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This ninth Employment Outlook comes during an economic downturn in which
human resources remain the key to future performance. It describes short-term
employment prospects for the industrialised world, presents analyses of major labour
market topics, and sets out options for policy.

Short-term prospects: Unemployment has risen in the OECD area in the past year. A recovery
should soon begin but it is unlikely to be strong enough to lower OECD unemployment before the
end ofthis year, andfurtherprogress will depend on removing structural obstacles.

Labour markets in the 1980s: The 1980s as a whole were characterised by strong increases in
employment and in non-standard forms of working. However, this was accompanied by high levels
ofunemployment and record levels of long-term unemployment The 1 990s will see falling numbers
ofyoungpeople entering the labour market, contributing in some countries to skill shortages.

Dynamic Asian economies: Now accounting for a substantial part of world trade, these diverse
economies all have rising living standards and low unemployment, while undergoing rapid structural
change.

Trade union membership: In the 1980s, trade unions in OECD countries lost five million members
and their social structure changed dramatically, often leaving male manufacturing workers as the
minority in the union movements they founded Membership expanded in service industries, the
public sector, and independent unions, and a greaterproportion ofmembers were women.

Training by firms: Analysis of enterprise-based training data, though subject to numerous
comparability problems, shows that younger workers and workers with higher levels of earlier
educational attainmentparticipate more often than their older or unskilled counterparts.

Absencesfrom work What categories ofworkers are mostprone to absence^ andfor what reasons?
Statisticsfor 20 OECD countries suggest that the answers vary according to national legal and cultural
frameworks.

Unemployment benefits: While the possible influence of the level and duration of unemployment
benefits on unemployment has been studied extensively, less attention has been paid to such aspects as
the administration of benefits and their relation to other labour market measures. This chapter
documentspractices andpolicies in OECD countries and explains their significance.

A Statistical Annex gives basic data on OECD labour markets. One special note
reports the distribution of funds spent to combat unemployment, and another examines
demographic trends and recent employment developments in Central and Eastern Europe.

With 112 tables and 28 charts
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Aircraft construction is one of the several sectors that benefit from 'strategic '
government support in the OECD countries. What steps should be taken to
minimise the friction that such policies could cause?
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Strategic Industries:
What Policies for the 1990s?

Barrie Stevens

Government support for economically strategic industries could become a major source
of international dispute in the 1990s. The move over the last decade towards subsidies

and other forms of state assistance for important technologically advanced sectors
is set to accelerate. The proliferation of such policies, which affect a relatively

narrow band of often identical sectors, could well develop into a keenly competitive
'subsidy race', with harmful and far-reaching implications for the international system

of trade, investment and technology. 1
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The range of sectors that benefit from
'strategic' government support in
the OECD countries is, on the whole,

quite small. It embraces principally
semiconductors, computers, telecom¬
munications, consumer electronics, air¬

craft construction, automobiles and

biotechnology - sectors which, the last of
these apart, have been increasingly char¬
acterised by the predominance of large-
scale oligopolies, and in which world-wide
managed trade has served to create power¬
ful cartels.

But there is as yet no clear-cut defini¬
tion of what constitutes a 'strategic indus¬

try'. The literature offers a variety of par¬
tially overlapping criteria. Some authors
apply the term very broadly to activities
which generate products and technologies
the long-term availability of which is cru¬
cial to a country's economic interests.
Others emphasise that they involve
economies of scale, both static and dy¬
namic (that is, including the effects of
technological progress and 'learning-by-
doing'), and that they produce regional or
national benefits by providing a founda¬
tion of vital if intangible investment for
other firms in the same industry or in re¬
lated industries. Yet others underline the

use of highly pervasive generic tech¬
nologies such as chips, robotics and
micro-engineering, or their capacity to in¬
filtrate the entire national economy with

essential inputs of knowledge and mat¬
erials.

The matter is complicated by the im¬
portance of taking account of industrial
change over time and the specificity of the
economic interests of different countries.

Many people, for example, would have
considerable difficulty classifying the iron
and steel industry in OECD countries as a
strategic sector in current terminological
usage, despite its substantial economies
of scale and its contribution to the infra¬

structure of the economy. And yet a good
number of countries would consider ship¬

building, which consumes a large share of
steel output in some OECD countries, to
be of strategic importance.

Nonetheless, for the purpose of assess¬
ing the potential frictions that support to

Barrie Stevens is an economist in the Advisory Unit to
the Secretary General on Multidisciplinary Issues at
the OECD.

THE OECD INTERNATIONAL

FUTURES PROGRAMME

A rapidly evolving world economy requires
that decision-makers in government and

industry keep track of long-term develop¬
ments in the economy and society, and stay
abreast of emerging issues. To help them
meet this challenge, the OECD has established
an International Futures Programme. It has

three key components:
a 'Forum for the Future', which serves as

a platform for international, multidisciplinary
conferences and workshops on issues of

long-term importance to economies and
societies

a 'Future Studies Information Base', with

abstracts of future-oriented literature pro¬
duced world-wide, and a computer-based

search and retrieval capability
an 'International Futures Network', linking

across the globe some 500 people in
government, business and research who
share a common interest in long-term trends
and future developments.

The first high-level conference of the
Forum, held in October 1990, focused on

government support policies for strategic
industries and their long-term implications
for the international system of trade, invest¬
ment and technology. Other Forum confer¬
ences are addressing a wide range of themes,

including the long-term outlook for the world
economy, the public sector in the 1990s,
and the issue of future infrastructural invest¬

ment requirements.

key industries might cause, a workable
definition is of secondary importance.
What counts is that many governments

perceive certain activities as 'strategic'
and are willing to promote them.

What Policies

are Used?

The measures that support strategic in¬
dustries are not limited to subsidies in the

form of financial transfers. They involve an

extraordinarily wide range of policies, cut¬
ting across trade, investment, competition
and technology.2 The most controversial
of these include:

industry-specific tariffs, quotas and
'orderly marketing' agreements

the strategic application of anti-dumping
GATT codes or stringent rules of origin re¬
quirements

'strategic' approaches to the develop¬
ment of new technical, environmental or
health standards

selective acceptance of foreign invest¬

ment and imposition of high 'local-content'
requirements

strategic support to private R&D, to the
restructuring of critical industries and to
crucial foreign acquisitions

discriminatory procurement policies
favourable tax treatment of innovative

activities and selective measures affecting

the cost of capital and financial-market
structures

exemption of specific sectors or firms
from the application of anti-trust or com¬
petition law.

Who Supports
Strategic Industries?

Government support for strategic in¬

dustries is widespread. In Europe, the
trend of the 1970s to provide sectoral

support to declining industries has, on the
whole, been reversed in favour of more

broadly based policies to assist R&D in
general, and to improve education and
training, market information and so on.
Nonetheless, there are numerous exam¬

ples of programmes directed to specific
sectors or activities that are sponsored

jointly by several governments, such as
ESPRIT, EUREKA and Airbus, as well as

of national measures in support of high¬
speed rail transport and electronics in
France, aerospace in Germany, the United
Kingdom and Italy, aircraft construction in
the Netherlands, and so on. On top of this

list come various types of non-tariff barrier
to the import of key products, such as auto¬
mobiles in France, the United Kingdom

and Italy.
The United States has generally not

seen itself as involved in the promotion of
specific sectors. But its competitors have
few doubts that partial government fund¬

ing of the semiconductor programme
Sematech can be construed as 'target¬

ing'. In biotechnological research the Fed-

1 . Strategic Industries in a Global Economy: Policy
Issues for the 1990s, OECD Publications, Paris,
1991.

2. See Rauf Gônenç, 'From Subsidies to Structural
Adjustment', The OECD Observer, No. 166, October/
November 1 990.
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eral government's share of the funding
outweighed that of the private sector by a
large margin. And there remains the per¬
ennial question of spin-offs from defence

spending to the electronics, aerospace,
and other industries.

In post-war Japan the government began
with traditional protectionist trade meas¬
ures, coupled with tough but nonetheless

sheltered competition. By the 1970s its
role had changed to that of projecting po¬
tential market demand for new tech¬

nologies and fostering the exchange of in¬
formation between policy-makers and the

private sector, thus serving as a focal
point for co-ordinating decisions among
industrial sectors. Now the government
sees its role as being largely restricted to

laying the basis for growth by promoting
R&D, the improvement of infrastructure
and the accumulation of human capital.
But competitors point to the co-ordinating

and supporting role of MITI, the Ministry
of Finance and the Fair Trade Commiss¬

ion, to the failure to apply anti-trust laws
in certain cases, and to framework-setting
measures which tend to skew capital

costs in favour of specific activities.
To the extent that a comprehensive

assessment is at all possible, the experience

with support programmes for strategic in¬
dustries appears to have been, at best,
mixed. Examples of failures abound. In

spite of the enormous financial support
provided by the governments of France
and the United Kingdom, Concorde was
never a commercially viable project.

Asuka, the small airliner sponsored by the
Japanese government, never flew com¬
mercially. The German government and
the UK government were unsuccessful in
their respective attempts in the 1970s to
promote the creation of a domestic, large-
scale computer manufacturing industry:
neither managed to close the gap on the
US competition.

Yet there are also examples of cases
that have been, in a limited sense at least,

successful. The French high-speed train,

the TGV, is an outstanding illustration of
'leading-edge' transport technology. The
rescue of Fokker by the Dutch govern¬
ment, which the private sector was reluc¬

tant to support, seems to be paying off
with recent sales of two new lines of com¬

mercial passenger aircraft. Evidence also

suggests that support by European gov¬
ernments to the Airbus project, as well as

the (admittedly fairly low) tariff protection
afforded the Japanese 16K RAM industry
in the late 1 970s and early '80s, were suc¬

cessful in promoting entry into markets
characterised by large returns to scale,

high barriers to entry, and significant
learning-curve effects.

In view of such a mediocre track record,

why do governments continue to support

selected strategic industries?

The Domestic Impact
of Support Policies

Governments often favour support to
strategic industries because the benefits

they engender - diffusing technology
through industry, creating employment, and
so on - tend to be fairly visible. They are
also thought to enhance the technological
capabilities of the domestic economy, and
are frequently of overproportional benefit
to individual regions.

Yet such policies can lead to inefficien¬

cies and distortions throughout the eco¬
nomy,3 many of them reminiscent of the
debate in the 1970s and '80s on subsidies

to traditional industries. Strategic meas¬
ures can result in misallocation of capital

and human resources and in self-conflicting
outcomes - for example, where a subsidy
to one sector implies a tax on others, or
where it crowds out other important innova¬

tive activities. It may create a propensity
to develop prestige projects; and it may
bring about long-run shifts in the innova¬
tive behaviour of entrepreneurs, such that
private risk-taking is weakened and po¬
tential innovators find themselves lobby¬
ing for public support.

Biotechnology (left),
electronics (below)

and transport (right)
are among the sectors
to which government
accords 'strategic' support.

What makes a considered judgement
on these issues so difficult is the lack of a

comprehensive evaluation of the whole

range of costs and benefits (economic
and non-economic) to the economy. On
the benefit side, it is notoriously difficult
to measure the spill-overs that frequently

accrue to suppliers, end-users and other,
related industries. On the cost side, with

the exception of the impact on the budget,

the magnitude of the potential harm invar¬
iably remains fuzzy.

International

Impacts

In some cases, government support to
leading-edge industries can improve
international welfare. In medium-range
wide-bodied aircraft construction, for

example, the economies of scale are very

large indeed - so large that Boeing could
theoretically have emerged as the sole
producer, thus reaping considerable

monopoly rents. By gaining entry into the
market, Airbus may ultimately improve the
welfare of everyone (except, of course,
that of Boeing, McDonnell Douglas, and

European taxpayers) by causing a reduct¬
ion in aircraft prices. More generally, supp¬
ort for large-scale international co-oper¬
ation in such activities as information

technologies and biotechnology diffuses
innovations and new applications the
benefits of which tend to extend well

beyond those firms and institutions par¬
ticipating directly in the project.

3. See Robert Ford, The Cost of Subsidising Industry',
The OECD Observer, No. 166, October/November
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But so long as countries consider the
strategic policies of their competitors to
afford them an unfair advantage, the risks
are high. First, the escalation of retaliatory
measures triggered by the aggressive ap¬
plication of strategic trade policies can
have serious repercussions on trade and
investment flows and, as the conflicts spill

over, on the international trading system

more generally.
Second, in certain sectors (the Euro¬

pean information technology industry, for
example) co-operative alliances of a major
scale benefitting from government sup¬
port may strengthen already existing
trends to cartelisation, eventually foster¬
ing monopoly pricing at the expense of
the consumer.

Third, it has often been observed that

when an important new product or pro¬
cess comes to the fore, a massive shift in

world-wide R&D effort takes place that

frequently leads to substantial duplication
(as with the Joint European Submicron
Silicon programme and Sematech in the
United States).

Fourth, the use of regional aid, dis¬
criminatory public procurement and the
like, as a magnet for foreign direct invest¬
ment in leading-edge technologies, can
trigger off locational competition. The im¬
plications of such regional rivalry could be
magnified if major state-supported tech¬
nology projects were to strengthen already
existing growth poles to the detriment of
other areas. Especially in Europe, the
strain on regional funds could mount
rapidly as the pressures for inter-regional
compensation grew.

Fifth, and not least, if government supp¬

ort to strategically important industries
continues on the same scale as today,
doubts will arise about the availability of

private risk capital for major technological
ventures. In the United States there is

widespread concern that projects such as
Airbus could breed similar ventures. There

is already some uncertainty as to how
capital markets will react when it comes

to the production of the next new genera¬

tion of passenger aircraft. In view of the
scale of government support for Airbus
and its success in capturing large seg¬
ments of the market (it now commands a
30% share of world airliner sales), it is

feared in the United States that the pro¬
spects for Boeing and McDonnell Douglas
of obtaining sufficient private risk capital
on Wall Street might be significantly di¬
minished.

Exploring Policies
lor the 1990s

The outlook for the 1990s is not en¬

couraging, for two reasons. First, continu¬
ing globalisation and economic integra¬
tion may well sharpen the potential for
international tensions over the distribution

of the gains from economies of scale and
oligopolistic competition in strategically
important industries. And second, the
threat of a small and progressively shrink¬
ing number of world-scale suppliers in key
industrial sectors could lead governments

to step up their efforts to shelter regional
or large domestic markets, and promote
the survival of domestic producers on

grounds of national technological secu¬
rity.

International policy co-ordination will
have a central role to play in mitigating the
undesirable effects of government sup¬

port for strategic industries. This will be
no easy task. In view of the large and di¬
verse arsenal of supporting policy-instru¬

ments that governments use, a corres¬

pondingly broad approach will have to be
taken.

A further difficulty is the growing recog¬
nition of the importance of the social, in¬
stitutional, historical and cultural environ¬

ment for the competitiveness of key
industries (and, indeed, for the national

economy as a whole). For example, close
financial links between industry and banks -

as in Japan and Germany - enable the fi¬
nancial institutions to monitor the perform¬

ance of companies on the basis of a long-
term relationship, to co-ordinate information
in support of long-term investments, and
encourage a longer-term vision of tech¬
nological innovation. And for foreign direct
investment, access is impeded in some

countries by restrictions on acquisition

by and mergers with foreign companies,
obstacles compounded in some cases by
structural peculiarities of financial markets
(the capacity of equity markets, for exam¬
ple) and regulations (such as company
law). Moreover, the research and techno¬
logy system in some countries is more
open and thus more accessible than in
others. Such structural characteristics are

deeply rooted in the national fabric and
will be slow to change.

There are a number of policy areas

which deserve particular attention. These
include:

exploring the possibility of establishing
guidelines for government support to stra¬

tegic technologies, including R&D
monitoring the growth and global

spread of 'multidomestic' corporations
improving the analysis of structural

differences between countries in tech¬

nological, industrial and overall economic
performance

further reducing existing divergences
between OECD countries in the content

and application of competition policies,

and in the regulation of financial markets.
Substantial advances could make a

major contribution to ensuring that satis¬
factory economic progress in the 1990s is
not severely impeded by international
trade and investment disputes about supp¬

ort to key technological sectors.
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European Electronics
at the Crossroads

Graham Vickery

The European electronics
industry is suffering a crisis.
And problems in the industry
are being accentuated in the
run-up to European
integration at the end of 1992,
European firms will have to
compete as never before
both among themselves A
and with their Japanese and

US counterparts both insidêj
and outside Europe. The
single European Market
means that firms will be even

less able to rely on national ^
markets. Competition in é

increase; and rationalisation
of production in preparation
for the Single Market h^s not
only increased co-ope
and mergers between
European firms but als
increased joint veHfurei
acquisitions involving
Japanese and US firms

w

*BT<»

>

The general stagnation of European
manufacturing in the early and mid-
1980s had a particularly damaging

effect on the electronics sector. Lack of

investment, high unemployment and wide¬
spread austerity combined to lower de¬

mand for electronic investment goods
such as computers and computer-con-

Graham Vickery specialises in questions of technolog¬

ical strategy and technology policy in the Industry Di¬
vision of the OECD Directorate for Science, Technol¬

ogy and Industry,

trolled equipment and reduced consumer

appetite for advanced electronic products.
For example, European investments in
advanced manufacturing technology and
robotics have (with the exception of Sweden

and Germany) generally lagged behind
those in Japan, and it is only since the mid-
1980s that investment growth rates
started to approach Japanese rates. And

although the overall performance of Euro¬
pean industry has improved (until re¬
cently), the electronics sector has been

slow to shine, especially when compared

with the long-term dynamism of many of
its Asian and American competitors.

The major weakness of European elec¬
tronics lies in components, computers

and business equipment; its strengths are
to be found in telecommunications, de¬
fence and some industrial electronics

(robotics, industrial controls). Software

1. 'The European Experience in Advanced Elec¬
tronics', STI Review, No. 9, OECD Publications, Paris,

forthcoming 1991.
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and design are reasonably strong in
Europe, but the consumer electronics
sector is struggling to maintain viability.

Few European firms can claim to be
world leaders in any part of the industry,
although the inability of companies to in¬
novate and rapidly develop and sell new

products and services has to be seen in
the context of the long history of major
firms in the industry.

