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Building on the past? Cities in the OECD countries
suffer from a range of problems, old and new, which
are essentially similar. Yet they will require a policy
response that takes account of local conditions.
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Rethinking the City
Christopher Brooks

In spite of the importance of the city as a motor of economic growth, no co-ordinated
approach exists in the OECD countries to deal with the impact ofrapid change. To examine

the pressures bearing on contemporary cities and the urban policies they call for,
the OECD is organising a major international conference on the economic, social

and environmental problems of cities, to be held on 18-20 November 1992.

Cities, for all their economic power,

are not autonomous. Many of the
complex forces acting upon them

are generated externally and lie beyond
their control. Patterns of trade, communi¬

cation, administration and manufacturing
link them together, and problems or inno¬
vations in one city can affect another. Their
spatial organisation, too, reflects the
multifunctional character of urban econo¬

mies, which involve a dense tissue of numer

ous industrial and service activities. They
also accommodate a large number of di¬
verse social groups in close proximity.

The physical characteristics that cities
share - an outcome of their density and
complexity - give rise to essentially similar
economic, social, and environmental prob¬
lems but they nonetheless require solu¬
tions adapted to local conditions. Until the

end of the Renaissance, when cities enjoyed
a high degree of autonomy, those solu

tions lay in the hands of municipal govern¬
ment, in whatever form it took. Now that

OECD countries have become highly ur¬
banised, despite widespread trends to¬
wards decentralisation in many of them,
many policy issues have evolved to become
the responsibility of central government.

One central aspect of city management
for which local authorities are still respon¬
sible is the infrastructure: transport and
communication networks, public services
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such as water and sanitation, and regula¬
tions on land use. The importance of these

systems can hardly be over-estimated;
and without them (as the refuse collectors'
strike in Bonn recently demonstrated)
cities would come grinding to a halt.

The urban infrastructures of the 1 9th cen¬

tury helped to reduce risks of fire and
dampen dangers to public health and
order, environmental quality and business
activity by introducing sewerage systems,
water treatment, drainage, pavements, by
widening the distance between buildings,
and so on. How well do they alleviate those
risks today? Many of the networks built in
the past are becoming obsolete, and the
high cost of rebuilding them often causes
delays that prove to be even more costly -
the Chicago flood earlier this year made
that point dramatically. The extensive regu¬
lation usually associated with the man¬
agement of infrastructure systems further
slows down the pace - and often raises
the cost - of urban change. Governments
will soon have to grapple with these prob¬
lems.1

Social Conditions

and Urban Poverty

Poverty is hardly a new, nor a uniquely
urban, phenomenon, but it is more tightly
concentrated and more immediately de¬
stabilising in cities than in rural areas. In
spite of the growing affluence of the popu¬
lation as a whole, many of the welfare meas¬
ures introduced over the past century

have proved inadequate in the face of social
change. Some, indeed, have become part
of the problem, one reason being that they
tend to enhance the status quo, prevent¬

ing upward social mobility.
One of the most striking features of run¬

down urban districts is the absence of in¬

digenous economic activity. In many big
cities, the central business districts tend

to have dealings with other such areas
rather than with poorer neighbourhoods
nearby. And because few of the people
working in such neighbourhoods (housing
managers, police or social workers) actu¬
ally live in them, not much money is spent

Christopher Brooks is Head of the Co-operative Action
Programme on Local Initiatives for Employment Creation
of the OECD Directorate for Education, Employment,
Labour and Social Affairs.

The self-perpetuating character of urban poverty
is one of the most dramatic aspects ofmarginalisation.

there, so that little economic value is

added. Furthermore, the limited returns

from retailing in poor neighbourhoods
means that there is not much opportunity
to purchase goods and services. And since
legal employment is not widely available,
the underground economy develops in its
place. One possible way out of this vicious

circle, though not an easy one, would be
to create a community structure that con¬
tains both housing and business, as well
as other social and civic facilities, within a

fairly small radius.
Much concern has been expressed about

the 'urban underclass' - social and

economic outsiders who are living apart,

figuratively if not literally, from the rest of
the city. Disturbingly, this underclass has
become self-perpetuating through its very
isolation. It keeps itself so definitely, often
defiantly, apart (one has to think only of
Harlem in New York) that economic and

political initiatives frequently appear un¬
able on their own to promote integration.

Amongst the groups most at risk of be¬
coming part of the urban underclass are

racial and ethnic minorities, and a growing

number of young, often single-parent,
families.2 Their children, therefore, are in¬

creasingly likely to become poor adults
who in turn raise poor children. Perhaps
no feature of urban poverty today is more

dramatic, nor of graver importance for the
future, than the seemingly self-perpetuating
fate of these children.

Cities have long had their slums and

ghettos. Yet in the past they also provided
pathways and institutions to help the under¬

privileged integrate themselves into their
social fabric. Jobs, though unskilled, were
easier to secure, and with them access to

related community, religious, or union-
type organisations. Everything should be
done to enhance those processes of inte¬

gration and make them as effective as
possible, reducing the current degrees of
exclusion. This poses an unusual chal¬

lenge to policy-makers, since, if they are
to put into place a co-ordinated and multi-
faceted response, it will require them to

co-operate with a wide variety of different
parties.

The Urban

Environment

Smoke billowing rising from factory
chimneys; the din of traffic and machinery;
the smell of dirty rivers: these and other

images reinforce the simplistic impression
that cities are a major cause of environ¬

mental damage. Yet the contrary is also true:
that cities, with their productive economies,

are essential to the costly process of invest¬

ment in pursuit of a cleaner environment.
Environmental issues can and should be

treated in the context of other aspects of
urbandevelopment.lt sometimes, for exam¬
ple, makes both economic and environ¬

mental sense to adapt existing urban spaces
rather than developing 'green-field' sites
for which a whole infrastructure (roads,
sewage, telecommunications, electrical

wiring and so on) has to be built. A decen¬
tralised approach that is sensitive to local
conditions would seem self-evident, but is1

1. Ariel Alexandre and Eric Oberkampf, 'Funding
Urban Infrastructure', The OECD Observer, No. 172,
October/November 1991.

2. Elizabeth Duskin, 'Lone- Parenthood and the Low-

Income Trap', The OECD Observer, No. 1 53, August/
September 1988.
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Existing buildings
could be adapted
instead of

developing new

'greenfield' sites.

not easy to put into practice within a policy
framework that seeks uniform results

nationwide.

Deprived districts should be treated as
part of the whole urban environment, not
as disadvantaged islands that must be
contained. Unfortunately, all too often
urban taxes are used to subsidise services

that have little connection with these de¬

prived areas, which thus tend to benefit
least from projects to improve the environ¬
ment. Besides, they are often unsuccess¬

ful in preventing the arrival of installations
that have a major environmental impact
(elevated highways, sewage disposal sys¬
tems) and that have been rejected by other
urban areas. To counteract this pattern,

inhabitants of deprived areas should have
opportunities of improving their control
over their immediate surroundings.

It is often difficult for cities to reconcile

environmental improvement and economic

Deprived districts should be treated as part of the city,
not as disadvantaged islands that have somehow
to be contained.
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development. But they do have a choice:

some may consider the use of looser en¬
vironmental standards to induce business

investment; others, by contrast, may try to
attract 'clean' industries and businesses.

Above all, cities should consider measures

to nurture activities in the rapidly growing
environment industry.3

In all attempts to improve the urban envi¬
ronment, public co-operation is vital. With¬

out it, many plans (such as changes in
public transport systems) are likely to fail,

because they will lack the access to the
wide range of instruments necessary to
cope with inherently diverse problems.

Moreover, the challenge to policy-formu¬
lation lies in balancing individual desires
with the requirements of the community
and of the environment. Conflicts about

the benefits and costs of change are bound
to arise. In such cases, it is the responsi¬

bility of central government - which is in a
position to see the full scale of the issues

at stake - to give directions to the resolu¬
tion of the problems, and to exercise poli¬
tical leadership when no consensus exists.

The pursuit of a better environment that
is now underway will require improved man¬

agerial skills in the public sector, and more
co-operation between the public and pri¬
vate sectors. Governments, both central

and local, could set the example on environ¬

mental issues by improving the manage¬

ment of their property. And as one of the
largest consumers of goods and services,

governments should certainly play a lead¬
ing role in the management of natural re¬
sources and the promotion of environ¬

mentally conscious behaviour.

The Private

and Public Sectors

Nonetheless, much of the initiative in

urban affairs lies with the private sector.

In most cities, it is business activity - or
the lack of it - that drives, or hampers, the
economy, influences social structures and

shapes the political agenda.
But that poses problems as well as offer¬

ing opportunities for local economic
development. First, businesses have to be

located and grow within stable communities,

and yet firms have to remain mobile to
respond to changing conditions - which
inevitably produces tension. Second, there

is often a divergence between the profit-
oriented interests of business and govern¬

ment objectives aimed at stimulating em¬
ployment in low-growth areas.

In recent years, public/private partner¬
ships have become more common - for

large-scale projects, in particular - but
they usually end or lose their momentum
once the construction phase is complete.
This is as true for downtown office devel¬

opment in the United States as for urban
transport projects in France. Privatisation,

usually driven by a desire on the part of

government to restructure and refinance
its operations, does not necessarily bridge
the gap between the public and private

sectors. It may, for example, rationalise
urban services without deepening busi¬
ness involvement in city communities.

Efficient city administration becomes

particularly important when urban prob¬
lems - such as congestion, pollution, the
rising cost of land, crime and poverty -
threaten to slow down productivity and

3. Candice Stevens, The Environment Industry', The
OECD Observer, No. 177, August/September 1992.
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Congestion is one
of the major urban
problems that can
slow the

productivity and

growth of firms.

frustrate business growth. But it is not up to
governments alone to address these issues.
Some businesses have realised this and

have taken a more active stance by initiat¬

ing job-training schemes, co-operative
ventures with schools, and social and cul¬

tural programmes. Ideally, there should be
a relationship between business and the

city, in which business is not the passive
beneficiary of government action, but

rather the initiator of programmes and ser¬
vices. There are well-known examples of

success in Marks and Spencer's involve¬

ment in inner cities in the United Kingdom
and Control Data's commitment to urban

revitalisation in the United States. But in

many cases, smaller firms play an equally
or even more important role within a par¬
ticular area.

Much urban construction is based on

forecasts of demand, which in turn reflects

estimates of future business activity. But
these forecasts are inevitably unreliable

and can result in costly miscalculations.
Excessive building is the most common
consequence, and could be minimised by

adapting abandoned sites to other uses,

and by incorporating land-use planning
more thoroughly in development strate¬
gies. In certain cities many modern struct¬
ures become prematurely obsolete, and
extensive and rapid rebuilding goes on to
simply replace them - the average life
span of a building in the City of London is
now -a mere 25 years. One widespread
trend is the conversion of inner-city
warehouses into apartment buildings; and

the transformation of waterfronts in many
port cities (as in Boston or Rotterdam) is a

striking example of what is possible when
mixed-use areas - once condemned for

their environmental nuisance -are targeted
for redevelopment.

Business activity is often stimulated by

the proximity of educational and scientific
institutions (as in the case of technopoles

in Japan), and in some OECD countries
these are frequently related to the pre¬
sence of military and other governmental
facilities (as in Toulon, France). Yet when
business and research follow different

priorities that they fail to communicate to

each other, good relationships can prove
hard to develop. Governments can help

prepare strategies to improve the contacts
between business and research within cities

(through, for example, the Innovation
Centres in the Netherlands).

The major geopolitical changes now taking
place will affect businesses in OECD cities.

The reorganisation of economies in east¬
ern Europe and the reunification of Germany

may well alter the demand for services and

transport in many other European cities,
western and eastern alike. The expansion
of cross-border trade between the United

States, Canada and Mexico is having similar
effects on cities and transport systems

there. And the enlargement of the internal

market of the European Community as of
January 1993 is likely to increase travel

and trade between cities, especially be¬

tween those stretching from south-east
England to northern Italy. The OECD can
help those cities in the important role they

will play in linking the economies of differ¬
ent regions in different countries.

