109.2 1,010.2 227.8 1,684.4 436.1 9.0 18.9

Switzerland 79.2 17.6 65.6 35.9 276.1 490.6 16.9 51.6

Turkey 23.3 16.0 121.7 7.3 359.6 40.8

United Kingdom 518.5 274.9 617.4 605.0 604.1 1,221.0 1.9 20.5

United States 888.5 674.7 1,275.6 2,879.9 1,778.1 4,397.2 9.1 26.4

not available

1. Belgium/Luxembourg Economic Union.

Source: OECD Trade Database (NEXT)

the measurement of changes in the struc¬

ture of specialisation within manufacturing
trade. These movements illustrate to what

extent a country has specialised in trade
of a particular commodity, compared to

the OECD average. Of the ten major tele¬
communications-equipment trading coun¬
tries, Finland and Japan have shown the

largest increase in their relative specialisa¬
tion of equipment exports between 1978

WHAT IS BEING TRADED?

There is no internationally agreed definition
as to what constitutes 'telecommunications

equipment products' for trade analysis. The
OECD uses four of the United Nations' Stan¬

dard Industrial Classifications (STIC):

Electric Line Telephone and Telegraph
Equipment (STIC 764.1) includes exchanges,
switchboards, telephone apparatus, fac¬
simile apparatus, teleprinter and teletype
units, and so on

Telephonic/Telegraphic Transmitters (STIC
764.3) includes multiplexer transmitters,

relay apparatus, microwave transmitters,

satellite microwave transmitters, and so on,

as well as items which belong in the com¬
munications industry largely defined, such
as television and radio equipment

Telephonic/Telegraphic Receivers (STIC
764.81) includes multiplex, satellite micro¬
wave and terrestrial microwave receivers

Line Equipment Parts (STIC 764.91) for
products in STIC 764.1 . The third revision of
these classifications will provide a more
detailed breakdown of products, beginning
with 1988 data.

The OECD OBSERVER 1 71 August/September 1 991
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Table 2

SPECIALISATION IN TELECOMMUNICATIONS EQUIPMENT TRADE

IN SELECTED OECD COUNTRIES

OECD average = 100

1978 1982 1984 1985 1986 1987

Export

99.2 71.8 57.5 53.8 74.7 76.2

Canada 52.9 117.9 134.8 121.2 104.6 107.5

Finland 31.4 97.4 101.0 117.4 171.8 200.3

France 91.1 97.5 88.8 88.1 77.6 79.8

Germany 89.7 75.8 65.0 63.6 65.6 82.8

Italy 46.1 46.2 39.7 40.9 44.2 42.6

Japan 123.3 128.9 159.8 164.2 181.9 223.5

Sweden 484.0 442.1 409.3 428.8 355.0 297.6

90.2 94.3 100.6 95.5 86.5 78.4

United States 91.6 101.6 83.5 92.3 90.6 83.3

EC(12) 90.5 79.9 71.2 67.8 68.0 73.6

Import

Australia 118.7 229.3 206.1 237.7 264.3 235.7

Canada 136.0 126.4 107.8 103.2 114.4 120.3

222.5 135.3 120.6 108.4 121.7 148.7

Finland 181.3 216.4 147.0 163.1 156.5 158.5

Iceland 184.3 174.3 185.0 188.4 252.3 208.7

Ireland 163.6 315.4 184.8 162.0 140.5 133.7

152.1 135.7 184.5 353.0 375.7 297.3

Norway 243.5 174.4 161.4 181.9 210.8 187.3

Sweden 98.0 118.1 145.0 147.3 154.8 126.9

Turkey 170.2 186.3 280.8 248.9 280.0 319.3

United Kingdom 69.3 108.2 97.6 103.5 104.7 123.3

United States 117.6 120.9 151.1 143.4 145.8 141.5

1. Belgium/Luxembourg Economic Union.

Source: OECD Trade Database (NEXT)

and 1 987. Sweden continues to have a high

degree of specialisation in the export of
equipment among OECD countries despite
a dramatic decline in this period (Table 2).

In imports a number of countries have
depended heavily on external sources to

support their network structures; Turkey,
New Zealand, Australia, Iceland, Norway
and Finland show a particularly large
dependence on imports. Imports are also
volatile, often reflecting new initiatives to
upgrade or extend the basic telecommuni¬
cation infrastructure; Australia, New

Zealand and Turkey, for example, had high
imports in the 1980s.

The markets for exports of equipment
from OECD countries have been changing
since 1980. Then, some 20% of all OECD

exports were sent to OPEC countries, in
contrast with a mere 6.3% in 1987. Markets

in the newly industralising economies
(NIEs) of Asia have increased rapidly,
although the OECD area itself has become
the most buoyant market.

In 1988, eight of the 24 OECD countries
had a net surplus in equipment trade,
compared to eleven in 1 980. For a number

of countries, such as the United States,

increased competition in customer premise

equipment is reflected in a sharply in¬
creased balance-of-trade deficit. Most of

this deficit can be accounted for by an in¬
crease of imports from Japan and the
NIEs in the CPE market.

A number of factors have influenced

trade patterns over the past ten years.
Regulatory procedures, for example, have

varied between countries for attaching

terminal equipment to the network. Delays
in the approval of equipment, duplication

of testing in certain instances, vague
criteria for standards or specifications
have also artificially closed markets to
new entrants. In the past it has occasion¬
ally been stipulated that approval be
sought on an installation-by-installation
basis in order to provide time for indigen¬
ous manufacturers to acquire the techno¬

logy to enter a market. In many instances
the customer was required to obtain
equipment directly from the PTO or its
preferred supplier.

Standards have also had an effect on

equipment trade. Through facilitating

compatibility between equipment, mar¬
kets can become more open. But stan¬
dards can also act as a double-edged
sword, since they can be used to ensure
exclusivity of a network to a particular
supplier. That is why governments and
firms are giving increased attention to the
economic role of standards and their

impact on telecommunication markets.

In light of these changes it is necessary
to recognise an important principle of
international trade - reciprocity. Liberali¬
sation has opened the telecommunica¬
tions equipment markets of some coun¬
tries to unrestricted international trade,

but others have been slower in eliminating
barriers, fearing the loss of the domestic
market. As a result some manufacturers

have easy access to a number of foreign
markets while the market in their own

country of origin is often difficult to enter.
Such policies will be increasingly difficult
to sustain.
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EDUCATION

Overcoming
Adult Illiteracy

Donald Hirsch

Illiteracy has long been regarded as a problem mainly for developing countries.
So why is the OECD bringing out a major study of literacy problems in advanced

economies? It is not because basic educational standards are falling,
but because basic educational requirements are rising. 1

After a century or so of universal
education, many OECD countries
are starting to worry about wide¬

spread adult illiteracy. Large employers
frequently criticise the basic standards
reached at school and complain that
many workers lack simple literacy skills.
But can it really be possible that in coun¬
tries with anything from eight to eleven
years'compulsory schooling there are mil¬
lions of adults unable to read or write?

The answer turns on the definition of

literacy and, crucially, on the uses to
which it is put. The more alarmist employers
are, quite simply, wrong if they mean to
suggest that a significant proportion of
adults are unable to decipher printed
words. It has been estimated in America,

for example, that about 98% of young
adults can read and understand the written

word to some degree. But that raises two

crucial questions. What reading standard
have those Americans reached? And is it

adequate for their everyday requirements?
As one commentary puts it, 'saying
"Johnny can't read" is a bit like saying
"Johnny can't cook". Johnny may be able
to read the directions for constructing a
radio kit, but not a Henry James novel, just
as Johnny may be able to fry an egg but
not cook Peking duck'.2

Defining
Illiteracy

Firm assessments of the impact of illit¬
eracy rely on a clear definition of what it is,

and on some means of measuring its extent.
Neither is easy. In the middle of the last
century, being literate meant little more
than being able to sign your name, and
was relatively simple to measure. As mass
education spread, literacy came instead

Donald Hirsch works on issues related to human re¬

sources in the Centre for Educational Research and In¬

novation of the OECD.

to be linked to the number of school years
completed, or the grade attained. That
criterion, while still permitting straightfor¬
ward measurement, suffers from several

flaws. It assumes that sitting in school is
equivalent to learning. It fails to take any
account of whether the skills learnt at

school are usable in the real world. And it

implies that an adult who has completed
ten years of schooling will have the same
reading skills at the age of 18 as at 65, re¬
gardless of the extent to which those skills

have been applied or updated. Indeed, the
deterioration of fallow minds has helped
make illiteracy a serious problem for the
middle-aged - not only for marginalised
young people. Thus illiteracy may be

1. Lauren Benton and Thierry Noyelle, The Literate
Worker - Adult Literacy and Economic Performance
in Industrialised Nations, OECD Publications, Paris,

1991.	
2. Allen C. Purves et al., Becoming Readers in a
Complex Society, University of Chicago Press,
Chicago, 1984, p. 115.
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Governments still have a tendency to concentrate on initial school systems in response to complaints about badly
educated workers.

viewed as a series of somewhat different

problems for different groups - the two
most visible being school dropouts in their
teens and twenties who have never learned

to read adequately, and underskilled
workers or unemployed people in their
forties and fifties whose skills have been

overtaken by new job requirements.
It is commonly accepted today that it is

functional literacy that really has to be
measured. Roughly defined, functional lit¬
eracy is the ability to use reading, writing
and calculating skills to function effect¬
ively in one's own, everyday environment -
that is, at work, at home and in the com¬

munity. The only sure way to find out if
someone is functionally literate is to test
that ability directly. Surveys are therefore
expensive, but are being developed in the
United States and Canada to degrees of
increasing sophistication. France is also
experimenting with such surveys, on a
smaller scale.

These surveys provide a clue to why
OECD countries are becoming increasingly
alarmed about the question of literacy,
and why the OECD itself is now publishing
its first-ever report on the subject - under
the auspices of its Centre for Educational
Research and Innovation (CERI). The con¬

cern has been provoked, in short, not by a

proven fall in standards of literacy but a
clear rise in the standards of literacy now
required. It is hard to monitor standards of
literacy over time, not least because prob¬
lems of illiteracy have not until recently
been recognised or measured in OECD
countries - and the OECD report is among

the first of its kind. But recent changes
both at work and in society at large have
meant that literacy skills that were ade¬
quate twenty years ago are not necessarily

so today. Those changes include the dis¬
appearance of large numbers of unskilled
jobs, the changing use of skills at work
and the emergence of a more sophisti¬
cated role for individuals as consumers

of goods and services, both public and
private.

But what is the evidence of the connect¬

ions between literacy and economic per¬
formance? How clear a picture is there
now of the extent of illiteracy? And what
are the initiatives taken in different coun¬

tries to tackle the problem? On each of
these three aspects - economic impact,
measurement and cures - there have

been interesting recent developments, but
much more knowledge is required before
firm conclusions can be drawn. That defi¬

ciency can be ascribed to the neglect of
the problem until recently.

A first step towards encouraging further
international work would be to produce

more accurate quantitative assessment of
the costs of illiteracy. There is plenty of
evidence that increased skills can contri¬

bute both to the earnings of individuals and

to the output of firms, but that produces
only indirect evidence of the cost of skill
deficiencies. Employers' perceptions of
that cost are closer to the mark; in one re¬

cent Canadian survey, one-third of
businesses reported that a lack of basic
skills in the workforce created problems

for them in, for example, the introduction
of new technology, product quality and
productivity.

Figure 1

READING SKILLS IN CANADA

% of adults surveyed, 1989

y*9% 22% 62%

Level 1 Level 2 I Level 3 I Level 4

Level 1

Have difficulty dealing with any printed materials.
Level 2

Can use printed materials for limited purposes, e.g., finding a familiar word in a simple text.
Level 3

Can use simple texts for a variety of straightforward tasks, but tend to avoid situations requiring reading.
Level 4

Meet most everyday reading demands.

Source: Survey of Literary Skills Used in Daily Activities, Statistics Canada, Ottawa, 1990
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Yet attempts to quantify the economic
costs have so far been 'guesstimates';
two recent ones for the United States

showed a discrepancy of no less than
100%: $20 billion and $40 billion lost an¬

nually by businesses as a result of adult
functional illiteracy.3 Firmer data is likely to
persuade governments to give the problem
a higher pjiority - especially in Europe and
Japan, where recognition of a literacy
problem has been slower than in the
United States, Canada and Australia.

The most thorough national study to
date, a survey of 9,500 Canadians carried
out in 1989 by the federal government
agency Statistics Canada, defined a
number of different levels of an indi¬

vidual's literacy rather than looking for a

single threshold (Figure 1). The headline
that greeted the Canadian survey - '38%
of Canadians Illiterate' - was probably
misleading. But the fact that 38% of
Canadians had reading limitations that
could potentially affect their opportunities
both inside and outside work was indeed

disturbing.

The growth in demand for skills can explain what
appears to be a drop in the standard of literacy.

Figure 2

CANADA: LITERACY LEVELS BY FREQUENCY OF READING

NEWSPAPERS, MAGAZINES OR BOOKS
% of adult population, 1989

Weekly

0%

Level 1

20%

Level 2

40%

Level 3

60%

Level 4

80%

i Monthly

I Yearly
Never

100%

Source: Survey of Literary Skills Used in Daily Activities, Statistics Canada, Ottawa, 1 990

There is no reason to think that Cana¬

dians are less literate than people in other
advanced industrial countries. A similar

survey in the United States found that

whereas only 2% of people had no
measurable literacy skills, between 60%

and 90% were unable to carry out certain
complex literacy-related tasks. Estimates
in both Britain and France have put the
number of illiterates in the millions. But

in many countries there is still a cycle of
ignorance about functional illiteracy: where
there is no official recognition that it is
a serious problem, there is also little

money for research that might establish

how serious it actually is. (The Canadian
survey cost about $2 million.) This is the
situation both in countries like Germany,
where the education system has always
been held in high regard, and in the former
Warsaw Pact countries, where official

claims to have abolished illiteracy have
never been properly examined.

But there may be short-cuts - ways of
making reasonably reliable guesses at the
extent and degree of adult illiteracy with¬
out going to the expense of full-blown sur¬

veys of skills. In conjunction with their
direct research, the Canadians have been

analysing to what extent other variables
can be correlated with functional literacy.
This is giving a better picture of which
measures - such as educational attain¬

ment, reading habits and people's own
assessment of their abilities - can best act

as interim proxies for direct testing when
estimating how many people are reading

at each level. One of the strongest corre¬
lations is between literacy and the reading
of books, though the link between literacy

and general reading habits (Figure 2) is
diluted by the much wider readership of
newspapers. Since such behaviour varies
across cultures, it would be dangerous to

draw strong conclusions about illiteracy in
a country from indirect indicators alone.
But in combination with selective direct

testing, they could reveal a lot.

Remedial

Measures

Public education systems have always
concentrated heavily on initial schooling,
and measures to improve the literacy of
adults remain patchy. Various recent in¬
itiatives to extend the remedial teaching
of basic skills to adults have suffered both

from uncertainties of funding and a still
primitive understanding of what methods
work. But one lesson that is slowly being
learnt is that basic skills may most effec¬
tively be acquired in the context in which
they will be used - that is, where the pur¬
pose is to improve performance at work,
literacy may most easily be acquired in
programmes based in the workplace.

Literacy schemes differ considerably
from one country to another. In Canada
and the United States public provision is
devolved to the provinces and the states

respectively, with the federal governments
giving a weak lead (though recently there
has been a surge of interest in the United
States federal government). That has the
advantage of allowing local experimenta¬
tion, but local governments have difficulty
finding consistent financial support from

central authorities, and are not always wil¬
ling to devote their own limited resources

to such programmes. In Britain, too, the
degree of commitment by central govern¬
ment has proved variable. A literacy cam-

3. Jonathan Kozol, Illiterate America, Anchor Press,

New Jersey, 1985; Larry Mikulecky, 'Basic Skills
Impediments to Communication between Management
and Hourly Employees', Management Communication
Quarterly, May 1990.
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Basic skills are often most easily relearned where they will be deployed - in the workplace.

paign in the 1 970s was followed by waning
national interest in the next decade. As a

result, locally organised provision has
emerged, run by the voluntary sector,
which unfortunately suffers from sparse
funding. Sweden, by contrast, has a highly
developed adult education system, cover¬
ing a wide range of the population, with
structures that effectively reconcile
national policy with local delivery. But it is
not clear how well this system is oriented
towards adults with basic literacy prob¬
lems: there tends to be better access for

the better educated, and there is no

recognised distinction between remedial
literacy training and other forms of adult
education.

Remedial programmes linked with the
workplace are developing unevenly in
OECD countries. One of the most interest¬

ing findings of the OECD's analysis is that
trade unions can play a beneficial role,
largely by helping to make employees
more enthusiastic about participating in
programmes that they might otherwise
find threatening. Ideally, work-based
training programmes should be tied into

4. For example, Olivier Bertrand and Thierry Noyelle,
Human Resources and Corporate Strategy, OECD
Publications, Paris, 1988.

the restructuring of work methods. To do
so, firms may often have to fuse the up¬
dating of literacy skills with wider job-
training - although it may not be possible
to remove the necessity of complemen¬

tary remedial programmes entirely.
Thus, for example, in the automobile in¬

dustry in the United States General
Motors and the United Auto Workers have

co-operated to create a massive educa¬

tion centre for employees. With an annual
budget of $1 50-200 million it claims to be
the largest privately funded education
centre in the world. Many of the com¬
pany's tradesmen in their forties and fifties
require retraining, but are unable to bene¬
fit from the centre's courses because they
have inadequate basic reading and maths

skills. They are given remedial instruction
by outside agencies to bring them up to
high-school standard.

Literacy
and the Adult Learner

If literacy in the workplace means being
able to use written materials to the standard

required for one's job, studies of illiteracy
will have to be closely related to the

broader issue of adult education and

training. OECD studies4 on the human-
resource implications of technological
change have concluded that a new kind of
worker is required, one who uses literacy

and other skills flexibly, to perform a wide
range of tasks. Functional literacy thus
becomes an issue not only for the
(perhaps) 1 or 2% of people who cannot
read at all or the 10 or 15% with severe

reading difficulties, but for possibly a third
of all adults who are unable to use reading
materials in unfamiliar or complex situa¬
tions. In a sophisticated modern workplace,
all workers have to be able to confront the

unfamiliar.