European electronics has long been

dominated by large, established electrical
engineering firms such as the General
Electric Company in the United Kingdom,
the Compagnie Générale d'Electricité in
France and AEG and Siemens in Germany,
which traditionally generated the major
part of their revenues from heavy electrical

engineering. These firms were also active
in the telecommunications market, as

were other major national players such as

Ericsson of Sweden and Plessey in the
United Kingdom; and these were joined

by lighting companies such as Philips of
the Netherlands. Many of these firms have
had a wide range of products covering
electrical areas as well as electronics,

which made their management and mar¬

ket strategies cumbersome and slow
(compared with their Japanese rivals, for
example), particularly because of profits
which could be reaped in secure national

markets and particular industries such as
telecommunications and defence elec¬

tronics.

There are some parallels between the

European experience and the evolution of

some long-established Japanese and US
firms, although the Europeans remained
wedded for too long to outdated products
and outmoded organisational structures.
Large Japanese firms, by contrast, have
been very strong in getting new products
to market and adopting global manage¬
ment strategies. US firms have been more

client-driven, and the US computer indus¬
try has benefitted from new competitive
entrants into the industry.

The growth of the relatively few dy¬
namic new European firms has been slow.

Many European firms only recently shifted
their focus from national markets and now

attempt to establish global economies of

scale by acquiring foreign firms or form
strategic partnerships to tackle European
and world markets.

Consequently, there is no European
equivalent of Sony in consumer elec¬
tronics. In computers there is no parallel

with IBM or Fujitsu. More importantly for
the future, there have been no successive

new entrants into the computer industry to
match the impacts of Digital Equipment
Corporation, Apple or Sun Microsystems,
and in components there is no European
Intel, Motorola or Nippon Electric Com¬

pany. National and European Community
R&D funds and national procurement

have not helped to develop new European
firms, either. They have tended to go to

large existing firms, with relatively little
spillovers, direct or indirect, to new en¬
trants and small firms.

Pressure

to Rationalise

Europe produces a little less than a
quarter of total world electronics, and

consumes over a quarter. Total consump¬

tion has run ahead of production through¬
out the last decade, the difference being
made up by imports. In 1 990, for example,
Europe produced 24.5% of the world total
(though this figure excludes China, Africa,
eastern Europe, parts of Latin America,

and so on, all of which probably make up
at most another 10% - which makes

Europe's share of 'real world' production

about 22.3%). And European markets in

Table 1

EUROPEAN ELECTRONICS: WORLD RANKING IN 1989

Semiconductors Computers Consumer electronics Telecommunications

equipment

10. Philips 8. Siemens-Nixdorf

9. Bull(+Zenith)
10. Olivetti

2. Philips/Grunding
4. Thomson

1. Alcatel

3. Siemens

6. Ericsson

9. Bosch

10. GPT(UK)

Source: OECD
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There is no European equivalent ofSony in consumer
electronics.

1 990 took 30.2% of the world total (a 'real
world' share of around 26.4%). The result
was a trade deficit of around $35 billion.

In advanced areas of computing and
components, European firms have con¬
tinued to trail behind Japan and the

United States and, although they have
been forced to re-structure and re-organise

and forge new alliances, they still have
much ground to catch up. In spite of a
series of acquisitions in Europe and

America by European firms (Siemens'
acquisition of Nixdorf, Bull of Zenith,
Alcatel of ITT's telecommunications

businesses) and the conscious efforts by

the remaining large firms to restructure
around competitive products (particularly

by reducing the range of product cate¬
gories and focus on fewer areas of elec¬
tronics), their global position remains rela¬
tively weak. In 1989, for example, Europe's
placing in the world rankings of the four
main electronics sectors was rather poor
in computers and components, stronger
in consumer electronics (but with major
concerns about long-term viability), and

good only in the field of telecommunica¬
tions (Table 1).
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In computers and business equipment,
for example, European firms were rela¬

tively slow to move into the rapidly growing

new markets for smaller computer sys¬
tems, personal and portable computers,
high-performance technical work-stations,
new communications and office equip¬

ment (copiers and telefax equipment) and
networks to link all of these things to¬

gether. They were also relatively slow in
moving towards open Unix-based tech¬
nologies (a universal, open operating

architecture encouraging different brands
of hardware to be linked together).

Instead, for a long time they hung on to
main-frame and larger computing sys¬
tems which provided the bulk of their

operations, but which were narrowly fo¬
cused on national or adjacent European

markets, rather than targetting customers
on a wider European or world scale. This
narrow focus was also encouraged by

government purchases and 'buy national'
purchasing patterns. The slow swing to¬

wards small and mid-sized systems was
another sign of general underlying prob¬
lems.

European firms have failed even to
dominate the European market. IBM is

dominant in European computers, and the
combined European sales of Europe's

three largest computer companies, Siemens-
Nixdorf, Bull-Zenith and Olivetti amount to

only two-thirds of those notched up by
IBM.

Initial successes by aggressive newer
firms like Amstrad, Nixdorf and Olivetti, in¬

novating in PCs and mini-computers,
have been fragile and they, along with the
whole European industry, are currently
undergoing extensive cut-backs and reor¬
ganisation. European firms are now offer¬
ing standard Unix-based systems, but
have been hampered by their concentra¬
tion on small, national markets; and they
are facing extensive restructuring and de¬
clining market shares in national and re¬
gional markets as they are increasingly
forced to look beyond narrow national or
regional boundaries.

The other major weakness of European
electronics has been in the components

market. In spite of substantial efforts by

the three largest European producers,
Philips, Siemens and Thomson-SGS, the

European market has increasingly relied

on US firms for standard microprocessors,

and Japanese and now Korean firms for
standard computer memory chips. Massive
investment requirements for R&D and for

production facilities for high-volume
production, combined with short product
life-times, have made this area of elec¬
tronics one of the most difficult for Euro¬

pean firms to hold their place in.
In consumer electronics as in other

areas, fragmented, nationally based mar¬
kets, and the slowness of many national
firms in introducing new products, have

meant that diffusion in many markets and
products has been uneven, and consider¬
ably slower than in Japan and the United
States.

For sales of television sets, the two

European giants, Philips and Thomson,
hold about 40% of the European market

between them, and European producers
account for around one-half of video-cass¬

ette recorder production capacity, the rest

being held by Japanese and Korean pro¬
ducers. Because of sluggish demand in
mature consumer products, much attention

has focused on the next generation of
products - particularly on high definition
television (HDTV), which will incorporate
new signal processing and display tech¬
nology. Different HDTV standards could
be adopted in Europe, Japan and the
United States. The outcome of the race to

determine whether one standard will predomi¬
nate is particularly important for the future
shape of the broadcasting industry as well
as that producing receiving equipment.

Only in the markets of defence elec¬
tronics and telecommunications - both

long protected from foreign competition -
do European firms dominate the European

market, and perform well world-wide. But

military electronics is also under pressure
to re-organise and rationalise. Military
forces are being scaled back all over
Europe, potentially reducing demand for
equipment, and European integration and
the spiralling costs of developing new pro¬
ducts will inevitably lead to a larger
number of pan-European development
projects. Even as defence and weapon

systems become 'smarter' and more re¬

liant on advanced electronics, military
markets will not be largely national as they
have been, and there will be more compe¬

tition for what may be a static market,

which will once again be more closely inte¬
grated into civilian developments. And
telecommunications is undergoing massive
changes world-wide which pose challenges
for continued growth and survival for all
equipment manufacturers - even the

strongest.

Set against the prospects of the leading
Japanese and US electronics sectors, the

outlook for European electronics remains

gloomy. Japanese industry has main¬
tained swift growth in consumer elec¬
tronics and associated components for
over twenty years. But as consumer mar¬
kets are saturated, computers and office

equipment have grown from less than a
fifth of the Japanese total production of
electronics to close to 30% by 1990, to

Korean firms are expanding to avoid trade restrictions.
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take the place of consumer electronics.
And despite the current difficult condi¬

tions for computer producers world-wide,
the US computer industry remains highly
dynamic and vigorous, expanding particu¬
larly in engineering and technical work¬
stations, PCs, Unix-based systems and
networking equipment. In all of these
areas US demand for the latest products

makes up around two-thirds of the world
total, allowing rapid expansion and
economies of scale in the US industry

even where technological change has
been rapid.

Foreign Investment
and Trade

Trade in electronics has been growing

swiftly, with European imports and ex¬
ports of electronics doubling the growth
of all manufactured trade over 1970-86.

Imports of computers and components
grew particularly rapidly all through the
1980s at around triple the rate of manu¬
factured trade in general, as European
structural deficits in these products grew

rapidly.

Another sign of weakness in the domestic
European industry is shown in the direction
of trade. Almost 60% of imported elec¬
tronic goods in the European Community
now come from countries outside the EC,

while only 45% of Europe's electronics
exports leave the Community.

Foreign firms have dominated elec¬
tronics trade in many European countries.
In the mid-1980s, 85% of France's ex¬

ports of office and computing equipment
were generated by foreign companies, as
were 90% of Ireland's electronics exports.

And in the United Kingdom more than
45% of electrical and mechanical en¬

gineering exports (and higher shares of
electronics) were produced by overseas

companies.

As European integration approaches,
foreign investment will continue to shape
production and trade in Europe. Trade re¬
straints and anti-dumping measures have
provided major incentives to invest in
Europe, and Asian firms in particular are
consolidating their presence. Between
1974 and 1990 the number of Japanese

factories in Europe increased from 7% of
Japan's total overseas production plants

Can European companies catch up with their rivals' lead in robotics?

to 16% and the number of plants increased

to 121 . Korean firms are also expanding to
avoid trade restrictions, and the three

electronics leaders - Samsung, Goldstar
and Daewoo - are building substantial
production capacity in Europe for VCRs,
TVs and microwave ovens.

Strategies
for the 1990s

European research and development
efforts have been poor compared with
Japan and the United States. In spite of
some successes, such as Philips' pioneer¬
ing work in VCRs, compact-disc players
and digital audio equipment, the commer¬
cial introduction of radical new products

has been disappointing. A large pool of
European research workers has failed to

match the per capita output of its main
international competitors. In the mid-
1980s both Japan and the United States

had higher commercial output per elec¬
tronics researcher than Europe.

Attempts by European firms to prepare
themselves for the challenges of the
1990s and pursue forward-looking indus¬

trial strategies have been hampered by:
too narrow a national market focus

the financial weakness of many firms

and an unwillingness to invest adequately
in new products with rapidly growing mar¬
kets

fragmented production and inadequate
links between product development,
manufacturing methods, quality control,
market development and overall strategic
management

too many products and brand names
'left over' from nationally based industry,
even after widespread rationalisation of

production facilities has taken place
user markets which have not been dy¬

namic enough.
Nonetheless, a small group of globally

orientated European firms - such as
Alcatel, Ericsson, Nokia, Olivetti, Philips,

Siemens and Thomson - are increasingly

forging cross-border links and joining
forces with US and Japanese firms to de¬
velop new technology and new markets.
They are trying to set standards for new
products and services. They are also de¬
voting a bigger share of their resources to
R&D in order to produce new and im¬

proved goods to enhance manufacturing
efficiency and quality. European attempts
to lead HDTV development and become

strategically involved in standard-setting
is one example of this, as is the link-up be¬
tween Siemens and IBM to develop and

produce new generation memory chips.
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Table 2

MAJOR EUROPEAN ELECTRONICS SUPPORT

PROGRAMMES OF THE 1980s

Country Programme Financing Targets [ Dates

CAD

communications

\ Germany MP 40% government sensors

peripherals

1985-88

Netherlands INSP 100% government office automation

CAD/CAM

micro-electronics

telecommunications

software

1984-88

Norway ACTION PLAN variable general development 1987-

Sweden NIT 50% government information technology
micro-electronics applications
communications

1987-90

United Kingdom ALVEY 50% government semiconductors

computing
software engineering
artificial intelligence

1983-88

EC ESPRIT 50% EC micro-electronics

software

advanced information processing
office systems
CIM

1984-94

Europe1 EUREKA ad hoc information technology
communications

robotics/automation

1985-

1 . EUREKA involves EC and EFTA members, Turkey and the Commission of the EC.

Source: OECD

Creating
a Favourable Climate

Remedial government action has been
called for in most countries, but policies
have been varied, and results mixed. Pro¬

grammes promoting research in elec¬
tronics aim to increase co-operation
among firms, and between firms and uni¬
versities, thus increasing the effectiveness
of basic electronics research by pooling
and focusing national and international re¬
search efforts (Table 2).

There has also been a series of pro¬
grammes designed to spread more widely
the use of industrial electronic applica¬
tions, to provide a broader market for
European electronics producers and to

ensure that productivity potential is suc¬
cessfully captured by European industry.
Examples include schemes in France,

Germany and the United Kingdom to in¬
crease applications of electronic compo

nents and sensors in products, and in

manufacturing and commercial processes,
and in Sweden the National Information

Technology Programme has been aimed
at increasing advanced electronics appli¬
cations.

To create a climate in which European
firms can flourish and constantly renew
their technological and competitive base,
the EC is helping to co-ordinate govern¬
ment-sponsored research through pro¬
grammes such as ESPRIT (European
Strategic Programme for Research and
Development in Information Technologies -
focusing on micro-electronics, peripher¬
als, information processing and applica¬
tions), RACE (Research and Development
in Advanced Communications Technologies
in Europe - focusing on integrated broad¬
band communications) and BRITE-EURAM

which has a major part of its activities de¬
signed to improve the use of electronics-

intensive advanced manufacturing tech¬
nologies. Major efforts in components

(JESSI) and HDTV are being carried out in
the EUREKA programme which is more
market-oriented.

New directions for EC electronics policy
announced in March 1991 are a further

sign of continuing concern at the Euro¬
pean level. The aim is to overcome con¬

tinuing long-term structural weaknesses
in the European industry and provide a
more coherent, market-driven focus. This

effort will involve increasing demand by
installing computerised communications

and services infrastructure. It will target
R&D support more carefully and integrate
this support with applications projects. It
will increase training and the supply of
skilled manpower, strengthen the com¬
petitive environment and pay more atten¬
tion to general policies affecting business.
This is an advance on the initial round of

European policies, which were aimed at

increasing co-operation and avoiding du¬
plication and fragmentation in pro¬
grammes which so far have produced rel¬

atively few commercial results.

The challenge facing European elec¬
tronics in the 1990s is to ensure that the

scale and direction of current efforts are

sufficiently flexible to overcome hefty
structural problems and the sluggishness
of the industry. Improvements are still
necessary in the environment which fosters

the creation and growth of new firms in
the industry. A better balance has to be
struck between achieving economies of
scale in R&D in large firms, through co¬
operation and encouraging speedy appli¬
cations by users and consumers, and im¬

proving the physical and technological
infrastructure for firms and users. Only
long-term efforts in these directions will
ensure that when the rest of the world's

electronics industry catches cold - as it
currently has - the European industry
does not get pneumonia.
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Balancing
Adjustment Ë

miff
Stabilisation can often, in the short-

term, produce rises in unemploy¬
ment and falls in real wages in the

wake of the recession that results from a

rapid reduction in aggregate demand.
Since it is also necessary simultaneously
to reduce excessive budget deficits, gov¬
ernments have to cut expenditure on edu¬
cation, health, and so on. Food subsidies,

where they exist, have to be reduced or
withdrawn, resulting in a steep rise in food
prices.

One can thus understand the critics

who argue that it is the poor who have to
bear the cost of stabilisation programmes,

since they are the ones who are first hit
by rising unemployment, increases in the
prices of staple foodstuffs and cuts in so¬
cial spending. Such programmes there¬
fore push people who are already poor,
particularly the urban poor, even deeper
into poverty, and often spark off demon¬
strations and even riots that can jeopar¬
dise the very implementation of the pro¬
grammes in question.

In view of the gravity of these problems,
the OECD Development Centre launched
a research project, 'Adjustment Pro¬
grammes and Equitable Growth', in Janu¬
ary 1987. It had two aims: to evaluate the
social consequences of stabilisation pro¬
grammes, and to consider ways of limiting
their impact. Contrary to what is occa¬
sionally thought, it is very difficult to ap-

Equity

praise the consequences of such pro¬

grammes. A mere description of changes
in such variables as the unemployment
rate, the average income of the poor or
the infant mortality rate leaves un¬
answered the essential questions. These
are: to what extent are these changes
ascribable to imbalances and to the crisis

that precedes the implementation of a

stabilisation programme? To what extent
can they be attributed to the stabilisation
programme? How would these variables
have evolved if the programme had not
been implemented, that is, if imports had
been rationed drastically or if another
stabilisation programme had been im¬
plemented in its place (one, for example,
that applied much stricter monetary con¬
trol instead of devaluation)?

To answer these questions, a 'counter-

factual analysis' based on a model is
needed. And the OECD Development Centre
model2 combines, for the first time, the

Christian Morrisson

Since 1980 stabilisation

programmes have been
implemented in an increasing

number of developing
countries. Their social

consequences are causing
concern. 1

micro-economic characteristics of a com¬

putable general equilibrium model with the

usual components of a macro-economic
model. This combination of features is

essential since it is necessary to deter¬
mine the micro-economic effects of macro-

economic stabilisation measures on in¬

come and employment. Since some sta¬
bilisation measures come under monetary
policy, only a model of this type is capable
of estimating their impact on income dis¬
tribution. The model was applied to the
economies of the Ivory Coast and
Morocco; similar models were con¬

structed for Ecuador, Indonesia and

Malaysia.

1. OECD Publications/Development Centre have
published or will publish in 1991 seven books on these

issues in developing countries. This article is based on
the synthesis volume, Adjustment and Equity in

Developing Countries, by François Bourguignon and
Christian Morrisson, OECD Publications, Paris, forth¬

coming 1991 (see OECD Bibliography, p. 16).

2. The model was constructed by F. Bourguignon, W.
Branson and J. de Melo.

Christian Morrisson is Head of Programme in the
OECD Development Centre.
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In most of the countries

studied farmers ' incomes

rose during adjustment;
in the Ivory Coast (left) they
remained stable; and only
in Ecuador did they fall.