Although the policies of central govern¬
ment are important, there are limits to
what they can accomplish, and local actors

themselves must participate in shaping
their own futures. Many policies which
influence urban areas are implemented

nationally, without taking local conditions
into account or allowing the flexibility to
do so. In many countries, for example, anti-

poverty programmes remain the concern

of central government. Yet urban poverty
is very much a localised problem that also
requires the direct attention of municipal
authorities. Education and health-care

programmes, too, are often funded nation¬
ally, even though the demands made on

them will vary widely from place to place.
Finally, citizen confidence in local govern¬

ment and its institutions has to be improved.
Public participation in local political acti¬

vity in OECD countries is often at a lower
intensity than nationally. Turnouts in local
elections, for instance, are almost invari¬

ably lower than for national elections. This

disenchantment can be cured if people
feel that they can influence what is hap¬
pening in their immediate environment.

Local governments can contribute to this
process by communicating openly with
urban residents and by being responsive
to their ideas and opinions. The use of

transparent and genuinely democratic
procedures and a service-oriented attitude

are important elements of a government
response to such widespread apathy.

^nn^
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The Real Costs
of Nuclear Power

Peter M. S. Jones

The relative cost

of generating electricity
is often a dominant factor

when a utility sets about
choosing new technology.

These costs do not

necessarily reflect the full

impacts of the choice
on society that governments
must consider when they
adopt energy policies.
How does nuclear energy
appear in this broader
context?1

The adoption of a sizable tranche of

one energy source rather than

another can affect employment, the
balance of payments and gross national
product. It can have wider implications for
technological development and the security
of energy supply. It can also impose other
costs (or benefits) on society which are
not reflected in the costs to the generator
or the price of electricity to the user; these
are what economists call externalities.

Governments take many of these factors
into account in formulating their energy
policies but, since no techniques have

been established for quantifying and for¬
malising this information, they have to rely
heavily on subjective judgements. Their
assessments are informed or influenced

by an abundance of often conflicting advice,
from professional advisers, financially
interested parties, pressure groups and
the media.

The upsurge of interest in the environ¬
mental costs of power generation, and the
recent moves in several OECD countries to

increase economic efficiency in electricity
supply through competition in the market,
have once again focussed the attention of
economists on means of identifying and
attaching value to the secondary effects.

Proponents of nuclear power see it as a
clean and cost-effective source of energy,

the OECD OBSERVER 178 October/November 1992
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with a more benign impact on the environ¬
ment than the combustion of fossil fuels.

They consider it to be a timely, major and
welcome addition to the world's energy

resources. Opponents question the safety

of plant and fear the potential conse¬
quences of accidents. They doubt the in¬
dustry's ability to contain radioactive
wastes and to decommission plant safely.
And they express concern that the expan¬
sion of the civil nuclear industry will facilitate
the proliferation of nuclear weapons.

Governments of the OECD member coun¬

tries are aware of these widespread public

fears, and, operating within a framework
of international agreements, have estab¬
lished - with the full co-operation of the
nuclear industry - regulatory, monitoring
and licensing systems that seek to ensure
that risks to both the workforce and public

are, and will remain, acceptably small, and

the danger of proliferation of weapons is
minimised.

Financial

Costs

The costing methods used by the Nuclear
Energy Agency (NEA) and the International
Energy Agency (IEA) at the OECD in their
comparative studies are designed to take
into account all the direct costs to the util¬

ity of investment in additional generating
plant, its fuelling, operations and mainte¬
nance. They specifically include the costs
of planning, interest on capital during con¬
struction, the costs of managing spent
nuclear fuel after its removal from the

reactor (not least interim storage, repro¬

cessing where appropriate, and the disposal
of radioactive wastes), as well as the ulti¬
mate decommissioning and dismantling of
the nuclear reactors and fuel plants (in¬

cluding the conditioning and disposal of
the resulting wastes). Plant-specific R&D,
insurance, local taxes and payments for
any centrally provided services are also
covered.

1. The Broad Impacts of Nuclear Power: Macro-
economic, Environmental and Strategic, NEA/
OECD Publications, Paris, forthcoming 1992.

Peter M. S. Jones is a Professorial Fellow in the

Economics Department, University of Surrey, Chair¬
man of the Nuclear Development Committee of the

OECD Nuclear Energy Agency and Chief Economic
Adviser to the United Kingdom Atomic Energy Authority.

Some costs - those that are unaffected

by the option chosen for additional invest¬
ment - are conventionally excluded in the
economic assessment of all generation

technologies. Past expenditures on R&D and
infrastructure, for example, are excluded,

except where specific charges for these
'services' are levied on the plant. Also

excluded are continuing R&D unrelated to
the new investment, transmission and dis¬

tribution costs (unless there are significant
differences between technologies), and

any notional value attached to government
guarantees and services, such as cover
for liabilities to third parties in the unlikely
event of a large nuclear accident.

With the exception of government guar¬
antees and services, there are no quest¬

ions of economic principle with these
exclusions - it would be an act of economic

folly not to pursue a genuinely low-cost
option merely because a lot had been spent
previously getting it to the point where it
was usable. The costs of some centrally

funded services (safety, inspection and
security, for example) may be affected by
incremental investments and they should
be included in a full economic assessment.

Yet such costs are low relative to direct

costs of generation for countries with estab¬
lished nuclear programmes, although they
might be more substantial for a newly
launched small nuclear programme.

Thus, although there can be differences
of view about the individual cost-compo¬

nents in the micro-economic assessments,

there is no reason to believe that any

significant and relevant elements of direct
cost are excluded from the NEA/IEA calcu¬

lations for nuclear or fossil fuels. There are,

nonetheless, additional indirect costs and

benefits arising from externalities.

Macro-economic

Implications
Most OECD countries make forecasts

using linked energy/economy models or
linked energy/environment/economy
models. The majority of such models lack
the feedback loops that are required to

explore the implications of alternative
energy choices on GDP, industrial structure,
employment, balance of payments, con¬
sumer price inflation, and so on. Few

To ensure compliance with regulations - and hence
very low environmental impact - meticulous attention
is paid to monitoring discharges from nuclear facilities.

countries have separated the different

energy technologies within the input-output
models of their economies, without which

any analysis of the influence of alternative
options is necessarily superficial.

The adoption of nuclear power, for in¬
stance, may reduce indigenous employment
in coal-mining in the short term, or conversely
its abandonment increase employment in
the fuel or renewable-power industries.
The true implications for employment can

be appreciated only when the longer-term
economic consequences of the choice for
the remainder of the economy, and for its
international competitiveness, have been
examined. Again, for fuel-importing coun¬
tries, the adoption of nuclear power can
reduce import bills by some $60-100 mill¬
ion annually per 1 ,000 Megawatt electric
power plant. For countries with indigenous
fossil fuels there may be large savings in
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fuel costs, but at the expense of higher
import bills. Without macro-economic

models the longer-term ramifications of
these changes on the economy may not
be appreciated.

The effects are inevitably marginal to
the economy as a whole since electricity
itself typically accounts for only about 3%
of GDP and 4% of industrial costs in OECD

countries. It is nonetheless a much higher
fraction of the costs of specific industries
like steel, chemicals and paper-making,
which in some countries - such as Finland,

Germany and Sweden - are major em¬
ployers.

Some limited studies in the OECD area

have indicated that phasing out nuclear
power would reduce GDP and employment;
and more detailed macro-economic mod¬

elling in Japan and France suggests that
the use of nuclear power in preference to
generation from fossil fuel contributes an

extra 1-2% on GDP, lowers inflation by
reducing reliance on imported fuels with
rising prices, and leads to higher employ¬
ment than would otherwise be the case.

These 'benefits' arise because nuclear

power is, or is expected to be, the least

expensive 'baseload' power option for
these two countries. They also import the
bulk of their fossil fuels. Abandoning it
would therefore raise costs and make in¬

dustry as a whole less competitive exactly
when the adverse effects of a worsened

balance of payments were being felt.
Countries or regions in which nuclear power
is not the cheapest option, particularly if
they have indigenous, low-cost supplies
of fossil fuels, would see a different

macro-economic picture (the United King¬
dom, Australia and western Canada are

examples).

Other

Economic Impacts
The world's known uranium resources

are capable of yielding more energy than
all known fossil-fuel resources put together.
Nuclear power can therefore defer the de¬

pletion of fossil fuels, stabilise their prices
at lower figures than they would otherwise

command, and, when deployed, enhance
the security of supply. All these advantages
are, in principle, strategically important
economic benefits. So what value is attached

Figures from Germany suggest
that the annual electricity

demand of an average family -
4,000kWh - can be supplied by

0.888kg of uranium or 1,280kg
of coal.

10 the OECD OBSERVER 178 October/November 1992
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to them?

By reducing demand for fossil fuels,
nuclear power lowers their prices. A rapid
abandonment of the nuclear option could

therefore push them up lastingly, until
additional fuel sources and supply routes
were developed. Studies in Japan suggest,

indeed, that a global abandonment of
nuclear power would have impacts on
fossil-fuel prices and world economic

growth approaching those of the 1 970s oil
crises. Nevertheless, nuclear power at

present only supplies 5% of the world's
energy requirements and physically, at
least, it could be replaced by coal without

much increasing coal prices after the shock
effects of abandonment has passed.

The cost of nuclear electricity is relatively

insensitive to changes in the price of fuel
once construction costs have been met.

In this it differs from the fossil fuels -

although, obviously, nuclear costs them¬
selves could be affected by regulatory
changes that altered operating costs or
required additional investment. Efforts to
evaluate this 'benefit' have largely been
based on assumptions on fluctuations in

future fossil-fuel prices on which there can
be no sound consensus. An alternative

approach, developed in the United Kingdom
and using market-risk models, appraised
the extra price consumers would be pre¬
pared to pay to reduce the risks of future

instability in electricity prices. The results,
which also depended on the assumptions

of variability in fuel prices and the mix of
power plants on the system, suggested a

6% premium value for nuclear electricity.
Nuclear power also reduces the lever¬

age of suppliers of other fuels and the risk

that they will withhold supplies, although,
of course, potential disruption can be

minimised by stockpiling or diversification
of sources. The costs of such strategies

are lower for nuclear power than for fossil
fuels.

Spin-off benefits have flowed from nuclear

power through the widespread use of
radioisotopes as tracers and radiation

sources in medical diagnosis and treat¬
ment, in industry, agriculture and in en¬
vironmental control. Further benefits have

arisen from new materials, techniques and

products, and from the spread of the intel¬

lectual capital built up in the nuclear in¬
dustries. Yet such benefits, like past R&D

expenditures, have no direct relevance to
future investment decisions.

Environment

and Health

Limits on human exposure to radiation
from nuclear power plants and the nuclear

fuel cycle in routine operation are based
on recommendations of the International

Commission on Radiological Protection
(ICRP), and are thus kept to levels where
there are very small risks of severe somatic

effects or genetic damage. The average
exposures of nuclear workers are less than

0.1 % more than those the public receives
from radioactivity that occurs naturally.

If economic value is attached to the

effects of the low residual emissions of

radioactivity and conventional accidents
in plant construction and operation, based
on methods used in many OECD countries,
the external cost is found to be no more

than 1 % of the direct nuclear generation
cost.

The effects of the radiation released by

a major accident can be massive and long-

lasting, as Chernobyl demonstrated. But
modern OECD water-cooled reactors are

designed to ensure that such releases

occur with a very low frequency indeed:
less than one in a million years of reactor
operation. Provided that these standards
are met, the annualised consequences of
nuclear accidents would be at worst com¬

parable with the effects of emissions in

routine operation, and probably signifi¬
cantly less. This implies that the cost of

the large accident liabilities that govern¬
ments underwrite is also small.