Now the well-researched subject of
what skills are required in the modern

workplace has to be translated into poli¬
cies that make it more likely that adults will

actually acquire them. There is still limited
understanding about how, why or when
adults learn. How: do they learn most ef¬
fectively outside conventional class¬
rooms, and how can teaching be adapted
to their different learning styles? Why:
what best motivates them to take up
courses - for example, is the lure of higher
pay more important than the prospect of
increased responsibility at work? When: at
what points in one's adult life is one most

disposed to learn something new? The
OECD's research on the adult learner is

now focussing on these issues. But gov¬
ernments still have a strong tendency to
look largely at their initial school systems
in response to complaints about badly
educated workers. Since over two-thirds

of people who will be working at the turn
of the century are already in jobs today, a
strategy that focusses only on schools is
bound to fail.
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An Energy Outlook
for Non-OECD Countries

Mark Openshaw

The Gulf crisis has provided energy experts with an opportune moment to examine
long-term global energy outlooks, particularly in non-OECD countries. Political transition

in the countries of central and eastern Europe and the emergence of environmental
concerns have highlighted a number of trends in the production and consumption

of energy which are likely to be reinforced in the next decade and beyond.
The rapidly growing share ofnon-OECD countries in world energy demand has important

effects both on world fuel supplies and on global energy/environment issues. 1

The OECD countries account today
for a diminishing share of world

energy and oil requirements. In the
developing countries, particularly in Asia

and the Middle East, rapid industrialisa¬
tion and the pressure for factory fuels
have meant that their energy demands are
growing swiftly. And in central and eastern
Europe, too, political change is likely to
lead to a surge in economic activity and
in the demand for energy.

This growing demand is being met by a
new set of suppliers. As the Soviet Union,
worried about its own fuel requirements -

and accepting payment only in hard cur¬
rency - is gradually losing its role as the
dominant oil exporter to the central and

eastern European economies in transition

(CEEETs), they are turning to oil-rich de¬
veloping countries which are more likely

to accept payment in kind, in barter deals.
Coal and oil are still the most widely

traded of the world's fuels. But political
pressure for ones that are more environ¬

mentally benign makes natural gas an at¬
tractive alternative, and one to which

many developing countries will increas

ingly turn, if deliveries can be competi¬
tively priced. Indeed, as environmental
protection becomes a global concern,
more resources are expected to be de¬

voted to developing energy substitutes.
In 1971, non-OECD countries ac¬

counted for 37% of world energy require¬
ments. By 1988, the figure had risen to
just over 51%. In the most recent energy
outlook2 prepared by the International
Energy Agency (IEA), the non-OECD share

of world energy requirements is projected
to rise even further, to 57.2%, in the year
2005.

The Gulf crisis served as a reminder of

the high degree of oil dependency through¬
out the world. Although the 4.3 million
barrels a day of Iraqi and Kuwaiti product¬

ion lost to the invasion were made up by
increased output by other oil producers,
and OECD countries suffered no shortfalls

in supply, the crisis did hurt individual
developing countries.

Mark Openshaw was, until recently, an analyst of
energy issues in developing countries in the Office of
Oil Market Developments in the International Energy
Agency at the OECD.

At the time of the two oil shocks in the

1970s, commodity prices were generally
at a peak, leaving developing countries in

a comparatively strong position. Today,
prices of non-oil commodities are weaker,

and those developing countries that failed
to adjust their economies to world economic
conditions in the 1980s now have more

difficulty in adjusting them to basic energy
price swings.3

Thus, when the Gulf crisis occurred, a

number of developing countries depend¬

ent on Iraqi and Kuwaiti oil suffered con¬
siderably from the ensuing UN embargo.
In Asia alone, pre-crisis imports of Iraqi

and Kuwaiti crude oil and products were

estimated at 515,000 barrels a day. With
the Iraqi invasion of Kuwait, much of that

loss - especially in some of the least pros¬
perous Asian countries - could not be re¬

covered, despite increased production in

1 . Energy in Non-OECD Countries, Selected Topics
1991, OECD Publications, Paris, 1991.

2. Ibid.

3. See Bernhard Fischer, 'From Commodity Depen¬
dency to Development'. The OECD Observer, No. 169,
April/May 1991.
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Saudi Arabia, the United Arab Emirates

and Iran.

The Gulf crisis was also a reminder that

the IEA simply cannot stray far from its
fundamental purpose: ensuring energy

preparedness for times of emergency.
And now, indeed, on practically every
continent - in Asia, Latin America and

Africa - there are also regional emergency

systems, through which oil-producing
countries can come to the aid of their

neighbours.

Economies

in Transition

Energy supplies to the countries of cen¬

tral and eastern Europe were affected in
1990 by three simultaneous developments:

the Gulf crisis, the collapse of the CMEA,
and the decline of Soviet oil production.

The first of these, as for developing coun¬
tries, meant the loss of Iraqi and Kuwaiti
oil supplies, and having to pay other oil
suppliers in hard currency or by increasing
the burden of their debt; it also deprived
them of the ability to draw on Iraqi in¬
debtedness to them.

The lack of market price signals and in¬

centives in the centralised economic plan¬
ning system meant that expanded pro¬
duction was never coupled with energy

saving. As a direct result, energy intensity
in the region is more than twice as high as
in OECD countries. And there are, of course,

accompanying environmental problems:
levels of sulphur dioxide (S02) and solid
particulate matter are about four times as

high as in the OECD.4
The recent wave of economic liberalisa¬

tion has altered the pattern of energy
production and consumption. All coun¬

tries are faced with the challenge of
achieving economic growth while simul¬
taneously slowing the rates of growth of
their energy demand. High production costs
will probably result in the closure of some
mines in major coal-producing countries,

and demand for oil and gas is likely to rise
because of their less damaging effect on
the environment.

With the erosion of the Soviet Union as

the principal supplier of energy to the
CEEETs, and in view of the paucity of oil

and natural gas reserves in the area (0.2%
of proven world oil reserves, and 0.6% of

The Gulf crisis was a reminder of how much the world depends on oil.

proven world gas reserves), the CEEETs
will import more oil and natural gas from
international markets, and, at the same

time, will attempt to rationalise their con¬
sumption. Moreover, not least on environ¬

mental grounds, they are likely to con¬
sume less of their considerable coal re¬

serves. These account for 10% of world

reserves of both hard coal and lignite.5
Over the past four decades, the six non-

Soviet CEEETs - then Bulgaria, Czecho¬
slovakia, the German Democratic Republic,
Hungary, Poland and Romania - have
maintained a high degree of energy self-
sufficiency. In 1988, domestic production
accounted for 75% of their total primary
energy supply (TPES). In 1971, that figure
had been 87.5%. Coal provided 53% of
the TPES, in spite of high production
costs and difficult mining conditions.

Of the remaining TPES, oil provided
23% in 1988. More than 80% of it was im¬

ported, nearly all from the USSR. Their
own proven oil reserves are minimal. And

today total deliveries from the Soviet
Union are believed to be around 25%

below their 1989 volumes. By contrast, oil
imports from non-Soviet sources have

risen substantially, the main suppliers
since the embargo with Iraq being Libya
and Iran. That, too, has a cost: the switch

to non-Soviet oil requires the modernisa

tion of their refining industries.
Natural gas, in 1988, provided 18% of

the TPES of these six countries. Half of it

was imported, with all imports coming
from the Soviet Union. In recent years,
domestic gas production in the region has
dropped. The Soviet Union is still inter¬

ested in supplying gas to the CEEETs,
partly because it insists on being paid in
hard currency, and partly because of the
existing pipeline network.

Nuclear energy and hydro power con¬
tribute little to total energy supplies. Of the
nuclear installations presently under con¬
struction in the CEEETs, there is increas¬

ing public concern about their reliability
and safety.6 Hydro power provides almost
as little electricity as does nuclear.

Over the years, CEEETs have devoted

much of their capital investments to energy,
with little regard to costs. Now the de¬

crease in subsidies is driving costs up¬
wards and fuelling inflation. A general
liberalisation of all end-user prices, inter-

4. See Randolf Grânzer, 'Perestroika in Energy -The
Soviet Union and Eastern Europe', The OECD Observer,
No. 155, December 1988/January 1989.

5. See Stephen Perkins, 'Energy Policies for Poland',
The OECD Observer, No. 170, June/July 1991.

6. See Jacques de la Ferté, 'A New Role for Nuclear
Energy?', The OECD Observer, No. 170, June/July
1991.
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Over most of the past twenty years carbon emissions grew faster in China - at 5. 7% a year - than anywhere else.

est rates and wages would help eliminate

energy subsidies.

Natural Gas

in Developing Countries
Once relatively neglected, natural gas

has regained its appeal in the eyes of energy
companies and policy-makers. The desire
to make use of undeveloped resources

has driven many countries to develop gas
as an alternative fuel, and those that pro¬

duce oil are anxious to use gas to release
oil for export. Natural gas is a convenient
substitute for imported oil and other fuels,

and it can be more economically and en¬
vironmentally attractive in power genera¬
tion than its alternatives. Moreover, natu¬

ral gas is, in some instances, an economic
option in diversifying transport fuels.

For all of these reasons, the contribu¬

tion of natural gas to world energy require¬
ments is expected to grow from 20% in
1988 to 25% in 2005. Growth is likely to
be fastest in the developing countries, and
demand there is expected to triple over
that period.

Nearly half of the world's proven reserves
of natural gas are located in developing
countries. The Middle East accounts for

nearly 30% of world reserves, a figure that
has grown from a mere 17% in 1970. The

largest deposits are in Iran, the United
Arab Emirates, Saudi Arabia and Qatar. In

the three other regions - Africa, Asia and
Latin America - proven reserves are com¬

paratively low, each amounting to around

6% of the world total, enough to satisfy
national energy demands but not to allow

exports on a large scale.
How widely are those reserves being

used? According to Cedigaz,7 gross world
production was 2,457 billion cubic metres

in 1989. Jeveioping countries produced
25% of that amount, the OECD countries

39%, the Soviet Union 34%, and the
CEEETs the remainder.

Of the volume of natural gas produced,
2,030 bcm was marketed, the rest being
re-injected, flared or lost in some other
way. As a rule, developing countries bring

much less of their gross production to the
market, because their losses are higher
than elsewhere. Nonetheless, their share

of world marketed gas production rose
from only 6% in 1971 to 18% in 1988.

Over the same period, gas production
grew significantly in all the developing-
country regions: in Africa by an average
of 14.4% per year; in Asia by 13.3% per
year; in the Middle East by 8.4% per year;
and in Latin America by 6.5% per year.
These statistics compare favourably with
an annual average of 3.3% for world gas

production, less than 0.1% in the OECD,
7.4% in the Soviet Union and 2.2% in the

CEEETs.

But a number of constraints - some¬

times in combination - have prevented a
steeper rise in gas production: the absence

of a domestic market, the high costs of
transport, difficulties in financing the
development of fields, and monopolies by
state-owned companies.

The outlook for gas production in de¬
veloping countries is nonetheless an
optimistic one. Plans are underway in
many countries to upgrade and increase
capacity. The IEA forecasts that marketed

production of natural gas in developing
countries will rise from 290 million tons of

oil equivalent (MTOE) in 1988 to 886

MTOE in 2005, an annual growth rate of
6.8%.

The consumption of natural gas in devel¬
oping countries is relatively low today, but
has grown at an increasingly faster rate
throughout the 1970s and '80s. Demand

from developing countries is expected to
grow at an annual average of 7.5% from
1988 to 2005. The biggest increases will
occur in the major gas and oil producing
countries in the Middle East. Much of that

increased demand will go towards the
generation of electricity.

Energy
and the Environment

There are, broadly speaking, two types

of energy/environment issues: the more
conventional and better-known nitrous

and sulphurous pollutants, and the grow¬
ing concentration of carbon dioxide (C02)

and other greenhouse gases. As concern
over environmental hazards increases,

energy policies must improve the environ¬

mental impacts of energy production and
use. At the same time, environmental

concerns ought not to frustrate the pro¬
cess of economic growth.

One of the better known and most pub¬

licised of the 'conventional' energy/envi¬
ronment problems is that of oil spills. Pub¬

lic concern has risen in recent years, re¬
sulting in the formulation of contingency
plans in Latin America, the Middle East
and south-east Asia. In addition, a confer-

7. Natural Gas in the World, 1990 Survey, Cedigaz,
Rueil-Malmaison, 1990.
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The Middle East accounts for nearly 30% of world gas reserves.

ence of the International Maritime Organi¬
sation (IMO) agreed in November 1990 on
an international convention on ways to
deal with oil pollution from ships and oil

production.

The newer of the two types of environ¬
mental hazard is the emission of green¬

house gases - a phenomenon subject to
continuing scientific debate and con¬
troversy. There are five significant types
of these gases: C02, methane (CH4), nitrous
oxide (N20), tropospheric ozone (03) and
chlorofluorocarbons (CFCs). Their sources
are both natural and man-made, with the

energy sector believed to account for the

largest share of those derived from man-
made sources. Energy policy must, there¬

fore, play an integral part in devising
appropriate responses to concerns over

global warming.
C02 is estimated to contribute 71 % of

the share of the greenhouse effect that
can be ascribed to human activity. And
three-quarters of this amount is emitted
by the energy sector. Since 1973, energy-

8. See Randolf Grànzer, The Energy Impediment to
China's Growth', The OECD Observer, No. 157, April/

May 1989.

related C02 emissions in non-OECD
countries have increased much more

rapidly than in the OECD area - at an
average annual growth rate of 3.5%, com¬
pared to 0.33% in the OECD countries.
As a result, the non-OECD share of world

C02 emissions appears to have risen from
44% in 1973 to 55% in 1988.

Non-OECD countries may thus be con¬
tributing as much as OECD members to
the problem of global carbon dioxide
emissions. Their share is expected to

grow, since they have a higher growth rate
in incremental consumption of hydrocar¬

bons, both liquid and solid. By 2005, their
volume of global carbon emissions is
expected to reach 59%. The largest pro¬
portion of non-OECD emissions currently
originates in the USSR (30% in 1988) and
China (19%). China had the highest

growth rate in carbon emissions between
1973 and 1988: an average of 5.7% per
year.8

The share of coal in energy-related C02
emissions in the non-OECD countries in

1 988 was 44%. Again, the USSR and China
provided 60% of that amount. Oil, natural

gas and traditional fuels accounted for

29%, 15% and 12% respectively.
In sectoral terms, industry is by far the

largest contributor to C02 emissions, gen¬

erating 53% of them in 1988. Transport
contributed another 16%.

One possible response is fuel substitu¬
tion, and efforts to switch from coal and

oil to other less polluting fuels will proba¬
bly be pursued. In a large number of de¬
veloping countries, for example, there are
the hitherto untouched reserves of natural

gas that can be tapped. But that will be
costly, and administrative and policy im¬
pediments in a number of countries often
prevent foreign companies from participat¬

ing in the development of these re¬
sources. Another policy response is to im¬

prove efficiency in the use of all energy
fuels.

In most developing countries, the ability
to tend to environmental demands is con¬

tingent on economic performance. Simul¬
taneously, many major environmental
problems are associated with a lack of

economic development. Ironically then,
developing countries will have to ensure

continued economic growth, not only for
its own sake but as a condition for arrest¬

ing environmental deterioration.
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Spotlight on Germany
Paul S. O'Brien and Niels Westerlund

German unification has not had the

consequences initially foreseen.
A year after economic and mon¬

etary union, it is clear that the adjustment in
the five Lander set up in the former GDR
has been much more painful than expected,
while the economy of western Germany is
so far coping well with a potentially very
destabilising shock.1

The extreme rapidity with which unifica¬

tion took place - dictated by both political
considerations and the necessity of
grasping immediately the historic opport¬
unity that the international situation then
offered - has had both beneficial and

adverse effects on the initial phase of the
economic integration and adjustment pro¬
cess. In western Germany, which accounts
for more than 90% of all German GNP,

growth has accelerated without rekindling
inflation. In the eastern part, in contrast,
output has plunged and unemployment
(both official and disguised) has surged.

The rapidity with which the unification
of the two Germanies took place has
given the former GDR advantages over
the other central and eastern European

countries that have also embarked upon
a transition to the market economy. But at
the same time it has subjected it to con¬
straints not experienced by the other
countries. On the basis of a preliminary
assessment of this exceptional year, the
OECD has identified measures required to

speed up the recovery of the new Lander
and has set out macro-economic policy
goals that policy-makers should pursue if
they wish to preserve the solid prosperity
of the western Lander and speed up the
convergence in standards of living between
the two parts of Germany.

Paul S. O'Brien and Niels Westerlund specialise in the
economies of Germany and Austria in the Country
Studies and Economic Prospects Branch of the OECD
Economics and Statistics Department.

In four important spheres the former
GDR embarked upon the transition to a
market economy in much more favourable
conditions than the other centrally
planned economies.

First, in monetary matters, the replace¬
ment right from the outset of a non-
convertible currency by one of the
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strongest and most stable currencies in

the world, managed by a central bank of
high international repute, gave the country
immediate and direct access to world

financial markets.

Second, the adoption of a tested legal
and institutional framework enabled the

former GDR to avoid a protracted debate
on its institutional framework, the out¬
come of which would have been uncer¬

tain; it has also been able to benefit from

the technical assistance of people who
speak the same language and share the
same cultural background. Third, massive
financial help was provided. Fourth, direct
access to western markets and products
has virtually wiped out the monopoly
power of eastern German producers.

But the exceptional advantages that
unification bestowed on the former GDR

have been accompanied by disadvantages.
Among them are the relatively weak incent¬
ives to adjust to the new environment, due
to the provision of a social safety-net de¬
signed for a high-income country and
support for loss-making firms; the adoption
of western Germany's regulatory frame¬
work also meant the adoption of rigidities
and cumbersome procedures, which has
impeded the take-off process; and, above
all, the fact that large parts of the tradable
goods sector have been made uncom¬

petitive by the widening gap between
production costs in eastern Germany and
world prices.

This rapid worsening of the situation
can be ascribed to the one-to-one conver¬

sion of eastern German wages at monetary
union, and to the fact that wages there
have been rapidly catching up with those
in western Germany. The price-cost sciss¬
ors effect has been accompanied by

1 . OECD Economic Surveys: Germany, OECD Pub¬
lications, Paris, 1991.
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other developments that have been ex¬
tremely prejudicial to a smooth transition
in eastern Germany. For example, the free
flow of consumer goods from the West has
caused demand for GDR-made products

to collapse. More recently, the traditional
export markets of eastern German firms
have shrunk dramatically as a result of the
internal difficulties of the CMEA countries

and their shortage of hard currency.

The scope for restructuring has been
reduced by the reluctance of banks to
grant loans in the absence of a reliable
valuation of the assets and liquidity position
of eastern German firms. The numerous

outstanding property claims have obviously
not helped either. Furthermore, the admini¬
stration in the former GDR has been slow

to translate policy decisions into effective
action, and to channel federal government

funds into worthwhile projects. Lastly, the
run-down condition of transport and tele¬
communications infrastructure and the

lack, or poor quality, of services, have
obviously not been conducive to the
emergence of private enterprise and
creativity.

The upshot was that six months after
economic and monetary union was in¬
troduced unemployment had risen from
100,000 to 650,000 (plus 1.8 million part-

time unemployed), unit labour costs had
increased by 50-60%, and the general
level of activity had fallen by some 20% or
more.

The contrast is striking when the situation
is compared with that in western Germany.
The massive financial transfers to the

former GDR have galvanised activity in
western Germany because they have been

used primarily for financing purchases of
western German products. As this finance

was not raised through tax increases or
public spending cuts but was borrowed in
the capital markets, domestic demand
was given a strong boost. It is estimated
that unification added 11/2 percentage
points to GDP growth in 1 990 - bringing it
up to 41/2% - and that it should add a
further 1 percentage point in 1991.