M

The results of the modelling and the de¬
tailed studies made of seven adjustment
cases (Chile, Ecuador, Ghana, Indonesia,
Ivory Coast, Malaysia and Morocco) permit
a more qualified assessment of the social
consequences of adjustment than was
possible previously.

A Variable

Record

The first finding of the seven case
studies was that, contrary to a widely held
belief, adjustment is not always attended
by the same set of consequences - a
surge in unemployment, a fall in wages
and other sources of income, increased

poverty and worsening social indicators -
wherever it is implemented. This approach

holds adjustment to be the ultimate
calamity that can befall a developing
country or, rather, to be one imposed by
international organisations and banks
without any regard for the essential re¬
quirements of the country's population.

The full gamut of outcomes was to be
found in the seven countries examined. It

is true, for example, that unemployment
can rise dramatically in the wake of an
adjustment programme: it rose from 15 to
more than 30% in Chile. But it had already
risen to 26% as a result of the 1982 crisis,

before the stabilisation programme was

implemented. Regional disparities were
also observed: in Morocco, the Ivory
Coast and Ghana, for example, unemploy¬
ment rose in towns but not in rural areas.

The unemployment rate also varied widely
across countries: in Malaysia, for in¬
stance, it rose from 6 to 8.8%, still well

below the rates that obtain in many devel¬

oped countries.
In many countries adjustment was ac¬

companied by a steep fall in wages in the
private, modern sector: down 24% in Chile
and 13% in Morocco. But in the Ivory

Coast wages remained stable (admittedly,
at the cost of large-scale redundancies),
while in Indonesia and in Malaysia they
rose. And the fall in civil servants' wages
which is supposed to accompany stabili¬
sation was found to occur in several coun¬

tries but not in Ghana or Indonesia.

Attention also tends to focus on the

plight of the urban population, whereas
the bulk of the population, and especially

of the poor, live in rural areas. It was found
that in most countries - Indonesia, Malaysia,
Morocco and Ghana - farmers' incomes

rose while the adjustment programmes

were being implemented; in the Ivory
Coast they remained stable; and the only
example of falling incomes was that of
small farmers in Ecuador (down 20%). The

income gains were ascribable to various
measures in the adjustment policies - in¬
creases in the prices of agricultural pro¬
ducts, liberalisation of the sale of inputs

and agricultural products - that benefited
farmers, and especially to the devaluation

of the currency, which boosted farm ex¬
ports.

As for drastic cuts in public spending -

a very sensitive issue, both socially and
politically - such as on subsidies and ex¬

penditure on education and health ser¬
vices, it was again found that the policies
implemented varied widely across the
seven countries studied. In Morocco food

subsidies per capita were maintained, as
were food rations for mothers, school

meals and jobs in public works pro¬

grammes. In the Ivory Coast all house¬
holds were affected by the cuts in the sub¬

sidies for transport, rice, water and elec¬
tricity. In Ghana programmes targeted at
the poorest sections of the population
offset the withdrawal of subsidies. Chile is

a case apart: the state increased sub¬

sidies massively to the wealthiest mem¬
bers of the population (by shouldering the
losses of dollar debtors) and to the
poorest members (by distributing food to
pregnant women and to children under
the age of six, and by providing meals in
primary schools). On the other hand, it cut
assistance to the unemployed by half.

The volume of public spending on edu¬
cation and health is vitally important to
poor households since they cannot turn to

the private sector to obtain these services.
The same contrasts were once again to be

found. In Chile and Ecuador spending on
these two items fell because their share in

public expenditure was reduced, which itself
had been cut on account of the budget
deficit. In contrast, in Indonesia and

Malaysia their share of the budget in¬
creased, and they continued to grow in
absolute terms during adjustment. Fur¬

thermore, when spending per capita falls,
the government can maintain budgetary

rigour by cutting the salaries of its civil
servants and thus avoid a reduction in ser¬

vices offered to households. In Morocco,

for example, education spending per capita
fell but the number of children in school

rose rapidly, except in primary schools.
But this cannot be attributed to adjust¬

ment since the number of primary school
teachers also increased. This expansion
of school services despite the reduction in

spending can be explained by the steep
cuts that were made in teachers' wages.

And what happened to poverty, since it
is at the centre of the debate on the con¬

sequences of adjustment? In Indonesia
and Malaysia it decreased, primarily be¬
cause the income of small farmers in¬

creased as a result of large-scale invest¬
ment in rural areas in the 1970s (a meas¬

ure unconnected with adjustment) and the
impact of adjustment, and especially of
devaluation. In Morocco and the Ivory
Coast poverty worsened in towns but not
in rural areas. In Ecuador, on the other

hand, it grew worse in both towns and
rural areas. As for Chile, the only country
in the sample where the majority of the
poor live in towns, poverty also worsened

markedly because of the considerable vol¬
ume of unemployment and the absence of
unemployment benefit for most of the job¬
less.

The record of adjustment thus varies
from one country to the next, owing to the
different circumstances and policies im¬

plemented in each. Ghana embarked
upon adjustment only after it had experi¬
enced a disastrous crisis of ten years' du¬
ration, whereas Indonesia and Malaysia
implemented programmes before their fi¬
nancial situation had become critical, thus

reducing considerably the subsequent
costs. During adjustment, income per
capita fell in the Latin American countries
but rose in Morocco and Indonesia.
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Stabilisation policies can

produce a fall in demand
and thus a drop of the

income of people working
in the informal sector.

Lastly, some governments sacrificed so¬

cial spending whereas others sought to
maintain it in so far as was possible.

Equitable
Stabilisation

First, an illusion has to be dispelled -

that adjustment can be avoided. The ex¬
ternal constraints are inexorable. If a

country rejects adjustment it can no
longer borrow and has only one solution
open to it: to force the current account

into balance by rationing imports. Simula¬
tions carried out with the macro-micro

model showed that the social costs of this

solution in terms of unemployment and
poverty are considerable. The experience

of Ghana, the only country in the sample
to have opted for such a solution, con¬
firms this finding: all social categories ex¬

perienced large losses in income and pov¬
erty worsened sharply during the period

of 'self-imposed recession' resulting from
the shortage of foreign currency. This
finding is very important, since it enables
a comparison to be made between the

situation of a country during adjustment
not with its past but with other situations

that would then have been possible if
another type of adjustment policy had
been implemented, or if imports had been

rationed drastically because of the finan¬

cial crisis (by, for example, increased re¬
liance on monetary policy and less on
budget cuts).

The experience of Indonesia and Malaysia,
and the simulations carried out with the

model, show the merits, once stabilisation

has been decided on, of implementing

adjustment before a country experiences
a financial crisis so as to minimise the so¬

cial costs. In practice, however, many

governments procrastinate and continue
to try to borrow their way out of difficulty.

They do this for political reasons, since it
allows them to satisfy all social groups.
External financing allows consumption that
equals or exceeds production, it allows in¬
vestment, and it allows growth that, be¬
cause of its effects on employment, on
salaries and other forms of income, benefits

all groups in society. In this way, they
reason, the thankless task of stabilisation
will fall to their successors and not to

them. Institutional reform could facilitate

the implementation of timely adjustment
programmes by securing stable govern¬
ment over a long period, and by making it
more difficult (for example, by guarantee¬
ing the independence of the central bank
or by requiring the budget to be balanced,
as was the case in Indonesia) for govern¬
ments to turn to borrowing. But it is import¬
ant not to point too rosy a picture: any
institutional reform - in a context of macro-

economic imbalances and conflicts be¬

tween interest-groups on the division of
income - will be very difficult.

Once it becomes necessary to implement

an adjustment programme, the social
costs can be minimised in two ways: first,
by selecting the optimal combination of
stabilisation measures and, second, by
compensating the poor for their income
losses.

All stabilisation programmes consist of
measures which, like all such instruments,

yield decreasing returns and are not so¬

cially neutral, as the simulations run on the
macro-micro model show. Some of these

measures have only adverse effects - for
example, rises in indirect taxes and un¬
employment among civil servants. Others
have a much more beneficial effect, at

least in the short term, as in the case, for

example, of devaluation or a cut in the

wages of civil servants when their average
income is higher than that of other wage-
earners. Another lesson to be drawn from

the adjustment programmes implemented
is that, when cutting public investment, in¬
vestment in rural areas should be main¬

tained since it benefits small farmers and

will eventually increase their productivity
and income.

But since stabilisation causes a fall in

demand and activity in the non-farm sector,

it is often inevitable that urban poverty

will increase. This fall in activity both in¬
creases unemployment and reduces the

already low incomes of people working in
the informal sector. To ensure that the

poor do not bear the cost of adjustment,
the state should offset the increase in

poverty by means of transfer payments.
The amount of transfers required is mod¬
est when the adjustment has not been too

costly. For example, they represented
only 1 .5% of GDP in Morocco, although in
Ecuador, where poverty had worsened
very considerably, they amounted to 4%
of GDP.

Structural Adjustment
and Equity

In many cases the stabilisation pro¬
gramme is coupled with a programme of
structural adjustment designed to in¬
crease supply in the medium term (since
actions that have an immediate effect on

demand are impossible). Several struct¬

ural measures are compatible with the
objective of equity. For example, the in¬
troduction of realistic pricing in agriculture
can benefit small farmers who use propor¬
tionately fewer inputs, especially since
price controls have very often been used
to siphon off the agricultural surplus and
finance industrial investment.

The removal of price controls thus bene¬

fits all farmers and reduces poverty when
small farmers produce for the market. The

liberalisation of foreign trade also has bene¬
ficial effects - an improvement in the
terms of trade between the farm and non-

farm sectors and the expansion of labour-
intensive exports.

This liberalisation nevertheless affects

industries that were previously over-pro¬
tected, and thus causes unemployment.
The same is true of privatisation when the
country has a large parastatal sector.

In assessing the impact of structural
adjustment, two other beneficial conse¬
quences have to be borne in mind. First,

structural adjustment makes the economy
more efficient. Many of the economies
concerned are functioning below their
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productive capacity, and structural adjust¬
ment would enable them to use their full

capacity. In the process, all social groups,
including those with low incomes, will bene¬
fit from the improved efficiency. Second,
structural adjustment makes the economy
more flexible, which brings an important
social advantage. The simulations carried
out for an identical stabilisation pro¬

gramme, first with fixed and then with flex¬
ible prices in the modern sector, showed
that the cost of stabilisation in terms of

unemployment and poverty is lower with
flexible prices than with fixed prices.

Some

Lessons

Since structural adjustment is very often
carried out in economies that have been

suffering from tight state control (with a
large protected parastatal sector, controls
on prices, wages and interest rates, ad¬
ministrative allocation of credit, and so

on), it is usually associated with the large-
scale withdrawal of the state from involve¬

ment in the economy, through liberalisa¬
tion and privatisation. But while it is true
that structural adjustment and the with¬
drawal of the state usually do go together,
the state should not withdraw completely:

it has an important role to play in minimis¬
ing the social costs of adjustment. It can
do this by providing compensating trans¬
fers to prevent poverty from getting
worse, by redirecting public investment to
the export and agricultural sectors, by im¬
plementing temporary programmes of as¬
sistance for the unemployed, and by mak¬
ing a considerable effort to improve the
reliability of the statistics that it collects.

There is thus no stabilisation pro¬

gramme that is appropriate in all cir¬
cumstances. To minimise the economic

costs of stabilisation in terms of growth
and the social costs, the measures taken

have to be adjusted, and possibly coupled
with structural adjustment measures tail¬
ored to the specific features of each coun¬

try. Stabilisation programmes thus have to
be made-to-measure. But the experts from

international organisations and from gov¬
ernments will be unable to design such

programmes if they have no reliable
source of statistics. And many countries

still lack reliable systems of collecting
statistics.

Donors also have an important role to

play. First, they must do everything in their
power to get countries to implement adjust¬
ment policies before their situation be¬
comes critical; this is one of the best ways

of minimising the social costs of adjust¬
ment. The promise of temporary large-

scale aid in the form of grants to compen¬
sate for the losses that some groups will
experience as a result of adjustment could
modify the thinking of these governments.
A government's decision on whether to
postpone adjustment or not, whether to
procrastinate until a financial crisis actu¬

ally occurs, will be determined by the
political advantages and drawbacks of
each course of action. A donor can influ¬

ence that decision and pre-empt the op¬

position of the groups that will be affected
by adjustment by providing them with
assistance.

Next, donors can improve stabilisation
programmes by making the provision of
loans conditional on the donor govern¬
ments' being allowed to work out the
most appropriate programmes with the

governments of the recipient countries.
This would mean that, in addition to the

usual objectives of restoring macro-
economic equilibria (reducing the external
deficit, the budget deficit and inflation),
social goals (such as ensuring that the rise
in unemployment and in the number of the
poor is kept to the minimum, or that social
indicators such as infantile mortality or

malnutrition rates are improved) would
also be taken into consideration. When

both sets of goals are taken into account,
the order of preference assigned to pro¬

grammes will change. For example, a pro¬
gramme that would reduce the budget
deficit substantially but would also in¬
crease poverty markedly will no longer
seem superior to another programme that
would not reduce the budget deficit by as
much but would not increase poverty.

Lastly, donors have a key role to play in
financing compensating measures. As has
been seen, a temporary worsening in pov¬
erty is often unavoidable during the period
of recession. Clearly, governments that
have to cope with very large budget defi¬
cits do not have the means to finance

compensating measures. Only donors can
finance, through grants, measures targeted
at poor households so that poverty is at
least held at its existing level. Such assist

ance would not be required for very long -

three or four years at the most - since the
restoration of macro-economic balances

should enable growth to resume, and
would be under the direct control of the

donors, working in collaboration with the
local authorities. The implementation of

targeted programmes in several countries
(Chile, Ghana and Morocco) in the sample
shows that it is possible to reduce poverty

effectively by distributing aid-in-kind to
families. Furthermore, if these grants were

targeted at the poorest 20-30% of the
population, they would represent only a
modest proportion of the total amount of
aid.

These examples show how the appro¬

priate techniques can reduce the social
costs of adjustment. But this is only one

aspect of the subject. If donors really want
to reduce these costs, they too must
make financial sacrifices. And one of the

most efficient means is to make limited,

temporary, well-targeted grants.
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RURAL DEVELOPMENT

Christian Huillet

Schools closed for want of pupils, railway lines abandoned, shopkeepers selling out:
rural depopulation goes hand in hand with the disappearance of services,

whether public or private. '

Services are essential for devel¬

opment. Their appearance or dis¬
appearance is the best indicator of

a region's economic health. It is therefore

not surprising that the tertiary sector is
seen as crucial in giving rural areas a new
lease of life, at a time when all OECD
countries are confronted to some extent

with the problem of rural depopulation
and redevelopment.

But it is not easy to work out a strategy
for the supply of services in a rural envi¬

ronment. There is no magic solution that
will both stop the depopulation of the
countryside in Greece and reactivate busi¬

ness creation in the remotest parts of the
United States. So far most governments
have therefore proceeded by trial and
error, using a wide range of approaches.
Developing a management method is
no easy task, for requirements have
to be analysed and selected, manage¬
ment instruments chosen and policies
assessed.

Identifying and anticipating what people
require as accurately as possible is one of
the most difficult problems. Most indus¬
trialised countries are confronted with a

serious shortage of services in rural areas,

affecting transport, shops, training and
cultural activities as well as housing. In
France, for example, only 40% of rural
municipalities have a nursery school - as
compared with 82% of urban municipalities,
according to the French Economic and
Social Council. The picture is even bleaker
in Scotland. Since 1960 the number of

parishes with a primary school has de¬
clined by over 20%, and those with a post
office by 32%. There are 36% fewer vill¬
ages with at least one shop. Moreover,
when a service does exist, it is often of

poor quality, and consumers complain
about it.

But depopulation is not the only factor

Christian Huillet is the Deputy Head of the OECD Rural

Development Programme.

of change in country districts. The reverse
flow - the return of city-dwellers and firms
to rural areas near urban centres - must

not be overlooked. Since the start of the

1 970s the rural population has become in¬

creasingly less homogeneous, particularly
in the United States, France and the

United Kingdom. In most regions there is
no longer any question of equating the
rural population with the farming commu¬
nity. Townspeople seeking a new lifestyle
are increasingly altering the sociological
characteristics of the country population,
and are bringing with them new habits.
Many rural municipalities have thus had to

organise cultural and sports facilities now
seen as essential.

In order to attract and keep jobs, and to
encourage economic growth and the estab¬
lishment of new businesses, rural areas

1 . New Ways of Managing Services in Rural Areas.
OECD Publications, Paris, 1991. This article is based

on work undertaken under the auspices of the OECD
Public Management Committee.
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RURAL DEVELOPMENT

The arrival of townspeople

has obliged many rural
municipalities to provide

sports and cultural
facilities.

also have to overcome a series of struct¬

ural handicaps: the dispersal of product¬
ion units, limited competitiveness of tra¬
ditional industrial and craft activities, lack

of investment in research, shortage of new

types of innovating funding such as ven¬
ture capital, and difficulties of access to
new information techniques. All this re¬
quires the creation of industrial zones

served by modern communications (tele¬
communications, roads, railways) to com¬
bat isolation.

Faced with such a multitude of require¬

ments, governments have to define prior¬
ities. Making services pay their way is their
main constraint. Even if a government

wants to provide people in country areas
with the same quality of life as that of city

dwellers, it still obviously costs more to
organise coach services in northern Sweden
than it does in the Stockholm suburbs, as

there are fewer potential passengers and
distances are longer. It is therefore import¬
ant to separate essential basic services
from others which can wait for a second

phase of investment and development.

The concept of a basic service may vary
from area to area and with the expecta¬
tions of the inhabitants. Studies carried

out in the Netherlands have shown that

the population in municipalities with fewer

than 1 ,000 inhabitants gave priority to a
primary school and then, in descending

order of preference, to a grocer's shop, a
bus stop, a social and cultural centre and

a family doctor. In larger, less isolated

towns a grocer's shop and a family doctor
came well before a bus stop.

Only Sweden has tried to define stan¬
dards for the provision of basic services.