The only alternative to nuclear power for
large-scale electricity production is fossil-
fuelled generation. Most existing coal and
oil-fired plants in the OECD area emit large

quantities of corrosive and environment¬

ally damaging acid gases, and all fossil-
fired plants release the primary greenhouse

gas, carbon dioxide.
Many studies have attempted to evaluate

the economic and health consequences

of emissions of acid gases and the numbers
of conventional accidents associated with

extraction and use of fossil fuels. The results,

in terms of premature deaths and injuries

per unit of power production, indicate
both coal and oil use to be somewhat

worse than nuclear power. Nevertheless,

with the efficient flue-gas desulphurisation
and low nitrous-oxide burners specified

for new plants in most OECD countries,
the external costs, evaluated on a similar

basis to those of nuclear power, appear

unlikely to be more than a few percent of
the direct costs of generation.

The external costs of greenhouse-gas
emissions are uncertain in the extreme.

International scientific consensus accepts
that the continued combustion of fossil

fuels will raise average global temperatures,

but the magnitude and timing of the con¬
sequences, like their regional impacts, are

far from clear. It is also very difficult to
estimate the costs that would be incurred

globally in trying to reduce plant emissions

or to extract greenhouse-type gases from
the atmosphere by reforestation or other
means. For these reasons the total external

costs of fossil-fired generation have to be
guessed at anywhere between a few percent
and 1 00% or more of the direct generation
costs.

Much work still has to be done to clarify
and evaluate the consequences of green¬
house and acid gases and the macro-

economic and strategic effects of energy
choices before trade-offs can be realistically
assessed in economic terms - a task that

will take many years, if not decades. In the

meantime political judgement of what is
prudent will be reflected in changing policies,
regulations and fiscal measures, some of

which will be reflected in the price of elec¬

tricity to the consumer.
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Intangible Investment
Missing Pieces in the Productivity Puzzle

Graham Vickery and Gregory Wurzburg

For the last four years
the OECD has been working

on two separate research
activities - the Technology

and the Economy
Programme, and Further
Education and Training
of the Labour Force -

that have now converged
on remarkably similar

conclusions: that there

is something fundamentally
wrong with conventional
thinking on investment. 1

m II nvestment' typically refers to
' spending that is undertaken with
'"I the expectation that it will produce

income over a period of time. Whether and
how much investment occurs depends in

large part on the expected rate of return,
relative to the return from alternative uses

of the sum invested. In neo-classical eco¬

nomic theory, common business practice,
and most economic analysis, 'investment'
refers to capital investment spending on
equipment and buildings. As such, it is de¬
fined in terms that limit it to tangible, fixed
assets, that are usually easily defined and
measured.

Economic performance after the second
oil shock in 1 979, and some of the economic

restructuring that it propelled, challenged
conventional assumptions and the expect¬
ations built on them. Among other things,
the perceived relationship between invest¬
ment and economic growth weakened.
Growth in productivity has lagged further
and further behind growth in investment.

In particular, the pay-off from consider¬
able investment in advanced technologies

embodied in physical equipment led to

less-than-expected improvements in pro¬

ductivity. Simultaneously, there were
steady increases in virtually all OECD
countries in the proportion of total employ¬
ment in service activities - which require

lower levels of investment in tangible capital.
These and other developments raised a
number of questions about whether expen¬
ditures on tangible investment alone can
indicate future economic growth and eco¬
nomic performance. They include:

Are there necessary complements to

tangible investment which are being neg¬
lected or ignored, and which are essential
to ensure productivity growth?

Does restricting the definition of invest¬
ment to tangibles under-estimate expend¬
itures that are investments by nature, and
contribute to distortions in relative factor

prices by treating tangible and intangible
investment costs differently?

Graham Vickery specialises in questions of techno¬
logical strategy and technology policy in the Industry
Division of the OECD Directorate for Science, Techno¬

logy and Industry. Gregory Wurzburg specialises in
education, employment, and industry training in the
Education and Training Division of the OECD Directorate
for Education, Employment, Labour and Social Affairs.

Are the structure of incentives and the

behaviour of capital markets biased by the
lack of recognition of a range of expendi¬
tures as investments and of the accumu¬

lated results as assets?

A Broad Range
of Intangible
Investments

A major force driving growth and
economic development is the introduction

of new products and processes and ways
of organising economic activity. These
spread through the economy through ex¬
penditures on investments in different

kinds of tangible and intangible assets.
First, during the early part of the pro¬

duct life cycle, intangible investments in
technology (R&D, design and engineering,

1 . Technology and the Economy: The Key Re¬
lationships, OECD Publications, Paris, 1992 and
Further Education and Training of the Labour
Force in OECD Countries: Evidence and Issues,

OECD Publications, Paris, forthcoming 1992.

A Workshop on the measurement of intangible invest¬
ment will be held at the OECD on 10-11 December

1992.
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and patent and licence work) predominate,
driven by opportunities to enter new mar¬
kets. Then, as new products near the

launch phase, intangible investments in

technology continue, but market-testing
and -development increase. Worker training
and organisation of production accompany
new processes and physical investment in
new production equipment. Next, as the

product is brought to market, capacity
investment and expansion are the major
investments. Extensive worker training
and organisation of production and distri¬
bution is accompanied by marketing and
advertising. Finally, as products mature,
efforts to adapt and renew them may be

accompanied by further training, re-or¬
ganisation of working practices and invest¬
ments in plant and equipment for rationali¬
sation and modernisation.

Evidently, the road from an idea to a

new product to its introduction and finally
to its replacement is a complex one, re¬

quiring a range of different activities and
expenditures which do not immediately

bring an income stream. They are invest¬
ments, even though many of them - such

as training and work re-organisation - are
not treated as investments in company
accounts or for taxation purposes. Further¬
more, all of these activities are linked, each

Problems linked with intangible investment have been
diffusion of new manufacturing technologies than any

Table

INVESTMENT AND PRODUCTIVITY GROWTH, 1960-89

a. Seven largest OECD countries (accounting for some 85% of OECD GNP).

1. Real GNP.

2. Real gross private non-residential investment.
3. Real GNP per person employed.

Source: Economic Outlook, No. 50, OECD, 1991.

contributing to the success of the project.
There is evidence to suggest that total ex¬
penditures on the intangible components

of a particular project in many cases out¬
weighs expenditures on tangible assets,

and that this trend is growing.
Further examples of the inter-linked na¬

ture of different kinds of investments are

found when examining the diffusion of new
production technology. Detailed surveys
of new manufacturing technologies - par¬
ticularly computer-controlled equipment

and systems - have shown that their rela¬
tively slow diffusion and successful use
are a result of a simple core set of con¬

straints. These have consistently been iden¬

tified as shortages of the necessary skills,
problems with re-organising production,

identified as a much more important constraint in the

shortage of finance for acquiring equipment.

lack of knowledge of how to resolve failures
in installation and use, and weaknesses in

software and networks to link together
physical equipment. These kinds of prob¬
lems were seen as the most important over¬

all constraints - far more important than
any shortages of finance to develop or
purchase physical equipment.

There has thus been slowly growing
recognition that the conventional treat¬
ment of investment ignores many of its

most important aspects. This not only
misleads analysis; shortfalls in some kinds

of investments and lack of availability of
some kinds of assets are crippling the
whole investment process.

Educating and Training
the Labour Force

These insights coincided with a growing
concern among OECD countries about
the adequacy of existing policies and strate¬

gies for further education and training. It
had been noted that structural and techno¬

logical changes were transforming skill re¬
quirements at a pace that was rendering
occupational qualifications and sometimes
entire occupational groups obsolete. The
useful life of any given vocational skill was
declining so swiftly that the isolated skills
and labour shortages encountered in a few

OECD countries in the early and mid-1980s
(Austria, Japan and Sweden, for example)
became generalised into problems of skills

shortages in many branches of industry in
most countries.

These demand-side tendencies were

aggravated on the supply side by the decline
in most OECD countries in the number of

young persons entering the labour market -
an important source of skills renewal. In

the OECD OBSERVER 178 October/November 1992



INDUSTRY

some countries, large numbers of experi¬
enced workers had only basic educational
competences. Virtually all countries lacked
the institutional and policy infrastructure
for widespread and long-term participation
by adults in various forms of further edu¬
cation and training.

None of these developments was parti¬

cularly worrying on its own. But together,
they were seen as posing constraints on
productivity and competitiveness, and poss¬
ibly output, despite nearly a decade of
labour surpluses, and despite deeply en¬
trenched long-term unemployment. It was
these misgivings about larger economic
implications that put labour-force skills on
the agenda of labour-market and educa¬
tion authorities, those responsible for in¬

dustry and economic policy, and business
and unions alike.

In the course of the OECD's work on

further education and training (FET), it be¬
came apparent that, notwithstanding evi¬
dence about its economic importance to

individuals and to aggregate economic
performance,2 surprisingly little was under¬
stood about how education and training
contributed to skills, and how they in turn

led to improved productivity and competi¬
tiveness. This realisation, and the pre¬

sumption that changing demands at the
workplace were the ultimate determinants
of further education and training require¬
ments, led to a focus on the enterprises,

not simply as the consumers, but as pro¬
viders, of further education and training.

In spite of the inherent complexity of the
issues, and the limited availability and
quality of relevant statistics,3 there is
strong evidence that the potential product¬
ivity gains depend on the technology
embodied in the capital associated with a
job, the relationship between jobs and the
organisation of work, and the nature and
role of supervision. The return on training
or investment in new equipment depends

in large part on how well matched they
are, as well as on other factors such as

changes in work organisation. In other
words, not all investment is the same: that

which is linked to training performs better
than that which is not, and the economic

value of investing in new technologies de¬
pends on collateral improvements in the
skills of workers employing the new techno¬
logies.

. &

Surprisingly little is known about how education and training contribute to skills, and how they in turn lead
to improvements in productivity and competitiveness.

It is this relationship between investment

in equipment on the one hand and the
skills of workers and other forms of 'intan¬

gible investment' on the other that raises
questions about the validity of treating the

one independently of the other. No one
would argue that investment decisions are
made without consideration of human

resources, such as the availability of

appropriately qualified workers or training
to develop whatever qualifications are

required. But the mechanisms or convent¬
ions for measuring or somehow accounting
for the human-resource complement to

tangible investment are virtually non-existent
in present systems of national accounts.

Financial

Reporting

Not only does this absence weaken the
power of growth accounting analyses but
it obstructs the development of a more re¬
fined, differentiated measurement of invest¬

ment activity. For example, one study of
technological modernisation of the Swedish
banking industry predicted a drop of em

ployment of 1 0,000 workers over five years,
on the basis of patterns of capital-labour
substitution in other sectors. Instead, em¬

ployment increased by 10,000, due in large
part to dramatic job restructuring and
training.4 Furthermore, without systematic,
reliable and accurate data on work-related,

and more precisely, physical investment-
related training, it is difficult, if not imposs¬

ible, to differentiate the labour comple¬
ment to investment in aggregate, let alone
to a degree of refinement permitting a
more accurate assessment of how well

the two are matched.

Moreover, the critique of 'human re¬

sources accounting' relative to tangible

capital investment goes deeper than these
problems of measurement and availability
of statistics; it extends to the definition of

assets and investment. Recent develop¬

ments, such as the increasing flexibility of
equipment that incorporates advanced

technologies, makes them 'capital-displa¬
cing' in the sense of conventional physical

2. See OECD Employment Outlook, OECD Publica¬
tions, Paris, 1989, pp. 47-52.

3. See OECD Employment Outlook, OECD Publica¬
tions, Paris, 1991, pp. 35-41.
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Without mechanisms to measure human capital,
analyses cannot be reliable; one study of the Swedish
banking sector provided a striking example.

investment.5 But as importantly, the ex¬
pansion of non-manufacturing activity and
the growing value of information as a 'com¬
modity' imply that human resources are
not simply (inseparable) complements to
tangible capital, but the very embodiment
of productive capacity - in a word, wealth.
Adam Smith made this observation two

hundred years ago, yet the corollaries never

have been addressed. The implication is
that the accurate accounting of economic
assets and wealth-generating investment

4. Olivier Bertrand and Thierry Noyelle, Human Re¬
sources and Corporate Strategy: Technological
Change in Banks and Insurance Companies, OECD
Publications, Paris, 1988.