This high degree of activity has not so
far resulted, as had been feared, in very

significant inflationary pressures, although
the level of wage inflation is causing some
concern. The additional demand generated

by the former GDR has been for consumer

goods, the production capacity for which
was less tight, for western German export
products at a time when foreign markets
for them were contracting, and for foreign
products. For the rest, the high rate of
investment in recent years and the influx
of labour from eastern Germany permitted
the increase in capacity required to meet
demand. And the steep reduction in the

German trade surplus made it possible to
avoid a surge in prices.

Against this background, and in particular
in view of the much higher-than-expected
financial cost of unification, two main

questions can be asked: what additional
or remedial action is required to speed up
the recovery in eastern Germany? How can
such support remain compatible with the
maintenance of a stable financial environ¬

ment and strong economic growth in
western Germany?

Improvements
in Four Spheres

Since the principles of the policy being
implemented in the former GDR are based
on the creation of a competitive environ¬
ment, private ownership, the autonomy of
labour-market partners and the achieve¬
ment of a high degree of social and regional
equity, improvements should be made in
four spheres: privatisation, labour-market
flexibility, the use of subsidies and the
creation of new enterprises.

The aim of privatisation is to improve
economic efficiency and productivity. But
as the implementation of the privatisation

programme for some 9,000 large state
enterprises has had a slow start, the factors
that have held up the process had to be
examined. There are several. First and

foremost, the Unification Treaty provided

for restitution of property rather than
compensation for former owners. The
government has since allowed the
Treuhandanstalt to sell enterprises or land
even if there is still a claim for restitution

pending; but a purchaser who does not
have a 'title' to ownership must come up

with a restructuring plan that safeguards
or creates more jobs than would be the
case if the enterprise were returned to its
former owners.

Second, for a long period there was an
emphasis on preserving enterprises in

their original form; this constraint limited
the participation of capital markets and
some unincorporated entrepreneurs in the
privatisation process. The legislation in¬
troduced recently to facilitate the break-up
of large enterprises is therefore welcome.
But the mechanisms for transferring owner¬

ship should continue to be diversified to
include management buy-outs, giving em¬
ployees preferential access to shares, or
sales by auction. One factor that particu¬
larly deters potential investors is the un¬
certainty surrounding the size of company
debts and, in the case of the sale of part of

a company, the allocation of the debt be¬
tween its various parts. The government still

prefers a case-by-case approach, which
slows down the privatisation process.

Another financial burden for potential

purchasers of companies are previously
negotiated social plans that place restrict¬
ions on redundancies. Although such
agreements are obviously reflected in the
selling price of companies, this is not the
most efficient way of sharing the burden
of restructuring. Indeed, if the selling price
of privatised companies is simply to re¬
flect their potential turnover, they should
be sold free of all debt and obligations
contracted under previous ownership.

The lack of labour-market flexibility is
another factor that impedes the restruc¬

turing of the former GDR. There is an
enormous need for wage differentiation
between companies and between skill
levels. The introduction into the former

GDR of western German bargaining pract¬
ices has meant that strong unions pushing
for wage equalisation have found them¬
selves face to face with weak manage¬
ment inherited from the old system which
is usually unaccustomed to defending the
financial interests of a firm that does not

belong to it or in which it has no stake.
Managers seated at the bargaining table
must therefore have a personal interest in
the profitability of their firms, and the
bargaining process should be decen¬
tralised as much as possible.

One of the most difficult problems

posed by the transition to a market eco¬
nomy is that of the use made of subsidies.
With a major imbalance between supply
and demand, it was understandable that

the government decided to keep loss-
making firms afloat by means of liquidity
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credits, and to encourage their workers to
retrain within their old firms via short-time

work and financial assistance. But these

practices inevitably perpetuate a sub-
optimal allocation of resources and are

unlikely much to improve the medium-
term employment outlook.

Those firms that seem unlikely to be

credible candidates for privatisation
should be allowed to stay in business only
if their sales revenue covers at least mat¬

erial inputs and maintenance, and most of

their wage bill. And no money should be
made available for capital renewal or fi¬

nancing rehabilitation programmes unless
there is a reasonable chance that they will
be profitable. But in any case, it is essen¬

tial that the assistance should provide an
appropriate incentive to both management
and labour.

Although they are directed essentially to
the least productive uses of resources, the

various support measures do perform the

essential function of supporting eastern
German living standards during the transi¬
tion period. In fact, given the enormous gap
that has opened between eastern German

wages and productivity levels since unifi¬
cation, there will probably be a strong
demand for financial support for employ¬
ment during the difficult period of restruct¬
uring and adjustment to a new competitive
environment. The authorities will therefore

have to choose between terminating exist¬

ing programmes, renewing them again, or
replacing them by other forms of job sup¬
port. In these circumstances, one way of
meeting this commitment but with fewer
distortions and fewer problems of moral

hazard would be, for example, to replace

current subsidies by a direct employment
bonus that would vary according to the
difference between the wage actually paid
by a firm, and the basic wage in that industry
in western Germany. This would give firms
and their managers an incentive to resist
wage increases, and would introduce more
effective competition between firms in the
former GDR.

In the longer term, the creation of new
firms seems the surest way of facilitating
structural adjustment and reducing un¬
employment. But until now this process
has been held back by the lack of premises
and construction sites, and by numerous
bureaucratic and economic barriers. One

way of promoting the creation of small
and medium-sized enterprises in the
building trades, for example, would be to
reinvigorate the housing market by selling
state-owned dwellings to their occupiers
on preferential terms. The key question of
the shortage of capital is largely ascribable
to the poor condition of transport and
telecommunications infrastructure. The

best way of activating the vast amount of
infrastructure investment required would

be to speed up deregulation and to im¬
prove transparency.

Tax reliefs and concessional financing
for investment can also be a means of at¬

tracting capital. But although they may be
warranted at the start of the process, care

must be taken that they do not introduce

longer-run distortions in the structure of
the capital stock.

The Impact
on Two Major Balances

The supply-cum-demand shock of unifi¬
cation is having major macro-economic
consequences. Two macro-balances have

been particularly affected: the current
external balance and the public sector

borrowing requirement. The reduced exter¬
nal surplus could even turn into a deficit.

But besides the fact that the narrowing of
the current account surplus is a step in the
direction of the more balanced world eco¬

nomy desired by Germany's partners, it
does not, in fact, signal any loss of

competitiveness but merely a voluntary
rechannelling of trade flows to meet demand

from eastern Germany. Similarly, the large
public sector deficit does not necessarily
indicate a loss of fiscal control, particularly

as Germany's public debt is not very high
and there is a large potential for growth in
eastern Germany.

Nonetheless, the authorities must keep

a close watch on the financing of the public
sector given that in 1 990 and 1 991 recourse
to the capital market served essentially to

finance consumption rather than invest¬
ment. High government borrowing puts
upward pressure on interest rates and

tends to crowd out private investment.

Furthermore, a steep increase in interest
expenditure reduces the amount of lee¬

way in fiscal policy. Lastly, fiscal restraint

is important for investors' confidence and

for stability in bond and foreign exchange
markets.

Consolidation is therefore required, pre¬
ferably through spending cuts concen¬
trated in the western part of Germany.
Subsidy cuts, which up to now have been
much too timid, should be increased. Yet
the deficit should not be reduced too

rapidly, since this would mean that the

present generation would be bearing an
over-large share of the costs of adjust¬

ment: the costs should also be borne by
the future generations who will reap the
real benefits of unification.

To finance the additional spending in
the former GDR and the contributions to

the cost of the Gulf war, in March 1 991 the

German government decided to raise direct
and indirect taxes, the increases in direct

taxes being only temporary. The increases
in indirect taxes do not facilitate the task

of the monetary authorities since, by raising
the level of prices, they may affect expec¬
tations in both labour and financial markets.

Given the importance of restraining the
growth of the M3 monetary aggregate, the
Bundesbank, which has also been faced

with a weakening of the Deutschmark, has
maintained a tight monetary policy. If in¬
flationary expectations deteriorate any
further, either because of imported infla¬

tion or as a result of wage increases, con¬
tinuing restraint may be necessary.

In sum, given the stretched resources of

western Germany and a continuing de¬
terioration in eastern Germany, the German
authorities must concentrate their efforts

in two directions: first, they must maintain
domestic stability and the confidence of

the international markets by following a
firm and steady policy of budget consoli¬
dation; second, the resources channelled

to the eastern part of Germany must be
used in the best possible way by enhancing
the efficiency and credibility of existing
programmes.
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Spotlight on France
i^BHHH

Peter Jarrett and Marie-Odile Louppe

The French economy has performed

well in recent years, with activity re¬
latively buoyant, internal and exter¬

nal deficits remaining within manageable

limits and inflation kept under tight con¬
trol.1 Real economic growth was substan¬
tial until mid-1 990. While activity has stag¬
nated since the onset of the Gulf crisis,

the conditions are in place for a recovery
in the second half of this year. Inflation has

been broadly stable despite the recent oil
price increase, and the differential with
Germany has been narrowed. Job creation
in 1 990 was in excess of 1 % for the second

year in succession. The current account of
the balance of payments has continued to

be only slightly in deficit, while the basic
balance remains in equilibrium. Excluding
debt forgiveness the budget deficit has

been kept on a downward path. Finally,
reflecting investor confidence in the

strong-franc policy, interest-rate differen¬
tials against Germany have continued to
ease and had been eliminated for shorter-

term instruments at the beginning of the
second quarter.

The one blot on the government's
economic record is unemployment which,
at over 9%, remains comparatively high.
That is because the upturn in the eco¬
nomy came later in the 1980s and did not

create as many new jobs as in other coun¬

tries but was accompanied by exception¬
ally high productivity growth, partly be¬
cause of inflexibility in the labour market.
Yet that is only one of a number of struc¬

tural rigidities inhibiting the efficiency of
the French economy. Other problem areas
include the social security system and
competition policy.

The Unemployment
Problem

France has experienced persistently
high unemployment, and many of the job¬
less have been without work for a long
time (three years or more), especially older
workers, the young and the unskilled. At
the same time, skill shortages are blamed
for an acceleration in real wage increases.

After a lengthy period of wage modera¬
tion, it appears unlikely that labour costs

Peter Jarrett and Marie-Odile Louppe specialise in the
economies of France and Portugal in the Country
Studies Branch of the OECD Economics and Statistics

Department.

are excessive overall. But the strong con¬
centration of joblessness among unskilled
workers - with an unemployment rate in
1989 double the average national rate -
suggests that for these employees total
compensation exceeds equilibrium levels,

thereby discouraging hiring. This situation

may be explained in part by the national
minimum wage (SMIC). With the substantial
increase in its value at the beginning of the
1980s, the cost of employing low-skilled
workers may have gone beyond their mar¬
ginal productivity and the gap between
the SMIC and the average wage narrowed
considerably. Faced with this development

a variety of measures (traineeships, re¬
ductions in social-security contributions)
were introduced which involve levels of

compensation de facto below the SMIC.
These measures have contributed to the
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significant fall in youth unemployment
rates in recent years. Yet given their impli¬
cations for the public finances, they are a
second-best solution.

The government has also sought to
bring people on the fringes of society

back into the labour market by establish¬
ing a guaranteed income for those pre¬
pared to take the necessary steps to re¬
integrate themselves into the work force.
Thus far, the programme has proved

rather expensive, with relatively little suc¬
cess in putting those in the target groups
back to work.

A more effective approach might be to
raise the productivity of lower-skilled
workers by better education and training,

whether first-time training for the young to
give them the skills demanded by today's

labour market or improved retraining pro¬
grammes for adults. The authorities have

recently begun to address the problem by
making education one of the priority

spending areas in the budget as well as by
instituting a system of personalised train¬

ing from which nearly 200,000 partici¬
pants have benefited since its inception in
1989.

Reforming
Social Security

The reform of the social security system
remains high on the government's

agenda. The authorities have not suc¬
ceeded in curbing the growth in the vol¬
ume of social spending, which actually in¬
creased from an average annual rate of
2.7% in the three years to 1 987 to 3.4% in
the most recent three-year period. The
main component, the régime général, is in
substantial deficit, as the structural

surpluses on industrial accidents and
family allowances have levelled off and
the chronic deficits on health and retire¬

ment pensions have widened.
The main area of rapid recent increases

is health spending, with outlays now
absorbing 8.1 % of GDP, as against 6.8%
in 1980. Some moderation occurred in

1990, partly because of a prolonged strike
by some administrative staff but also as a
result of a reduction in VAT on medicines

from 5.5% to 2.1 %, cuts in the margins of
pharmacists and suppliers of specialist

1 . OECD Economic Surveys: France, OECD Publi¬
cations, Paris, 1991.
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services, and lower fee increases for medi¬

cal practitioners. It is also planned to
cease reimbursing non-therapeutic treat¬
ments (which costs FF 14 billion a year)
and to increase the managerial autonomy
of hospital administrators. Nevertheless,
the focus of such measures has been on

limiting supply with little in the way of
demand-restraining reforms.

The financial situation of the retirement

account is also deteriorating, and the only
measure taken so far to contain the grow¬
ing burden has been to index pensions on
price rises rather than wage increases. On
present demographic trends, the situation

will continue to worsen gradually up to the
year 2005 and will deteriorate rapidly
thereafter, with the ratio of retired people
to those in work reaching 0.78 by 2040,
compared to 0.45 now. To finance the
present level of benefits, contribution

rates would have to be stepped up, from
16.3% in 1985 to 22% in 2005 and nearly
40% by 2040.

A viable system will certainly call for an
increase in contribution rates over the

long term, but other measures could limit

the rise. For example, extending working
lifetimes by 1.5 years (thereby effectively
raising the retirement age to qualify for a
full pension) would enable the rate of con¬
tributions to be stabilised up to 2005 and

its increase reduced by two or three points
thereafter, but a reduction in the value of

benefits may also be necessary. To
smooth the process of adjustment, reserves
could be constituted by increasing con¬
tribution rates beyond those required to
balance the system in the short term. The

entire question has been recently discussed
in a government white paper, and the
authorities hope that a wide-ranging dis¬
cussion will allow legislation with a view to

substantial reform to be introduced by the
spring of 1992.

Improving
Competition Policy

Up to the early 1980s, economic policy
was distinctly interventionist, based on

promoting 'national champions', assisting
sectors in difficulty, and 'reconquering the
domestic market' through the wave of
nationalisations in 1982. Since then, how¬

ever, the authorities have reduced the ex¬

tent of their intervention in the economy
and endeavoured to increase competition
in sectors sheltered from foreign competi¬
tion. Subsidies to declining industries
have been reduced, since they were seen
to delay rather than promote structural

adjustment. In 1987-88 some state-
owned enterprises were privatised where

there was no strong justification for public
ownership, and government is now inter¬

fering less in the management of com¬
panies remaining under state control. As
of recently, partial privatisations are again

to be permitted, provided they form part
of a change in overall business strategy.

Barriers to entry are still common in
French industry. There has been a general

tendency to attach insufficient importance
to the welfare of consumers and too much

to producer interests. A prime example is
in the automobile industry, where imports

of Japanese cars are still limited to 3% of
the market. That measure has contributed

to higher car prices and longer design and
product-development cycles. Moreover,
imports from Japan have been replaced
by imports from other countries, and the

Japanese have stepped up their penetra¬
tion of other less-protected markets at the
expense of French exporters.

Nonetheless, various regulatory barriers

have been or are in the process of being
lowered within the framework of EC inte¬

gration, especially in the road haulage,
domestic air travel and telecommunica¬

tions sectors. The public monopoly on air
services to the overseas départements
was liberalised in 1987, and, in accord¬

ance with EC policies, the authorities have
undertaken to accelerate the introduction

of competition on domestic and inter¬

national routes as well. Segments of the
telecommunications market, moreover,
have been excluded from the state's

'natural monopoly'.
Yet many sectors, fee-earning trades

and professions remain regulated. Public
services are often provided by only one
supplier, although there is some 'ex ante'

competition in the tendering procedure for
selecting the supplier. Television and

radio stations require prior authorisation
from the relevant authority, and licenses
are needed to engage in a host of busi¬

ness activities, ranging from taxis to fune¬
ral services to pharmacies. Similar regu¬
lations govern the medical, legal and
some technical professions.

Simultaneously with the price liberalisa¬
tion of 1986, competition legislation was

reformed, and a strong and independent
Competition Council was set up. The belief

that price controls could keep inflationary
pressures in check and thus enhance

external competitiveness gave way to in¬
creased reliance on market forces. But

there remain areas in which prices have

not yet been liberalised, and the govern

ment still interferes in price-setting for
ends other than resource allocation (re¬

gional development, for example).

Furthermore, the fact that the Ministry
of Finance has sole jurisdiction over mer¬
gers and acquisitions may have resulted
in non-economic considerations - possi¬
bly perceived as protectionist - influen¬

cing some decisions. Furthermore, large
national mergers, such as that between
Air France and UTA, have often been al¬

lowed in the interests of industrial policy.
Yet most mergers are not scrutinised by
the Council; in 1990 the Finance Ministry
referred to it only eight cases (out of a total
of 639). In any case, since the EC regula¬
tion on mergers and acquisitions came
into force in September 1990, the largest
operations are no longer within the pur¬
view of the national authorities. Overall,

France's competition policy has evolved
substantially in recent years and is now
more or less comparable to that prevailing
in most other EC countries.

The main challenge for French industry
now is to adapt its practices to the
heightened competition imminent within

the single European market, although the
keener competitive climate that has been

created within the country has already en¬
hanced the capacity of French companies
to confront their foreign competitors.
France's economic performance in the
coming years will depend crucially on the
success of its business sector in that en¬

larged market place.
If public spending is contained, if mon¬

etary policy succeeds in preserving the
strength of the franc and if inflation is kept
in check, competitiveness should improve
and interest rates could be brought down,
which should in turn bring about a recov¬
ery in investment and restore growth to
unemployment-reducing rates. But in the
longer term the speed of transition to a
high-employment economy will be deter¬
mined by the pace of structural adjust¬
ment in both labour and product markets.
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tics. These changes affect not only the types of
data collected and the ways in which they are
presented but also the relationship between the
statistical agency and the general public.