The concept of 'level of needs' was in¬
troduced at the start of the 1970s. It is

based on the principle that basic services
should be available within a distance of

less than 40 kilometres or 45 minutes of

users, while other services must be ac¬

cessible at regional level or in less than
two hours.

With efficiency in mind, governments
are also increasingly seeing services in
geographical terms. The intention is, for
instance, to develop 'secondary poles'
that complement growth poles and are
generally centred on towns. These second¬
ary poles are meant to assemble a range
of services such as transport, communi

cation services (computers, telematics,

etc.) and secondary schooling. In Austria,
eight categories of 'focal towns' have thus
been defined and, in France, those re¬

sponsible for regional development are
working on the concept of 'bassins de vie'
(active population centres) with 30,000 to
50,000 inhabitants, of which Cholet in the

Loire Valley is a typical example.

But it is not only a matter of selecting
services. Requirements also have to be

anticipated; otherwise, policies launched
at considerable expense in 1990 will be out

of date ten years later, as tastes and re¬

quirements change. Unfortunately, through
want of information and efficient forward-

planning instruments, policies are too
often based only on present expectations

and disregard aging and social and
economic trends. It is therefore essential

to use diagnostic instruments such as de¬
mographic and social studies specific to
the rural world, to encourage the express¬

ion of present or latent demand, and to
proceed on the basis of ongoing change
rather than existing lifestyles.

Selecting
the Instruments

Once a diagnosis has been completed,
the services must be provided and poli¬
cies managed efficiently to ensure lasting
recovery of the local economy and local
population figures. This is easier said than
done. The approaches to rural devel¬

opment are complex and entail far more

than the division between the private and
public sectors.

Some countries have thus concentrated

on the location of services, with the shar¬

ing of joint premises, such as business
centres where a number of firms can

share the same communication facilities,

and the creation of mobile or part-time
services. In Australia, children in remote

areas have been taught for many years by
correspondence courses, mobile visiting
teachers and the radio-based School of

the Air. It is also possible to use financial

aid. Sweden, France and Spain have used
the approach of tax equalisation exten¬

sively. This has enabled the Swedish gov¬
ernment to provide small municipalities

with the basic services they were lacking.
In the United Kingdom, the government's

share in local-authority expenditure is in¬
creasing in sparsely populated regions
like the Highlands. In addition to fiscal
equalisation, financial aid is also provided
by reference to regional priorities such as
the 'less favoured rural areas' defined by
the EC Commission directives concerning
mountain areas, under which compensa¬
tory payments are made to farmers.

Lastly, a third approach - self-help -
should not be overlooked. In Scotland, for

instance, a number of rural authorities

have provided aid for village shops. In
Sweden, aid has taken such varied forms

as financial support for the home delivery
of goods to immobile people, or credit

guarantees to village shops for purchases.
The self-help approach is particularly effi¬
cient in the case of assistance for the

elderly. In many European countries, local
authorities have pooled their resources to

provide accommodation for the elderly.
Rather than have to go into old people's
homes, they are able to live in their own

flats under the supervision of a resident
caretaker.

Self-help can also take the form of shar¬

ing resources between neighbourhoods
or firms. In the Scandinavian countries,
telecentres are used for both administra¬

tive services and for training the staff of
rural businesses. In central Finland, there
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In France only 40% of rural
municipalities have

a kindergarten - as
opposed to 82% in urban

ones.

are also village halls in which both public

and private services are located. One vill¬
age hall is equipped with a computer
work-station which makes it possible to

obtain both information on employment
vacancies and to consult the public health
nurse.

Four Rules

for Success

The experiments conducted so far in
OECD countries are therefore both num¬

erous and varied. But it is still difficult to

assess the policies that have been im¬

plemented because of lack of reliable in¬
struments.

Admittedly, the results of aid for busi¬
ness creation, whether in the form of

grants or specific services, are relatively
easy to quantify. There are relevant criteria
in the number of firms, the new jobs

created and the income generated. On the
other hand, it is more difficult to assess

action to assist education, training and the
development of human resources. The

often intangible aspect of services and the
difficulty of quantifying the specific con¬
tribution of the public sector makes it very

difficult to define objectives and how they

THE OECD RURAL

DEVELOPMENT PROGRAMME

The OECD this year launched its Rural
Development Programme, with the aim of
providing a framework for the formulation of
rural policy. It will describe rural economic

restructuring in the OECD member coun¬
tries and analyse its causes and consequen¬
ces. A report on rural development policies
will be submitted to the Council at ministerial

level in 1992.

Work in the Rural Development Pro¬
gramme will benefit from the increasingly
'horizontal' nature of work within the OECD,

on a wide variety of topics: overall economic
development, structural adjustment, labour
markets, agriculture and agricultural pro¬

grammes, environmental policy, regional
policy, tourism and public management. It
will also develop information about rural
areas, particularly about their economic
bases, current conditions and trends, and

possibilities for international comparability.
Not least, the Programme will analyse the
economic and environmental consequences
of alternative policies for rural development.

RURAL DEVELOPMENT

should be assessed. In addition, the lack

of local expertise is a serious drawback.

But this is no reason for pessimism.

Four rules can already be defined on the
basis of the experiments carried out by
OECD countries in recent years - rules on
which depends the success of an efficient

policy for the creation and management
of services in rural areas.

The first, fundamental rule is a proper
analysis of local requirements. It cannot
be repeated often enough that it is import¬
ant to have accurate population surveys
in order to obtain a better idea of people's
requirements and changes in the popula¬
tion. Information channels must be de¬

veloped to help to produce a diagnosis
and make it possible to adjust supply
more efficiently to present and future de¬
mand. Similarly, it is necessary to encour¬
age the expression of demand, whether it

already exists or is simply latent, and in¬

form the population of existing services.
Very often someone living in an isolated
area is unaware of the services available

to him 10 kilometres from his home.

The second rule for success is mastery
of the new management methods. Rural
development can only come about if
people in the country are given services

that meet their requirements, even though
they may not be up to the standard of
those provided in urban areas. To that end

it is important to develop tax equalisation

between town and countryside, encourage
investment in the new communication

technologies and microcomputers, if nec¬
essary with a combined approach associa¬

ting the public and private sectors, even if
private bodies are to be responsible for

the actual management of services. It is
also very important that efforts should not

be thwarted by institutional structures that
stifle initiative.

A third major point is the definition of
target areas. In the present development
phase of partnerships for the manage¬
ment of services in rural areas, the central
role of local bodies must be stressed. It is

up to them to devise and supervise local
partnership initiatives. Moreover, one
must emphasise the relevance of initia¬

tives based on 'active population centres',
which enable actual service networks to

be set up.
The last rule concerns the importance

of assessing public policies. It must be
possible to check the results of initiatives,

meaning that it is important to finalise pol¬
icy objectives and provide for appropriate
instruments of measurement. It must be

possible to assess the decisions taken by
the central authority, just as the com¬

plementarity of services within a given
area should be checked. Governments

must therefore promote the use of outside

experts and in time encourage the crea¬
tion of local expertise. All of which

amounts to a programme of some size.

But it is a task worth taking on, for easy
access to a wide range of services at
reasonable cost is one of the main condi¬

tions for the harmonious development of
rural areas.

Encouraging the development of ser¬
vices means at one and the same time

promoting the overall development of

rural areas, ensuring a balanced distribu¬
tion of population and activities, and

maintaining the stability and cohesion of
society.
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/

Improving Trade Policy
Gerhard Abel and Anthony Kleitz

Over the last thirty years the world has witnessed an unprecedented movement
toward trade liberalisation and expansion. It is not too much to say that the success

of this development has been significantly influenced by OECD work.
The 100th meeting of the OECD Trade Committee, on 18-19 November 1991,

allows an evaluation of its achievements.

The OECD countries account for the

major part of world production and

trade: in 1990, they provided over
70% of total production, and their imports
and exports represented almost three-

quarters of total world merchandise trade.

They thus bear a special responsibility for
maintaining a strong and operational trad¬
ing system which contributes at an inter¬
national level to higher living standards
and prosperity. This responsibility is all the
more important in light of the willingness
shown by many developing countries and
the countries of central and eastern

Europe to adopt market-oriented policies
and to participate more fully in the inter¬
national economy.

The OECD Trade Committee itself has

contributed to the improvement of the
world trading system in two main ways.

First, it provides a multilateral forum for
OECD countries to discuss developments
and problems in trade policy. It has led to

deeper mutual understanding through:
regular monitoring of trade actions of

member countries, leading on occasion to
consultations on topical issues (the 'grey
area' measures which escape GATT disci¬

plines, for example)
analysis of important trends, such as

regional co-operation and integration,
where the challenge is to ensure that
developments - in particular in Europe,
North America and the Asia-Pacific region -
will contribute to multilateral liberalisation

rather than fragment the world economy
into blocs

efforts to resolve generic problems in
trade policy, leading, for instance, to the
OECD Trade Pledge against protection¬
ism and to an exercise to 'roll back'

protectionist measures - efforts which

ultimately fed into the ambitious Uruguay

Gerhard Abel is Director of the OECD Trade Directorate,

where Anthony Kleitz works in the Division on General

Trade Policy and Related Issues.

Round of multilateral trade negotiations
launched in 1986

monitoring and analysis of changes and
reforms in the trade regimes of major de-
veloping-country partners as well as those

of central and eastern European coun¬
tries, with the objective of furthering their
integration into the world trading system.

The second way in which the OECD
Trade Committee has contributed to

strengthening the trading system is by
analysing the parameters of broad trade-
policy issues and by outlining relevant
options. The ultimate objective in this
work is to ensure that multilateral trade re¬

lations take place on an equitable basis
and in an open and dynamic environment.
The OECD is well equipped for this type of
activity, since discussions can take place
there within a group of like-minded coun-

1 . See Jacques de Miramon, 'The International Interest

in Intellectual Property', The OECD Observer, No. 163,
April/May 1990.
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The challenge of regional
integration: to make sure

that it leads to multilateral

liberalisation.

tries, exploring new and complex issues.
These discussions may lead to converg¬
ing positions or the sketching-out of ele¬
ments for agreed solutions, guidelines or
new international rules when the issues

are subsequently taken up at a broader
level of participation.

There are, indeed, some major issues

on which path-breaking work has been
carried out in the Trade Committee before

being taken up elsewhere (in particular, in
the GATT): tariff preferences for imports
from developing countries, government
purchasing practices, and the so-called
'new issues' of the Uruguay Round -trade
in services, trade-related intellectual prop¬

erty rights (TRIPs)1 and trade-related in¬
vestment measures (TRIMs).2

In addition, the Trade Committee has

played a role in co-operation with other
OECD bodies in advancing the Organisa¬
tion's work in important trade-related
areas, such as structural adjustment and
the reform of agricultural policies.3

A Changing
Policy Environment

The outcome of the Uruguay Round is
still open. The role of the OECD in the final
phase of the negotiations has evolved to
providing strong political support for an
ambitious result. Once the Round has

been concluded, the Trade Committee will

undertake an analysis and evaluation of
the results achieved.

The Committee is already examining the
conceptual issues that will shape the
1990s. Fundamental and accelerating
changes in the economic environment are
challenging the framework for trading re¬
lations that has underlain the long post¬
war period of trade expansion. The Uruguay

Round is a major and vital step in modern¬
ising the trading system; but there is no
doubt that constant adaptation and
broadening of the rules and procedures of
the system will be required in the future.

At the risk of over-simplification, it may
be said that the economic environment of

the 1990s is marked by five main, inter¬
related characteristics.

First, increased globalisation in product¬
ion and marketing has significantly
changed the nature of trade. In addition to
merchandise trade, many economic ac-

TRADE

FROM PRAGMATISM

TO POLICY

The OECD Trade Committee was one of the

original intergovernmental committees in
the OECD, set up when the Organisation
was created in 1961. It was intended to re¬

spond to one of the three main aims of the
OECD, laid down in the founding Conven¬
tion: 'to contribute to the expansion of world
trade on a multilateral basis in accordance

with international obligations'. And, indeed,
from its beginning the Committee has vigor¬
ously championed multilateralism.

The OECD Trade Committee is not a i

negotiating forum,1 unlike the General
Agreement on Tariffs and Trade (GATT). It
does not have a universal membership. Fur¬
thermore, it does not provide a formal frame¬
work for resolving trade disputes on the
basis of legal rights and obligations. Never¬
theless, it has successfully pursued its goals
through pragmatic working methods, under
which key trade-policy officials from
member countries come together for frank,
off-the-record discussions of important
issues in trade policy.

The Trade Committee, which is serviced

by a relatively small directorate in the OECD
Secretariat, is composed of representatives
of all 24 member governments plus the
Commission of the European Communities;

Yugoslavia is an observer.

1. In export credits, nonetheless, discussions in
the late 1970s led to the Arrangement on Guide¬
lines for Officially Supported Export Credits (the
'Consensus'), an international arrangement admin¬
istered by the OECD. It is currently hoped that

negotiations will soon lead to a further reduction of
distortions resulting from the use of subsidised
export credits and of tied aid credits.

tivities today depend more and more on
international flows of services, capital,
technology and managerial skills. And a
growing share of cross-border trade is
'intra-firm', often consisting of compo¬
nents and parts rather than finished
goods. Simultaneously, there has been an
increasing tendency for multinational en¬
terprises to become ever more important
actors in the international economy.

Second, these trends in industrial or¬

ganisation have been facilitated by gov¬
ernment policies that have reduced bar¬
riers in trade, investment and financial

markets. Relatively open conditions for

trade and investment and the rapid diffu¬

sion of technology have contributed to
higher volumes of intra-industry trade. De¬
regulation has allowed new types of in¬
dustrial co-operation, including an in¬

crease in international mergers. The gen¬
eral movement toward liberalisation has

been strongly influenced by regional inte¬
gration.

Although OECD countries have been at
its centre, this evolution has encompassed
the entire world, as firms seek to achieve

competitive advantage by siting activities

not only close to major markets but also in
low-cost production centres or in future
markets. The increasing potential for non-
OECD countries to participate in an inter¬

dependent economy and the emergence

of dynamic new competitors constitute
the third main characteristic of current

trends. Moreover, new and stronger forms
of international industrial organisation and
co-operation ('vertical and horizontal net¬
working') are arising as more market-
oriented policies are adopted by many de¬

veloping countries and by those of central
and eastern Europe.

One result of the more liberal environ¬

ment and of the globalisation of economic
activities has been an intensification of

international competition. A fourth major
trend shaping the economic policy envi¬
ronment is thus the importance attached

by governments to the achievement of
long-term international competitiveness

through innovation and the development
of high-technology industries. Although
aid to declining industries has become rela¬
tively less important in recent years, gov¬
ernment interest in the adoption of 'strat¬
egic policies' has grown, under which com¬

petition may be distorted by intervention
to favour the national position in high-tech
fields.4

Finally, a fifth major trend is the in¬
creased importance of domestic policies

for international trade. With globalisation
has come a progressive blurring of the

2. See Anthony Kleitz, 'Trimming Investment Disin¬
centives', The OECD Observer, No. 162, February/
March 1990.

3. See Gérard Viatte and Frédéric Langer, 'Agricultural
Reform: A Hesitant Start', The OECD Observer, No. 1 65,

August/September 1990, and Gérard Viatte and Carmel
Cahill, 'The Resistance to Agricultural Reform', The

OECD Observer, No. 171, August/September 1991.

4. See pp. 4-7.
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TRADE

How can one prevent

interest-groups having an
adverse influence on the

progress of the GATT?

distinction between trade policy and other

policies which - although traditionally
seen as domestic in orientation - often

have trade effects. There are examples in

structural adjustment, industrial or re¬
gional development, investment, innova¬
tion, competition, employment, environ¬
ment, and in other areas.

A Blueprint
for Multilateralism

The period that follows the Uruguay
Round of the 1990s will provide a strong

challenge for the international trading
community. Many underlying assumptions
of trade policy may be increasingly
brought into question by the evolving
economic environment.

Will this evolution make it more difficult

for governments to resist protectionism
and live up to their commitments to a
liberal trading system? They may come
under increasing pressure to take actions
which respond to the narrow interests of
particular groups but of which the national
and international justification and implica¬
tions are not clear-cut. A crucial question

is: can trade policy decisions in an inter¬
dependent world continue to be determined
by the concept of 'national interest'? And
how should that term be defined when a

significant part of international trade is no
longer between 'nationally based' corpor¬
ations and no longer involves 'nationally
produced' goods?

Intensified competition is seen to arise

not only between multinational enterprises
but also among the 'systems' in which
they operate and which influence many
aspects of their ability to compete. These
systems are made up of cultural and his¬
torical factors as well as networks of inter¬

connected government policies.5 To re-

5. See the summary of discussions at the OECD con¬
ference on 'Support Policies for Strategic Industries:
Systemic Risks and Emerging Issues', available free of
charge from the OECD International Futures Pro¬
gramme.

6. See André Barsony, 'Co-operation with the Dynamic
Asian Economies', The OECD Observer, No. 168,

February/March 1991.

solve perceived problems of 'system fric¬
tion', governments will have to improve
policy convergence, both domestically
and internationally. Since 1989, for exam¬
ple, this approach has been pursued bilat¬
erally in the Structural Impediments Initia¬
tive (SI I) of Japan and the United States,
which seeks to tackle a range of micro-
economic issues thought to be impeding
current account adjustment.

On the multilateral level, policy con¬
vergence will involve broadening the
scope of the trading system to make it
more responsive to the altered economic
environment of the 1990s. The objective,

then, will be nothing less than to work to¬
wards a blueprint for the multilateral trad¬

ing system of the future and for the next
generation of trade negotiations.

Based on past experience, it seems
likely that such work can be most suc¬
cessfully initiated within a limited group of
like-minded countries, as at the OECD.

The approach would be to explore the
areas where forms of international co¬

operation, including rules, are no longer
adequate and where improvements may

be required to ensure an open and equit¬
able basis for international trade and

economic relations. Two prime examples

concern trade-related aspects of inter¬
national investment and of international

competition. A third arises in environmental
policy, where strict regulations may appear
as disguised protection against imports
and the lack of regulations may be inter¬
preted by trade partners as 'environmental
dumping'. The Trade and Environment
Committees of the OECD have thus re¬

cently initiated a joint work-programme to
analyse the key interconnections between
the two policy areas and develop guidelines
for resolving problems.