5. Industrial Revival through Technology, OECD
Publications, Paris, 1988.

would have to include not only tangible
assets and investment, but the skills of
workers to which firms have access and

the training that builds and expands those
abilities.

The argument for treating the process
of skill formation - that is, all forms of

training and learning by which job-related
skills are acquired - as investment also

rests on the more modest argument in
favour of improving the symmetry between
the timing of expenditures for skill forma¬

tion and the timing of the resulting flow of
benefits. There is at present a distinctive

asymmetry in the timing of costs and bene¬

fits of skill formation and other intangibles
in contrast to the timing of costs and bene¬
fits for conventionally defined investment.

That is because expenditures for training

are typically counted as operating costs
for businesses (or individuals, for that

matter), written off against revenues in the
year in which they are incurred. This is
despite the fact that the benefits from skill

formation are realised well into subsequent

accounting periods.

While this approach may be helpful for

tax purposes, it distorts the meaning of
balance sheets and profit-and-loss state¬

ments. The skills acquired at work cannot
be counted in any way as assets (for im¬
proving productive capacity or efficiency,
for example). And since their cost cannot

be spread over their useful life, the apparent
cost of training is distorted, appearing in¬
accurately high in the period in which initial

expenditures are made, and inaccurately
low thereafter.

Measuring
Intangible Investment

There are, therefore, strong arguments
for re-thinking the measurement and treat¬

ment of a range of intangible investments.
How that might be done is problematical.

Two areas that deserve attention are

national accounts and financial accounting
and reporting systems. The first are in¬
fluential in determining what kinds of data
national authorities collect and, ultimately,
what kinds of variables they use as indicators

of economic well-being. The second are
influential in determining not only the statis¬
tics that employers and individuals might
keep, but the economic value of factor in

puts and relative factor prices - influential
if not decisive considerations in the allo¬

cation of resources.

Examining the feasibility of changes in
either or both requires a cautious process
of inquiry. There are considerable method¬

ological and technical problems of meas¬

urement that have to be more clearly de¬
fined and understood. It is also important
not to threaten principles of prudence in

accounting and reporting systems, or to
undermine unnecessarily the continuity of
the system of national accounts. What
seems beyond question is the concern
about the adequacy of present arrange¬
ments and the importance of exploring
alternative approaches for possible future
adoption.

The difficulties encountered in trying to
treat various forms of intangible investment
more rigorously are more than an analytical

obstacle to deepening the understanding
of the dynamics of economic activity. They
are symptomatic of patterns in the estab¬
lished 'rules of the game' by which eco¬
nomic value is determined. To the extent

these 'rules' are being rendered obsolete
by technological and social developments,

to say nothing of business reality, they
distort prices and the allocation of re¬
sources.
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New Home-Shopping
Technologies

Erich Linke

Shopping Seruice
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Retailing has undergone
enormous changes during
the past decades.
Rationalisation and

the development of large-
scale self-service outlets

marked the first stage
of the revolution.

Computerisation and
the introduction of new

information technologies
are the major source
of innovation today. Although
new home-shopping
technologies still occupy only
a modest share of the overall

retail market, all OECD
countries agree that they will
develop considerably in
the near future. 1

in recent years, the telephone and tele¬
vision have been increasingly used to
market goods and services throughout

OECD countries, with computerised inform¬

ation systems now putting individual con¬
sumers in direct contact with providers of
goods and services. Interactive videotex
systems are the latest addition to a range

of forms of 'distant selling', otherwise
known as 'home shopping'.

In the majority of OECD countries, distant
selling occupies a small - but not insigni¬
ficant - market share in retailing, and its
development has varied considerably from
one country to another. That said, all three

main forms of home shopping are destined

to grow strongly during the 1990s, as 'in¬
telligent' telecommunication systems
appear on the market, television networks
are privatised or deregulated, and videotex
networks become increasingly available
to private users. Forecasts in Germany, for
example, predict that by 1995 home
shopping will account for 3.5% of total retail
sales, while in France it is estimated to

represent 25% of retail sales from 1995
onwards. Norway reports that marketing
organisations expect a dramatic increase
in teleshopping in the near future from the
currently low volume.

Home-shopping facilities share many -
but not all - of the advantages of mail

order trading. They are convenient, they
provide access to goods in remote loca¬
tions, and they can offer prices that are

lower than those of local retailers. But they

do not offer the stable prices of mail-order

catalogues or allow the consumer time to
consider and compare competing offers

before buying.

Technologies
Old and New

Selling by telephone is the oldest of the
'new' technologies: in the United States,
where it is known by the broader term 'tele¬
marketing', it dates back to the turn of the
century. The telephone was traditionally
used to sell financial products, such as
credit-card services, investment services

and insurance policies. Telephone canvas¬
sing is also widely used to sell subscrip¬
tions to newspapers, magazines and book

1. New Home-Shopping Technologies for Con¬
sumers, OECD Publications, Paris, 1 992.

Erich Linke works in the Competition and Consumer

Policy Division of the OECD Directorate for Financial,
Fiscal and Enterprise Affairs.
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clubs - a practice which has partly replaced

unsolicited mailing, which is now prohib¬
ited or regulated in most countries. 'Home
improvements' have always been widely
sold by telephone. A survey in the United
Kingdom in 1988 showed that 77% of the

calls concerned double glazing or window
replacement.

In most OECD countries today these
telephone calls are still dialled manually,
but automatic dialling devices are also
used, sometimes in combination with 'in¬

telligent' answering and recording services.

Television shopping is a relatively recent
development (except in the United States),

with specific spots, programmes and entire
TV channels now devoted to this new form

of selling. The structure of the industry in
each country is largely determined by the
institutional structure of national and private
broadcasting, but also depends on the re¬
ception of 'foreign' satellite channels.
Although it has a number of features in

common with TV advertising, the concept
differs in that it combines the offer of

goods or services on television with a

clear indication of where to order the goods
and how to pay for them. Some countries,
like France, distinguish clearly between
advertising, which centres on brand names,
and teleshopping programmes, which are
not allowed to indicate the brand names

of the goods offered. Orders are usually
placed and paid for over the telephone,
but can in some countries be transmitted

through advanced interactive videotex
networks.

Interactive videotex systems are one of
the most advanced forms of home shop¬
ping.2 Information providers - companies
or public service institutions - feed inform¬

ation into a central computer. Subscribers

access the data by means of a dialling de¬
vice, and the information appears either
on their television screen or on a special
video terminal. But experience with video-
shopping is still limited. Interactive videotex

systems are not as yet available in Denmark,

Finland, Greece or Portugal. In other
OECD countries, with the exception of
France, whose Minitel network is the most

developed videotex system, the systems
are either at the stage of pilot projects or
dominated by business users. Only 20%
of a total of 147,000 videotex terminals

There is now an astonishingly
wide range of goods available
from tele-shopping services.

linked to the German Bildschirmtext are

used by private subscribers.

Consumer

Reactions

Although consumer reactions to each
type of home-shopping technology vary,
some shortcomings are common to all three.
Neither the telephone, the television nor

the videotex allows any pre-purchase in¬
spection of the goods, and in each case
the goods are shipped rather than taken
home by the consumer. By definition, there
is no personal contact between the supplier
and the purchaser, which can lead to a

lack of knowledge about the seller, mislead¬
ing or inadequate description of the goods

2. See Lydia Arossa 'Software and Computer Ser¬
vices', The OECD Observer, No. 1 51 , April/May 1 988.
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on offer or the terms of contract (prices,

credit and delivery).
France and Japan both emphasise that

most of the problems reported concern
not so much the specific features of the

new technology as such, but excessive

delays in delivery, the quality of the goods
or services, guarantees and refunds.

There are also specific problems linked
to each type of technology. Telephone

marketing, for example, poses the problem

of the invasion of privacy. A number of
countries have examined this issue from

two angles: the nuisance caused by the
intrusion of the calls themselves, and the

use of personal - and even confidential -

data obtained by these calls for other pur¬
poses, such as mailing lists. In Germany,
telephone marketing has virtually been

outlawed in an attempt to protect privacy
unless it is based on pre-existing business
relations, and although Austria is the only

other country to have had a similar court
decision, other OECD countries have also

expressed reservations about the protect¬

ion of privacy.
The other main problem encountered with

telephone marketing is fraud. It can take

several forms. In some cases, the buyer
never receives the product or service
ordered; in others, he or she receives a

different product, or it turns out to be

more expensive than expected. In the
United States, the Federal Trade Commiss¬

ion estimates that over $1 billion of tele¬

marketing fraud occurs each year, out of a
total turnover of some $100 billion.

The dangers with television shopping -
which is too recent to have inspired an

abundance of literature on the subject -
are of a different nature. The US Office of

Consumer Affairs warns viewers not to be

deceived by enticing discounts or price
comparisons: the 'sale' price may only be
valid while the item is shown on the screen,

or for a very short time. Another problem

can be the lack of information on guarantees
and shipping costs. Consumers should
also be wary of 'advertorials' or 'infomercials'

which look uncannily like normal informa¬

tion programmes.
The German Federation of Consumer

Unions also suggests that inducements to

buy are deliberately slotted to run in the
relaxed atmosphere of leisure hours, with

the expectation that consumers will show

a less critical attitude than they would in
normal sales outlets.

In many OECD countries, television shop¬
ping is currently available only on satellite
programmes and channels originating from

abroad, which can pose legal problems. In

the Netherlands, for example, where tele-
shopping programmes are not usually broad¬

cast by national television, cable operators

can transmit them even if they do not
comply with Dutch legislation, if neither the

broadcast nor the advertising messages
are specifically addressed to the Dutch

public only.
The difficulties that may arise with

shopping through interactive videotex
systems are difficult to evaluate. The sys¬
tems available are not used widely enough
to allow a general overview of consumer
problems, although the importance of
making a clear distinction between inform¬

ation and advertising messages may gain
in importance as the number and variety
of services increases.

Set against these problems, there is an
important factor: choice. Consumers are

free to hang up on an unsolicited telephone-

marketing call and they can choose
another channel if they do not like a televi¬

sion shopping programme. There is no
obiigation to subscribe to a videotex net¬

work, and if they do, they can choose
whether - and with whom - to do busi¬

ness.

The problems also pale in comparison to

the potential benefits of home-shopping
technologies to consumers: they stimulate

retail competition and expand choice. If
OECD countries can ensure that a number

of basic requirements of consumer pro¬

tection and fair trading are respected, and
that consumers are well informed of their

rights, then these new home-shopping
technologies do, indeed, have a bright
future.
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ECONOMIES IN TRANSITION

Liberalising Exchange Controls
A Challenge

for Central and

Eastern Europe
Pierre Poret

In one year Czechoslovakia,
Hungary and Poland

have managed to make
their currencies almost

entirely convertible
for current international

payments, as their
membership of the IMF

requires. But they have put
off, until a later stage

in their transition to a market

economy, the freeing
of capital movements (other

than foreign direct
investment) which would

bring them closer to the EC
and OECD countries.

What are these countries

doing about regulations
on exchange control? Why
are controls still imposed?
Do they work? The OECD

and its Centre for Co¬

operation with the European
Economies in Transition have

been examining the position
as part of the Partners in

Transition (PIT) Programme.