This volume is the first in a series of publica¬
tions by the OECD Centre for Co-operation with
European Economies in Transition designed to
add to understanding the problems faced by
central and eastern European countries as they
move from a centrally planned to a market-
oriented economy.
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The transition from central planning to market-
based economies will be critical to the success

or failure of the political and economic reforms
now underway in central and eastern Europe.
Yet by its nature and scale, this transition is
without precedent. This report, emanating from
two recent seminars, deals with some of the

major issues facing those responsible for
economic reform: privatisation, property rights,
competition and market-oriented 'rules of the
game', financial market reform and structural
conditions required to attain macro-economic
policy objectives.
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the evolving world economy. Statistical present¬
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New and powerful forces are changing the
shape and character of the world economy.
This study examines the causes, consequences
and policy implications of emerging foreign
investment patterns in Malaysia, Singapore,
Taiwan and Thailand,
economies that are at

change.
This study analyses the role of domestic and

international forces, differential access to re¬

sources and competitive strengths, exchange
rate re-alignments and other economic and
political factors in determining the allocation
and impact of foreign investment. It also
analyses the role of foreign investment in the
restructuring of the four economies, with
particular attention to their electronics and
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The distinctive contribution of this study is the
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crisis of 1982. Hossein Askari proposes solu¬
tions for alleviating the debt crisis. He offers
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Japan, already the world's largest donor of aid,
is also uniquely positioned to help meet the
investment requirements of a capital-hungry
world. Challenging conventional wisdom re¬
garding global financial imbalances, the author
argues that Japan's balance of payments surplus
is not unduly large relative to its level of economic
development, and that it is ill-advised to try to
reduce this surplus, an important source of in¬
vestment for development. Focusing on the
Pacific-Asian region, this report looks closely at
the links between trade, investment and aid,

and draws lessons regarding the criteria that
will likely affect Japanese overseas investment
decisions in the years to come.
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throughout the past thirty years, having had to
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provision at considerable speed, cope with a
substantial demand for university places,
create a non-university sector catering specific¬
ally, for the demands of an economy in the
throes of modernisation, and allocate large
amounts for capital investment despite com¬
manding fewer resources than most other
OECD countries.

This second OECD review of Ireland's educa¬

tional policies reveals the significant progress
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use the methodology.
(61 91 06 1) ISBN 92-64-13481-6, 160 pp.
FF180 £24.00 US$44.00 DM70

FUEL EFFICIENCY

OF PASSENGER CARS

(June 1991)
The evolution of passenger-car fuel efficiency
has had a strong effect on the rate of transport-
sector energy consumption in IEA member
countries over the last two decades. This book

provides a comprehensive overview of the
evolution of fuel efficiency of cars. It examines
factors affecting fuel demand - such as the
development and structure of the fleet - and re-
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views pricing and taxation policies. In addition,
it summarises national transport policies, looks
at the role of efficiency targets and regulations,
and describes ways in which regulatory meas¬
ures to limit pollution by passenger cars have
affected fuel use.

(61 91 01 1) ISBN 92-64-13463-8, 80 pp.
FF100 £12.00 US$21.00 DM39

ENERGY IN NON-OECD COUNTRIES

Selected Topics 1991
(June 1991)
(61 91 04 1) ISBN 92-64-13482-4, 80 pp.
FF100 £13.00 US$24.00 DM39

See pp. 25-28 of this OECD Observer.

ENERGY POLICIES - POLAND:

1991 SURVEY

(May 1991)
This first IEA report on a non-member country
outlines the organisation, development and
reform of the energy economy of Poland. The
IEA conducted its review of Polish energy poli¬
cies during the winter of 1 990-91 in co-operation
with the Polish government. The report examines
energy supply and demand and discusses the
energy outlook and investment requirements. It
pays particular attention to energy conserva¬
tion and protection of the environment. The re¬
port offers recommendations on energy policy
and identifies areas where the IEA may be of
assistance to Poland.

(61 91 05 1) ISBN 92-64-113483-2 140 pp.
FF140 £18.00 US$34.00 DM54

See Stephen Perkins, 'Energy Policies for Poland', The OECD
Observer, No. 170, June/July 1991.

Nuclear Energy Agency

DISPOSAL OF RADIOACTIVE WASTE:

REVIEW OF SAFETY

ASSESSMENT METHODS

A Report of the Performance
Assessment Advisory Group
of the Radioactive Waste Management
Committee of the OECD

Nuclear Energy Agency
(June 1991)
The disposal of radioactive waste is a major
issue in the nuclear debate. This report pro¬
vides a concise and accessible overview of the

methods available for evaluating the long-term
safety of radioactive waste disposal systems,
particularly those to be built in deep geological
formations.

(66 91 03 1) ISBN 92-64-1 3493-X, 88 pp.
FF95 £12.00 US$23.00 DM37

Disposal of Radioactive Waste Series

HETEROGENEITY OF GROUNDWATER

FLOW AND SITE EVALUATION

Proceedings of the NEA Workshop
SEDE-90 Paris, 22-24 October 1990
(June 1991) Bilingual
For underground disposal of radioactive
wastes, particular attention must be paid to
mobile groundwater, the primary medium by
which these wastes could be transported from
the repository to man's environment. Thus, in
all national programmes for the geological
disposal of radioactive wastes, high priority is
given to hydrogeological investigation, and in
particular to investigation of the spatial variations
in groundwater flow systems. These proceed¬
ings present the results of a workshop organised
to discuss the methods that can be used to

obtain the understanding and data required for

modelling of such flow systems, as well as the
adequacy and appropriateness of the modelling
techniques.
(66 91 05 3) ISBN 92-64-03346-7, 336 pp.
FF200 £26.00 US$48.00 DM78.00

NUCLEAR LAW BULLETIN

No. 47

(June 1991), 122 pp.
ISSN 0304-341 X

Annual Subscription (2 issues and supplements):
FF170 £20.00 US$36.00 DM67

NUCLEAR ENERGY DATA - 1991

(June 1991) Bilingual
Nuclear Energy Data is the OECD Nuclear
Energy Agency's annual compilation of basic
statistics on electricity generation and nuclear
power in OECD countries. The reader will find
quick and easy reference to the present status
of and projected trends in total electricity
generating capacity, nuclear generating capac¬
ity, and actual electricity production, as well as
on supply and demand for nuclear fuel cycle
services.

(66 91 08 3) ISBN 92-64-03297-5, 44 pp.
FF55 £7.00 US$1 3.00 DM21

THE INTERFACE IN NUCLEAR SAFETY

AND PUBLIC HEALTH

(June 1991)
Radiation protection and nuclear safety repre¬
sent complementary approaches to the protec¬
tion of man and his environment from risks

associated with ionising radiation. They share a
common objective, but pursue their aims in dif¬
ferent ways.

Recent years have seen a number of devel¬
opments in both fields, including the revision by
the International Commission on Radiological
Protection (ICRP) of its basic radiation protect¬
ion recommendations, the growing attention to
radon in buildings, the work to define quantita¬
tive safety objectives, as well as the prevention
and management of severe accidents.

A recent international seminar organised by
the OECD Nuclear Energy Agency brought to¬
gether experts from the two communities to
discuss these and other issues of common

concern. This volume contains the papers pre¬
sented and an extensive record of the discus¬

sions held during the seminar.
(66 91 07 3) ISBN 92-64-03349-1, 252 pp.
FF200 £26.00 US$48.00 DM78

Financial Affairs

FINANCIAL MARKET TRENDS

No. 49, June 1991
ISSN 0378-651 X (3 issues per year)
(27 91 02 1), 130 pp.
Per issue:

FF80 £10.00 US$17.00 DM33.00

1991 Subscription:
FF200 £24.00 US$42.00 DM78

Food and Agriculture
MEAT BALANCES

IN OECD COUNTRIES: 1983-1989

(July 1991) Bilingual
Meat Balances in OECD Countries presents
international comparisons of production, trade
and consumption for each category of meat for
1983-89. It enables the commodity analyst to
follow, for each OECD country, the flow of meat
by category from production to consumption.

Other OECD agricultural statistical series in¬
clude Economic Accounts for Agriculture,

Food Consumption Statistics and Milk and
Milk Products Balances in OECD Countries.

(51 91 01 3) ISBN 92-64-03502-8, 152 pp.
FF130 £17.00 US$31 .00 DM50

AGRICULTURAL POLICIES,
MARKETS AND TRADE:

MONITORING AND OUTLOOK 1991

(June 1991)
(51 91 03 1) ISBN 92-64-13490-5, 300 pp.
FF190 £25.00 US$46.00 DM74

See pp. 4-8 of this OECD Observer.

Science and Technology
CHOOSING PRIORITIES

IN SCIENCE AND TECHNOLOGY

(June 1991)
In OECD countries a significant share of gov¬
ernment expenditure - 4.4% on average - is
devoted to science and technology. How and
by whom are the directions of this scientific and
technological effort determined? These are the
essential questions dealt with in this study.

Deciding on priority areas is a very complex
process. Not only do players often have con¬
flicting aims, governments have to make drastic
choices in the face of severe financial con¬

straints, and the internal logic of science must
be reconciled with the economic requirements
of society. This publication describes efforts of
OECD countries to make the most rational

choices, and underlines some recent devel¬

opments such as the increasingly active role of
regional authorities and the growing influence
of international competition and co-operation.
(92 91 04 1) ISBN 92-64-13499-9, 104 pp.
FF100 £13.00 US$24.00 DM39

See Gabriel Drilhon, 'Choosing Priorities in Science and Tech¬
nology'. The OECD Observer, No. 170, June/July 1991.

ICCP (Information, Computer
and Communications Policies) Series

No. 23 - UNIVERSAL SERVICE

AND RATE RESTRUCTURING

IN TELECOMMUNICATIONS

(June 1991)
This report examines two issues at the centre of
the debate concerning the restructuring of tele¬
communications services. The first study reviews
the concept of universal service in European
telecommunications and related regulations.
The second provides a detailed analysis of the
patterns of telecommunication rate restructur¬
ing observed in eighteen OECD countries over
the past decade.
(93 91 01 1) ISBN 92-64-13497-2, 196 pp.
FF215.00 £28.00 US$52.00 DM84

Trade

SERVICES IN CENTRAL

AND EASTERN EUROPEAN

COUNTRIES

(May 1991)
This study demonstrates that the development
of services should be given a prominent place
in the transition process currently underway in
the central and eastern European countries and
should contribute to the expansion of their for¬
eign trade. While there has been general recog¬
nition that the service sector in these countries

has played an insufficient role in their
economies and foreign trade, the subject has
not so far been analysed in adequate detail.
This report for the OECD Trade Committee thus
aims to fill in these gaps and devotes particular
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attention to the service sectors in Poland,

Hungary and the Czech and Slovak Federal
Republic.
(22 91 01 1) ISBN 92-64-13487-5, 54 pp.
FF75 £10.00 US$18.00 DM30

Transport
ECMT (European Conference
of Ministers of Transport)

PROSPECTS FOR EAST-WEST

EUROPEAN TRANSPORT

International Seminar, Paris
6-7 December 1990

(April 1991)
Given the previous political and economic con¬
text, East/West transport had been deteriorat¬
ing over a long period. Now, as Europe opens
up, the considerable potential for flows of trade
and tourism can be seen, although the conse¬
quences for the transport sector - and the
adjustments called for - give rise to many com¬
plex problems.

The ECMT seminar has set out all the various

aspects of these problems, together with the
broad lines of a pan-European transport policy.
Attention is drawn, for example, to the possible
saturation of infrastructure at those points
where environmental problems are most sensi¬
tive. It is likewise pointed out that the future
organisation of transport markets should pro¬
vide for an acceptable pattern of competition
while at the same time integrating the new
sources of supply offered by the central and
eastern European countries and making the most
of the particular advantages and potential
offered by each mode (railways, waterways,
roads). It should also be possible to have
private -sector participation in the funding of
priority infrastructure. This seminar has clearly
prepared the way for further analysis and
courses of action.

(75 91 02 1 ) ISBN 92-821 -1 1 53-9 562 pp.
FF350 £42.00 £74.00 DM136

Statistics

OECD ECONOMIC OUTLOOK

HISTORICAL STATISTICS: 1960-89

(May 1991) Bilingual
The Economics and Statistics Department
(ESD) of the OECD publishes statistics on the
main subjects influencing the development of
the economy, such as national accounts, for¬
eign trade, labour force, leading indicators and
short-term statistics. Most are available as

printed publications, on magnetic tapes, and
on diskettes, and, in the case of foreign trade
by commodity, on microfiches. In addition, ESD
puts forward its own forecasts in its semi-annual
publication OECD Economic Outlook, based
on a review of each member country. Particular
attention is paid to the policies that govern¬
ments are adopting to solve present economic
problems.
(12 91 01 3) ISBN 92-64-03348-3, 170 pp.
FF110 £14 US$26.00 DM42

QUARTERLY NATIONAL ACCOUNTS*
ISSN 0304-3738 Bilingual

1/1991 (May 1991)
(36 91 0 13), 176 pp.
Per issue:

FF90 £11.00 US$17.00 DM35

1991 Subscription:
FF300 £36.00 US$64.00 DM117

* Also available on diskette

International Energy Agency

ENERGY STATISTICS

OF OECD COUNTRIES: 1980-89

(June 1991) Bilingual
Contains a compilation of energy supply and
consumption data in original units for coal, oil, gas
and electricity. Complete supply/consumption
data are shown from 1980 to 1989. Data on

electricity gross and net production, capacity
and trade by origin and destination are also
included. Summary tables for all time periods
are shown for the category 'other solid fuels'
such as wood, waste, etc. as well as for heat.

Includes definitions of products and flows and
explanatory notes on the individual country
data.

(61 91 08 3) ISBN 92-64-03299-1, 720 pp.
FF350 £45.00 US$84.00 DM136

ENERGY BALANCES

OF OECD COUNTRIES: 1980-89

(July 1991) Bilingual
(61 91 07 3)ISBN 92-64-03500-1, 450 pp.
FF250 £32.00 US$60.00 DM98

QUARTERLY OIL STATISTICS

AND ENERGY BALANCES*

Fourth Quarter 1990 (April 1991)
ISSN 0378-6536 Bilingual
(60 91 01 3), 336 pp.
Per issue

FF200 £24.00 US$42.00 DM82

Annual Subscripion:
FF750 £90.00 US$1 58.00 DM293

Also available on diskette

BASIC SCIENCE

AND TECHNOLOGY STATISTICS*

(July 1991) Bilingual
This new bilingual publication, to appear every
two years, contains data on scientific and tech¬
nological activities in the 24 OECD countries
and provides recent basic statistics which are
not available from any other source in an inter¬
nationally comparable presentation. The inform¬
ation is presented in sets of 22 tables for each
country which give inter alia detailed data on:

gross domestic expenditure on R&D by sec¬
tor of performance, by type of costs and by
source of funds

business enterprise intramural expenditure
on R&D for 39 industries, by type of costs and
by source of funds

current domestic expenditure by sector of
performance and by type of activities

higher education intramural expenditure on
R&D by field of science and by type of costs

R&D personnel by sector of employment, by
function, by level of qualification and by main
scientific field

statistics on patents: number of patent appli¬
cations (national, domestic, foreign, external)

the technology balance of payments by type
of transfer

These are the base series for Main Science

and Technology Indicators (68pp.), a twice-
yearly statistical publication which gives a gen¬
eral overview of recent trends in the structure

and results of S&T activities. Basic Science

and Technology Statistics also includes most
of the data used to prepare the detailed analy¬
tical reports OECD Science and Technology
Indicators which are issued at two-year inter¬
vals.

With 451 tables.

(92 91 02 3) ISBN 92-64-03501 -X, 372 pp.
FF250 £32.00 US$60.00 DM98

' Also available on diskette

OECD HEADQUARTERS, PARIS

Vacancies occur in the OECD Secretariat in

the following areas:

Public Administration

Balance of Payments
National Accounts

Agricultural Economics
Development Economics
Energy Economics
Industrial Economics

Labour Economics

Monetary Economics
Econometrics

Environment

Urban Studies

Fiscal Policy
Nuclear Engineering
Macro-economics

Nuclear Physics
Education Policies

Social Affairs

Statistics

Computing and Communications

Qualifications:

relevant university degree; at least two or
three years' professional experience; very
good knowledge of one of the two official
languages of the Organisation (English and
French) and ability to draft well in that
language; good knowledge of the other.

Initial appointment:

two or three years.

Basic annual salary:

from FF 252,000 to FF 329,000 (Adminis¬
trator) and from FF 363,00 (Principal
Administrator), supplemented by allowances
depending on residence and family situation.

Vacancies are open to both male and female
candidates from OECD member countries.

Applications, in English or French (specifying
area of specialisation and enclosing detailed
curriculum vitae), should be marked 'OBS'
and sent to :

Human Resource Management
OECD

2, rue André-Pascal
75775 PARIS CEDEX 16

FRANCE

irminrmi
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OECD Council Meets at Ministerial Level

Communiqué

The Council of the OECD met on 4 and 5 June 1991 at Ministerial level. The meeting was chaired by Mr Wim Kok, Deputy
Prime Minister and Minister of Finance, and Mr Koos Andriessen, Minister of Economic Affairs, the Netherlands. The Vice-
Chairmen were the Rt Hon Douglas Hurd, MP, Secretary of State for Foreign and Commonwealth Affairs, the Rt Hon Norman
Lamont, MP, Chancellor of the Exchequer, and the Rt Hon Peter Lilley, MP, Secretary of State for Trade and Industry, United
Kingdom.

At a time of major international political
change, Ministers re-affirm OECD mem¬
ber countries' long-standing directions

and basic objectives of economic and social
policy. They have accordingly identified a
number of policy challenges, on which resolute
action will be taken:

The basic values shared by the OECD coun¬
tries - pluralistic democracy, respect for human
rights, and market-oriented economies - are
finding increasing recognition throughout the
world. The peoples of many countries outside
the OECD can progressively benefit from this
change in their political, social and economic
life. Ministers express their countries' determi¬
nation to increase economic relations with non-

member countries pursuing these basic values.
In this regard, ministers welcome the launching
of the Partners in Transition Programme, with
the CSFR, Hungary and Poland.

In an increasingly interdependent world, a
particular responsibility rests with OECD coun¬
tries to create and sustain a favourable global
economic environment. This is all the more

necessary as there are widespread concerns
about high levels of unemployment in many

OECD countries. Ministers stress that, after
the recent slow-down, they aim to return to
sustained expansion with price stability. Firmly
rooted in an ever closer co-ordination, economic
policies will continue complementary macro-
economic and structural measures. Macro-

economic policies should support economic
recovery and sustain growth while promoting
price stability. Active structural policies are cru¬
cial because they expand supply potential and
increase flexibility, thereby permitting stronger
sustainable growth and higher employment
levels. Such growth with price stability in OECD
countries is important to the world at large, not
only because it stimulates economic activity
everywhere, but also because it allows for
increased savings to be mobilised for invest¬
ment, which in turn assures future economic

growth.
A free and open system of trade, investment

and capital flows is vital. Early agreement on a
substantial and comprehensive outcome to the
Uruguay Round trade negotiation is the highest
priority for both structural reform and inter¬
national economic co-operation. In the face of
increasing globalisation of economic activity, it

will be a major step towards defining and put¬
ting into place new rules and disciplines required
for the world economy to function well, to the
benefit of all. In this respect, Ministers re-affirm
their resolve to fight protectionism in all its
forms.