To be effective, progress along such av¬
enues will require broader application of

trading rules in a geographical sense. In¬
creased attention will have to be given to
the integration of non-member countries
into the trading system. For example, the
Committee's co-operation and dialogue
will have to be developed further with

the Dynamic Asian Economies6 and the
central and eastern European countries; a

new dialogue may likewise be initiated
with certain Latin American countries.

In June 1991, the OECD Ministerial

meeting endorsed a broad work-pro¬
gramme in the Organisation to prepare the
structural issues with international policy
relevance for the 1990s. As a multidisci¬

plinary organisation which spans the
whole range of economic and social issues,
the OECD is uniquely equipped to carry

out this programme. By drawing on its
network of specialised intergovernmental
committees, it can contribute to a more

coherent approach across different policy
fields.

The work on structural issues with an

international dimension will be carried out

through 'horizontal' activities that include
government policy-makers and OECD
committees whose areas of competence

have been seen in the past as essentially
domestic. Since the international effects

of these domestic policies come primarily

through international trade, the Trade
Committee finds itself at the focal point of
these new activities.

OECD Bibliography
Gérard Viatte and Carmel Cahill,

The Resistance to Agricultural Reform',
The OECD Observer, No. 1 71 , August/
September 1991

André Barsony, 'Co-operation with
the Dynamic Asian Economies',
The OECD Observer, No. 168,
February/March 1991

Gérard Viatte and Frédéric Langer,
'Agricultural Reform: A Hesitant Start',
The OECD Observer, No. 1 65, August/
September 1 990

Jacques de Miramon,
The International Interest in Intellectual

Property', The OECD Observer,
No. 163, April/May 1990

Anthony Kleitz, Trimming Investment
Disincentives', The OECD Observer,

No. 162, February/March 1990
Competition Policy and Intellectual

Property Rights, 1989
Investment Incentives

and Disincentives: Effects on

International Direct Investment, 1989.

22 the OECD OBSERVER 172 October/November 1991



AGRICULTURE

Reforming
the Apple Market

Kevin Parris and Tetsuo Ushikusa

The OECD countries play a large part
in the international apple market.

They provide 45% of world product¬
ion, currently 41 million tonnes, and also
account for 30% of the volume of world

exports and over 50% of imports.
The OECD apple sector contributes

around 1 % of the value of all agricultural
output and trade. And within the fruit mar¬

ket, it provides a third of the total value of
OECD production, 12% of the value of
OECD fresh fruit exports and 9% of im¬
ports.

OECD production of apples has grown
over 1 % per annum during the 1 980s, rising
to a current volume of 18 million tonnes.

At present the European Community,
Japan, Turkey and the United States sup¬
ply over 85% of that amount, with a
further 7% coming from Australia, Canada
and New Zealand. This growth is largely
explained by rising yields which have
mainly stemmed from using improved var¬
ieties and better management practices.
Production has also risen because of an

increase in nominal returns to growers

during the 1980s, which has been linked
to an expansion in demand.

A third of total OECD output is used for
processing, with 75% of that figure going
to produce juice. Juice production has in¬
creased rapidly during the 1980s, al¬
though the manufacture of other products
(in canned or dried form) has been stable.

The principal apple variety grown in the
OECD area is Golden Delicious, although
in many countries production has been
declining because of growing demand for
other varieties. Skin colour and taste have

been important factors in the devel-

The apple market in most
OECD countries exhibits

the distortions

and interventions

characteristic

of the agricultural sector
as a whole. 1

opment of these varieties - for example,
Red Delicious (North America), Granny
Smith (New Zealand), Fuji (Japan) and
Jonagold (the EC).

Apples form a quarter of the total vol¬
ume of fresh fruit consumed in the OECD

area, and are usually the major fruit pro¬
duct in consumer diets. Yet, since de¬

mand has grown slowly over the 1980s,
the average OECD consumption of fresh
apples has changed little and is now
about 14 kg (Figure 1).

This slow growth largely reflects chang¬
ing consumer preference as the relative
prices of competing fruits, such as
oranges and some tropical fruits, have de¬
clined. Even so growing consumer de¬
mand for a 'natural', nutritious and high

fibre/low calorie diet has helped apple
sales. Food wholesalers have also in¬

creased sales by using storage in con¬
trolled atmospheres for the off-season
market; they have also been developing
off-season supplies from countries in the
southern hemisphere for the northern
hemisphere.

Kevin Parris is an economist in the Agricultural Policies
Division of the OECD Directorate for Food, Agriculture
and Fisheries, where Tetsuo Ushikusa also worked

until recently; he is now employed in the Research Di¬
vision of the Japanese Ministry of Agriculture, Tokyo.

In most OECD countries, with the rapid

rise in the consumption of apple juice over
the 1980s, demand for apples for pro¬

cessing has grown. The consumption of
concentrated apple juice is now about
500,000 tonnes, equivalent to nearly 4 mil¬
lion tonnes of fresh apples.

But consumption of fruit and juice alike

has recently been affected by health con¬
cerns, as consumers have begun to question

the potentially harmful effects of certain
cultivation and storage practices. The
most publicised examples have been the
use of pesticides, the application in or¬

chards of 'Alar', a growth regulator, and

the 'waxing' of apples to improve their
storage life. Many countries have now in¬

troduced legislation to prohibit the use of
certain pesticides, contaminants or harm¬

ful storage practices, although enforce¬

ment is by no means uniform in the OECD
area.

Trends

in International Trade

The diminishing role of many OECD ex¬
porters in the international apple market
can largely be ascribed to the reduction in
demand in some major markets, notably
North Africa and West Asia. OECD export¬

ing countries are also facing an increase in
competition, particularly from Chile, and
more recently some emerging developing-
country exporters, such as Brazil and
China.

Imports provide less than 10% of fresh

consumption for most OECD countries,

1. The Apple Market in OECD Countries, OECD

Publications, Paris, forthcoming 1991.
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although the volume of imports showed a
modest increase for major OECD import¬
ers during the 1980s. The OECD share of
the volume of world imports has risen

from 42% in the early 1980s to over 50%
by the end of the decade, with the EC and
the United States the two largest importers.

Increasing apple imports into the OECD
area is explained not only by domestic de¬

mand but also by the partial liberalisation
of some import markets. Countries in the
southern hemisphere supply about two-
thirds of the total volume of OECD apple

imports, with New Zealand and Chile pro¬
viding a rising share (nearly 40%), in con¬
trast to declining shares for Argentina and
South Africa.

A new feature of the market is the rapid

growth in juice trade. From a fairly
localised pattern of trade in the 1 970s, the

1980s saw apple juice become the sec¬
ond major traded fruit juice (after orange
juice), with the annual volume of exports
around 400,000 tonnes. This development

has been triggered in particular by the rise
in international orange-juice prices (rela¬
tive to apple juice), and also rising import
demand in the United States.

An Outlook

for Apples
Over the 1990s OECD apple production

might rise at a little under 1 % per annum,
lower than the previous decade, with
production reaching 19 million tonnes by
1995, with most of that growth likely to

come from higher yields.
Since OECD apple consumption during

this period will probably increase margin¬
ally in excess of the increase in production,
international traded apple prices are
expected to rise only slightly from their
current positions. The share of apples for

processing might increase, because of the
stagnation of fresh apple consumption and
expanding demand for juice.

The expected stability of consumption
of fresh apples in the 1990s may reflect
the growth in consumer demand for more
fruit in their diet on health grounds, coun¬
terbalanced by the growing consumer pre¬
ference and lower price of other fruit. Pro¬

jected growth in the consumption of juice,
too, can be ascribed to the health factor,

but as with the fresh apple market, de-

Figure 1
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mand will be affected by the price of sub¬
stitutes.

The volume of net imports into the
OECD area may rise. A major part of that

increase may be supplied by relatively
low-cost, high-quality apples from de-
veloping-country exporters, notably Chile.
There is also the possibility of a revival in
the exports of Hungary, up to 1988 the
world's largest apple exporter, in view of
the country's new liberalisation pro¬
gramme.

Improved access into some OECD apple
markets could also lead to higher imports,
with recent multilateral trade liberalisation

measures proposed or implemented for
the apple markets of Finland, Norway and
Sweden. Japan has also reduced trade re¬
strictions for apple juice. But a number of
elements that counteract these changes
could diminish imports, not least the

growing use of non-tariff barriers, espe¬
cially phyto-sanitary measures.

The main objectives of policy measures
in the apple market are to stabilise incomes

improve the efficiency and structure of
orchards, supply apples to consumers at
reasonable prices, avoid trade conflicts

and control government expenditure to
the apple market. These objectives can be

mutually exclusive, forcing policy-makers
to seek compromises between different
interest-groups.

Policy Objectives
and Instruments

Various systems of price support to
producers are used in OECD countries to

assist the incomes of apple-growers. In
the EC, for example, a system of intervent¬
ion purchasing and minimum price for im¬

ports is provided. The EC guarantees to
purchase production, under certain condi¬

tions, when market prices fall below a

fixed price, and also ensures imports do
not enter the market at a price that would

undercut the domestic product. In other
countries a statutory marketing board has
powers to market the domestic crop and
to control exports and imports.

More commonly, price support is pro¬

vided to growers through a system of
tariffs and import quotas. In some EFTA

countries, imports may be subject to a
quota and tariff when the domestic har¬

vest is being sold.
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Figure 2

OECD PRODUCER SUBSIDY
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1. A per unit PSE is the total value of transfers per
tonne of apples produced.
2. EC-10 until 1985, EC-12 from 1986.

Source: OECD

Most countries also provide direct budget¬

ary assistance to growers for water and
environmental conservation, interest-rate

concessions for planting new trees, sub¬
sidies for water for irrigation, and assist¬
ance for research, development and mar-

keting. Measures are also used in a variety
of countries to try to modernise cultivation
methods, increase the size of orchards,

help fund uprooting programmes and early
retirement schemes for growers, and en¬
courage diversification into other forms of
production.

Phyto-sanitary regulations, especially
those for plant health protection, are
widely used in OECD countries; they may
restrict imports and thus indirectly in¬
crease prices. In some instances these
measures are applied so strictly that they
can prohibit virtually all imports, such as in
Australia and Japan, even if they can be
justified on the grounds of safeguarding
plant health and public hygiene.

A few countries, such as Canada and

the 12 members of the EC, have also de¬
cided to mandate a minimum size for im¬

ported apples on the grounds that con¬
sumers prefer larger apples. Few OECD
countries provide preferential arrange¬
ments to the benefit of developing-coun-

try apple exporters, and few assist traders
with export subsidies, although they are
currently used by the EC and Turkey.

Some countries grant subsidies to the
apple-processing industry, but support is
commonly provided by governments to
processors by using tariffs which usually
increase according to the degree of pro¬
cessing. For example, tariffs are typically
lower for juice imported in bulk, higher
when in ready-to-sell containers, and
higher still for prepared products such as
apple pies. Import tariffs on processed
apple products range between 10 and
25%, compared to 0-5% for fresh apples,
although some countries have consider-

pAv/j> A ?£&>£>LE'S much Too Small

TPsV A" APPLE .. .
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ably higher tariffs, such as the EC and
Japan.

Policy can subsidise growers by trans¬

fers from taxpayers through government
budgets and from consumers through

higher prices for fresh apples and pro¬
cessed apple products. Evaluation of

OECD policies in the apple market through
the producer and consumer subsidy equi¬
valent (PSE/CSE) measures reveals that
all OECD countries provide assistance to

apple-growers (Figure 2).

imiiiinIPffliilniiiini

Table

SUPPORT TO APPLE-GROWING

IN SELECTED OECD COUNTRIES

producer subsidy equivalents (PSEp

1979-

81
1985 1988 1989

AUSTRALIA

Total PSE (A$ mn) 24 24 93 47

CANADA

Total PSE (C$mn) 17 21 n.a. n.a.

EC2

Total PSE (Ecu mn) 226 296 604 546

JAPAN

Total PSE (Ybn) 45 57 31 71

NEW ZEALAND

Total PSE (NZ$mn) 10 29 19 6

NORWAY

Total PSE (NKrmn) 18 26 27 37

SWEDEN

Total PSE (SKrmn) 11 11 18 14

UNITED STATES

Total PSE ($mn) 55 88 131 133

Total of above countries3

Total PSE ($mn) 603 603 1,180 1,299

n.a. not available.

1 . The PSE measures the value of the monetary transfers to
farmers from domestic consumers and tax payers resulting
from agricultural policy. Percentage PSEs show the total value
of transfers as a percentage of the total value of production of
apples including transfers.
2. EC-10 until 1985, EC-12 from 1986.
3. Totals for 1988 and 1989 do not include Canada.

Source: OECD

Total OECD assistance (for Australia,
Canada, the EC, Japan, New Zealand,

Norway, Sweden and the United States),
as measured by the PSE, amounted to
$1,300 million in 1989 (Table). Transfers
from consumers, as measured by the CSE,
were $900 million in 1989, reflecting the
importance of price support to producers.

(Subsidies to the consumption of apples
are not particularly large.)

For most OECD countries, the apple

sector is lightly assisted when compared

with other crops, including cereals, oil
crops and sugar: the 'apple percentage

PSE' is considerably lower than for other
crops. Even so, that figure has been rising,
especially since 1983, notably for the EC,
Japan and the United States. Since there

was little change in domestic prices, the
increase in the percentage PSE was
largely due to the decline in the world
price, reflecting growing competition for
international markets, especially from de¬
veloping countries.

Analysis of assistance to apple produ¬
cers in the OECD indicates the importance

of reforming current policies, if national
governments are to avoid the problems of
increased budgetary expenditure to grow-

2. Agricultural Policies, Markets and Trade: Moni¬
toring and Outlook 1991, OECD Publications, Paris,
1991.

YOU MOVE.D J

ers, higher prices to consumers, and trade

conflicts. Policy initiatives will be required
to encourage marginal producers to leave
the sector and stimulate the rapid restruct¬

uring of the more efficient orchards to¬
wards producing new varieties.

OECD Ministers have agreed that the
reform of agricultural policies should be

started immediately, the long-term object¬
ive being to allow market signals to influ¬

ence the orientation of agricultural pro¬
duction.2 It must lead to a reduction in

overall assistance. It must narrow the gap
between domestic and world prices. And
it must reduce the insulation of domestic

markets.
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Choice and Centralism
in Dutch Education

Karen Seashore Louis

The Netherlands has developed a unique educational system based on freedom of choice
coupled with significant central steering. In the past decade this negotiated balance

has been subjected to stresses induced by changes in social values, population trends
and economic pressures. 1

For centuries the Dutch have demon¬

strated a passion for education. But

sentiment is reinforced by practical
considerations: with few natural resources

and one of the highest population densities
in the world, they depend on international
trading and a well-schooled population.
The Netherlands was among the first
countries to institute public schools for all

boys and girls, at the beginning of the 1 9th

century; fifty years on, a well-developed
system of publicly supported gymnasia
for further academic study had emerged.
At that time, Dutch schools were noted by
foreigners as of high quality, and as un¬
usually decentralised and child-centred.

With minor reservations these charac¬

teristics remain, and are supported by the
persistent efforts of the current and previ¬

ous two governments to design reforms
that will improve the quality of education

for all. Recent reforms cannot be under¬

stood without briefly reviewing the un¬
usual tradition of educational governance.

A central feature of Dutch society - ver-
zuiling, or pillarisation - reflects a social
structure in which most voluntary organi¬
sations, from trade unions to lending
libraries, are classified as Protestant,

Catholic, or 'Neutral'. Although in the past

few decades the impact of pillarisation in
predetermining friends, social activities
and political affiliations has diminished, its
potency in education continues because
of a constitutional article that supports the

right of parents to choose any type of
schooling they prefer.

Karen Seashore Louis is Associate Professor of Edu¬

cational Policy and Administration at the University of
Minnesota in the United States. She served as the rap¬

porteur during the 1990 OECD review of the Dutch
educational system.

It is verzuiling that explains the market¬
like behaviour visitors might notice at cer¬
tain times of the year in newspaper advert¬
isements that invite the reader to 'Come

and visit our primary school, and see what
good education is like' or that announce
'Parent and student open house, to be
held on...'.

As a result of that parental choice more
than 65% of all schools are run by private
school boards rather than the municipal¬

ity, and there are strict limitations on the
government's ability to affect the curricu¬
lum in those schools. Most private schools

are religiously based; all are government-
funded.

Not surprisingly, the government seeks
ways of playing a policy role despite its
weak constitutional position. The basic

1 . Review of Educational Policy: The Netherlands,

OECD Publications, Paris, forthcoming 1991.
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strategy has been to develop advisory
networks which help to create a consen¬

sus for changes in the education laws and
regulations.

The requirement that the government
consult with the 'umbrella organisations'
(coalitions of educational professional
organisations, unions and other interest
groups within each pillar) and many other
advisory groups means that the wheels of

educational policy-making grind slowly.
Unlike many countries, majority rule in
parliament is rarely sufficient to make
changes in education, nor is party unity
easy to achieve. On the other hand, once

an educational policy is passed, broad
support for it is virtually assured. Thus, the
quality of education and the content of the

curriculum are less varied than one might
expect in view of the decentralised legal
structure.

The Netherlands has been among the
heaviest OECD investors in education.2

During the period of severe economic
problems in the early 1 980s the large edu¬
cation budget was targeted for major cuts.3
The centre-right coalition in power at the

time was determined to carry out a number
of educational reforms within austerity
budgets. Several of these have been largely
successful, but they also illustrate ten¬

sions associated with change in this de¬
centralised but centrally guided system.

Verzuiling reflects a social
structure in which most

voluntary organisations -
including schools - are
labelled 'Protestant',
'Catholic' or 'neutral'.