The Czech and Slovak Federal Re¬

public (CSFR), Hungary and Poland,
starved for capital and with a still

shaky balance of payments, are imposing
exchange controls mainly to stem capital

outflows (box, p. 22). Generally, there are
four arguments put forward in favour of re¬

taining such controls, even though they
make it harder for the corporate sector to
adapt itself to the laws of the market.

First, the prevailing uncertainty about
economic prospects is making the author¬
ities chary of freeing capital movements,
at least in the near future. Although they
are doing their best to implement restrictive,

stabilising macro-economic policies, the
governments lack reliable indicators to

appraise their effects. And any error of
judgement in adjusting economic policy
inevitably has repercussions on the capital
market, with immediate flights of capital
before there is time to take corrective

measures.

Second, there is the size of these coun¬

tries' external debt (which in 1990, for
Hungary and Poland, was on a par with
that of certain Latin American countries).

Thus it is not enough simply to stick to a
sound macro-economic policy, consistent
with the transition to a freely convertible
currency for goods and services imports,

Pierre Poret is a senior economist in the Capital Move¬
ments, International Investment and Services Division

of the OECD Directorate for Financial, Fiscal and En¬
terprise Affairs.
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Resident enterprises now have
unrestricted access to foreign
currency at the official rate to pay
for their imports.

because debt has to be serviced. Yet Hun¬

gary's debt has shrunk substantially, and
Poland is benefitting from an agreement
on the reduction of its public debt. The
CSFR, for its part, has always kept its ex¬
ternal debt low and so is not concerned by
this problem.

Third, there is the question of defending
the exchange rate. Implementing a fixed-
exchange-rate policy to cope with inflation¬
ary expectations requires control if that
policy proves not to be credible. But then
the policy will have to be abandoned in

any case in order to avoid losing competi¬
tive edge and prevent current deficits piling
up. So far, in fact, only the CSFR has been
able to keep to its objective of a fixed ex¬
change rate, thanks to its stringent fiscal
policy and low rate of inflation.

On these last two points, there is some¬

thing to be said on the other side of the

capital-flight argument - that it takes into

account neither the possibility of inflows
to offset losses nor, above all, of the sub¬

stitution of consumption for saving. Even
if exchange controls did bar the way to in¬

vesting abroad - which would be attractive
because of the higher returns and diver¬
sification potential it offers, they simultane¬

ously reduce incentives to save in general.

Their net effect, if the savings that might
have been put into more investment at home

1 . Hans J. Blommestein, 'Sound Banking for a Strong
Market', The OECD Observer, No. 177, August/Sept¬
ember 1992.

are taken into consideration, may well in
the end be virtually nil.

Fourth, the current frailty of the financial
and banking system is an inducement to
protect its development by keeping savers
captive. What is more, given the cross-
ownership links between banks and enter¬
prises that often exist in central and eastern

European countries, and in the absence of
any adequate prudential control, there is a

danger that liberalising financial markets
may exacerbate the tendency to borrow at
any price and encourage fraud. Neverthe¬
less, controls over capital movements can
be no substitute for the financial reforms

that are necessary, and ought not to be
used to delay introducing stricter regula¬
tions on bank balance sheets, tighter con¬
trol structures and stiffer prudential rules.1

Limited Effect

at High Cost

In any event, there is good reason to be¬
lieve that the controls that still exist in

these countries are of only limited effect¬

iveness: foreign currencies can be bought
in parallel markets with virtually no premium
on the official rate; residents increase their

foreign-currency deposits episodically, in
anticipation of inflation or changes in ex¬
change rates; and judging by the disparities
between the trade statistics of the three

countries and those of their trading partners,

continued on p. 24
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the International

Trade Centre

in Budapest.

Goods

Trade in goods was liberalised at a stroke in
the CSFR and in Poland, and rather more

gradually in Hungary. Resident businesses
now have free access to foreign currency at
the official rate to pay for their imports, although
they must hand over their foreign-currency
export earnings to the commercial banks.
This is an improvement on the old system
which authorised them to keep some export
earnings but left them unable to obtain foreign
currency by any other means.

Current Invisible Transactions

Non-residents working in foreign-owned or
part-foreign-owned firms can take out some

of their earnings, and foreign investors can
repatriate profits - an essential condition if

foreign investment is to be attracted. Resident

firms have free access to the official foreign-
exchange market for most current international
transactions (transport, insurance, and so
on). Czechoslovak and Hungarian households,
on the other hand, have only limited access
to foreign currencies at the official exchange
rate, even though restrictions have been re¬
laxed appreciably. For private travel abroad,
for instance, Hungarians must be content with
an allowance of $350 a year, and Czechs with
the even smaller sum of $250. The Hungarian
and Czechoslovak authorities rely on these
restrictions to prevent capital flight; but it
would seem that they tend rather to over¬
estimate the danger, at least unless the present
anti-inflationary policy is eased. And now
that official reserves have reached a comfort¬

able volume, it may be hoped that the two
countries will continue gradually to lift these
restrictions. Poland, for its part, sets no limit
to personal travel allowances and, what is

THE POSITION AT PRESENT

more, allows people to convert $2,000 per per¬
son per year for any other current transaction.

Foreign-Currency Accounts

Unlike a resident firm, a household may de¬
posit any foreign currency in its possession
in a bank account bearing interest at inter¬
national rates - a privilege that most OECD
countries granted their residents only at the
very last stage of removing exchange control.
This facility is partly a remnant of the old sys¬
tem, which offered it as an inducement to

households to keep their foreign currency in
the country. In 1991 deposits amounted to
$1 .5 billion in Hungary (half the sum of official
reserves) and to $5.7 billion in Poland at the
end of the year (90% of net reserves). Sums
of this magnitude, which can be taken out of
the country at any time and for any purpose,
may provide a useful discipline on macro-
economic policy. But they are also a perma¬
nent threat to the volumes of reserves in the

event of unforeseen difficulty. They could
well melt away if travel and other personal al¬

lowances were not still kept on so tight a rein
in the CSFR and in Hungary. In any event, it
would be imprudent to try to restrain people's
current freedom to operate foreign-currency
accounts since it would undermine public
confidence.

Direct Investment

Foreigners may now invest without prior
authorisation in any industry, except defence
and some other sectors considered sensitive -

banking, transport, telecommunications. The
right to repatriate capital and capital gains is
guaranteed. Outward direct investment, on
the other hand, is subject to express govern

ment permission in each case; but both the

CSFR and Hungary are now granting that
permission much more liberally. Both out¬
ward direct investment and portfolio invest¬
ment abroad are restricted by law. No formal
distinction is made between the two types of
investment, though the first, which is prompted
by long-term business strategies, is very dif¬
ferent in nature.

Portfolio Investment

Regulation of foreign investment in all three
countries is still piecemeal. The authorities

are wary of the inflationary and destabilising
effects that inflows of speculative capital at¬
tracted by high interest rates might have and

thus make no attempt to encourage foreign
investors to buy government securities. Re¬
strictions on the repatriation of income from

interest have still not been lifted, though they
can be circumvented by reinvesting that in¬
come in shares, yielding dividends that can

be repatriated. In Hungary, only a 20% share
in investment funds specialising in govern¬
ment debt services may be acquired by
foreigners.

Credits

All three countries still subject foreign trade
credits to prior authorisation of one kind or

another. In Hungary, since the recent establish¬

ment of an export credit guarantee agency,
trade credits are freely available to non-resi¬
dents. In Poland they must be authorised if
they exceed $1 million, and in the CSFR what¬
ever sum is involved (though authorisation is
easily obtained). On the other hand, financial

loans to or by non-residents, which are re¬
garded as more speculative, are usually for¬
bidden, or subject to prior authorisation, in all
three countries.
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In what order and at what pace should the
CSFR, Hungary and Poland proceed in lifting
exchange controls? At what point ought they
to implement their liberalisation? By looking
at past experience in the OECD countries,
some idea of the most likely approaches can

be gained.

What Order?

In lifting exchange controls, most OECD
countries began with the least volatile trans¬
actions, so as to soften the impact of freeing
capital movements. For instance, outward
direct investment was usually authorised
sooner than portfolio investment, and the

granting of trade credits to non-residents be¬
fore financial loans. Dealings in shares were
liberalised before those in interest-bearing
securities - and when these were liberalised,

the OECD countries began with long-term
bonds, thus keeping control over money-
market instruments for as long as possible.

Nonetheless, as financial-market instru¬

ments become more and more interchange¬
able and liquid in nature, these distinctions
are tending to lose some of their point.

What Pace?

There is no single pattern in the pace of liberali¬
sation. The OECD Code of Liberalisation of

Capital Movements does not, moreover, re¬
quire restrictions to be lifted immediately and
unconditionally.

Germany made its currency convertible for
both capital movements and current transact¬

ions after World War II. The United Kingdom,
Australia and New Zealand opted for a big

THE ORDER AND PACE

OF LIBERALISATION:

THE EXPERIENCE

OF THE OECD COUNTRIES

bang in the late 1970s and early '80s. But in
most of the other countries a gradualist ap¬
proach prevailed until the mid-'80s. Japan,
for instance, after its accession to the OECD

Code in 1964, took 16 years to liberalise capi¬
tal movements, little by little. Austria tested
out the market over a long period in the '80s,
granting any permits requested without diffi¬
culty before officially lifting controls. Liberali¬
sation of exchange controls in Denmark,
begun in the early '70s, was spread over
more than 1 5 years.

Thereafter, the time taken in what is com¬

monly called the gradualist approach short¬
ened. Norway, Finland and Sweden took less
than five years to lift controls. Spain and Ireland,
which had very strict rules until 1 990, liberalised

in under two years. Turkey liberalised to
near-full convertibility at a stroke in 1989.

Indeed, financial innovations are leaving
governments less and less room for a gradual
approach. Opportunities for foreign invest¬
ment are now so widespread that it is hard to
resist speeding up once a certain 'critical
mass' of liberalisation has been accorded to

domestic savers. And governments can no
longer justify maintaining controls on capital
outflows by arguing that their partners impose
similar restrictions, since most countries

have done away with them, and there are

therefore no longer impediments to offsetting
capital inflows.

Timing and Credibility
Choosing the right time to lift controls is a
further problem. There is the danger that de¬
regulating at the highest point of the business
cycle may bring excessive risks for national
financial institutions and an excessive debt

burden for households. Liberalising capital
movements can also be used on occasion as

an instrument of monetary policy. The Finnish
authorities, for instance, lifted restrictions on

inward flows as far as possible when they
thought that interest rates were too high, and
on outward flows when rates were too low.

But experience showed that this strategy led,
in fact, to an acceleration of the liberalisation

process.

Deregulation in any event hinges on the
credibility of economic policy. Swift liberali¬
sation can enhance that credibility, and
excess caution may make it look as though the
authorities themselves lack conviction. In the

light of experience, many countries found
that doing away with exchange controls did
not in the end give rise to the capital flight
they had feared.

But liberalisation on its own is no substitute

for sound macro-economic policy. If a gov¬
ernment is forced to go back on its decision
because its stabilisation policy fails to work,
later attempts at liberalisation can hardly be
convincing. And the governments of some of
the emerging central and eastern European
democracies still have to strengthen the credi¬
bility of their policies.

If controls are

imposed too tightly,
big companies,
which are used to

dealing with
bureacracies, will
have an unfair

advantage over
smaller ones.
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The Budapest stock exchange : foreigners can now invest in any industry, except those considered to be 'sensitive '.

there seems to be a tendency to overvalue
imports and undervalue exports, which

may reflect disguised capital outflows.

Indeed, firms can easily get around ex¬
change controls by disguising unauthorised
financial transfers as normal business

transactions. Trade accounts for up to
one quarter of the GDP of these countries.