Technological progress, which is both a
cause and an effect of strengthened competi¬
tion and globalisation, contributes importantly
to economic growth. The adaptation to chang¬
ing technology entails a continuing process of
adjustment throughout the economy as well as
in society at large. While the central role in this
process falls to firms and to individuals, gov¬
ernments bear an important responsibility, in¬
cluding in achieving policy coherence and con¬
vergence so as to facilitate adaptation to new
technologies within countries and to prevent
potential international frictions.

It is essential that all - be they countries or
individuals - should benefit from economic

growth. Ministers stress the need for OECD and
non-member countries alike to formulate cohe¬

rent policies in the fields of economics, environ¬

ment, social affairs and technology that are
mutually reinforcing in support of broadly

OECD Enters Into Partnership Agreements with CSFR, Hungary and Poland

On 4 June 1991 the Deputy Prime Ministers and Ministers of the
Czech and Slovak Federal Republic, Hungary and Poland signed
memoranda of understanding with the Chairman of the OECD Council
at Ministerial level, Wim Kok, and the OECD Secretary-General, Jean-
Claude Paye, in the presence of ministers of foreign and economic
affairs from the 24 OECD member countries. The memoranda concern

the 'Partners in Transition' (PIT) programmes, which set the frame¬
work for wide economic co-operation between the OECD and the
three central European countries.

The signatories from the three central European countries were the
Deputy Prime Minister and Minister of Finance of the Republic of
Poland, Leszek Balcerowicz, the First Deputy Prime Minister and
Minister of Foreign Affairs of the CSFR, Mr. Jiri Dienstbier, and the
Minister of International Economic Relations of the Republic of Hungary,
Bêla Kâdâr.

The PIT programmes have been established as an addition to
activities already in hand with central and eastern European countries
under the management of the OECD Centre for Co-operation with
European Economies in Transition (CCEET). They are specifically
designed for countries that have particularly demonstrated their com¬
mitment to a rapid transition to a market economy and to pluralistic

democracy, and have expressed the wish to establish special links
with the OECD. The selection of activities to be carried out under each

PIT programme responds to the specific requirements of each partner
in its transition toward a market economy and helps the countries pre¬
pare to meet the conditions for membership of the OECD.

The content of the programmes will be defined and set up jointly by
the CCEET and the authorities of the partner countries, and reviewed
on an annual basis through three special liaison committees com¬
posed of representatives of OECD member countries, the PIT coun¬
tries, the Centre and the OECD secretariat. Among the activities to be
undertaken, the OECD will carry out country reviews of the economies
of the PIT countries, aimed at providing their authorities with a general
orientation on reforms or other policy measures affecting macro-
economic, sectoral and structural aspects. Various forms of technical
assistance in the implementation of policies are featured in each
programme.

In particular, delegates from the three PIT countries will participate
in selected meetings of OECD committees and working groups. The
OECD will provide certain training for officials from the three countries
and will give PIT countries access to its on-line information and data
banks.
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based sustainable development. Ministers re¬
affirm their strong commitment to enhanced
co-operation with developing countries.

Ministers consider that, because of the range
and interlocking nature of its activities, the OECD
has the capacity to make a particularly useful
contribution in response to those challenges.

The Economic

Situation

OECD economic growth has slowed signific¬
antly over the past year, with output actually
falling in some countries, and unemployment is
again increasing. Some slowing of demand was
necessary in countries exposed to overheating
and to reduce current-account deficits where

they posed problems. The slowing of demand
and tight monetary policy contributed to a re¬
duction of underlying inflationary pressures.
The weakening of demand was temporarily in¬
tensified by the sharp increase in oil prices and
the marked fall in confidence occasioned by the
Gulf crisis and war. In some countries and

economic sectors, the negative effects may
prove to be more protracted.

While the risks of continuing weak activity,
due in part to the persistence of high real interest
rates and to the slowdown in investment in

many countries, cannot be ignored, OECD
activity is projected to recover in coming
months, underpinned by a number of factors:

the reduction of uncertainty following the end
of the Gulf war which has led to a rebuilding of
confidence in some countries

the reversion of oil prices to levels which
obtained before the Gulf crisis

notable falls in interest rates in some coun¬

tries

the substantial reduction of major external
imbalances, removing a threat to the outlook

continued growth in Japan and Germany
(where the demand effects from unification
remain strong).

Macro-economic

Policy Directions

The basic medium-term requirements for
macro-economic policy remain unchanged. It
is important that sound monetary and fiscal
policies should lay the groundwork for a reduc¬
tion in real interest rates and a sustained global
economic recovery with price stability. This will
help reduce overall unemployment in OECD
countries. Monetary policy will therefore continue
to be conducted with vigilance and prudence,
particularly in countries where inflation remains
a concern. In many countries, progress in re¬
ducing inflation has provided scope for lower¬
ing interest rates.

The persistence of high real interest rates
and the aggregate deficit of the OECD current
account suggest that the level of savings is
insufficient to meet demands for investment. In

the light also of the investment needs of devel¬
oping countries and countries in central and
eastern Europe, it is all the more essential that
OECD countries reduce their overall absorption
of saving, while at the same time reducing

excessive current-account imbalances between

themselves.

Fiscal policy is also important in this context
and will continue to be set within a medium-

term framework for budget objectives. Meas¬
ures to reduce persistent budget deficits and/or
correct distortions in tax and regulatory sys¬
tems (including in relation to private savings)
can increase the overall level of saving and
investment and produce a better allocation of
resources. Pressures likely to arise in some
areas of public spending will be attenuated by
improving management and allocative effi¬
ciency of the public sector, in part by raising
productivity in certain public services and by
identifying those expenditure items which can
most effectively and equitably be subjected to
competition.

Ministers welcome measures announced by
the United States and other budget-deficit
countries to reduce their budget imbalances in
accordance with medium-term plans and re¬
cognise that efforts may be needed also in other
countries to strengthen public-sector savings.
They note the special nature of the present
budget deficit in Germany in the context of
German unification and the decisions already
taken by the German government to reduce it
over the medium-term. Ministers stress the

importance of implementing fully these budget-
deficit reduction plans.

The recovery of growth will create employ¬
ment, but sustainable reductions in unemploy¬
ment over the medium term will also require
appropriate structural policies, including in
respect of removing rigidities in the labour market,
and improving education and training.

It is essential that economic policy be credi¬
ble, that policies and objectives be stated
clearly, and that their international compatibility
be ensured. Further strengthening of inter¬
national economic co-operation remains a top
priority. Close policy co-operation will help to
provide a sound global economic environment.
Through its widespread activities and broad
geographic coverage the OECD can play a use¬
ful role in this regard. Continued co-operation in
respect of exchange rates will contribute to
greater exchange market stability and thereby
to a better functioning of the international
monetary system.

Structural Priorities

in a Global Context

In the present environment of increasing
globalisation and fast-paced technological
advance, the critical importance of a flexible
and resilient economy is highlighted as never
before. The full benefits of expanding inter¬
national trade can be achieved only by
economies that are fully adaptable. Ministers
underline therefore the major role that structural
policies have to play in improving productive
potential so that economies can grow faster
and more sustainably, with high employment
and price stability, leading to increased well-
being of the people. These policies cover, in a
closely interrelated manner, the full span of
economic and social domains. In each of these,

they encompass domestically defined and im¬
plemented measures as well as international
co-operation in its varied modalities, including
legally binding agreed instruments.

Ministers consider that, in addition to its role

in macro-economic co-operation, the OECD is
particularly well placed to help clarify structural
problems and relevant solutions, in particular
because of the variety of its competences and
because its Secretariat and committee system
can manage issues which cross traditionally
compartmentalised policy domains. Ministers
also stress the important role already played by
the OECD's structural surveillance programme.
It provides the forum for multilateral peer review,
which fosters the process of structural reform
and encourages operational approaches to it.
In this connection, Ministers welcome the pro¬
posals of the Economic Policy Committee for
making structural surveillance more effective.
Ministers call upon the Organisation further to
develop and deepen its work on structural issues
and, where appropriate, to:

explore their policy interconnections
assess the most effective ways of taking

them into account in the process of policy for¬
mulation

in those areas which lie beyond the ambit of
current international negotiations, consider the
feasibility of elaborating operational arrange¬
ments.

Ministers highlight, in the paragraphs which
follow, these broadly interrelated areas they
assign to the Organisation for structural work:
economic (trade, agriculture, rural devel¬
opment, technology, competition, financial
matters); social (labour-market policies and
human resource development, social policy,
migration, urban affairs); environment; public
sector management; and energy.

The Economic Field

Trade

The Uruguay Round has the highest priority
on the international economic agenda. Success
here, which will further strengthen the open
multilateral trading system, remains crucial to
continued growth of world trade and the world
economy and would greatly enhance the pro¬
cess of structural reform. Ministers therefore

agreed that the Round must be brought to a
substantial and comprehensive conclusion as
early as possible, preferably before the end of
the year. They recognise that to achieve this
goal, political decisions to overcome major
existing differences are needed by all partici¬
pants without delay, the pace of negotiations
must be intensified in all areas, and substantial

progress must be achieved by the end of the
summer. Ministers took note of the report of
the Trade Committee, and endorsed its conclu¬

sions. They are determined to build on earlier
progress to achieve a wide-ranging, substan¬
tial, balanced and global agreement and a com¬
plementary institutional strengthening of the
GATT system. They are committed to their
standstill obligations, and not to undermine the
prospects of success by trade action contrary
to GATT rules, to the Round's objectives or the
headway made so far.
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In this respect, Ministers strongly re-affirm
their rejection of tendencies toward managed
trade, unilateralism, bilateralism and sectoralism.

Bilateral trade disputes should be resolved in
ways consistent with GATT rules and proce¬
dures. They underline that the negotiations
should not be a pretext for delaying autonom¬
ous efforts towards structural adjustment in the
trade area. The improved market access and
strengthened trading system resulting from the
successful conclusion of the Uruguay Round
will foster further integration of an ever-growing
number of countries into the trade and world

economic system.
Regional integration is another significant

area of development in trade relations. It can
stimulate the multilateral liberalisation process
and should be in conformity with international
obligations and with the objective of maintain¬
ing and strengthening the multilateral trading
system. Ministers invite the Organisation to
continue to monitor developments in the field
of regional integration.

Looking beyond the Uruguay Round to the
trade issues of the 1990s, ministers emphasise
the need to address the new dimensions of

trade policy. This includes a whole range of
issues which arise because of the increasing
globalisation of the world economy and the
closer relationship between trade policy and
competition, investment, technology and inno¬
vation, and environment policies. The increas¬
ingly international scope of economic activity
has seen the emergence of areas in which the
needs of private agents and governments run
ahead of the existing 'rules of the game'. There
is a perceived need for better understanding of
these issues and, where appropriate, con¬
vergence of policy approaches and consider¬
ation of fresh rules. Many issues, traditionally
viewed largely from a domestic policy perspec¬
tive, have taken on an international dimension,

affecting the setting of trade and investment
policies themselves. Hence, widening the con¬
sideration of trade policies in the 1990s to take
account of new developments will go hand-in-
hand with efforts to avoid conflict with other

policy spheres.

Agriculture
Agricultural Reform. Ministers acknowledge
that there has been very limited progress in
agricultural reform along the lines they set out
when they met in 1987 and in 1988, particularly
in relation to the progressive market orientation
of agricultural production and trade. They take
note of the 1991 Monitoring and Outlook Report
by the Agriculture and Trade Committees and
endorse its conclusions.1 Support to agri¬
culture, as measured by producer subsidy
equivalents (PSEs), increased in 1990 after
declining in 1988 and 1989. The OECD Secret¬
ariat has estimated transfers from taxpayers
and consumers at nearly $300 billion for 1990,
slightly above the previous peak of 1987 when
expressed in dollar terms. Structural surpluses
have re-emerged in the OECD area for most
commodities, confirming that the temporarily
more balanced market situation of 1988 and

1 989 was due mainly to drought or to the impact

of supply-control efforts. World prices dropped
in 1990 compared with the previous year; there
has been an upsurge in export assistance; and
trade tensions have remained unabated. Unless

policies are improved, the budgetary and
economic costs, as well as trade tensions, are
likely to rise and the economic prospects of
countries dependent on agricultural exports are
likely to be seriously affected, including devel¬
oping countries.

Following on all the reform principles defined
in 1987 and 1988, Ministers confirm their com¬

mitment to achieving substantial progressive
reductions of agricultural support and protec¬
tion, in particular in the context of the Uruguay
Round, through the framework approach set
forth in the Mid-Term Review. To this end, the

participants have agreed to conduct negotia¬
tions to achieve specific binding commitments
on each of the following areas: domestic sup¬
port, market access, and export competition;
and to reach agreement on sanitary and phyto-
sanitary issues. Account will be taken of parti¬
cipants' non-trade concerns. In order to facilitate
adjustment, specific measures, such as certain
forms of direct income support payments or
autonomous quantitative restrictions of supply,
can be envisaged. Such measures, however,
must not introduce new economic distortions

to international markets. Agricultural reform, to
the extent possible, should simultaneously ad¬
vance trade liberalisation and environmental

objectives. In doing so, steps should be taken
to integrate agricultural and environmental
policies more closely, so that agriculture is con¬
ducted on an environmentally more sustainable
basis.

Ministers invite the Organisation to continue
to support the process of agricultural reform by:
monitoring its implementation, including through
quantitative instruments and qualitative consid¬
erations; improving its capacity to assess the
medium-term market outlook; assessing the
impact of various policy scenarios for reduction
of support and protection on production and
trade; analysing particular aspects of the reform
process, such as direct income support and
structural adjustment, and their effect on incomes
and social and environmental conditions, and

on economic efficiency, while recognising that
in some countries agriculture is multifunctional
in character; defining policies which can
achieve both agricultural reform and protection
of the environment, and which can contribute

to an efficient set of policies in the context of
rural development; and assessing and promot¬
ing ways of maximising the positive impacts of
reform on non-member countries and of assist¬

ing those countries moving towards a more
market-oriented agricultural system, while taking
into account the interests of food-importing
developing countries.

Rural Development
Ministers are concerned by lagging economic
development in many rural areas. They recog¬
nise significant public interest in the environ¬
mental, social, recreational and cultural values

of these areas. They consider that dynamic rural
development policies can help to smooth
structural adjustment there. The design and

execution of such policies, which address both
economic and public-value goals, is a complex
task which provides scope for the participation
of several ministries at the national level, and

roles for authorities at the regional and local
levels as well as for the private sector. Reformed
agricultural policy has a significant part to play,
as do policies in other domains, the aim being
to identify different possible ways for the devel¬
opment of rural areas. Ministers expect that the
recently established Rural Development Pro¬
gramme will take a multi-sectoral, inter-discipli¬
nary approach to rural development policy;
they look forward to the Programme's report
and recommendations in 1992.

Technology
Ministers note the reports on the Technology/
Economy Programme (TEP). They believe that
the findings of the TEP exercise demonstrate
vividly the close inter-relationships between a
range of issues in areas such as science and
technology, human resource development, cor¬
porate governance, trade, investment and
competition, all of which will increasingly
underpin national competitiveness and economic
performance in the 1990s, and the need for
governments better to co-ordinate and ensure
coherence amongst domestic policies in these
fields. Ministers underline the role of technology
in helping to sustain growth and welfare, both in
OECD countries and also in non-member coun¬

tries. They stress the central role of the firm in
the technological process, and underline the
important role of governments in providing an
economic and social environment conducive to

the fostering of this process, both domestically
and internationally. They encourage the Organi¬
sation to continue actively its monitoring acti¬
vity on structural and trade aspects of techno¬
logy-related issues, in particular in respect of
communication technologies. Ministers welcome
the report of the ad hoc group of the Council on
the Technology/Economy Programme and
accordingly have agreed to the policy statement
annexed to this Communiqué.

Competition
Competition Policy. The increasing inter¬
national scope of economic activity has re¬
sulted in a situation in which the existing 'rules
of the game', as defined by national or regional
competition policies, might be usefully com¬
plemented. Ministers ask the Organisation to
continue its work on the international dimen¬

sion of competition policies and on their inter¬
action with policies in other areas such as trade
and industry. They note that recent work in the
Organisation on competition law and policy
provides the foundation for greater policy con¬
vergence and progress towards updating and
strengthening the existing rules and arrange¬
ments (including both policy principles and pro¬
cedures) for international co-operation in this
area. They invite the relevant committees actively
to pursue these matters, including the effect¬
iveness of trade rules in facilitating international
competition.

Industrial subsidies. Ministers re-affirm their

1 . Agricultural Policies, Markets and Trade: Moni¬
toring and Outlook 1991, OECD Publications, Paris.



MINISTERIAL COMMUNIQUÉ

view that industrial subsidies have generally
impeded rather than promoted structural adjust¬
ment, have created or sustained inflexibility and
distortions, notably in the trade area, and have
added to pressure on public expenditure.
Ministers remain firmly of the view that every
effort should be made to eliminate or bring
under enhanced discipline subsidies that have
trade distorting effects. Ministers welcome pro¬
gress by the Organisation in improving transpa¬
rency in this area, which will strengthen the
basis for a common international understanding
of the economic effects of industrial subsidies.

They invite the Organisation to engage in a sys¬
tematic monitoring of industrial subsidies, and
they commit their governments to providing the
information necessary to update and improve
the internationally comparable data base which
has been constructed under the auspices of the
Industry Committee. OECD governments will
step up their collective efforts to increase trans¬
parency, in particular through a peer review
procedure and, taking into account devel¬
opments in the Uruguay Round negotiations,
to improve industrial subsidy discipline. This
work could lead to the eventual definition of

commonly accepted OECD guidelines.
Shipbuilding. Ministers welcome the progress

made in the OECD Council Working Party on
Shipbuilding towards a draft agreement re¬
specting normal competitive conditions in the
commercial shipbuilding and repair industry.
They welcome that all parties are firmly com¬
mitted to conclude a balanced agreement, the
main elements of which are now taking shape,
and emphasise the need to maintain momentum
in the negotiation to present a draft agreement
by July 1991 , so that outstanding political differ¬
ences can be resolved as quickly as possible.
Ministers also note with satisfaction that the

Republic of Korea fully participates in the
negotiation.

Export Credits and Tied Aid Credits. Ministers
remain convinced of the need for a balanced

agreement to reduce substantially, through
improved discipline and transparency, the
trade and aid distortions that result from the

use of subsidised export credits and of tied aid
credits. Therefore, they welcome the reports
from the Chairmen of the competent OECD
bodies and the progress made on the main ele¬
ments of a future agreement. Against this
background, Ministers expressed their commit¬
ment to overcome remaining obstacles in order
to come to an agreement in the near future; in
any case, not later than the end of this year.
Ministers welcome the agreement reached in
the Export Credit Group of the Trade Committee
to study export credit premium systems and
structures, and they look forward to a report on
its completion.
Financial Matters

Financial Markets and Foreign Direct Invest¬
ment. Structural reform has made the greatest
progress in areas affecting capital flows and
foreign direct investment (FDI), and these have
importantly affected the external positions of
member countries. Nonetheless, it is still nec¬

essary to ensure that liberalisation gains are
consolidated and extended, in particular with

respect to FDI, in light of a number of signs in
recent years in policies and practices that run
counter to the liberalisation trend. To this end,

Ministers adopted the Report on the Review of
the 1976 Declaration and Decisions on Inter¬

national Investment and Multinational Enter¬

prises. They welcome the reinforcement of the
Declaration, through the addition of a section
on co-operation to avoid conflicting require¬
ments on multinational enterprises and the
introduction in the Guidelines for Multinational

Enterprises of a new chapter on protection of the
environment. They note the progress towards a
strengthening of the National Treatment Instru¬
ment inspired by the principles of standstill,
non-discrimination, transparency and rollback,
and agree to reinforce the procedures for im¬
plementing the existing substantive commit¬
ments through notification, examination and a
multilateral framework for dealing with conflicts
that may arise. They also express their determi¬
nation further to reinforce and broaden the

scope of international discipline in the area of
FDI.