Consolidation

and Rationalisation

One reform was to meet the perceived
importance of improving quality and re¬
ducing costs by unifying smaller schools.
In primary and secondary schools, the
minimum enrolment required for govern¬
ment support was raised (and has been
recently raised again), which resulted in

'voluntary' mergers, particularly in junior
and senior secondary schools.

Mergers increased the number of

schools that provide 'comprehensive edu¬
cation' (in the sense that they offer all of
the major streams, from pre-university
through vocational). This change makes it
slightly easier for students to move be¬

tween streams. But because mergers are
locally designed, the variety of school
types has increased, causing additional
confusion among parents and students in
an already complicated system of free
choice.

In addition, in 1985, kindergartens (for

four- and five-year-olds) were required to
merge with primary schools (up to the age
of 12). The 'new-style primary schools'
were asked to develop fresh curriculum

and instructional approaches that em¬
phasised individualisation; some of these

reforms seem to be increasingly in use.
The most dramatic institutional consoli¬

dations were at the post-secondary stage,
where the planned development of a high-
quality technical system was capped with
the merger in 1984-85 of 300 technical

institutes into a system of 80 technical
colleges. Mergers rarely took religious af¬
filiation into consideration, leading to an
informal acknowledgement that religious
'freedom of choice' is, to all intents and

purposes, irrelevant in tertiary education.
A final consolidation was the require¬

ment of a uniform degree length - four
years for all undergraduate university pro¬
grammes - instead of the previous inde¬
terminate study period. Accompanying
this move was the initiation of a formal

doctoral programme, the so-called 'second

phase' of university studies. Neither of
these efforts has had the desired effect of

reducing cost: the Dutch system permits
all qualified secondary graduates to
choose freely both what and where they
study, with the government bearing the
full expense, and there has been a rapidly
increasing demand for places in the uni¬
versities.
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In Dutch education the role

of the national government
has traditionally been
limited to the regulation of
the general outline of the
system.

'Steering
at a Distance'

An apparent paradox in the Dutch edu¬
cational system is derived from the re¬
lationship between central government
and individual institutions. On the one

hand, the Dutch are used to describing

their system as composed of 'relatively
autonomous schools'. People proudly point
to the limited role of the state in the funct¬

ioning and content of education. On the
other, individuals in all sectors of educa¬

tion complain that they feel unduly ham¬
pered by central-government manage¬
ment.

The Netherlands has traditionally limited
the role of national government to the regu¬

lation of the general structure of the edu¬
cational system (i.e., the form/grade struct¬
ures of schools and types of degrees
offered), financial procedures and person¬
nel licensing. But despite agreement on
constitutional limitations, the number of

regulations distributed by the Ministry
has multiplied in recent years. National
priorities and union agreements resulted
in more detailed supervision of budgets at
the same time that cuts occurred, so that

many schools reported that they had no
unallocated resources to meet locally de¬

fined goals.
Similar complaints were voiced in post-

secondary education, where these shifts
in structure could not take place without

state intervention. Although the policy
changes of the decade were often indi¬
vidually small, they were increasingly per¬
ceived as government micro-management
of the educational enterprise. This has
been of some concern to the government,

and over the past few years it has en¬
deavoured to develop and promote a new
steering model.

The emerging of policy 'steering at a
distance' assumes that the general mission

and goals of education should be articu¬
lated at the centre, while the means of

reaching those ends should be deter¬
mined, for the most part, at the periphery.

Thus, rather than monitoring budgets and
personnel allocations in individual institu¬
tions, the government would permit more
leeway in management, but create a
stronger environment of 'performance
accountability'.

To date this policy has been im¬
plemented only in higher education,
where universities and vocational colleges

have been given much more budget flexi¬
bility. But they are also involved in new
forms of assessment of their efficiency,

often based on peer reviews as well as an
expanded role for the inspectorate.

There is a commitment to extending the
model to elementary and secondary
schools, although implementation demands
some form of performance assessment

that does not currently exist, since the
only national examinations are those at
the end of secondary school programmes.
Not surprisingly, in a country where cur-
ricular autonomy is highly valued, the
extension of testing - often referred to as
a 'hidden curriculum' - is controversial.

Other implementation problems, including
the lack of administrative capacities in

many small schools, also remain to be
resolved.

Non-Dutch

Children

Dutch policy on how to deal with ethnic
minorities and immigrants has, over the
past 15 years, been among the most con¬
structive in Western Europe. It has also

evolved in very different directions during
the recent past.

The initial educational policy for children
of Gastarbeiter was what might be called

'supportive segregation', focussed on the
maintenance of the native language and

culture, largely in separate schools and/or
classrooms. A second stage involved the
recognition that many immigrant children
would stay in the Netherlands, and that
the development of a multi-cultural society
was inevitable. Thus a policy of rapidly in¬

tegrating non-Dutch-speaking children
into regular Dutch schools was adopted
in the mid-1970s, well before most other

European countries.
Under these conditions, non-Dutch-

speaking elementary school children were

immersed in regular school classes, and
secondary students were supported by
temporary 'linking classes' when their lin¬
guistic skills were limited. Bilingualism,
implemented through instruction in mother-
tongue languages during the regular
school day, prevailed in the late 1970s
and '80s, but came under heavy criticism
for achieving neither the goal of cultural
preservation (too brief to teach fluency)
nor of assimilation (interfering with in¬
struction in other subjects).

Evaluations of current programmes
indicate that none provides a perfect
answer. Some children perform well, al¬

though others still underperform their
Dutch counterparts. Assimilation policies

are further undermined by the demands
of some immigrants for their own schools:
more than ten new Muslim elementary

schools have been recently initiated under
the 'freedom of education' provisions of
the constitution. In addition, free choice

has made it easy for Dutch parents to
avoid schools with minority children,
increasing segregation in some of the
larger cities.

Breaking the
Lower-Secondary Impasse

The 'problem of lower secondary' has
been at the heart of policy discussions for

at least twenty years. Yet there has been
no systematic reform. The problem lies in
the inability of the usual consultative deci¬
sion-making process to create a consensus

about the nature of change.
The Dutch school system requires stu¬

dents to choose within a complex system

of university preparatory, general or voca¬
tional education streams at age 13. There
is some evidence that this system rein¬
forces social inequality, and most agree
that the bewildering array of different

types of schools makes for poor choices
which can often be corrected only by

spending additional years in school. None¬
theless, proposals to substitute a com-

2. Education in OECD Countries, 1985-86: Com¬

parative Statistics, OECD Publications, Paris, 1988.

3. Although the economy has rebounded, hopes for

increases in funding for education are uncertain be¬
cause of continuing government deficits. See OECD
Economic Surveys: The Netherlands, OECD Publi¬
cations, Paris, 1989.
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préhensive middle school engendered
only limited support.

The failure to create consensus for

structural change led the previous coali¬

tion government to request the Advisory
Council on Government Policy to examine
a compromise path, published in 1985.
The 'basic education' proposal consisted
of a recommendation to leave the struct¬

ure alone, but to establish a common cur¬

riculum that would be taught in all
schools, irrespective of their stream.

There is, of course, a specifically Dutch
quality to this proposal: the curriculum
content will not be mandated. Rather,

schools will be required to allocate spe¬

cific amounts of time to 14 subjects, and
the students will take a common examina¬

tion at the end of three years.

Curriculum Reform

in Secondary Schools
The state of 'suspended reform' in

junior secondary schools has effectively
frozen innovation and decision-making in
a number of activities. A serious problem

is the declining quality of performance in
junior vocational schools, which increas¬

ingly serve primarily low-income and
minority students who have no other
options. The size of these schools is de¬

clining, and they are viewed as unattract¬

ive partners for mergers.
Curriculum issues in upper secondary

have also been deferred until decisions

are made about the curriculum and/or

structural changes at lower stages. This
has exacerbated the expressed concerns

of both business representatives and
policy-makers that educational pro¬
grammes are poorly articulated with man¬
power and economic development re¬
quirements, particularly in rapidly chang¬
ing technological areas.

Problems arising from poor choice of
streams are most apparent in upper sec¬
ondary school. The weak link is in the
general secondary schools, which are ex¬
pected to feed students either directly into
the work force or into the vocational col¬

leges. This stream has been increasing in

4. The Teacher Today, OECD Publications, Paris,

1990.	
5. C. Glenn, Choice in Six Countries, US Department
of Education, Washington DC, 1990.

enrolment because it seems a 'safe choice',

but has high rates of dropping out and re¬
peating grades. Students who transfer to

other tracks must frequently repeat a year
or more, and the vocational colleges com¬
plain that students are often not adequately
prepared for higher education. Many view
the curriculum as 'watered down university-
prep'.

Teachers'

Working Conditions

Working conditions for teachers have

declined markedly over the past five or so
years, largely as a direct consequence of
the years of austerity. Up until the mid-
1980s, education was an expanding em¬
ployment sector: from 1970 to 1984, the
number of teachers increased by one-third,
although teacher salaries fell relative to
other professions.

But since 1984 mergers and declining
enrolments have created many redundan¬
cies - and few openings. Fiscal cutbacks
reduced flexibility in schools' use of re¬
sources for new programmes, while in-
service opportunities are limited and un¬

derfunded. The increasing regulatory en¬
vironment and government complaints
about the quality of education have also
contributed to a general consensus that
teaching is a dead-end, poorly paid and
limited job. Not surprisingly, the number
of secondary students who indicate that
they would like to become teachers is de¬
creasing.4 Yet there are already teacher
shortages in some subjects and regions.

The Costs

of Freedom of Education

The Dutch system is an expensive one:
freedom of choice has resulted in a rela¬

tively large number of schools which, in
turn, increases inefficiency and admini¬
strative overheads. The average size of an
elementary school is still only 175 pupils,
and the number of primary schools has
actually increased in a decade where poli¬
cies strongly supported mergers and stu¬
dent numbers declined.

The obligation to maintain schools that

reflect family choice accounts, according
to recent research, for several billion guil

ders out of a total educational budget of
30 billion.5 Consider, for example, the
overhead created by having 8,000 primary
and 2,000 secondary schools in a country
that has a population of only 14 million
people. In each small school, a headmaster

must be funded at least part-time; in each
small school the possibilities of under-
enrolled classrooms and under-use of

staff exist.

Taxpayers increasingly chafe at this
news: recent polls suggest that consider¬
ably less than half the population feels
that this price is fair. But it is difficult for
the government to address the costs of

choice directly, largely because the issue
is so controversial.

There is much that is impressive about
the Dutch educational system, particularly
its effort to balance freedom of choice and

equal opportunity for students of varied
backgrounds. Dutch education deserves

its reputation for high quality, despite the
strains noted here. The unique governance
system makes rapid systematic change
difficult, yet there is deep interest in inno¬
vation and improvement which is promoted
by the 'semi-autonomous' nature of indi¬

vidual schools and post-secondary insti¬
tutions. During the fiscal crisis of the
1980s, the significant reform efforts solved
many problems, but also created some of

the challenging tensions that now beset
the system. The government, the consul¬
tative organisations, and individual institu¬
tions are actively attempting to find a
newly negotiated path that remains con¬

stitutionally decentralised, but responsive
to broad national direction.
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Funding
Urban Infrastructure

Ariel Alexandre and Eric Oberkampf

The city of today, or rather the urban conurbation of today (including suburbs),
faces numerous challenges: it has to achieve sustained economic growth, restore social
equilibrium, ensure the efficient functioning of public facilities and services, and provide

an attractive living environment. All this has to be financed. 1

Financing and operating urban infra¬
structure2 pose a fourfold problem:
where to find a variety of resources

to install and maintain facilities without

burdening public budgets unduly; how to
manage those facilities more efficiently
and with more consumer satisfaction than

at present; how to ensure that infrastruct¬

ure is paid for at its real costs; and how
to take environmental considerations fully

into account both when installing and
operating infrastructures.

Infrastructure has three essential features:

it determines what activities are possible
in a city, it is very expensive, and it is often
invisible.

Infrastructure is indispensable. It contri¬

butes, obviously, to the well-being and
quality of life of households, but is also
essential for industry, forming part of the
production process in the same way as

fixed capital. Infrastructure is part of the
collective heritage of a city. The occa¬
sional utility breakdown or strike in a
public service comes as a reminder of

how dependent cities, and therefore 70%
of OECD country populations, have become
on the proper functioning of infrastructure.

The second feature is that urban infra¬

structure is expensive. A substantial share
of the cost is still borne by the authorities,
but concern to cut budget spending on
macro-economic grounds imposes both a
constraint to find ways of financing that
make less call on public funds and also to
introduce more realistic price-setting
mechanisms. Attracting private capital
and making users and indirect beneficia¬
ries pay must be the watchwords for

municipalities in the 1990s if they hope to
maintain a satisfactory standard of public
facilities and services.

A third unfortunate feature of many

kinds of infrastructure, such as water sup¬

plies, drains, cables, is that they are

Ariel Alexandre is a specialist in urban affairs and
transport at the OECD's Environment Directorate. Eric
Oberkampf is also an urban-affairs specialist and
helped prepare the OECD publication on which this
article is based.

buried underground or are otherwise

concealed. Invisibility can not only cover
up deficiencies in maintenance or repair

requirements; it also wholly deprives such
infrastructures of any political appeal.
Local-government investment has been
rising markedly less than total investment
in most countries, apart from those of the
Mediterranean and Japan since 1970 (Fi¬

gure). Will the recovery in local investment
that began in the United States in 1984
occur in other countries? Today a consid¬
erable degree of maintenance and renewal
is required and municipalities will not be
able to cope unless they resort to the private
sector and introduce more realistic user-

charges.
City infrastructure accounts for a sub¬

stantial share of a country's assets. In a
simple comparison, it can be said to
represent something like the price of one
new medium-sized car per inhabitant. Yet

signs are accumulating that these assets
are being allowed to fall into disrepair.
There are examples in the drains of
London and Paris, many of which predate
1900, bridges in the United States, some
of which have had to be closed to traffic

(20% of them need repair), a wide range of
infrastructures in Germany's new Lander,
expected to cost DM 650 billion to put

right, and so on. But there are also consider¬
able new requirements for roads, public

transport, cabled networks, let alone the

1 . Managing and Financing Urban Infrastructure,

OECD Publications, Paris, forthcoming 1991.

2. The individual and network forms of public facility
that enable a city to function: roads, public transport,
drainage, water supply, and so on.
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growing demands of the developing world,
where in some countries half the road

system is unusable, waste water is leaking
out of the drains and into the drinking-

water supply, and infrastructure provision
lags behind uncontrolled slum growth. In
many of those countries, only half the
urban population is served by water supply
and drainage systems.

Towards More

Rational Management
The choice of model for managing city

infrastructure is important. That usually

found in the English-speaking world is
based on a separation of functions, with

engineering the responsibility of independ¬
ent private firms, building and equipment

being provided by large companies and
operating in the hands of the local public
sector. But this model is running out of
steam. Dividing up tasks and responsibili¬
ties impairs the proper functioning and
profitability of infrastructure systems.
Consulting firms are increasingly joining
up with manufacturers to form powerful
groups that can tackle an entire range of
problems.

But does the city planner have to be
responsible for operating the infrastruct¬
ure, too, as in Germany and France, so as
to ensure better maintenance? Or is there

too much of a risk under that system that
a concessionaire will advocate new invest¬

ment to ensure regular renewal of his con¬
tract with the local authority?

To rationalise management, local au¬
thorities could usefully look to private-
sector methods and contemplate involv¬

ing the private sector more closely. Co¬
operation between local authorities can
be another way of improving the product¬
ivity of the system through economies of
scale, and of negotiating more effectively
with the private sector. But overspeciali-
sation can be a hazard: interdependent

urban systems demand strong co-ordina¬
tion of resources by public planning
bodies. For instance, the transport author¬

ity of the Madrid conurbation brings to¬
gether all the local authorities concerned
along with users, unions, central govern¬
ment and sub-contradtor transport com¬

panies for infrastructure planning to serve
nearly five million residents.

32

Another option is for a local authority to
contract out the entire management of its

infrastructure to private groups, while re¬
taining responsibility for the supply side.
In this case care must be taken not to let

the market become dominated by a few
large companies. Higher tiers of govern¬
ment and city representative bodies then
have the task of encouraging local au¬

thorities to bring competition into play
every time a contract comes up for re¬
newal.

In Tokyo a joint public/private company
has been formed to build and operate a

new main highway. Once it has been built,
the road will become the property of the
road authority, which will reimburse the

joint company by awarding it some pro¬
portion of the user tolls. Under a second
contract, responsibility for maintenance
and operation will be shared between the

public body and the company.

Maintain

or Replace?
The maintain-or-replace alternative

does not take the same form everywhere.
Requirements for new infrastructure are
still substantial in certain regions of the
Mediterranean basin and in Japan, while

the necessity of maintenance is most
strongly felt in the United States, Germany
and Scandinavia.

Many local authorities have a rough-
and-ready approach to maintenance, with
work limited to emergencies and to the
most badly damaged parts of a system.
Yet maintenance in fits and starts can so

often be more expensive than regular in-

Invisible, and therefore politically unattractive?

spection to forestall breakdowns. Another
disadvantage is that it can encourage
those responsible to reproduce exactly
whatever was there before, not trying to
look ahead or to minimise damage to the

city environment. The trade-off between
modernisation, even when expensive, and
the chances of having to meet recurrent
expenditure therefore has to be worked
out right from the start of any infrastruct¬
ure policy.

Technical inspection of infrastructure

poses the problem of information. Some
local authorities select samples for regular
inspection and inspect annually only
specimen sections, chosen because they
are precarious or because any breakdown

would be costly. Computerisation can
offer worthwhile savings by standardising
inspection and co-ordinating it. Inspect¬
ors can build up a databank containing

not only the technical specification and
history of a system, but also data for user
complaints and for cost trends in mainte¬
nance. Computers will soon offer routine
real-time fault identification and anticipa¬
tion, while robotics will allow the work to

be done more cheaply.
Certain United States cities - St. Paul,

Minnesota, for example - have created
computer inventories with which to moni¬

tor infrastructure systems for condition
and age, together sometimes with pro¬
grammed maintenance plans, also com¬
puterised, and even an electronic diagram
for the entire system. Such regularly up¬
dated data help plan and schedule main¬

tenance and repairs, thereby preventing
crises, breakdowns and interruptions.