If traders simply make payments for exports
two months late and payment for imports
one month early, capital flight equivalent
to 6% of GDP is generated - which is more
or less the amount of foreign currency re¬
serves in 1 990. Even if this loophole were to

be closed, capital could find other escape
routes. A firm can arrange for a non-resi¬
dent trading partner to bill imports above
and exports below their real value, or spirit

money out through phantom joint-ventures.
Furthermore, controls in these countries

are by no means always implemented, be¬
cause computerisation and civil-service

staff numbers are inadequate. The com¬
mercial banks, whether through inexperi¬
ence or deliberately, do not fulfil all their
obligations. Information from customs is

not always cross-checked with banks.
And it will be even harder to impose con¬
trols effectively as markets become more

sophisticated, especially when, as will
sooner or later be the case, firms will be

able to cover their exchange-rate risks on
forward exchange markets.

Of course, legislation could be made
tougher and applied more rigorously. But
at what price, in terms of perverse effects

and costs? The danger is that rent-seeking
would be further encouraged, loopholes

sought and found, and legal obligations in
general flouted. Big companies, accust¬
omed to dealing with government depart¬
ments, would have an unfair advantage
over smaller enterprises. And to the time

and effort people would spend getting
around the controls, one would have to

add the cost to national budgets of em¬
ploying the number of civil servants required
to enforce compliance - a substantial drain
on already scarce resources.

Another option would be, purely and sim¬
ply, to liberalise transactions since con¬

trols could not be tightly enforced in any
event. After all, such legalisation would
not have a major impact on the economy,
and it is better to have no controls at all

than ineffective ones which only com¬
promise the government's credibility -
although a strict ban may, of course, have
a dissuasive effect.

The authorities have to steer a middle

course between the two extremes of mak¬

ing controls much more stringent or aban¬
doning them altogether. Once the economic
climate in general is more settled, public
opinion may perhaps be ready to accept
backpedalling on some points in exchange
for more liberty on others - especially if it
is appreciated that the ultimate aim is the

complete removal of exchange controls.
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The Private Sector
and Local Authorities

Sandra Wilson

In stimulating the growth
of the private sector

in the countries of central

and eastern Europe, local
authorities will have

to integrate two new tasks
into their planning

and decision-making
procedures: assisting

the private sector
to develop representative
organisations, and giving

it an active role

in programmes aimed
at creating enterprises

and jobs. In essence, local
government should aim

to establish a supportive
environment for business,

thereby overcoming
the image of government

as a direct provider
and economic administrator.

After the revolutions in the CSFR,

Hungary and Poland that introduced
parliamentary democracy, the new

governments wasted no time in creating
institutional arrangements to extend
democracy locally. By 1991 they had
passed laws on local self-government and
held local elections. In each of these coun¬

tries, therefore, municipalities have re¬

sources and power and are, to some degree,
independent from central and regional
governments.

One of the most pressing problems local
governments face during the economic
transition is the growing number of jobless.
Unemployment is at a record high - be¬
tween 8 and 1 2% - and projections indicate
that it will continue to rise. OECD experience

suggests that local authorities can be
effective in fighting unemployment and

Sandra Wilson is an economist with the Programme
for Local Initiatives for Employment Creation (ILE) in
the OECD Directorate for Social Affairs, Manpower
and Education; the ILE undertakes technical assistance

projects in the CSFR, Hungary and Poland in co-operation
with the OECD's Centre for European Economies in
Transition.

Privatisation - here,

the registering of coupons
in Czechoslovakia - opens

up new prospects for local government.

creating jobs.1 The role of local authorities
in central and eastern Europe will, of course,
be as different from that of OECD local

governments as are the economic circum¬
stances, particularly since some values
may be incompatible with Western-style
capitalism.

Progress
in Privatisation

Two developments are the prime factors
in the labour-market restructuring. The
first is the privatisation of large state-owned
enterprises. The second is the creation of
new enterprises. Privatisation has contri¬
buted positively to the growing private sector,
but so far only to a small degree and at an
enormous cost in jobs. Obsolete industries
have been shut down entirely, and other
firms have attempted to become viable by

reducing their workforce by, on average,

1. Jean-Pierre Pellegrin, 'Local Initiatives for Enter¬
prise', The OECD Observer, No. 1 58, June/July 1 989.
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50%. The resulting growth in unemployment
has increased resistance to the privatisa¬
tion process.

In part for these reasons, initial plans for
rapid privatisation of state holdings have
been delayed or modified. In Hungary, the
first formerly communist state to introduce
market reforms, it is now estimated that

not more than half of the economy will be
privatised by 1994. Poland has sold 15%
of industry and is finding it difficult to meet
its target of selling a third by 1993. The
CSFR began selling smaller enterprises
last year and began privatising larger ones
only in May 1992.

In 1 990 and 1 991 , as part of the laws on
local self-government, municipal property
was made separate and distinct from state-

owned property. Thus local authorities

across the CSFR, Hungary and Poland
now have property rights to the enter¬
prises dealing with municipal services (in,
for instance, street cleaning, waste collec¬
tion, water supply), to some of the com¬
mercial enterprises in their locality, and
to the housing stock. So, although most
of the privatisation is being undertaken
nationally, municipal governments are also
privatising their holdings.

Municipal privatisation, though more
successful than the centrally run privati¬
sation programmes, has also met some

resistance because of the prospect of
higher unemployment. Individual restitu¬
tion claims, too, have retarded the privati¬
sation of some enterprises and much of
the housing stock, both of which had been
seized by the Communists (the CSFR,
Hungary and Poland have all passed laws
allowing the restitution of property to its
former owners). Until these claims are

settled, municipalities cannot privatise the
firms or residences affected. In the CSFR,
the restitution law gave former owners six
months (as of February 1991) to lodge
their claims, and 13,000 of them are now

being processed. In Poland, no deadline
was set and restitution claims are still

being made.
In the meantime, local authorities are

developing 'contracting out' procedures.
In Poland, several authorities are transform¬

ing the departments charged with deliver¬
ing municipal services (refuse collection is
one example) into community enterprises.2
In Hungary, one of the main goals of many

local authorities' social welfare programmes
is to prevent or reduce inappropriate in¬
stitutional health care by providing com¬
munity or home-based care. Typically, the
local authority contracts out the provision
of the service to an individual (or enter¬
prise), who is subject to the local author¬
ity's supervision and monitoring.

Supporting
the Private Sector

Aside from privatising their operations,
local authorities can also play an influen¬
tial role in the move to a market-driven

economy by providing assistance to new
entrepreneurs. Practice in the OECD

suggests that this can best be done by
encouraging private-sector organisations
that offer business-support services, and
by promoting and protecting the interests

of new small firms. Creating and/or sup¬
porting a partnership organisation which
brings together representatives of both
the public and private sector is perhaps
one of the more important roles that local

government can play. It is generally agreed,
nonetheless, in many OECD countries that
the public sector is often not well equipped
to undertake enterprise- and job-creation
programmes directly, and that therefore
these are better left to private-sector
organisations, which are more responsive
to the requirements of individual firms and

entrepreneurs.

Indeed, the national governments in
central and eastern Europe are currently
directing most of their support for small and
medium-sized enterprises (SMEs) through

2. François Laçasse and Alison McGlynn, 'A Market for
Government Services?', The OECD Observer, No. 176,
June/July 1992.
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national ministries, which are expected to

provide seed capital, advisory services
and training. Evidence suggests that this
approach is having a limited impact on the
business community, which perceives the
national government as distant and some¬
times misguided. Local governments, by
contrast, can assist the creation and

development of private organisations to
act as advocates for SMEs, to offer train¬

ing and to assist with financing.

Promoting SMEs

The OECD, in partnership with the ÔSB, an
Austrian local development organisation,
has offered technical assistance to a region

in the CSFR which is facing high unemploy¬
ment from the impending closure of a

large military complex. A study was under¬
taken which included an economic survey

of the region, the potential impact of the
plant closure and the possibility of establish¬
ing an enterprise-creation programme for
the unemployed. It also involved interview¬
ing local-government officials, plant man¬
agers and workers.

It was found that many of the workers
did not believe that unemployment would
ever hit them, and had made no attempt to

find or create a job in the private sector. The
local authorities, moreover, not yet familiar

with self-government, were unprepared to
deal with employment- and enterprise-
creation programmes, having up to then
received orders from the central govern¬

ment. This discovery drew attention to the

psychological and social barriers, as well
as the administrative ones, to developing

the private sector in the community.
In the OECD countries, chambers of

commerce and industry and small busi¬
ness associations are active in promoting
the business sector in general and small

enterprises in particular. Such organisa¬
tions are also required in central and east¬

ern Europe to provide the growing number
of unemployed with alternative views on
employment possibilités and to assist the
local authorities in their decision-making

by providing a 'representative' voice on
enterprise.

enterprise-creation programmes is training.
The most successful training programmes
in the OECD area involve active participa¬

tion by the private sector: enterprises
themselves are the best judges of which
skills are in demand and which skills are

required to run a business.3 Likewise in
central and eastern Europe, it is crucial

that the local authorities involve existing

new enterprises in publicly financed train¬
ing programmes, since the direction and
speed of the economic transition now under
way is extremely difficult to analyse.

Unfortunately, educational materials
from western Europe and North America
are of limited use to the new entrepreneurs.
Western materials often do not address

the financial and managerial problems
that arise in a developing market economy.

To respond to this lack of educational
material, universities in the CSFR, Hungary

and Poland are attempting to formalise
the experience of entrepreneurs in their

countries through case studies.

Seed Capital

The most common complaint of small and
medium-sized business in the OECD area is

lack of finance. In response, local authorities

have developed complex relations with
financial institutions, involving guarantee

schemes and matching loans. Local author¬
ities have also been active in the creation

of regional capital markets. Unsurprisingly,
SMEs in central and eastern Europe also

complain of a lack of finance. Most of the
new businesses have been started with

the entrepreneur's personal resources,
with any further expansion or modernisation
being financed from reinvested profits.
This reliance on self-financing is, in large
part, because of the limited financial ser-

Even long-established enterprises will require advice and assistance to cope with the brave new world
of competition.

Training

An important component of job- and

3. Sergio Arzeni, 'Encouraging the Entrepreneur', The
OECD Observer, No. 174, February/March 1992.
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Local authorities often regard with suspicion organisations that represent small businesses, preferring to deal
with them directly.

vices available in these countries in general,
although SMEs are probably affected dis¬
proportionately.

It may not be possible for local author¬
ities in central and eastern Europe to imitate

the sort of direct financial encouragement
that local authorities in the OECD have

undertaken. The restructuring of the bank¬
ing systems in the CSFR, Hungary and
Poland is going slowly and, given the
immense task ahead and the lack of train¬

ing and experience of bank employees, it
will take some time before an efficient and

effective banking system on western lines
is in place.4 But even if the banking system
did function efficiently, many of the local
authorities are facing budget deficits and
would not themselves be able to raise the

funds with which to give new entrepreneurs
access to seed capital.

This does not mean local authorities will

be forced into inaction. Donor programmes
to provide seed capital for new entre-

4. Hans Blommestein, 'Sound Banking for a Strong
Market', The OECD Observer, No. 177, August/Sept¬
ember 1992.

preneurs and small business are being
proposed by several international organi¬
sations, such as the European Commission's
PHARE Programme and the Polish American

Enterprise Fund, and they are looking to
local or regional banks for assistance in
the screening of loan applications. More
often than not, the problem is neither a

lack of seed capital nor a lack of appli¬

cants, but a lack of trained personnel to
vet the applications. Pre-screening by
local private organisations is being offered
by many communities to assist people

seeking loans to improve their applica¬
tions, and banks to process the applica¬
tions more efficiently.