The OECD Codes of Liberalisation have played
and continue to play an important role in promo¬
ting free movements of capital between coun¬
tries, and have contributed to the maintenance
of free current invisible transactions. Ministers

welcome the prospect of the extensive further
liberalisation of the banking and financial ser¬
vices, agreed in May 1989, entering into effect
in the very near future. OECD governments remain
firmly committed to the pursuit of continued
liberalisation in the field of investment and ser¬

vices. Progress has already been achieved in
the areas of tourism, audio-visual works and

insurance, as well as in banking and financial
services. Efforts to promote liberalisation must
be continued through further strengthening of
the Codes and investment instruments.

Certain sectors of financial markets have

experienced problems in recent years. Minis¬
ters note the recent announcement of financial-

sector reform to modernise the regulatory and
prudential framework of financial markets in the
United States, with the overall objective of en¬
hancing competition and improving efficiency.
They welcome the intention of the US author¬
ities to proceed with these reforms in a manner
consistent with the principles of the OECD
Codes of Liberalisation. They invite the relevant
OECD committees to intensify surveillance of
international financial developments, with a
view to keeping members informed and promo¬
ting both further liberalisation and co-operation
among national regulators.

Ministers welcome the significant strength¬
ening of international co-operation, in particular
among OECD countries and other participants
in the Financial Action Task Force, to stem the

use of the financial system in laundering the
proceeds of criminal activities, in particular
drug and drug-related offences. They agree to
develop this co-operation further and invite the
Organisation to provide secretariat services to
the Task Force.

The Social Field

In spite of considerable economic progress

in OECD countries, concerns remain about a

number of societal issues, including long-term
unemployment, inequality of opportunities,
marginalisation, persistent dependency on
income transfers, and demographic devel¬
opments. Economic progress and success on
the social front are mutually supportive. This
will require a concerted approach over the
longer term in a complex range of policy areas.
This includes, in particular, the development of
the skills needed fully to exploit the new tech¬
nologies and the opportunities they present;
the need to re-integrate those excluded from
activity; and policies to cope with intensifying
urban problems and to revitalise declining rural
areas. Successful adjustment of our economies
and societies will also require renewed efforts
to improve opportunities for women in the
labour market and to advance their careers

throughout working life. To achieve all these
goals it will be necessary to reinforce the emphasis
on integrated 'active' policies rather than pas¬
sive income support programmes which often
discourage participation. Ministers urge the
OECD to step up work in the domains covered
in the following paragraphs.

Labour-market Policies

and Human Resource Development
Ministers endorse the main conclusions of

the meeting of the Education Committee at
Ministerial level in November 1990, which em¬

phasised that: high-quality education and train¬
ing provide the foundation for developing a
broad range of skills for all; access, gover¬
nance, financing and partnership are important
for the successful performance of educational
systems; and to promote lifelong learning, edu¬
cation has to be complemented by training and
re-training, especially for adults. Ministers, con¬
cerned about the high levels of unemployment
in many countries, encourage active labour-
market policies which will facilitate structural
change, for example, through the provision of
training for the unemployed and for workers
threatened by displacement. Labour-market
and social policies will also aim at supporting
those who have never entered the labour market

or those who have become detached from it, and

in particular, those who have become dependent
on income transfers. Such labour-market, social,

education and training policies are part of a
comprehensive approach to human resource
development, and will help to meet one of the
key challenges of the next ten years: ensuring
that labour markets and labour forces can

respond flexibly and effectively to growing so¬
cial and economic change. The approach here
will also include local initiatives and enterprise
creation, as well as attention to coherence in

policy design and implementation between var¬
ious levels of government and between differ¬
ent programmes and institutions. Policies and
programmes will be co-ordinated and developed
in partnership with business, trade unions and
community-based organisations.

Social Policy
Social policy will have to respond to con¬
cerns about a series of issues which affect the

cohesion of the fabric of OECD societies. There
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are moves towards new orientations for a range
of social policies based on partnerships involv¬
ing individual initiative, public intervention,
actions by voluntary and community associa¬
tions and private-sector enterprises. The aim is
to improve the responsiveness of social pro¬
grammes to individual needs; to encourage in¬
dividuals to become active members of society;
and to enhance efficiency in the provision of
social services, which should contribute to

countering persistent dependency on income
transfers and to tackling the rising costs of
health and pensions systems. Public policy will
contribute to developments in these areas by
improving integration and co-ordination
amongst policy instruments. Ministers invite the
Organisation to undertake work which throws
more light on these issues and on the most
appropriate responses of social policy.

Migration
While recognising that immigration has made
and can, under appropriate circumstances,
continue to make a valuable contribution to the

economic and social development of OECD
countries, Ministers note the widespread con¬
cern that pressures for migration are building
up world-wide due to a variety of political, social
and economic factors which demand further

study. Ministers request the Organisation, in
the light of the outcomes of the International
Conference on Migration (Rome, 13-15 March)
and in co-operation, as appropriate, with inter¬
ested governments and other international
bodies, to intensify its work on assessing and
comparing migratory flows and their trends; on
assessing the economic and social causes and
consequences of migration both for the receiv¬
ing and for the sending countries, where the
lack of development opportunities contributes
to migratory pressures; on evaluating possible
policy responses to emigration countries; and
on the exchange of information on national pol¬
icies and practices. OECD work on this subject
will take into account the importance of
humanitarian factors and applicable inter¬
national agreements.

Urban Affairs

Problems in urban areas, such as imbalance

between demand and supply of urban infra¬
structure, traffic congestion, scarcity of adequate
housing, deterioration of the urban living envi¬
ronment, and poverty are becoming more serious.
Ministers invite the OECD to identify solutions
in the light of the importance of these urban
problems, while taking into account such fac¬
tors as each country's economic and budget¬
ary situation.

The Environmental Field

Ministers welcome the results of the Meeting
of the OECD Environment Ministers in January
1991, which constitute an important contribu¬
tion to the evolution of environmental policy¬
making. Faced with the magnitude of national
and regional environment issues and the unpre¬
cedented challenge of global environment issues,
Ministers agree that OECD countries should
pursue an environment strategy for the 1990s
based on integrating economic and environ

mental decision-making, improving their en¬
vironmental performance, and strengthening
international co-operation. Ministers agree the
need for the Organisation to review more sys¬
tematically the performance of individual OECD
countries in meeting domestic environment
objectives and international commitments and
they welcome the Environment Ministers' initia¬
tive to launch reviews of member countries' en¬

vironmental policies. As well, Ministers recog¬
nise that OECD countries, given their level of
development, have a special responsibility to
work co-operatively with other countries in
other regions to achieve sustainable devel¬
opment.

Ministers welcome the direction and impetus
given by the Environment Ministers to strengthen¬
ing the integration of economic and environ¬
ment policies as a key to sustainable devel¬
opment. They agree with the principles pro¬
posed for working towards this objective:
economic and environmental policies cannot
be made and implemented in isolation; environ¬
mental considerations must be brought to bear
systematically on economic policy-making;
sound economic analysis of costs and benefits,
coupled with scientific assessment of relative
risks including that of inaction, is the optimal
basis for setting priorities among environmental
goals, and compatibility between environmental
and sectoral economic policies should be a
central objective of policy-makers. Ministers
call for improved integration of environment
considerations into all economic sectors and

for the OECD to continue its work on analysing
the policy interconnections. They agree that
effective policy integration will require a greater
degree of dialogue with and participation from
all sectors of society and the economy if en¬
vironmental goals are to be met effectively and
efficiently and to prevent policy conflicts from
arising in such areas as agriculture, coastal
zone management, energy, and transport and
more generally on trade and investment. Ministers
also support additional work on 'OECD
guidelines' to assist member countries to make
more effective and widespread use of economic
instruments.

International co-operation is critical to coping
successfully with global environmental issues
and risks in the 1990s. Many environmental
issues, for example, climate change, conserva¬
tion of living marine and land resources, ozone
depletion, deforestation, desertification and
loss of biodiversity, highlight the extent of
global interdependence not only in terms of the
causes of environmental degradation but also
in terms of the consequential effects of imple¬
menting certain economic or environmental
policies. This interdependence, however, also
offers the opportunity for new forms of inter¬
national co-operation amongst OECD countries
on the one hand and with non-member coun¬

tries on the other. One of the most important
elements in this international co-operation is to
promote development and transfer of environ¬
ment-related technologies. In this context,
Ministers welcome the establishment of the

Global Environment Facility (GEF) and are look¬
ing to this programme, as well as to relevant

activities of other existing institutions, to con¬
tribute to the improvement of the global envi¬
ronment. Ministers also believe the OECD can

play an important role in fostering international
co-operation and contributing to the solutions.
They welcome the OECD/IEA work on emission
inventories, policy instruments and economic
analysis of policy options as positive contribu¬
tions to the global climate change negotiations.

The 1992 United Nations Conference on En¬

vironment and Development provides a timely
opportunity to strengthen international co¬
operation. This event should be used to renew
international commitment to sound environ¬

mental management, and to seek a consensus
on goals and priorities for the 1990s and
beyond, as a basis for agreed commitments for
concrete action. Ministers give full support to
the contribution envisaged by the OECD, in¬
cluding the convening of a meeting of OECD
Ministers of Development and Environment in
1991 to consider measures to ensure that

development and environmental policies are
compatible and reinforcing. Ministers agree
that OECD governments must confront, with
new commitments and adequate resources,
the pressing issues of resource availability and
technology transfer for environmental improve¬
ment in developing countries. Ministers under¬
line the role that the GEF could play as the
mechanism to provide additional assistance to
developing countries in the framework of the
ongoing negotiations on the global environ¬
ment.

Trade and the Environment. Ministers wel¬

come the joint report on trade and environment
issues prepared by the Trade and Environment
Committees. The report identifies the key inter¬
connections between these important policy
areas and makes suggestions on areas in
which the analysis should be deepened. Minis¬
ters endorse the preliminary views developed
by the two Committees on a work programme
that will underpin further analyses and could
lead, in a subsequent stage, to the drawing up
of guidelines on ways to protect the environ¬
ment and preserve the open multilateral sys¬
tem. They invite the Organisation to pursue this
work and call for a report on the progress
achieved, on all those elements that have been

highlighted, to be made to the 1 992 meeting of
the Council at Ministerial level, giving also
regard to possible contributions to the United
Nations Conference on Environment and Devel¬

opment (UNCED) in June 1992.

Public-Sector Management

In the face of rising pressures on public expen¬
diture and concern about the effectiveness with

which the public sector operates to meet its
objectives, OECD governments are reviewing
its organisation and management, with the par¬
ticular objectives of increasing the efficiency of
the economy, improving the management of
human resources, increasing the accountability
of public officials and improving the quality of
services to the public. They are considering
more cost-effective ways of financing and de¬
livering public goods and services. This may
provide a different division of responsibilities
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between the public and private sectors, a wider
appeal to market mechanisms, or, for instance,
in education or social policy, a combination of

public- and private-sector responsibility, and
individual initiative. In other cases, it would
appear necessary to re-appraise the methods
of operation of the public authorities, while
preserving the specificity of their mission.
Ministers also recognise that the increasingly
interdisciplinary nature of the issues dealt with by
the OECD points to the need for new approaches
to public-sector management and to co-ordi¬
nation among public-sector authorities in mem¬
ber countries.

Energy

The Gulf crisis and the likelihood of increased

dependence of the OECD region on oil imports
from the Middle East over the coming years
underscore the importance of continued efforts
by governments to reduce their vulnerability to
oil supply disruptions. As agreed by Energy
Ministers, energy security will be further en¬
hanced by a range of measures and policies,
which include: improving and timely testing of
emergency response mechanisms; maintaining
diversified energy supplies, both in terms of fuel
and sources; exploiting all economic and environ¬
mentally appropriate opportunities to promote
energy production world-wide; promoting energy
efficiency and conservation; supporting research
and development, introduction of new tech¬
nologies, and further development of competitive
markets and liberalised trade. Global environ¬

mental issues heighten the importance of pur¬
suing integrated policies which further the
objectives of energy security, environmental
protection, and economic growth. Action must
be taken to address conventional pollutants
and greenhouse gas emissions at both the na¬
tional and international level. In relation to the

global climate change issue, detailed study is
needed of the technical potential for reducing
greenhouse gas emissions as well as the costs
and benefits of various measures to mitigate
emissions, including economic instruments. As
governments develop policies to address en¬
vironmental issues, in particular global climate
change, approaches must be integrated in a
manner consistent with the need for diversified

energy supplies and unfettered international
trade in energy. The successful implementation
of energy policies to achieve environmental
goals will require industry participation and
heightened consumer awareness. The growing
convergence of the energy interests of OECD
and non-OECD countries is a major facet of the
increasing interdependence and globalisation
of economic activity. All non-OECD countries
can benefit from the energy policy experience
of OECD countries. This is particularly true for
the Asia-Pacific region and Latin America
where energy demand is growing rapidly, and
for central and eastern European countries as
they move towards market economies. These
latter countries and the Soviet Union will benefit

from the development of new energy links with
the OECD countries, including free and undis-
torted energy trade. The problems facing the
Soviet oil and gas sectors warrant special

attention given this country's position as the
world's largest oil and gas producer. Contacts
among all market participants should be further
developed to promote communication and
understanding. Such contacts could enhance the
efficiency of the market, which is the best al¬
locator of resources and determinant of oil

production volumes and prices. Ministers en¬
courage NEA analysis/assessment of nuclear
energy in Eastern Europe, in particular as it
relates to safety issues, in consultation when
appropriate with other specialised agencies
such as the IAEA.

Co-operation
with Non-member Countries

Ministers welcome the OECD's steadily
strengthening relations with non-member
countries, along with the world-wide move to¬
wards the common values of OECD countries:

pluralist democracy, respect for human rights,
and a competitive market economy. These values
have proved to be the best possible basis for
long-term economic and social development.
They wish to see this strengthening continue,
while taking due account of the diversity of non-
member countries' situations, circumstances and

policies. Co-operation with non-member coun¬
tries in all regions and at all levels of devel¬
opment may take a wide variety of forms, the
choice of which will be guided by a pragmatic
approach. In some cases this could ultimately
lead to membership in the Organisation for
countries which share common OECD values

and characteristics, express interest, and are
prepared to accept OECD rules and disciplines.
At the same time, Ministers re-affirm their de¬

termination to give high priority to co-operating
with developing countries.

The Developing Countries. The economic,
political and social situations of the developing
countries have tended to diverge, with some
promising developments, but conditions in
many developing countries remain a matter of
concern. Difficult structural adjustment and
policy reforms have been set in train by a
number of developing countries in Asia, Latin
America and Africa, and are beginning to bear
fruit. But in many other developing countries
economic and social conditions have been

consistently deteriorating. While effective
development depends primarily upon the devel¬
oping countries themselves implementing appro¬
priate policies, OECD countries have neverthe¬
less to enhance, along the lines described in the
1990 Ministerial Communiqué, their support to
these countries, and in particular, to the least
developed among them, and to those which are
adopting effective policies to meet the chall¬
enges they face. This support must aim to assist
developing regions to surmount the difficulties
they encounter in the adjustment of their
economies, but equally to support actively the
process of démocratisation, respect for human
rights and the transition towards competitive
market economies which is proceeding in a
growing number of developing countries. This
co-operative effort with developing countries will
focus on policies which integrate the shared

objectives of:
promoting sustainable economic growth and

integration in the world economy, particularly of
those developing countries which face the pro¬
spect of declining participation in it

reducing excessive military expenditures
enabling broader participation both by men

and by women in productive economic activities
and enabling markets and private initiative to
play their full role, and encouraging a more equi¬
table sharing of the benefits

promoting human rights, démocratisation,
open and accountable government institutions
and the rule of law

ensuring environmental sustainability, and
slowing population growth where it is too high for
sustainable development

combating the illicit production, trafficking and
consumption of narcotics.

In addition, OECD countries' policies can do
much to improve the prospects for developing
countries. To this end, Ministers recognise the
need for a more coherent policy approach to
their co-operation with developing countries to
help them overcome their difficulties. Sound
macro-economic policies which lead to sustain¬
able non-inflationary growth can contribute im¬
portantly to a healthy global economic environ¬
ment. Open markets provide the developing
countries with the maximum opportunity to
prosper; hence, in particular, the importance of a
successful conclusion of the Uruguay Round.
Market transparency is important; exchanges of
views and information between producers and
consumers of commodities can facilitate it. Co¬

operative approaches to relieving debt burdens
and securing new resources flows in the context
of structural adjustment efforts can help signific¬
antly, especially in the case of poorer developing
countries. Ministers stress the need for continu¬

ing action to tackle the debt problems affecting
many developing countries, and re-affirm their
support for the strengthened debt strategy. They
note that the debt problems of the low income
countries remain particularly severe, and look
forward to an early and appropriate conclusion of
the Paris Club's discussions of additional debt-

relief measures for the poorest most heavily-
indebted countries. They consider also that efforts
under way to relieve the debt burden of heavily-
indebted lower middle-income developing
countries should be pursued in line with the re¬
structuring actions taken in the multilateral
framework of the Paris Club. The debt prob¬
lems of many of these countries should be
closely monitored.

Ministers recognise that in view of the huge
development tasks ahead, particularly given
the strong efforts towards démocratisation and
economic policy reform throughout the devel¬
oping world, substantial additional aid efforts
will be required both quantitatively and qualita¬
tively. They take note of the target already
established by international organisations for
the future level of development assistance
(0.7% of GNP). They recall that at the recent
Conference on Least Developed Countries there
was agreement that 'a significant and substan¬
tial increase in the aggregate level of external
support should be made available' and that



MINISTERIAL COMMUNIQUÉ

options for implementation were recommended
for various categories of donor countries. The
important role that foreign direct investment
could play in this field should also be noted.
Ministers re-affirm that their determination to

give high priority to their co-operation with
developing countries will not be diminished be¬
cause of their support for central and eastern
Europe, nor by the developments in the Gulf
region.

Ministers emphasise the need for participa¬
tory development, including broad-based
economic growth and equity, protection of
human rights and improvement of governmental
effectiveness. An optimal public resources allo¬
cation can only be achieved through good gov¬
ernance.