What local authorities now lack most is
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Figure

LOCAL GOVERNMENT GROSS FIXED CAPITAL FORMATION, 1970-89
% of total GFCF

The private sector can fund large infrastructure projects.

information about the new technologies.
Yet R&D findings can have enormous im¬
plications for infrastructure management
and funding. To take one example, with
new water filtration membranes, large
settling tanks are no longer required and
treatment plants can be located closer to

consumer urban centres, thus shortening
costly supply and drainage systems and
managing the water cycle with neither the
wastage nor the harm to outlying areas
that occurs today.

Budget
Programming

The operating budget for a new plant is
seldom approved at the same time as the

corresponding investment, an institutional
separation which does not encourage
self-financing. It is local authorities who
are responsible in most countries for in¬

vestment and maintenance, yet they sel¬
dom have the means to modernise their

infrastructure systems; in the last resort
they have to rely on sudden increases in

charges or taxes. Local authorities ought
to be encouraged to have multi-year plans
for infrastructure funding, so that it can be

1970 1972 1974 1976 1978

i i i r

1980 1982 1984 1986 1988

1. Unweighted average excluding Greece, New Zealand, Switzerland and Turkey.
Source: OECD

depreciated economically, or to make
special-purpose agencies responsible for
urban development operations, making
those agencies financially independent
with their own resources.

Who Should

Pay?
Budgetary austerity in OECD countries

affects infrastructure still more than urban

services, since extensions are always new
projects, funded out of fresh appropri¬
ations or from borrowing, unlike routine
operations. Maintenance work is liable to
suffer most, since it never attracts cash

as easily as new projects can.

Alternative sources of funding have to
be found. Block grants rather than ones

made for specific purposes should en¬
courage conurbations to put forward new

schemes responding to the evolving re¬
quirements of households and industry,
instead of simply perpetuating existing ar¬
rangements. Assistance in the form of

block grants curbs competition for funds
for projects which underestimate mainte¬
nance costs and overestimate numbers of

users and hence operating revenue. But it
is hard to imagine that grants and sub¬
sidies will be increased, and no one has

yet found anything better than to make the
user pay.

Direct users of any infrastructure sys¬
tem can nearly always be identified, as
can the cost of the service provided. The
development of individual electronic met¬

ering will make it possible to apply sophis-
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New filtration membranes

mean that water treatment

tanks can be situated

closer to urban centres.

ticated charging formulae. Another option

may be to make indirect beneficiaries of a
system contribute by, for example, recov¬

ering part of the capital appreciation a
neighbouring property will show when a
new system has been built. Yet another
may be to extend the tax base, as in Los
Angeles, to all the office and shop build¬
ings in an area served by a new metro line.
The special equipment tax, proportional to
the built-up area, has yielded $1 30 million,
or 1 1 % of the total cost of the first section

located in the business centre.3 This

scheme has been used in California to

fund access to car parks, drainage, and

so on. It is a highly targeted form of local
taxation, applying only to neighbours of
the equipment, and the tax is abolished
once the loan to fund construction of the

new system has been paid off.
This is the 'beneficiary pays' principle,

which can be backed by the 'polluter
pays' principle.4 One of the first forms of
urban pollution, inherent in the process of
urbanisation itself, is that asphalt and con¬

crete make the ground impervious to rain¬
water. Applying the 'polluter pays' princi¬
ple makes sense for an owner to pay for
drainage commensurately with the size of
his property. Since April 1985, industrial
drainage users in the Severn-Trent region
of the United Kingdom have had the op-

3. See T. M. Ridley and J. Fawkner, 'Benefit Sharing:
The Funding of Urban Transport through Contributions
from External Beneficiaries', UITP Congress Report,
UITP, Lausanne, November 1987.

4. See Henri Smets, 'Environmental Accidents: The

Polluter Now Pays', The OECD Observer, No. 160,

October/November 1989.	
5. Pricing of Water Services, OECD Publications,
Paris, 1987.

6. See Ariel Alexandre and Christian Avérous, 'Trans¬

port et environnement: comment les concilier?',
Revue Transports urbains, No. 63, April/June 1988.

7. See Eric Oberkampf, 'Mieux maîtriser le coût des
services collectifs territoriaux', Politiques et manage¬
ment public, Vol. 6, No. 3, September 1988.

tion of paying a separate area-based
charge rather than a charge based on
rateable value.5 The economic cost of

infrastructure, and the potential hazard it

poses to the environment can thus be
funded by those directly or indirectly bene¬
fiting and by polluters.6 These principles
could be the instruments that allow the

collective costs and benefits associated

with urban infrastructure to be more effect¬

ively built into charges paid for their use.
Another possibility is to fund infrastructure

out of operating revenue or from taxes as¬

sociated with the use of existing facilities.
In Japan, many local authorities make
good the public transport deficit by the
water service surplus.7 New public trans¬
port networks, apparently the only viable
solution for travelling in cities, could be
jointly financed by tolls on motorists and

charging the users of public transport at a
rate close to the development cost. But

both sources of funding would have to
contribute in a lasting way to infrastruct-
ural investment.

In Germany and France, the savings
banks have long enabled local authorities
to borrow more advantageously than on
terms the market offers. Since the early
1980s they have nevertheless been ob¬
liged to resort to national and international

financial markets increasingly often. Com¬
mercial borrowing today funds the larger
part of their investment. Their indebted¬
ness is all the more burdensome to the ex¬

tent that investment goes less on extend¬

ing systems than on maintenance and
modernisation.

The 'privatisation' of project funding
subjects investment to the pressures of
the financial markets: the cost of capital

will prompt those responsible to select

projects with discernment. The banks can

help local authorities check projects for
long-term viability and advise how larger

infrastructures can be made to pay their

way. In many countries, large public or
semi-public financial institutions are play¬
ing a central role here.

One innovative solution involves pen¬
sion funds, since the revenue and repay¬

ment pattern associated with a major
infrastructure project match that sought
by the funded pension schemes that are
increasingly supplementing pay-as-you-
go schemes. Perhaps with today's aging
population this can be a source of stable
funding of benefit to the community as
well as the individual.

Decentralisation, deregulation and

budgetary austerity: the three together
may reduce infrastructure quality, unless
some attempt in national urban re-equip¬

ment strategies is made to reconcile the
sometimes conflicting views of the voter-

taxpayer, system manager, designer of
large infrastructure projects and local au¬
thority.

The development of urban infrastruct¬
ures is vital for the functioning of the eco¬
nomy, not only in OECD countries - where
over two-thirds of the population live in

cities and where local authorities carry out
most public investment - but also in the
countries of the South and East. Over the

last few years, advanced economies have
had to undergo 'structural adjustment'. A
vigorous urbanised country requires 'in¬
frastructure! adjustment'.

OECD Bibliography
Managing and Financing Urban

Infrastructure, forthcoming 1991
Water Resource Management:

Integrated Policies, 1989
Henri Smets, 'Environmental

Accidents: The Polluter Now Pays', The
OECD Observer, No. 160, October/
November 1989

Ferenc Juhasz, 'Water: Is There a
Crisis?', The OECD Observer, No. 1 60,
October/November 1989

Ariel Alexandre and Lindsay
MacFarlane, 'The City Reborn', The
OECD Observer, No. 153, August/
September 1988

Pricing of Water Services, 1987.

34 the OECD OBSERVER 172 October/November 1991



ENERGY

Energy, Environment
and the Drive (or Efficiency

Genevieve Mclnnes and Erich Unterwurzacher
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After each of the oil price hikes of
1973 and 1979, the demand for

energy fell substantially. But since
1986 the price signals that contributed to
that fall have weakened and economic

growth has been stronger, resulting in a
gradual increase in demand. Accordingly
the period between 1980 and 1984 saw

the biggest achievements in energy effi¬
ciency, with intensity - the ratio of total
primary energy requirements and gross
domestic product - declining by 2.6% per
year in the OECD countries. After that
price-induced momentum dropped off, in¬
tensity fell by only 1 .4% per year between
1984 and 1988.

Nevertheless, the IEA countries2 have

been successful in reducing the amount
of energy required to produce goods and
services, thus limiting carbon dioxide
(C02) emissions, not least because of a

Over the last fifteen years
improvements in the energy
efficiency of OECD countries

have substantially
contributed to their energy

security. Now, as
environmental goals are high
on the political agenda, what
further strategies can reduce

carbon dioxide emissions

and limit climate change?1

reduction in the share in the total primary
energy supply (TPES) of carbon-based
fuels (Figure ). Indeed, without the 25%
decline in energy intensity that has oc¬
curred since 1973, IEA countries would
have emitted about 19% more carbon

than they did in 1988.
Energy intensity figures are the result of

the combined effects of structural change,
fuel substitution and improvements in
energy-efficiency. Shifts in industrial acti¬
vity have generally reduced the import¬
ance of energy-intensive industries -
iron, steel and aluminium, for example -
thus reducing intensity. But structural

Genevieve Mclnnes and Erich Unterwurzacher are

energy demand analysts in the International Energy
Agency at the OECD.

change in road transport and in residential
and commercial building has tended to
offset these reductions. In construction,

for example, the trend towards smaller
families has increased floor space per
capita and, as a result, energy consump¬
tion. And in the office the increased use

of air conditioning has tended to increase
intensity. Electrical appliances, too, are
more widely used. In road transport there
have been massive increases in traffic,

outweighing improvements in the fuel effi¬
ciency of individual vehicles, and recent
trends towards larger and more powerful
vehicles have offset earlier improvements

in fuel economy.

The energy end-uses that currently pro-

1 . Energy Efficiency and the Environment: Options
and Policies, OECD Publications, Paris, 1991.

2. The 24 member countries of the OECD (in spring
1990) minus Finland, France and Iceland.
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Figure

TRENDS IN ENERGY USE

AND C02 EMISSIONS,1 1973-88

In countries where electricity generation is carbon-intensive, the conditioning of buildings produces more C02
emissions than elsewhere.

duce a large part of C02 emissions in
most IEA member countries include road

transport, energy use in buildings (elec¬
tricity and heat) and the energy-intensive
industries. They are responsible for over
75% of total C02 emissions and are also
major sources of other air pollutants, such
as sulphur dioxide (S02) and nitrous oxide
(NOJ.

Two Targets:
Electricity and Transport

The C02 emissions of end-use sectors
vary substantially from one IEA country to
the next. But in the IEA group as a whole,
industry and buildings each account for
34-38%, with transport contributing the

remaining 28%. Differences between
countries can be ascribed to variations in

the structure of national energy supply
and use, and particularly the share of
fossil fuels (especially coal) in electricity
generation, the importance of road trans¬
port, and the size and structure of the
industrial sector.

The transport sector is virtually entirely
oil-dependent and has been responsible
for much of the growth in the demand for
oil in the OECD area since 1973. It is a

major source of C02: in most IEA coun

tries, indeed, oil consumption by road

transport in particular appears to be pro¬
ducing more and more C02. In countries
where electricity generation is carbon-
intensive, large environmental benefits
can be expected from increasing end-use
efficiency of electricity.3 The lighting and
conditioning of buildings there tend to
produce more C02 emissions than in
countries that generate their electricity
through nuclear and hydro. Where indus¬
try is dominated by energy-intensive
production - iron and steel foundries, for
example - it is usually the largest con¬
tributor to national C02 emissions, ahead
of the buildings sector. The choice of in¬
dustrial fuels also has a strong bearing on

the sector's share of C02 emissions, which
varies from as little as 15% to as much as

59% of total emissions in IEA countries.

What Scope
for Efficiency?

A technological assessment of possible
improvements reveals substantial promise
in a broad range of end-uses. Some of the
largest opportunities for technical im¬
provements are in residential and office
accommodation. For end-uses such as

refrigeration and lighting in houses and of-

Total primary energy requirement
Share of carbon fuels

C02 emissions
Energy intensity

1. IEA countries.

Source: IEA

fices, improvements of 30 to over 50% are
technically possible, with a somewhat
lower potential for space and water heat¬

ing, although new buildings show sub¬
stantial promise.

Technical changes could also contribute
to substantial improvements of around

15% in the fuel economy of road transport
vehicles. Further savings, ranging from 30
to 50%, would require modifications in ve¬
hicle attributes. Ameliorations are possible

also in a variety of industrial processes
and a range of industrial technologies,
though their potential varies. Industrial
motors, for instance, can be improved to
the extent that they use as much as 30%
less energy than at present. But the po-

3. See Mark Friedrichs and Erich Unterwurzacher,

'Improving Electricity End-Use', The OECD Observer,
No. 160, October/November 1989.

36 the OECD OBSERVER 172 October/November 1991



ENERGY

tential for efficiency in energy-intensive in¬

dustries is probably relatively low, be¬
cause much has already been achieved.

For virtually all sectors and major end-

uses, the improvement in energy effi¬
ciency over the last 1 5 years is set to con¬
tinue, since the efficiency of new equip¬

ment is better than that of the average
stock. Past and current improvements,

moreover, have yet to be fully felt - and
the faster the stock turn-over, the better.

Economic growth can play a major part

Recent trends towards larger and more powerful vehi¬
cles have offset earlier improvements in fuel economy.

not only by accelerating the rate of turn¬
over of equipment but also by sustaining
the technological creativity of industry.

In addition, there is a large potential for
further progress in technologies that are

readily available but that, for a variety of
reasons, are not widely used, mostly be¬
cause of market barriers and consumer

behaviour. The Table puts some of these
opportunities into perspective by compar¬

ing them with the share of energy use con¬
cerned. These examples account for nearly
70% of total final energy consumption and
over 71% of C02 emissions in IEA coun-

1 . Based on a comparison of the average efficiency of existing capital stocks to the efficiency of the best
available new technology.

a. Energy use only.
Source: IEA

tries. And some of these savings can take
place under existing market and policy
conditions, although the many market and
institutional barriers mean that savings of
30-50% are unlikely to occur.

Barriers

to Improvement

Many of these opportunities would be

taken up by consumers (even at relatively
low prices) if the market functioned per¬
fectly. And there is a range of barriers to
be overcome before it can function better

than it does. They are probably strongest
in the residential sector, where consumers
are least aware of the costs and benefits

of energy use, largely because energy is
not properly metered in many buildings.
Decisions on investments in energy effi¬
ciency are often split between tenants and
owners. In addition, residential energy-
users do not have easy access to techni¬
cal information or to capital.

Private transport suffers from many of
the same barriers as the residential sector,

and the fuel economy of a passenger car
is usually not the most important criterion
in purchase decisions.

The barriers tend to be less marked in

the commercial sector and are lowest in

the industrial sector, because they oper¬
ate in a competitive environment. Indeed,

industry, and particularly the energy-
intensive industries - not least, iron and

steel, paper and pulp, or cement - have

already substantially improved their energy
efficiency. Nevertheless, energy does not
always form a large share of production
costs, and industry is not necessarily
aware of the benefits of investing in plant
that consumes it more efficiently. So access
to information and capital is crucial in the

achievement of further savings.

The scope for further improvements de¬
pends on technical possibilities and on
market conditions for their introduction.

But it is difficult to generalise about their
cost-effectiveness. Equipment costs vary
markedly from one IEA country to the
next. The price of a compact fluorescent
lamp, for instance, runs from $8 to $44 in
IEA countries. There are over 300 energy
prices in IEA countries, and the price of a

given product is subject to large varia¬
tions: it can differ relative to other fuels,

and entire price structures can vary. As a
result, detailed international cost-benefit

analysis of investment in equipment will
not be useful. Consumers' perceptions,
moreover, are subjective: they may see
even relatively small costs as excessive,
particularly for residential uses and private
transport.

What

Can Governments Do?

Governments have a major role to play
in removing the barriers and bridging the
gap between technical opportunities and
the decisions made by individual consum¬
ers in the market. The cost of policy meas¬
ures, too, should be fully incorporated into

any cost-benefit analysis.
All IEA countries have supported the im¬

provement of energy efficiency of their
economies over the last fifteen years,
although they have chosen different ap¬
proaches. And they have had different
degrees of success according to country-
specific circumstances, such as climate,

energy prices, resource endowment, and
economic activity. But even in individual
countries it is difficult to establish clear

relationships of cause and effect. In some
instances, the programmes have not been
fully evaluated, and assessments tend to
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Smaller families means

more floor space per capita

and therefore higher energy
consumption.
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be more qualitative than quantitative. The
policy instruments applied include inform¬
ation, regulation, price setting, differential
taxation and incentives. Information pro¬

grammes help provide consumers with
the technical and economic information

they require to make decisions.4 But such
campaigns play an essentially supportive
role; they are most effective when they
promote actions that already make good
economic sense for the consumer.

Regulation has been limited mainly to
thermal standards in construction, where

they appear to have been very effective.
Further regulation could be effective, par¬
ticularly for appliances and road-transport
vehicles. But it has to be carefully co-ordi¬
nated with manufacturers and consumers,

and all the costs, direct and indirect,

should be fully assessed. International co¬
operation is necessary, moreover, to
avoid trade distortions.

Pricing is certainly one of the most im¬
portant instruments of energy policy. Prices
send the signals to invest in supply capacity
and in end-use efficiency. Those deci¬

sions depend on thousands of institutions
and millions of individuals. They cannot be

taken centrally. So all IEA countries have
increasingly sought to get energy prices
onto a more rational economic basis by

removing distortions from the market.
Tax differentials on energy products

have been mainly used in transport, be¬
tween petrol and diesel. Concern about
climate change has now led several Euro¬
pean countries to introduce, or at least to
consider introducing, energy taxes on the
emission of carbon. But a consensus is

emerging that for such taxes to be effect¬
ive in reducing long-term concentrations
of C02, they would have to be very sub¬
stantial and applied on a very wide geo¬

graphical spectrum.
Some governments have used financial

inducements. Experience with past pro¬

grammes has shown that such activities
can be very expensive, though there are
clear indications that they have been
effective. Their removal has probably

enhanced the effect of falling energy

4. See Joyce Heard, 'Spreading the Word on Energy
Savings', The OECD Observer, No. 161, December
1989/January 1990.

5. See Jean-Philippe Barde, The Economic Approach
to the Environment', The OECD Observer, No. 158,

June/July 1989.

prices, both events occurring more or less
simultaneously in the mid-1980s. New
approaches, such as third-party financing,
where contractors provide capital and
technology and the investments are paid
for when the contractor takes a percen¬

tage of the reduced costs billed to the
consumer, have helped consumers invest

in energy efficiency without straining public
resources. More recently, energy suppliers,
and particularly electric utilities, have de¬
veloped demand-side management (DSM)
initiatives where utilities actively promote

energy efficiency, in, for example, rebate
programmes for light bulbs, as an alterna¬
tive to expanding capacity or in response
to regulatory pressure. While DSM has yet
to produce a significant impact on de¬
mand, the size of programmes launched
recently points to larger achievements in
the future, both in North America and in
other IEA countries.