Many private-sector organisations which
represent and assist small business have

been created in the CSFR, Hungary and
Poland. Yet local government often regards
them with suspicion and refuses to support
or recognise them, preferring instead to

design and provide parallel small business
assistance without, it would appear, any

input from the private sector. Such attitudes
seem to stem from a reluctance to devolve

any of their recently acquired decision¬
making power, for fear they will be less able
to govern. Unfortunately, many private-
sector organisations exacerbate this situ¬
ation by being highly politicised, not accept¬

ing the role of the government and not
limiting their activities to small-business
services and advocacy. There are no stock

recipes to follow in managing the complex
dynamics of the economic transition. It is
certain that solutions cannot merely be
copied from western experience, but there

is obviously a call for public-private partner¬
ships similar to those in OECD countries

which should help improve the business

environment for new firms in the growing
private sector.

mu
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EDUCATION

Teaching in a Multicultural
Environment

Alan Wagner

The number of school-children from cultural and linguistic minorities is rising in OECD
countries, partly as a result of immigration. This development poses a challenge

to education systems, since schools must encourage and help each child, regardless
of origin, to cultivate skills, capabilities and attitudes and to develop knowledge

and understanding in such a way as to enable him or her to succeed in what is now
a multicultural society. Mere tinkering with conventional education methods

is no longer enough. 1

There was a time when certain OECD

member countries, with the best of

intentions, would automatically direct

immigrant children to special education
streams, thereby condemning them to an
education of lower quality. Other countries,
aiming conversely at assimilation to the
'dominant' culture, subjected children
from cultural or linguistic minorities to
constraining educational practices, such
as prohibiting use of the mother tongue at
school, even outside the classroom. More

recently, schools have tried to efface dis¬
crimination and prejudice by emphasising
'ethnicity', setting a value upon the cul¬
tural differences of these children. Yet

none'of these approaches has produced

Alan Wagner is an economist in the Centre for Educa¬
tional Research and Innovation and the Education and

Training Division of the OECD Directorate for Education,
Employment, Labour and Social Affairs.

the educational results that were hoped
for.

Then came the idea of treating cultural

and linguistic diversity no longer as a
problem but as a resource. An example of
this change of approach can be seen in
Australia, which has introduced new meas¬

ures to encourage certain 'priority' lan¬
guages insofar as they reflect broader
national interests, such as foreign rela¬
tions and international trade.

Diversity
of Interests

Although OECD countries are pursuing
innovation and taking many interesting
initiatives, there appears to be no agreed
basis on which to adapt and extend those
initiatives.

As far as policy-making is concerned,
the reason is probably that governments
have no single simple set of objectives on
language and culture, but rather several -
educational, economic, social, political.
School curricula have somehow to reflect

these aims while also addressing a more

fundamental question: is there any common
set of values to which every citizen can be

expected to subscribe? This is a complex
question, which ought to be probed more
deeply.2 But it is clear that the education
authorities and the schools are still finding
it hard to deliver an education that can

take into practical account, in the class¬
room, not only local and national interests
but also children's origins. In some coun-

1. A publication on this subject is in preparation.

2. Malcolm Skilbeck, Curriculum Reform - An Over¬
view of Trends, OECD Publications, Paris, 1990.
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tries, the policy being implemented does
explicitly set out how these questions are
to be broached (the National Curriculum in

England and Wales, for example). Else¬
where, as in France, it is felt that ethnic

questions are addressed through initiatives
intended to ensure that everyone gets fairly
treated.

Furthermore, the interest which OECD

countries are taking in the education of
children from ethnic and linguistic minorities
reflects the diversity of their experience
and their populations. Some are countries
of settlement (Canada, Australia, the United
States), others, like Sweden and Austria,

have long had minority populations. Then
there are new host countries (Italy, Spain);
other countries (France, the United King¬
dom) are having to meet the expectations
of new immigrant-born generations. Lastly,
countries like Germany have been in the
front line for a new immigrant influx from
central and eastern Europe.3 These recent
trends, though they are identified with dif¬
ferent countries, are actually observed, to
a certain extent, in all of them.

If one is to establish, despite this diver¬
sity, some common features in the educa

tion policies of OECD countries, they must
include the efforts to prepare all pupils,
regardless of their origins, for effective
citizenship, with all that this entails by way
of personal, social, cultural and economic

life. In particular, all pupils are taught to be
fluent in the dominant language, apparently
to the satisfaction of pupils and parents
alike. Of course, this approach by no means
rules out solid support for other languages
when there are social, cultural, economic

or educational reasons for providing it.

Participation,
the Best of Methods

Case studies in ten countries have pin¬
pointed pedagogical innovations that have
been introduced in schools educating
pupils from ethnic or linguistic minority
groups, especially 'recent' arrivals. From
these case studies a profile of the school

that achieves good results has emerged.
Although the different cultures and lan¬

guages must be recognised and used in
the school context, most of the case studies

show that head teachers know they must
avoid taking up rigid positions. For instance,

The support of parents is vital for the success of innovative programmes.

the Alianza school (in Watsonville, California)
is achieving educationally outstanding re¬
sults by emphasising both the dominant
language and the learning of Spanish by
English-speaking pupils. One difficulty
arose: the chosen method (streaming
pupils by ability and language of origin)
apparently discouraged relations between
groups, to some extent isolating the
pupils from one another. To overcome

this, some teachers introduced a 'Bilingual
Buddy' scheme in which a Spanish-
speaking pupil works on a project with an
English-speaker, and the school is now

tending not to segregate pupils by lan¬
guage as much as it used to.

To be effective, whatever the pedago¬
gical method selected, school ap¬
proaches require wholehearted backing
from the children's parents. This support
can take a variety of forms, to include di¬
rect participation of parents in the teach¬
ing and the democratic election of school

governors. Successful parent participation
in schools' decision-making bodies re¬
quires not only time and resources, but also
the involvement of teachers.

One example of successful participation
is McKillop Secondary School for Girls, in
Sydney, Australia. In this school, 86% of
the pupils speak some language other than
English. That their parents have taken an
active role in following and supporting their
children's education can be ascribed to

the fact that is because school represent¬
atives visited parents in their homes to in¬
form them about developments. Contact
with teachers or staff who can communi¬

cate in a family's language of origin is an
important factor in participation. Another
example: Lilleborg Primary School in
Norway, for example, has teachers who
are fluent in the minority languages spoken
in the commune and who translate virtu¬

ally all the letters and messages sent out
to families, as well as holding regular weekly
meetings with the parents concerned.

School results also depend on the teach¬

ing methods used. Teachers have a very
wide range of methods at their disposal,
from straightforward instruction to an inter¬

active pedagogical style which, by empha-

3. Trends in International Migration, SOPEMI,
OECD Publications, Paris, 1992; Jean-Pierre Garson,
'International Migration: Facts, Figures, Policies', The
OECD Observer, No. 176, June/July 1992.
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sising active learning, opens the children
up to their environment. In an attempt to
curb racial violence, Greenhead Grammar

School, in the north of England, decided
that it would introduce mixed-ability classes

instead of streaming based on aptitude.
Teachers have departed from established
practice and now work with groups mixing
children of different origins, thereby suc¬
cessfully removing the barriers which
used to separate white and non-white
pupils. They have avoided the pitfall of a
traditional multicultural pedagogical ap¬
proach, tainted by exoticism (the 'we are
taking an interest in them' attitude), and
instead have adopted a reciprocal or inter-
cultural learning method through critical,
collective discussion of everyone's attitudes.

The school's 'Storybox' project has chil¬
dren playing roles, enabling even those
whose knowledge of English is weak to
participate, as well as those, like Muslim
girls, for whom participation might other¬
wise have been limited because of their

cultural mores.

Room

to Manoeuvre

Cultural and ethnic pluralism requires

education authorities to be ready to make
innovations, both in teaching practice and

in programme content. Innovations can be
introduced on an individual basis, as when

a teacher arranges exchange visits with

foreign pupils; but broader support is
required if they are to endure. More am¬
bitious innovations in multicultural settings,

involving the school's organisation or pro¬
grammes, have to be very carefully pre¬
pared and applied. The money to pay for
them has to be found, sometimes from

outside - for instance, from local com¬

munities. Interestingly, an innovation that
makes too marked a break from the school's

customary approach appears to have little
chance of succeeding: it has to be based
on the school's own expertise and
methods.

If there is a lesson to be drawn from

these case studies, it is that the more in¬

novative pedagogical methods cannot be
effective unless central authorities (minis¬

tries) and regional academic authorities
can be fairly flexible in letting schools take
initiatives. In Austria, where educational

Case studies have revealed that innovation can succeed only where the education authorities allow schools
to be flexible.

criteria are quite narrowly defined, one
project set up by secondary teachers in a
disadvantaged Vienna neighbourhood suc¬
ceeded in involving pupils (mostly of Turkish
or Yugoslav origin) very actively, getting
them to converse and write in excellent

German. Their results in subsequent years

were especially impressive - many of them
continuing in education or training - when
considered against Austria's highly select¬
ive secondary education system.

What is required, then, is a policy of

being open to change and welcoming it,
while at the same time allowing schools to
take initiatives. Easier said than done, since

education in a culturally and linguistically
mixed environment has to take new forms,

departing from established practice and
requiring support and readiness to adapt
from all concerned -teachers, administra¬

tive staff and education authorities, pupils

and parents.

There is certainly no single recipe for
successfully educating children in classes
with a high proportion of pupils of widely
different origins. The feature common to
the schools which achieve the best results

is their policy of encouraging active pupil
participation, giving pupils - and parents,
too - a sense of responsibility, enabling

them to build up confidence in themselves
and in their identity. In such settings the
debate on whether children should be

taught to read and write in all subject areas,
or on core skills as opposed to widening

programmes, is beside the point to some
extent: the paramount condition is for an

education which suits the individual child,

clearly requiring the child to make an effort
to learn, backed up by his or her parents

and the local community.

The main problem in implementing such
a pedagogical approach is how to adopt
and support new forms of education in
every school and classroom. Another key
point is that new skills can be developed
only if current teacher-training programmes
are reformed, and national authorities

stand ready to provide sustained financial
and policy backing.
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Policy Issues in
Christian Huillet

and

Richard Long

The rural areas of OECD

countries - far too often

overlooked by investors,
undermined by a drift from
the land that is constantly

exacerbated by productivity
gains in the agricultural

sector, suffering from
pollution and standards

of living lower than those
in urban centres - have

frequently been left behind by
progress. Rural areas have

much potential, despite these
threats, and much to offer

society as a whole.

What should be done to ensure

that rural areas are developed
properly? The OECD has made

rural development one of its major policy
objectives. The OECD Council, in a com¬
muniqué issued in 1991 , stated that 'Minis¬

ters are concerned by lagging economic
development in many rural areas. They
recognise significant public interest in the
environmental, social, recreational and

cultural values of these areas. They consider
that dynamic rural development policies
can help to smooth structural adjustment
there'.

What remains to be determined is how

living conditions in these areas can be

improved, and their economic potential
strengthened, without destroying the rural
heritage ordisabling the market mechanisms
that provide the impetus for structural
change.

Research has led the OECD to identify
three types of rural areas, each with its
own specific assets and problems: 'remote'
areas, 'intermediate' areas and 'economi¬

cally integrated' areas. This classification
is based on a combination of demographic,
geographical and economic criteria, since

the development potential of rural areas
depends heavily on the existence of trans¬
port and communication links to major urban
centres. Mountainous areas or islands lo

cated only a few kilometres from a major

city, for example, may still remain highly
inaccessible and hence 'remote'. Formulat¬

ing national policies that can accommodate

this diversity is one of the major difficulties
that governments have to resolve.