Given the dramatic changes in some parts of
the world towards pluralistic democracy, respect
for human rights and a competitive market eco¬
nomy, opportunities exist for new approaches
to relations between developed and developing
countries. Members will continue their work in

the relevant OECD bodies to develop these
new approaches. Ministers welcome the results
of the second United Nations Conference on

the Least Developed Countries. The forthcoming
Eighth Session of the United Nations Confer¬
ence on Trade and Development will provide a
test of the determination to take further the new

consensus on the requirements for effective
development progress and a sustainable global
economy, based on an effective partnership
between developed and developing countries.

Central and Eastern Europe. The changes in
central and eastern Europe towards pluralistic
democracy are of great historical importance.
The complex and difficult process of transition
from a centrally-planned economy to a market-
based one, which has begun in central and
eastern Europe, is a necessary follow-up to
these changes. Ministers welcome this
economic reform and encourage the countries
concerned to persevere because its success is
critical to economic renewal and sustainable

growth. It will entail substantial structural
adjustments and require deep changes in poli¬
cies and established patterns of thinking. In the
light of this challenge, the OECD countries, and
the Organisation as such, should support this
process to the fullest extent possible, and pro¬
mote links with these countries.

International assistance, by actively support¬
ing the reform effort, will also help sustain the

political will to reform. Such assistance must
involve the co-ordinated efforts of governments
and the major multilateral institutions, including
the OECD, the recently established EBRD, the
IMF, the IBRD, the G-24 process chaired by
the EC Commission, the CSCE, the ECE, and
the ILO, and be designed to foster market
disciplines. Ministers agree on the importance
of supporting the transition in these countries
toward democratic institutions and market-

oriented economies in the most efficient,
effective and transparent manner possible. In
this respect they endorse a conclusion of the
participants in the Arrangement on Guidelines

for Officially Supported Export Credits that they
would try to avoid tied aid credits other than

outright grants, food aid and humanitarian aid,
into central and eastern Europe. They agree
that the Organisation should keep this matter
under active monitoring, with a view towards
discussion and resolution of policy issues
which may arise.

In view of the breadth and complexity of the
problems that have to be addressed, and of the
inherently limited and temporary nature of the
balance-of-payments assistance made avail¬
able by the G-24 countries, there is a role for a
variety of forms of assistance only some of
which involve direct financial support. In par¬
ticular, access to markets in OECD countries

and sustained economic growth in the OECD
area can contribute significantly to the success
of the reform process. The OECD will keep
under active review trade between central and

eastern European countries and OECD member
countries, with a view towards identifying trade
restrictions, thereby facilitating their removal,
and towards promoting trade transparency.
Ministers look forward to reports on these
issues at their 1992 meeting. Private invest¬
ment has an essential role to play and should
be actively encouraged. Ministers re-affirm the
shared willingness of their countries to play
their fair part in the global international assist¬
ance effort. But whatever the size and mod¬

alities of this effort, the reforming countries
retain the essential role and responsibility in de¬
termining the most efficient way for delivering
comprehensive reform based on free-market
principles.

Ministers endorse fully the role of the OECD
in providing technical assistance for policy
formulation across a wide range of activities,
directed primarily at building up public and private
institutions and at developing the human re¬
sources needed for a successful transition. This

role could still be strengthened. They emphasise
the role of the Centre for Co-operation with
European Economies in Transition in organising
a coherent and comprehensive assistance pro¬
gramme. They particularly stress the importance
of the establishing of the Centre's 'Partners in
Transition' programmes, designed to provide
special assistance and services by the OECD to
countries that have demonstrated a resolute

commitment to a rapid transition to a market
economy and to a pluralistic democracy, and
have expressed the wish to entertain special
links with the OECD.

Ministers express concern over economic
developments in the Soviet Union and their
negative implications for world trade, in particular
for trade between central and eastern Euro¬

pean countries. They recall the message of The
Economy of the USSR prepared by the IMF, the
IBRD, the OECD and the EBRD on the mandate

given by the Houston Economic Summit, that
fundamental reform was the only answer to un¬
derlying structural problems in the Soviet eco¬
nomy. That message remains valid. They hope
that the USSR and the Republics would move
quickly to introduce the broad range of macro-
and micro-economic reforms necessary to
move to a market economy, as recommended
in the study. They note that policy dialogue,
technical assistance, and humanitarian aid can

support reform, and consider that, whenever
appropriate, existing multilateral institutions
should be used to channel assistance. They
recognise the special expertise of the OECD
and welcome its technical assistance to the

Soviet Union, and where appropriate the indi¬
vidual Republics. They call on the Organisation
to continue its monitoring of economic policies
and reforms in the Soviet Union in the light of
the recommendations of the Study and sub¬
sequent and ongoing developments. They also
welcome the establishment of a regular exchange
of information within the Organisation on
economic policies toward and relations with the
Soviet Union. They encourage the Organisation
to continue to pursue appropriate technical
contacts with the Soviet Union, drawing on the
experience acquired.

Dynamic Asian Economies. The dynamic
Asian economies have confirmed their impress¬
ive economic performance, albeit at a slightly
slower pace than in previous years. Their signi¬
ficant contribution to world economic growth
and international trade underlines the need for

deepening further the informal dialogue started
three years ago. This has led to a better under¬
standing of the OECD/DAE economic relation¬
ship; a convergence of views on policy co¬
operation which in turn will help to foster
economic relations between them; and a

shared resolve to strengthen the multilateral
trading and investment system. In this latter
respect, Ministers welcome in particular the on¬
going trade policy discussions between the
Dynamic Asian Economies and OECD member
countries.

Ministers call on the OECD, while taking ac¬
count of the diversity of DAE aspirations and
circumstances, and in close consultation with

them, to develop the dialogue further. Ministers
hope that it may soon lead to the establishment
of closer and more structured links between

the Organisation and the DAEs where mutually
desired.

Latin America, and in particular Mexico.
Those Latin American countries that have en¬

gaged in major market-oriented policy reforms
have improved their economic situation and are
better placed to play a more active role in the
global economy. This holds out the hope that
the people of this region will be in a better
position to take advantage of its vast economic
potential. Mexico, in particular, is carrying out
resolute market-oriented policy reforms. Minis¬
ters welcome the wish recently expressed by
Mexico to broaden its links and co-operate
more closely with the OECD. They invite the
Secretary-General actively to follow up on this,
and to report progress at their meeting in 1992.

Yugoslavia
Ministers recall the long association of
Yugoslavia with the work of the Organisation.
They express their hope that the conditions
necessary for Yugoslavia to continue with its
reforms towards a market economy will be im¬
proved, so that continued and sustainable
economic progress can take place and links
with the Organisation be further expanded.
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Highlights

Ensuring and Sustaining Recovery

Conditions appear favourable for a resumption of growth in the

OECD area, following the sharp slowing during the past year.
Ensuring and sustaining this recovery will depend on appropriate
actions across the full range of policies. Monetary conditions
have been eased in countries where output has weakened most,
and automatic fiscal stabilisers have moderated the fall in demand.

As this policy stance - together with lower inflation and a return
of confidence - brings a turnaround, it will become important to
exercise sufficient monetary restraint to avoid economies be¬
coming overheated once again. Meeting medium-term commit¬
ments to reduce budget deficits will also be critical in the recov¬
ery in order to maintain financial stability and relieve upward
pressure on interest rates as demands on saving build up.1

Unemployment, which is high and rising in many countries,
may not decline much in the coming recovery. Achieving lower
rates of unemployment while maintaining price stability, in part

by enhancing people's ability to adjust to change, will require
the removal of structural obstacles. More generally, continuing
structural reforms on a broad front will be required to respond

to - and gain the full fruits of - increasing economic and financial
integration among OECD countries. Such reforms would also
provide a more supportive international economic environment

for other regions. The immediate priority is to make rapid progress
in the large number of areas covered by the Uruguay Round,
including reform of agricultural policies. In addition, policies with
respect to industrial subsidies, research and development, for¬
eign direct investment and market competition have to be
brought under closer multilateral surveillance in order to increase

the transparency of such policies, prevent conflicts arising from
incompatible approaches and foster policies conducive to the
more efficient use of resources.

The Current Situation

and Short-run

Growth Prospects

Economic growth in the OECD area as a
whole slowed sharply in the second half of
1990 and virtually ceased in the first half of this
year (Table 1). This is the weakest performance

since 1982. During the past year, output fell for
two or more successive quarters in the United
States, United Kingdom, Canada and a few
other countries where inflationary pressure had
built up and monetary conditions had been
tight for some time. Developments in the Gulf
were important in tipping these economies into,
or further into, recession: the sharp rise of oil
prices in the late summer adversely affected
both inflation and growth; and with the out¬
break of hostilities in January, both businesses
and households cut back spending. In most
other European economies, which likewise felt
the impact of the Gulf crisis, economic growth
decelerated somewhat later and less sharply.

In Japan and western Germany, where economic
activity expanded strongly in 1 990, output growth
appears to be easing back to more sustainable
rates.

The OECD expects a moderate pick-up in the
second half of this year, led by upturns in some
of those countries now in recession, in particular

the United States. Growth is also expected to re¬
cover in those countries where it has virtually

stalled recently, while the extent of the slowdown
in Japan and Germany2 should be limited. This
assessment is based on the following consider¬
ations:

the rebound of confidence following the end of

the Gulf war has reversed an important factor

intensifying the weakening of economic activity
interest rates have fallen in many countries;

declines have been largest in short-term interest
rates in countries experiencing recession

grounds for concern about inflation over the
short term have been reduced - the reversal of

earlier oil-price rises has fed through to con¬
sumer and retail prices, while the opening up of
employment and output gaps is relieving the
upward pressure on wages and prices that had
been evident a year ago

although governments have continued to
focus on medium-term fiscal objectives and have

not sought to boost demand by spending more
or by cutting taxes, most have allowed automatic
stabilisers to moderate cyclical demand weak¬
ness

firms have generally been able to prevent a
build-up of unwanted inventories despite the
weakness of activity; a pick-up of final demand
should therefore translate quickly into higher

output.

Most importantly perhaps, fundamental condi¬
tions have not weakened from those that sustained

eight years of expansion through last summer.
Indeed, three important macro-economic con¬

ditions for stability and confidence have been
reinforced: the credibility of monetary policies

was enhanced by non-accommodation in the
face of a build-up of inflationary pressures at
the end of the 1980s; there is renewed emphasis
on medium-term fiscal control in countries

where this had been lax; and the current-account

imbalances of the three largest OECD economies
have narrowed.

Inflation

and Monetary Policy
with Renewed Growth

Pressure on capacity has eased over the past

year; gaps are beginning to appear between
actual and sustainable levels of employment
and output. Given that the pace of economic
expansion in virtually all OECD economies is
likely to be slower than the growth of potential,
on average, over the projection period, these
gaps could widen between now and the end of
1 992. This should be conducive to initiating and
sustaining a process of disinflation. But gaps
are likely to be small in most countries, so that

only a gradual dissipation of overall OECD
wage and price momentum can be expected
(Table 2).

The margin for error on the side of monetary
ease without accelerating inflation thus appears

1 . OECD Economic Outlook, No. 49, OECD Publica¬

tions, Paris, 1991.

2. For Germany, all references and projections here,

in both text and tables, with the exception of current
balances, are to western Germany only.
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less now than it was in the early 1980s, even
though inflation rates are generally lower now.
In most countries, margins of slack are also no
wider than they were following the global stock
market plunge in October 1987, when there
was a risk of a sharp contraction of liquidity and
demand. In retrospect, the monetary policy
response to that risk went too far, thereby con¬
tributing to the inflationary pressures that
began to re-emerge a year later. This would
suggest caution in the present situation, and in

particular ensuring that easier monetary condi¬
tions are not maintained after recoveries are

underway. Careful judgement will be required
because turning points in output typically are
not clearly discernible for some time after they
have occurred.

In some countries, particularly the United
States, the problem of gauging appropriate
monetary conditions has been made more diffi¬

cult by financial strains. There had been con¬
cern that US monetary conditions were tighter
than realised or intended because banks, seek¬

ing to improve their balance sheets, would be
unable or unwilling to provide the credit necess¬

ary to sustain economic activity. Although
some depository institutions are struggling to
restore profitability and to meet prudential capital
standards, the growth of other financial inter¬
mediaries and securitised finance has rendered

these difficulties less important from a macro-
economic standpoint than they would have
been a decade or so ago. Thus it now seems
that the risk of a US credit squeeze is manage¬
able by the Federal Reserve through normal
monetary policy operations. There have also
been concerns about impaired credit-worthi¬
ness of borrowers, which could hinder a recov¬

ery in the United States and elsewhere. How¬
ever, non-financial businesses and households

do not now appear significantly more financially
constrained than in earlier comparable periods
of demand weakness. Business failures do not

seem unduly high and, for households, the
value of assets has grown along with indebted¬
ness, leaving net wealth positions not very dif¬
ferent overall from what they were at the start
of the recovery in the early 1980s.

Unemployment

Average unemployment in the OECD area did
not fall below 6% in the 1980s despite the
sustained expansion through most of the decade;
for the European Community, the unemploy¬
ment rate remained over 8% (Table 3). During
the present slowdown, OECD unemployment is
projected to rise by 1 percentage point - an
additional 4 million people will be seeking work.
Sharp increases in unemployment have already
occurred in the countries in recession. The pro¬
jected moderate recovery would probably be

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 35.9 2.5 0.9 -0.2 3.1 0.3 -1.8 2.7 3.3 3.3

Japan 19.3 4.7 5.6 3.5 3.5 4.2 3.3 3.2 3.5 3.8

Germany 8.9 3.8 4.5 2.8 2.2 4.5 2.4 1.8 2.1 2.8

France 7.1 3.9 2.8 1.4 2.7 2.0 0.6 2.6 2.7 2.9

Italy 6.0 3.0 2.0 1.7 2.7 1.0 1.6 2.4 2.7 3.0

United Kingdom 5.5 1.9 0.6 -1.8 1.6 -3.6 -2.0 0.3 1.9 2.4

Canada 3.3 3.0 0.9 -1.0 3.1 -1.9 -2.0 2.1 3.3 3.5

Total of above countries 85.8 3.3 2.6 1.1 3.0 1.5 0.2 2.5 3.0 3.2

Other OECD countries2 14.2 3.5 2.8 1.5 2.3 1.6 1.4 1.6 2.5 2.7

Total OECD 100.0 3.3 2.6 1.1 2.9 1.5 0.3 2.4 3.0 3.2

Four major European countries 27.4 3.3 2.7 1.3 2.3 1.5 0.9 1.8 2.3 2.8

OECD Europe 39.7 3.3 2.8 1.4 2.4 1.7 1.0 1.8 2.4 2.8

EC 34.2 3.4 2.8 1.5 2.4 1.7 1.1 1.9 2.4 2.8

Total OECD less

the United States 64.1 3.8 3.5 1.9 2.7 2.1 1.6 2.2 2.8 3.1

Industrialproduction:

Major seven countries - 4.1 1.9 -0.2 3.8 2.7 -3.0 3.0 4.0 4.1

Total OECD - 4.0 2.0 0.1 3.7 2.5 -2.4 2.9 3.9 4.0

sufficient to stabilise the rate of unemployment,
but not bring it down; at the end of 1992 the
unemployment rate in the OECD area could still
stand at 7%. But there would seem to be little

scope for unemployment rates to come down

much without stoking inflation, unless significant
further progress is made with structural reforms

to improve the functioning of labour markets.
The causes of labour-market failure, although

almost certainly different from country to coun¬
try, have been resistant to correction in many
cases. Yet several countries, with very different
labour-market institutions, have recorded

sustained low unemployment or generated rapid
and sustained growth of jobs. Consequently,
there is reason to believe that high structural
unemployment can be alleviated. A renewed
effort is needed to identify and remove imped¬
iments to higher employment, and to put in
place the necessary mechanisms to enhance
job growth. Among other things, this will involve
a shift in the orientation of labour-market policies
and programmes toward those which encour¬
age and facilitate access to employment - and
away from those that induce long-run depen¬
dency on benefits, that artificially discourage
labour turnover, or that support wage-bargaining
processes in which real wages are pushed up
to the point where they limit the growth of jobs.
Improving labour markets and outcomes will

Share in

total

OECD

1987

% change from previous year

1989 1990 1991 1992

Austria 0.9 4.0 4.6 2.9 3.0

Belgium 1.1 4.0 3.5 1.9 2.3

Denmark 0.8 1.1 1.6 1.1 2.1

Finland 0.7 5.2 0 -2.4 0.9

Greece 0.4 2.8 0.1 0.3 1.4

Iceland 0 -2.9 0.1 1.0 3.8

Ireland 0.2 5.0 5.7 2.2 2.5

Luxembourg 0 6.1 2.6 2.9 3.4

Netherlands 1.7 4.0 3.5 2.1 2.3

Norway 0.7 0.4 1.8 2.6 3.1

Portugal 0.3 5.4 4.4 3.4 3.4

Spain 2.3 4.8 3.7 2.9 3.3

Sweden 1.3 2.1 0.3 -0.9 0.4

Switzerland 1.4 3.5 2.6 1.2 1.7

Turkey 0.5 1.6 9.2 3.7 5.9

Total of above

countries 12.4 3.5 3.0 1.6 2.4

Australia 1.6 4.6 1.5 0.2 1.8

New Zealand 0.3 0.2 1.2 -0.4 1.0

Total of above

17 countries 14.2 3.5 2.8 1.5 2.3

/ Aggregates were computed on the basis of 1987 GNP/GDP weights
expressed in 1987 US dollars.