A number of instruments developed

primarily to control pollution can also
affect energy efficiency. As well as carbon
taxes, there are emission trading schemes
that allow reductions through energy-effi¬

ciency improvements to be fully credited
in pollution abatement.5 Financial incen¬
tives for pollution control have not always
supported the energy-efficient tech¬
nologies that reduced emissions. Some
standards require certain technologies
that actually increase energy demand and
therefore C02 emissions; catalytic conver¬
ters are one example. But more emphasis

is now being put on the development of
clean energy technologies.

All these policy measures entail costs to
the private sector as well as to the public
sector. A full evaluation of these costs is

difficult, but they should not be over¬
looked or underestimated - and they can

have a significant macro-economic effect,
on, for example, the rate of economic

growth.
There is promising scope for further im¬

provements in IEA countries, perhaps of
10-20% over current rates of efficiency
which can be achieved over the next 1 5 to

20 years. Yet understanding the forces at
work in determining energy demand is at
present compounded by major problems
in measuring improvements and by short¬
ages of data. In many cases, the sort of
detailed end-use information required can

be provided only by extensive, regular
surveying. Reliable data on energy de¬
mand and efficiency and knowledge of the
many non-technical factors that influence
energy use are both relatively weak in
many IEA countries. Since it is becoming
clear that energy efficiency has a major
role to play in achieving environmental
goals, this lack of information is an area of
increasing concern.
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OECD Employment Outlook
Highlights

Unemployment in the OECD coun¬
tries has risen sharply over the last
year. After reaching a ten-year low

in 1990, the unemployment rate is ex¬
pected to increase by almost one percen¬
tage point, from 6.2% to a little over 7%
in 1991. 1

The countries hardest hit have been Aus¬

tralia, Canada, Finland, New Zealand, the

United Kingdom and the United States.
Compared with previous recessions, a rel¬
atively high proportion of job losses in
most of these countries has occurred in

the services sector.

The prospects for recovery are favour¬
able. With inflation and interest rates de¬

clining, a pick-up in activity, led by recov¬
ery in North America, is expected in the

1. Employment Outlook, OECD Publications, Paris,
1991.

second half of this year. But the job mar¬
ket will lag behind other economic indi¬
cators, and unemployment is predicted to
continue to rise throughout this year be¬

fore stabilising in 1992 at a rate of margin¬
ally above 7% for the OECD area as a
whole.

At present, recession and rising un¬
employment are taking their toll on the liv¬
ing standards and welfare of many work¬

ing people and their families, adding to the
problems of poverty and social alienation.
Those losing their jobs run the risk of drift¬
ing into long-term unemployment and los¬
ing both skills and motivation.

Past experience has shown that a rapid

surge in the number of job losses can lead
to a lasting rise in long-term unemploy¬
ment. Inappropriate and outdated skills
are strongly associated with job losses

The generosity of unemployment benefits
varies considerably in different countries, al¬
though comparisons have to take account
of variations in both the initial level of bene¬

fits and the way it varies as unemployment
lengthens. The jobless may receive several
types of allowances: unemployment insur¬
ance, unemployment assistance, social wel¬
fare and housing benefits.

Insurance payments are usually available
only for a limited time and to people who
have been employed for a sufficient length of
time. They tend to be higher than assistance
benefits which, although paid indefinitely,
are usually not available to families where

someone else is in work. A complex system
of means-tested housing and welfare allow¬
ances can reduce the income difference be¬

tween people eligible for insurance benefits
and those who rely on assistance payments.
In practice, the long-term unemployed, mar¬
ried women with husbands in work and em¬

ployees leaving a job voluntarily are more
likely than others to receive no benefits at
all.

Contact between employment offices and
the jobless plays an important part in the

WHAT IMPACT FROM

UNEMPLOYMENT BENEFITS?

job-search and in enforcing the conditions
for receiving unemployment benefits, such
as availability for work and willingness to
take suitable jobs. Levels of contact vary
widely: for example, the number of un¬
employed people per member of staff ranges
from nine in Sweden to about 40 in most

countries, and to 80 in Ireland and France.

Benefit claimants have to 'sign on' several
times a week in Switzerland and Belgium,
every two to three months in others, such as
Spain and Denmark. Some countries insist
upon in-depth personal interviews every
three months, while elsewhere such reviews

occur only after a year or more. While some
employment offices merely provide job-
seekers with information, others actively

match people to jobs.
Studies show that higher levels of contact

with the jobless can shorten the length of
time for which people remain without work.
In the United States, random experiments

have shown intensified employment coun¬
selling to be very cost-effective. Reductions

of 15-30% in the duration of some claims

have been reported in some areas.
In several countries of the European Com¬

munity, there is evidence that many people

joining the jobless queues in the 1 980s were
not contacted with any proposal to apply for
a specific job during their first year of un¬
employment. This is partly because of the
difficulties experienced by employment of¬
fices in attracting notification of job vacan¬
cies from employers, who may prefer to re¬
cruit someone already in employment, or a

person not receiving benefits.
Labour-market policies in Finland, Norway,

and Sweden show the clearest impact on
levels of unemployment. They involve pre¬
venting the drift into long-term unemploy¬
ment through offers of relief work and
places on labour market programmes, and
also through retraining and attention to em¬
ployers' requirements. A widespread policy
commitment to maintaining the flow of vac¬
ancies or training opportunities during
periods of recession, and keeping up the
incentives for unemployed people to accept
them, may have a substantial long-term effect
on the level of unemployment.
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Active training measures are essential to make sure that workers have the qualifications and skills that will be required of them.

during a recession, and recent data con¬

firm that most people likely to be out of
work are those who have not received any
training.

In Eastern Europe, unemployment, now
officially recognised, jumped considerably
during 1990 and is expected to continue
rising. While apparently close to zero at

the beginning of 1990, by March 1991 the

unemployment rate was just over 7% in
Poland and around 3% in Bulgaria, the
Czech and Slovak Federal Republic (CSFR)

and Hungary. In contrast to the OECD
economies, employment has traditionally

been concentrated in industry rather than
services, and in large, state-run enter-

LABOUR TRENDS IN THE DYNAMIC ASIAN ECONOMIES

Vigorous, sustained economic growth in
South Korea, Hong Kong, Singapore, Taiwan
and Malaysia has been accompanied by
marked changes in the size, composition
and structure of their labour forces.

Just as in OECD countries, participation

rates in general have risen, particularly
among women. Changing social attitudes,
higher standards of education, later mar¬
riage and declining birth rates may have
encouraged the upward trend, even though
male and female earnings tend to differ
according to occupation, seniority, level of
education and discrimination. Yet participa¬

tion rates for the young, especially those
under 20, have fallen, probably because

they are being educated longer and entering
the labour market later.

Economic growth has transformed the

structure of employment in the Dynamic
Asian Economies (DAEs).1 The share of agri¬
culture has declined, making way for rapid
growth in manufacturing. Although agri¬
culture remains important in Thailand, the
share of the manufacturing sector in total
employment has increased in all the DAEs

except Hong Kong, where it has been high
for many years. Service industries, too, have

increased their share of employment, although
it is still lower than in the most developed
OECD countries.

Wages also rose rapidly in the 1980s, with
bonuses and overtime providing an import¬
ant part of this growth. The trend, on the
whole, mirrors the experience of most
OECD countries.

1 . Hong Kong, Malaysia, Singapore, South Korea,
Taiwan and Thailand.

prises where over-manning has been en¬
demic. There is likely to be a long delay
before the fledgling private sector can ex¬
pand sufficiently to compensate for jobs
lost as a result of privatisation and re¬

structuring.

The Legacy
of the 1980s

Policies to combat long-term damage
must reflect the experience of the last de¬
cade. And, indeed, the 1980s witnessed

extensive changes in the OECD labour
market. There was a prolonged rise in
employment, especially in temporary or
part-time jobs and self-employment. In
the ten years from 1979 to 1989, employ¬
ment grew by a little over 1 % a year. The
proportion of the jobs in the service sector
continued to increase, reaching 70% in
the United States and almost 60% in

Germany and Japan.
Wage moderation was characteristic of

the past decade, and there was a signifi¬
cant deceleration in the growth of average
earnings. Unit labour costs in manu¬

facturing grew by an average 2.7% a year,
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The number of

immigrant workers
carrying out seasonable
or temporary work has
risen, playing an
important part in labour-
market flexibility.

compared to an annual 8.6% between
1973 and 1979.

But at the end of the long period of sus¬
tained increase in jobs, unemployment re¬

mained high. In 1989 the numbers of un¬
employed in most countries were above
that of 1979 and the proportion of long-

term unemployment was much higher. In
1989 around a third of the jobless in the
OECD area had been out of work for a

year or more, as opposed to a quarter in
1979.

During the 1980s, virtually all OECD

MOVEMENTS

IN TRADE-UNION

MEMBERSHIP

Trade-union membership dropped signifi¬
cantly in the 1 980s, having risen substantially
in the 1970s. The total jumped to 78 million
by the end of the 1970s (outside Greece,
Spain and Portugal), 14 million more than at
the beginning of the decade. In the 1980s,
by contrast, five million members were lost.

Levels of trade-union membership vary

widely across national boundaries. In the
United States, France and Spain only 10%

of wage earners belong to a union. In Austria,
Belgium and Luxembourg more than 50%
are unionised, while in Sweden, Iceland,

Finland, and Denmark between 75 and

80%. In general, unions in already weakly
unionised countries weakened further dur¬

ing the 1980s, while those in strongly un¬
ionised countries fared better.

Workers are more likely to be union mem¬
bers in manufacturing, transport and public
administration than in agriculture, trade and
financial services. In smaller firms, unionisa¬
tion tends to be low and there are fewer

union members in the private sector than in
the public sector. Unionisation tends to be
lower for white-collar than for manual work¬

ers, and lower for women than for men.

In spite of an overall decline in union
membership, the share of members in the
public sectors, particularly in health care
and social welfare, has risen over the last

two decades by nearly ten percentage
points. Today, almost two out of five union

members are employed in the public sector.

countries received more immigrants than

they lost emigrants. In Europe, the total
foreign population showed renewed
growth after twenty years of slowing
down. Throughout the decade, a con¬
tinued increase in family reunions was ac¬

companied by a rapid growth in the
number of refugees and asylum-seekers,
and from around 1985, by a spurt in the

numbers of new immigrant workers. In
1989, the proportion of foreigners in the
total population was 27% in Luxembourg
and 15% in Switzerland, while remaining
under 10% in the rest of Europe.

Outside OECD Europe, the contribution

of immigration in total population growth
was considerable. In the United States, for

example, almost a third of the increase in
population between 1980 and 1990 came

from immigration.
The number of immigrant workers car¬

rying out seasonal or temporary work also
rose, playing an important part in labour-
market flexibility. Yet, in several OECD

countries employment opportunities for
foreigners deteriorated, especially in

Belgium, France, Germany and the Nether¬
lands, and immigrant workers were less

able than nationals (except in Germany) to
benefit from the increased numbers of

jobs towards the end of the decade. But in
Canada and Australia foreign workers
were less likely to be out of work than the

rest of the labour force, although the rate
varied considerably according to their
country of origin.

In the 1 990s, the nature of the supply of

labour will change. The number of teen¬
agers and young adults reached a peak in
the 1980s as a consequence of the baby
boom of the 1950s and '60s. Birth rates

stayed generally low in the 1980s, drop¬
ping sharply in some previously high-fer¬
tility countries. The number of young
people entering the work force has now
begun to decline. In addition, the previ¬
ously rapid increase in the number of
women going out to work has slowed
down.

The increase in 'non-standard' types of

employment such as part-time, temporary
and self-employment may result in looser
ties between firms and employees, and

consequently in a smaller pool of skilled
workers. By contrast, ever-higher degrees
of 'skills literacy' will be required in future

and the danger exists that the supply of
adequately trained workers will fall short
of demand.

Continuing
Labour-market Reform

The basic thrust towards active labour-

market policies should be preserved, aim¬

ing to make all job-seekers as competitive
as possible on the open market. To help
deal with the effects of the current recess¬

ion, resources should be allocated to

quick-acting employment services offer¬
ing guidance and counselling, and training
programmes as appropriate to ensure that
the unemployed keep in contact with the

labour market and can compete effect¬
ively for the available jobs.

To minimise long-term damage as a re¬

sult of rising unemployment, especially
when concentrated in local areas, job-
creation schemes can play a helpful part,
although they sometimes result in dead¬

end, low-productivity jobs. For this reason,
they should be limited in duration and
contain a strong training component. Ex¬
perience also suggests that giving priority
to employment initiatives helps to foster
self-employment and the setting up of
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ABSENCE FROM WORK

Annual leave and public holidays are the
most common reason for absence from

work, ranging from 1 1 .9% of the total time
off in Belgium to 56.5% in Spain. Illness or
injury is the second most significant cause
of absence and is highest for workers over
55, especially for men. The extent to which
this accounts for absences varies from

6.2% in Greece to 42.8% in Belgium.
Married women take more time off for

family or personal reasons than men. They
are more frequently absent than men or un¬
married women, probably because of child-
care and family responsibilities. Absence

due to maternity leave and variable working
hours has increased.

The lowest level of absence for illness or

injury is found in banking and agriculture,
but agriculture has the highest rate of leave
due to seasonal or variable work levels.

Business slack is also high in manu¬
facturing, particularly for women, and con¬
struction, but low in the service sector.

Absence due to labour disputes and train¬
ing or education form only a small part of the
total, reaching 5% of time off only in Ireland
and Denmark.

Table

INCIDENCE OF ABSENCE BY REASON IN 20 OECD COUNTRIES, 19881
% of total employment

Illness

and Injury
Slack Work Bad Weather Maternity Leave

Special Leave
for personal

or family reasons

Full-week Part-week Full-week Part-week Full-week Part-week Full-week 3art-week Full-week Part-week

Australia2 0.2 2.8 0.1 0.8 0.0 0.9

Belgium 0.9 0.1 0.1 0.2 0.0 0.0 0.2 0.0 0.1

Canada3 1.7 2.0 0.1 0.1 0.3 0.8 1.4

Denmark 1.5 1.2 0.4 0.8 0.1 0.2 0.9 0.0 0.4

Finland3 2.4a 1.5a

France 1.7 0.4 0.0 0.1 0.1 0.7 0.5 0.0

Germany 1.5 0.2 0.0 0.1 0.0 0.0 0.3 0.0

Greece 0.4 0.2 0.4 3.9 0.0 0.4 0.2 0.0 0.1

Ireland 1.2 0.4 0.1 0.5 0.0 0.1 0.4 0.0 0.2

Italy 1.0 0.5 0.4 0.3 0.0 0.6 0.3

Japan2 0.2 1.8 0.1 1.3 1.6 3.4

Luxembourg 0.9 0.3 0.0 0.0 0.0 0.0 0.2 0.0 0.1

Netherlands 3.5 1.5 0.1 0.2 0.1 0.1 0.3

New Zealand3 1.2 1.0 0.2 0.6 0.1 0.3 0.1 0.4

Portugal 1.6 0.4 0.0 0.0 0.2 2.4 0.1 0.0 0.5

Spain 1.7 0.3 0.2 0.3 0.2 1.0 0.1 0.0 0.3

Sweden3 4.7 2.9 0.3 0.5 2.4 0.9

Turkey 0.3 1.2 0.1 0.0 0.7 0.0 0.0 0.0 0.1 4.6

United Kingdom 2.0 1.7 0.1 0.6 0.0 0.2 0.4 0.0 1.3

United States3 1.3 1.6 0.7 1.5

not available

a. Full-week and part-w
1. For the twelve EEC

workers: for Australia, fu
2. 1990.

3. 1989.

Source: OECD

eek.

countries and the

l-time employed.

United S ates, full- time employees; f 3r Canada Japan and Sweden, all

new businesses with the involvement of

the local community.
Employment policies should pave the

way for sustained recovery by guarding
against future shortages in skills which
create bottle-necks and delay growth.
There is a danger that as labour demand
picks up, competition for skilled workers

may re-ignite inflationary wage pressures,
and it would be unwise to take for granted
continued moderate wage-costs similar to
those which played such an important
part in sustaining the upswing of the

1980s. Active training schemes are there¬
fore crucial to equip the workforce with
the skills and aptitudes required for a
strong recovery in the 1990s.

Migration both between and from
OECD countries contributes to a growing
interdependence of labour markets and
an international exchange of skills and ex¬
pertise. In an ideal situation, this move¬
ment can benefit all concerned - the host

countries, the countries of origin and the
migrants themselves. But in practice the
advantages occur only if there are efficient
labour markets in both the receiving and,
for those who return, the sending coun¬
tries. The challenge is to develop an ap¬
propriate balance between labour policies
and policies intended to control migration,
especially those designed to improve
training and employment opportunities for
foreigners and their children already estab¬
lished in OECD countries.

No cyclical downturn is the same as the
previous one. The recession at the begin¬
ning of the 1 980s produced huge job losses
in manufacturing industry, and major in¬
dustrial reforms continued in that sector

throughout the decade. It is probably for
this reason that current job losses are
concentrated more strongly in service in¬
dustries than in the previous recession.

The implication for long-term unemploy¬
ment is unclear, but it is possible that,
given a sustained recovery in the service
sector, the recently unemployed will find
new jobs more easily than was the case
ten years ago.