2. Half-yearly data must be interpreted with care.
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Table 2

PRIVATE CONSUMPTION DEFLATORS IN THE OECD AREA1

percentage changes; seasonally adjusted at annual rates

1989 1990 1991 1992
1990

II

199

I II

1992

I II

United States 4.5 5.0 4.3 3.9 5.3 4.0 3.8 4.0 4.0

Japan 1.8 2.4 2.5 2.1 2.3 2.8 2.0 2.1 2.1

Germany 3.0 2.5 3.3 4.0 4.1 2.0 5.2 3.7 3.4

France 3.4 3.0 3.1 3.0 3.6 2.8 3.1 3.0 2.9

Italy 6.3 6.2 6.4 5.5 6.3 7.2 5.0 5.6 5.6

United Kingdom 5.6 4.8 6.0 4.5 5.0 6.8 5.3 4.4 4.0

Canada 4.7 4.2 5.8 3.4 4.2 7.7 3.8 3.5 3.0

Total of above countries 3.9 4.1 4.0 3.6 4.4 4.0 3.7 3.6 3.5

Other OECD countries2 7.8 7.9 7.5 6.4 8.1 7.4 7.1 6.4 5.8

Total OECD 4.4 4.6 4.5 4.0 4.9 4.5 4.1 4.0 3.8

Four major European countries 4.3 3.9 4.5 4.2 4.6 4.3 4.6 4.1 3.9

OECD Europe 5.5 5.2 5.6 5.0 5.8 5.4 5.6 4.9 4.6

EC 4.6 4.2 4.6 4.3 4.8 4.4 4.7 4.2 4.1

Total OECD less the United States 4.3 4.3 4.6 4.0 4.7 4.7 4.3 4.0 3.7

1989 1990 1991 1992

Austria 2.7 3.1 3.8 4.0

Belgium 3.4 3.5 3.3 3.4

Denmark 5.1 2.6 2.8 3.1

Finland 4.8 5.9 5.2 4.1

Greece 14.8 20.0 17.8 13.2

Iceland 21.1 12.8 6.1 8.8

Ireland 3.9 3.2 3.0 2.7

Luxembourg 3.4 3.7 3.4 3.4

Netherlands 2.1 2.5 2.7 3.5

Norway 4.2 4.3 3.8 4.5

Portugal 13.0 13.4 11.7 10.7

Spain 6.7 6.7 6.1 5.5

Sweden 7.2 9.3 9.5 3.8

Switzerland 3.7 5.4 4.8 3.6

Turkey 68.7 60.3 64.0 56.0

Total of above countries 8.0 8.1 8.0 6.8 :

Australia 6.7 6.1 4.2 4.0

New Zealand 6.3 6,1 4.0 3.0

Total of above

17 countries 7.8 7.9 7.5 6.4

1. Aggregates were computed on the basis of 1987 GNP/GDP weights
expressed in 1987 US dollars.
2. Half-yearly data must be interpreted with care.

also require renewed attention to the need for
remedial or further education and training of
large sections of the labour force whose skills
are inadequate or becoming obsolete. Struct¬
ural reforms of a wider nature could also con¬

tribute to lower structural unemployment - for
example, correcting housing policies that have
the effect of impeding mobility.

External

Considerations

The current account surpluses and deficits

shown in the projections are not grounds for
major concern. The long-standing imbalances
of the three largest countries have been sub¬
stantially reduced (Table 4).

External considerations nonetheless matter

for policy choices - most directly with respect
to exchange rates. Shifts in the values of the
dollar, yen and DM (along with other EMS cur¬
rencies) have been large over recent months:
the DM and other European currencies fell off
sharply, after reaching new highs against the
dollar and showing strength against the yen at
the turn of the year. The yen also lost ground
against the dollar. Such exchange-rate move¬
ments carry a risk that the medium-term pro¬
cess of adjustment of the US trade balance
may stall or even be reversed through a deterio¬
ration of US competitiveness. Such a devel¬
opment - or, indeed, even perceptions of busi¬
ness that there is a significant risk of a large
loss of international cost and price competitive¬

ness through exchange rate appreciation -
could discourage trade-oriented investment in
the United States. To date, exchange rates
have not moved so far as to be a serious cause

for concern in this respect. Co-ordination of

exchange-market operations among the major
countries, in a context of agreed objectives,
which are consistent with underlying policy

settings and clear to markets, can improve the
prospects for keeping exchange-rate swings
from becoming a significant problem.

Within the EMS, it was feared that monetary

policy tensions would arise as demand press¬
ures diverged across participating countries
and the DM rose against the dollar late last
year. But such tensions did not occur. German
monetary tightening has been accompanied by
some narrowing of interest-rate differentials
with other EMS currencies. Nevertheless, the

risk that such tensions could re-appear under¬

scores the importance of continuing to rein¬
force the integration of markets for goods and
services, both within the European Community

and more widely. This would allow excess de¬

mand or supply in one country to be quickly
absorbed within a larger market, thereby reduc

ing disparities that might otherwise give rise to
pressures that could result in differentiated
monetary conditions across EMS countries.

Medium-term

Fiscal Objectives

Over the past year or so, there have been
some setbacks to medium-term fiscal consoli¬

dation. In the United States, the budget deficit

was pushed up by the cost of financing the Re¬
solution Trust Corporation (RTC), set up to deal
with the losses of failed thrift institutions, as

well as by a substantial expansion of expendi¬
ture on medical care. In Germany, the budget¬

ary costs arising from unification have signific¬
antly enlarged the deficit. And in most coun¬
tries, weakening economic activity has slowed
fiscal adjustment.

While the German government has some

capacity to face large budget-deficit increases as
a result of earlier, sustained efforts to contain

expenditures and deficits, it is recognised that
policy should aim to get back progressively to
earlier budget norms. More generally, it is a
widespread view, endorsed by governments of
OECD countries, that the prospective tightness

of global saving makes it all the more important
to reduce government claims on saving through¬
out the OECD area. The continuation of large

deficits in the United States, Italy and Canada

suggests the need to follow through on a more
sustained basis than in the past to achieve

stated objectives.
The medium-term orientation adopted by

member countries implies that tax and expen¬
diture programmes should not be altered in
response to short-term fluctuations of the eco¬
nomy - that is, automatic stabilisers should be
allowed to work as a general rule, provided
appropriate fiscal outcomes are achieved when
averaged over several years. Offsetting the in¬
fluences of short-term, cyclical fluctuations on

the budget deficit would expose businesses
and households to increased uncertainty with

respect to tax rates and income, as well as
removing one of the mechanisms that damp
fluctuations in economic activity. But some

governments have taken additional discretion¬
ary action to contain a cyclical widening of the
deficit because of the worry that failure to meet
announced budget objectives, even if attributable
to temporary demand weakness, could under¬
mine the credibility of the medium-term policy.
There are legitimate reasons for such actions,
especially where government debt is both high
and rising as a share of GNP. Ideally, govern¬
ments need to establish a course of budget-
deficit reduction that provides some leeway for

unexpected developments, and allows for a
margin of uncertainty about the sustainable
pace of economic growth - overestimates of
this pace led to budget-deficit problems in

many countries in the second half of the 1970s
and again in the United States in the 1980s. In
countries where budget-deficit reduction had
been modest under favourable conditions, it

may be necessary, when growth slows, to take
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discretionary steps to keep the deficit under
control so as to maintain confidence in the

medium-term course.

The RTC experience in the United States

calls attention to another problem of govern¬
ment finance of concern in almost all OECD

countries: the widespread expansion of financial
guarantees and off-budget liabilities. Special
credits to business, financial guarantees, and
substantial export-credit guarantees expose
governments to large contingent liabilities. As
with the US deposit insurance system, the
possible future costs of these programmes are
not immediately visible, and reliance on past
loss rates to predict future losses can result in

unpleasant surprises. Thus there are grounds
for concern that budgets may not be under as
firm control as suggested by debt and deficit
figures alone.

Structural Issues:

the International

Dimension

A major task for the 1990s will be to ensure

that international trade is carried out in an open
and competitive system - a crucial condition
for sustained economic growth and employ¬
ment creation. Two related principles form the

basis for actions to maintain and strengthen the
open multilateral trading system: first, the prin¬
ciple of non-discrimination in international

transactions; and second, that competitive pro¬
cesses should be allowed to determine market

outcomes.

The immediate priority remains the Uruguay
Round. It is essential to achieve rapid progress
over the coming months in the large number of
fields covered in the Round. It is important that
OECD governments in particular should dem¬
onstrate their capacity to act in accordance
with their acknowledged interests and respon¬
sibilities and their often-repeated intentions.

Of decisive importance for the GATT negoti¬
ations is the process of reforming agriculture,
for which there are also compelling domestic
arguments. Here almost no progress has been
made in implementing the reform principles
adopted by OECD Ministers in 1987. Total
transfers from taxpayers and consumers to

agricultural support are estimated to have
reached a record level of $300 billion in 1990.3

Unless agricultural policies are improved, the
related budgetary, economic and trade problems

are likely to become more acute.
More generally, the existing framework for

international trade does not fully cover the
whole range of structural issues which arise out

of the interconnections between trade policy
and the increasingly international scope of
competition, investment, technology and innov¬
ation, and environmental spillovers. Hence,
widening the focus of trade policies in the

1 990s will go hand in hand with a strengthening
of the international elements in other policy
spheres, including an enhancement of inter¬
national co-operation across these areas.

OECD member governments have expressed

Table 3

UNEMPLOYMENT IN THE OECD AREA

national definitions

1989 1990 1991 1992
1990

II

1991

I II

1992

I II

Unemployment rates ( %f
United States 5.3 5.5 6.7 6.3 5.7 6.7 6.7 6.4 6.2

Japan 2.3 2.1 2.2 2.3 2.1 2.1 2.2 2.3 2.3

Germany 5.6 5.1 5.0 5.1 4.9 4.9 5.1 5.1 5.1

France 9.4 9.0 9.4 9.7 9.0 9.3 9.6 9.7 9.7

Italy 12.1 11.0 11.3 11.2 11.0 11.3 11.3 11.2 11.1

| United Kingdom 6.2 5.5 8.2 9.6 5.7 7.6 8.8 9.6 9.5

' Canada 7.5 8.1 10.1 10.1 8.7 10.1 10.2 10.2 10.0

Total of above countries 5.7 5.6 6.4 6.4 5.7 6.4 6.5 6.5 6.4

Other OECD countries 8.8 8.6 9.4 9.5 8.7 9.3 9.5 9.5 9.5

Total OECD 6.4 6.2 7.1 7.1 6.3 7.0 7.2 7.1 7.0

Four major European countries 8.1 7.4 8.3 8.7 7.4 8.0 8.5 8.7 8.7

OECD Europe 8.5 8.0 8.7 9.0 8.0 8.5 8.9 9.0 9.0

EC 9.0 8.4 9.0 9.3 8.3 8.8 9.2 9.3 9.3

Total OECD less the United States 6.9 6.6 7.2 7.5 6.6 7.1 7.4 7.5 7.4

Unemployment (millions)

North America 7.5 8.0 9.8 9.4 8.4 9.8 9.8 9.6 9.3

OECD Europe 15.2 14.4 15.8 16.4 14.4 15.4 16.1 16.4 16.4

Total OECD 24.8 24.4 28.0 28.4 24.9 27.6 28.4 28.5 28.2

their intention of making the process of multi¬
lateral surveillance of structural reform opera¬
tionally more effective. An important aspect of
improving effectiveness here will be the readi¬
ness of governments to increase the transpa¬
rency of support policies in industry, not least
those in the form of non-tariff trade distortions,
and to make commitments to their reduction.

Policies to support 'strategic' technologies
are a source of increasing international friction,
while their effectiveness is often questionable.
There is a need to develop appropriate guidelines
for government support to R&D, including
observance of the principle of national treat¬
ment and non-exclusion.

Foreign direct investment is an important
vehicle for access to, and diffusion of, technolo¬

gical innovation. Tensions in this area continue

to arise from asymmetry of access and issues

of reciprocity. Despite considerable progress,
there is further scope for reducing divergence
in financial-market and other regulations with a
view to easing frictions over foreign direct in¬

vestment policy, and in particular to ensuring
that foreign-controlled enterprises are treated
no less favourably than domestic enterprises in
like situations.

Attention has to be given to the international
compatibility of national competition laws in
order to maintain and improve competitive con¬
ditions on world markets. This is particularly so
for policies with respect to mergers and alliances,
and their enforcement. Indeed, the need for

minimum compatibility has already been recog¬
nised within the European Community.

There is growing awareness that many en¬
vironmental problems are global in nature and

% 1989 1990 1991 1992

Austria 3.2 3.3 3.5 3.8

Belgium 9.3 8.8 8.8 8.9

Denmark 9.3 9.6 9.8 9.2

Finland 3.5 3.4 5.9 6.9

j Greece 7.5 7.7 9.0 10.0

! Iceland 1.7 1.7 2.1 1.8

I Ireland 15.6 14.0 14.7 15.1

Luxembourg 1.4 1.3 1.4 1.5

Netherlands 7.4 6.5 6.5 6.4

Norway 4.9 5.2 5.1 4.5

Portugal 5.0 4.6 4.5 4.6

Spain 17.3 16.2 15.9 15.6

Sweden 1.4 1.5 2.8 3.6

Switzerland 0.6 0.6 1.1 1.2

Turkey 10.2 10.1 11.1 11.4

Total of above

countries 9.2 8.8 9.3 9.5

Australia 6.1 6.9 9.9 9.9

New Zealand 7.1 7.8 9.3 10.0

Total of above

17 countries 8.8 8.6 9.4 9.5

1. As percentage of labour force

that their solutions will therefore require inter¬
national action. And, since action by OECD
countries alone will not secure the necessary
outcomes, the active participation of non-mem¬

ber economies in forthcoming international
agreements must be secured. Links between

trade and environmental policies are also re-

3. Agricultural Policies, Markets and Trade: Moni¬

toring and Outlook 1991, OECD Publications, Paris,
1991.
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Table 4

CURRENT BALANCES OF OECD COUNTRIES

$ billion; seasonally adjusted at annual rates

1989 1990 1991 1992
1990

II

1991

I II

1992

I II

United States -110.0 -99.3 -9 -58 -108.5 19 -36 -57 -58

Japan 57.2 35.8 41 52 28.3 32 50 52 52

Germany 57.2 47.9 0 11 39.9 -4 4 8 14

France -4.6 -7.8 -10 -10 -13.8 -9 -11 -11 -9

Italy -10.6 -14.4 -13 -12 -14.0 -13 -13 -12 -12

United Kingdom -32.6 -22.7 -11 -12 -13.1 -11 -10 -11 -13

Canada -14.1 -13.7 -10 -9 -11.9 -10 -10 -10 -9

Total of above countries -57.5 -74.3 -12 -38 -93.1 2 -26 -42 -35

Other OECD countries -20.9 -19.2 -14 -9 -5.0 -16 -12 -10 -7

Total OECD -78.3 -93.5 -26 -47 -98.1 -13 -38 -52 -42

Four major European countries 9.5 2.9 -34 -23 -1.0 -38 -30 -26 -20

OECD Europe 7.3 -0.9 -34 -17 8.4 -40 -29 -22 -12

EC 7.3 0.9 -38 -23 2.3 -43 -33 -27 -18

Total OECD less the United States 31.7 5.8 -17 11 10.4 -32 -2 5 16

1989 1990 1991 1992

Austria 0.2 0 0.1 0.1

Belgium-Luxembourg 3.6 4.4 3.8 5.9

Denmark -0.9 1.6 1.2 1.5

Finland -5.5 -6.7 -5.5 -5.2

Greece -2.6 -3.6 -3.1 -2.3

Iceland -0.1 -0.2 -0.2 -0.3

Ireland 0.5 1.1 0.4 0.2

Netherlands 7.9 10.5 10.2 12.4

Norway 0.2 3.8 4.9 4.8

Portugal 0.2 -0.1 -0.8 -1.2

Spain -10.9 -16.0 -15.6 -16.0

Sweden -3.3 -5.8 -5.5 -5.2

Switzerland 7.5 9.7 12.4 13.4

Turkey 1.0 -2.6 -2.6 -2.4

Total of above

countries -2.2 -3.8 -0.3 5.8

Australia -17.3 -14,3 -12.3 -13.6

New Zealand -1.3 -1.1 -1.3 -1.1

Total of above

17 countries -20.9 -19.2 -14.0 -8.9

ceiving increased attention. In this area, the aim
should be to ensure that environmental con¬

cerns are not used as an excuse for protect¬

ionist policies and that trade-policy concerns
are not cited as grounds for inappropriate
moves in respect of environmental policies.

Social Problems

and Policies

By the beginning of the 1990s, average real
income per head in the OECD area was broadly
25% higher than it had been ten years earlier.
The coming decade could well bring a compar¬
able advance, and indeed there is clear scope

for economic policies to improve on past per¬
formance. At the same time, concerns remain

about the persistence of a number of social
problems and the possible emergence of others.

Although continuing economic progress will
have positive effects here as elsewhere, these
problems need to be directly addressed.

The main problem areas include long-term
unemployment; educational failure; poverty
and deprivation in particular social groups;
urban and rural decay; population aging; and

international migration. It will be evident that
these are complex and in some cases interrelated
phenomena; that in some cases both causes
and ways of influencing them are not well under¬
stood; and that in the case of migration, and
even perhaps of aging, there are potential social
benefits as well as costs. Addressing these
problems will require a careful blend of policies.
In some aspects, the design of policies can be
viewed as a technical matter, involving (for
example) the reform of social transfer systems
so as to establish a better trade-off between

relieving poverty and creating a culture of de¬
pendence on public support, or to make more
effective provision for the coming change in the

age-distribution of the population. But there are
also more fundamental matters at stake, which

concern perceptions of what is just and afford¬
able.

Migration across national borders deserves
specific mention, since it is clearly emerging as
a major issue for the OECD countries. There
are strong and increasing pressures which arise
from the higher prosperity and wider oppor¬
tunities that OECD economies offer, together
with the low cost of movement and - for some

countries, particularly in central and eastern
Europe - more freedom to emigrate. Experience
over the centuries has shown that immigrants
have been an appreciable source of strength
for host countries, an experience that has been

validated by the role that immigrant labour
played in the economic performance of OECD
countries in the 1 950s and '60s. But the dimen¬

sions that immigration is now reaching - or
could reach - are beginning to pose difficult

problems in some member countries. Thus OECD
governments have to consider whether and
how better to control and programme such im¬

migration, and how best to integrate immigrants
into the labour force and society. At the same
time, economic and demographic imbalances
exert considerable emigration pressures and
should underline the need to support further
development outside the OECD area, most im¬

mediately and effectively through more liberal
trade policies.

Non

Relations

with

Countries

The trend towards global economic integra¬
tion, most strikingly underscored by the
emergence of Dynamic Asian Economies in the
1980s as leading exporters and participants in
international finance, has been reinforced by

several recent developments. Most spectacular

have been the moves by central and eastern

European countries to establish market-based

economies, following the failure of central plann¬
ing. Another notable development has been the
shift in many Latin American countries, from

relatively inward-looking to much more trade-
oriented strategies. This is underlined by the
proliferation of initiatives in the area to set up
arrangements for freeing trade, and by the
interest of Mexico in taking part in an enlarged
free trade area in North America. In many devel¬
oping countries, a larger role is being accorded
to the private sector, with increasing reliance
on competitive markets to guide economic
activity.

Against this background, both OECD and
non-OECD countries have placed increasing
emphasis on strengthening relations with each
other; the process of adaptation is likely to con¬
tinue for the foreseeable future. Within it, the

two groups of countries have complementary
roles and responsibilities for promoting
economic development. Developing countries
and those in transition from central planning
have the primary stake in, and responsibility for,
the success of their economic policies. The
challenge they face is to build up a political,
economic and social infrastructure conducive

to the growth of productive investment and
domestic saving. OECD countries must provide
open market access, as well as anchoring the
world economic system with sustained growth,
low inflation and adequate domestic saving.

The process of reform and development might
also be facilitated by stepping up assistance -
both technical and financial. As far as official

assistance is concerned, OECD governments
should ensure that it contributes to the process
of reform and development rather than weaken¬

ing it. Private investment, which brings both
financing and technical know-how, can play a
critical role if the basic conditions for a com¬

petitive market economy - both macro-economic
and structural - are put into place.

17 June 1991