Remote

Areas

What is meant by the term 'remote area'

in the sense in which it is used by the
OECD? A remote area is sparsely populated
and is usually located in or near to a
mountainous region, an island belt or re¬

gions subjected to extreme climatic con¬
ditions, such as northern Scandinavia.
Sometimes located in deserts or wilder¬

ness, a remote area can also be referred

to as 'peripheral', a 'rural frontier zone' or

'the outback'. In Greece, for example,
10% of the country's population live in
mountainous areas and a further 12% are

spread across 237 islands, most of which

can only be reached by ferry once a week.
In terms of economic growth, these re¬

gions, with scattered populations and
harsh geographical relief, have all the
odds stacked against them: limited or in-

Richard Long and Christian Huillet are Head and Deputy
Head respectively of the OECD Rural Development
Programme.

adequate means of transport and extremely

high per capita costs of providing infra¬
structure and public services. They are
always the last to be equipped with a modern

telephone system. The cost of providing

schools and teachers is painfully high for
the community, and there are few cultural

facilities. Above all, there are not enough
jobs. Agriculture, fishing, mining and
forestry are the most common activities in
remote areas.

Moreover, the most remote and most

sparsely populated areas are also those with

the narrowest economic base. Opportunities
for women and young people are particu¬
larly scarce, and average incomes are
generally lower than elsewhere. Prospects
for development are further hampered by
an aging population that is steadily declin¬
ing in numbers as a result of the remote¬
ness and precarious economies of these
areas.

Remote areas nonetheless frequently
offer the most unspoiled and exceptional
milieux: hillside terraces, forests, nature

reserves, and the territories of aboriginal
peoples. They are too remote from major
urban centres to be on the tourist circuit

and would, indeed, be unable to withstand

the impact of intensive development as
tourist attractions. This is a lesson that the

Swiss, as guardians of some of the most
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attractive Alpine valleys, have long under¬
stood, noting that tourism constitutes a
key element in the development of mount¬
ainous areas but that any increase of tourism
activities has an adverse effect on the natural

environment.

Intermediate

Areas

'Intermediate' areas are those that have

been partly developed. Examples include
certain areas in the American Midwest, the

'bocages' in Normandy and the Belgian
countryside. Around half of the rural in¬
habitants of OECD member countries live

in such areas. The problem they must face

is how to progress from an economy based
solely on agriculture to a heterogenous
economy that offers jobs in new sectors to
make up for the inevitable decline in primary-
sector employment. At present, only
about 25% of all rural workers in the OECD

area are employed on the land - and this
figure looks certain to decline in the future.

Modernisation of the agricultural sector

will raise productivity, which in turn will
exert pressure on employment and popu¬
lation. The areas most susceptible to

change are those where conditions are
least favourable to farming and where

farmers are unable to survive solely on
their earnings from farming.

Areas in which small farms predominate

are the first to be affected by rural de¬
population. But even in those with the
healthiest agricultural economies, there is
diversification. It has naturally grown more
in areas near small towns and which have

acquired the requisite infrastructure. In
view of their location, as well as the fact

that land prices are cheaper than they
would be in or around a city, these areas
can offer firms low-cost sites in pleasant

surroundings for plants and facilities. Yet
even though it can help to stabilise rural
populations, diversifying the economic
base of rural areas can pose problems in

the long term if too much reliance is
placed on one type of industry. Examples
of this danger may be seen in France, with
the steel industry in Lorraine and the textile

industry in the Vosges.
In attempting to find jobs that comple¬

ment the agricultural sector, it is important
not to lose sight of existing resources in

the primary sector itself. Numerous local
initiatives have been taken in member

countries to diversify the activities to be
found on farms. From guest rooms to the
making of foie gras and home-made pre¬
serves, there are many ways in which
farmers can increase their income, par¬

ticularly those working small farms where
family labour is under-employed. These
areas therefore have far more development

potential than the so-called 'vulnerable'
areas.

Economically
Integrated Areas

The outward signs of an integrated zone
are a growing population, incomes above
average for a rural (sometimes even an
urban) area, often a prosperous agri¬
cultural sector, and in many cases proxim¬
ity to a major city. The Paris basin offers an
example; so, too, even more typically, do the
rural areas on the periphery of Japanese

megacities.
Nonetheless, proximity to a major urban

centre is no longer a prerequisite for eco¬
nomic development. New telecommuni¬
cations technologies now allow businesses
of all sizes to transfer information easily

from one location to another, irrespective
of distance. When personal contact is re¬
quired, new or updated transportation

systems or routes can make the centre
more accessible. As the recent development
of rural areas in the United States has

shown, economic integration is a blessing
that, if adequate transportation systems
are available, can even benefit areas

initially perceived as 'remote'. At Green
Valley, in Arizona, the benefits came in the
form of a mass arrival of pensioners in the

area. Regional authorities and decision¬
makers capitalised on their arrival by pro¬
viding the infrastructure and services to
make their retirement both tranquil and

cheap.
Sometimes a price has to be paid for

economic integration. Although most 'in¬
tegrated' areas are not destined to turn
into cities or suburbs, since they are far

enough away from a major urban centre to
be able to remain independent, large
numbers risk losing their identity entirely
as more and more factories and shopping

centres are built along the roads linking
them to urban centres. In such cases, rural

areas may become dumping grounds for
the plants and services that damage the
environment of the cities.

A Many-sided
Challenge

The diversity and complex requirements
of rural areas make their development a

major challenge, and for many years both
national and local decision-makers have

attempted to meet it. But until now, attempts
to evaluate the effectiveness of the strate¬

gies employed have been rare. It is there¬
fore difficult to know how successful they
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What does the term 'rural' mean today? Using a
series of highly diverse indicators - population
flows, demographic ratios, rates of growth
and unemployment, the share of national

output and employment accounted for by
individual regions - experts in the OECD
Group on Rural Indicators have devised an

original classification system which allows
them to describe the situation and perspectives
of rural areas in member countries. They
have also established for purposes of analysis
a geographical scheme that covers the entire

territory of member countries. With this grid,
comparable sub-national data, notably on
rural areas, can be provided for OECD coun¬
tries for the first time.

Table

DISTRIBUTION OF POPULATION

BY TYPE OF REGION

IN OECD COUNTRIES

predo¬
minantly

rural'

inter¬

mediate

agglomer¬
ated'

natiimal total -. 100

Australia 30 15 55

Austria 41 37 22

Belgium 3 15 82

Canada 34 27 39

Denmark 39 38 23

Finland 52 47 1

France 35 36 29

Germany 10 28 62

Greece 47 18 35

Iceland 35 8 57

Ireland 62 0 38

Italy 6 56 38

Japan

Luxembourg 0 100 0

Netherlands 0 15 85

Norway 51 38 11

New Zealand

Portugal 35 21 44

Spain 14 43 43

Sweden 49 32 19

Switzerland 14 25 61

Turkey

United Kingdom 10 27 63

United States 36 34 30

EC 16 34 50

" not available

1. 'Predominantly rura
population is rural;

'agglomerated': less tf
Source : OECD

I': more

'intermec

an 15%.

than 50% of the

late': 15-50%;

QUANTIFYING

THE COUNTRYSIDE

Philippe Muheim

A community is considered to be rural if it
has fewer than 150 inhabitants per square
kilometre. Using this definition, an area in
which more than 50% of the population lives
in rural communities is called 'predominantly
rural'. In contrast, if less than 15% of the

population lives in rural communities, an area

is said to be 'agglomerated'. Areas with a
rural population of between 15 and 50% are
considered to be 'intermediate'.1

The Figure shows that in most OECD member
countries over 25% of the population live in

rural areas - a total of 250 million people.
Rural communities account for over 75% of

national territories. Even in such densely
populated countries as the Netherlands or

Belgium, rural communities account for over

a third of all land use and hence are very
important. In spite of what intuition might
suggest, average national density of popula¬
tion is a poor indicator of the size of the rural

population. The national population density
of Australia, Canada and New Zealand is

extremely low, but a large proportion of the
population of both these countries is concen¬
trated in urban areas.

What is the current distribution of popula¬
tion within the OECD area? As the Table shows,

the distribution of population among predo¬
minantly rural, intermediate and agglomerated
areas varies substantially from one country

to another. Some countries, such as Greece
and Ireland, exhibit a dual structure, with a

large proportion of their population scattered
across predominantly rural areas and the
remainder concentrated in agglomerated
areas. Scandinavian countries, such as

Norway or Sweden, exhibit a similar pattern
in remote areas, but have agglomerated areas
which, despite being prosperous, are pro¬
portionately less densely populated. Finland
in particular exemplifies this trend. In Germany,
Great Britain and Switzerland, the population
is divided more evenly between the three
types of area, with agglomerated areas
containing the highest number of inhabitants.

These differences in the relative size of the

three types of regions will, of course, be
reflected in the national approaches to rural
policy. In the future, indicators for which data
are now being collected will allow experts to
refine the description of the various condi¬
tions and trends in the rural areas of the

OECD countries. They also will be helpful in
evaluating various development strategies.

1. This empirically based typology corresponds
generally to the conceptual one used in the body of
the article; here it covers the entire territory (including
cities), which explains the difference in nomenclature.

Philippe Muheim works on rural indicators as part of
the OECD Rural Development Programme.

Figure

RURAL POPULATION AND AREA IN OECD COUNTRIES1

relative shares of rural communities in national totals
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are, particularly in view of the fact that
measures of this kind have a complex mix
of economic goals and social objectives
that are less readily quantifiable. In the
light of past experience, nonetheless, three
conclusions can be drawn.

First, the role played by central govern¬
ment is fundamental: it is there that macro-

economic policy is made and other major
policy goals are set. If, for example, central
government fails to recognise the import¬
ance of developing new information tech¬
nologies, rural areas will remain a backwater.
It is therefore up to the central authorities
to remove the technical, behavioural, in¬
stitutional and cost barriers to communi¬

cation and the flow of information. The

development of new cable and telecom¬

munications systems now make it easier
for governments to persuade business
managers to set up branch offices in rural
areas.

The second rule of development is that
policies must be tailored to specific types
of area. It would be extremely expensive
and ill-advised to supply aid indiscriminately
to 'remote' areas, which are the hardest to

develop, with the aim of making all com¬
munities with over 150 inhabitants

prosperous. The importance of ensuring
cost-effectiveness dictates that realistic

objectives must be set. It is better to develop
distance-learning or telecommunications

RURAL DEVELOPMENT

facilities than to build schools whose class¬

rooms will remain empty. As a general
rule, it makes more sense to focus on exploit¬

ing existing resources. One example of
this is 'agro-tourism'. Yet, in view of the
particularly sensitive ecologies of some
remote areas, the government may choose

to introduce compulsory purchase schemes
in order to set aside land for conservation.

The situation in intermediate areas is

entirely different, since the aim in such
areas is to enhance competitiveness and

encourage economic diversification by
building on their natural assets. The task
of the authorities in such areas is to help

create conditions that encourage firms to
invest, to relocate or to expand their activities
there.

In integrated areas, on the other hand, it
is more often the environment and cultural

heritage which must be made the central

priority of government. Warning signs can
be seen in the steadily increasing number
of refuse disposal sites, transport hubs,
and so on. Important local assets, in terms
of amenities and cultural heritage, must

be identified as quickly as possible so that
they can be protected. In June 1991, for
instance, the British government announced
that planning controls over agricultural
and forestry buildings would be extended
to all parts of England and Wales with the
aim of improving the environment while
ensuring that the rural economy can con¬
tinue to prosper.

D

To be effective rural development policies

must, above all, be actively supported by
many actors, national and local, and in
both the public and the private sectors.
Only central government can provide the
resources that the scale and difficulty of

implementing these policies demand. One
of the first priorities for governments is to
ensure effective co-ordination between

ministries in spheres such as regional policy,

agriculture, industry, the environment and
finance. If necessary, specialised units
may be created to take charge of the rural-
development portfolio. The task is formid¬
able. But the well-being of rural people and
of society at large requires that it be tackled
immediately.
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Spotlight on
Germany

Berlin, by Brigitte and Martin Matschinsky-Denninghoff

Paul O'Brien

and

Niels Westerlund

The political integration of the two
Germanys is now complete, and
economic integration is in some

ways far advanced - the western range of
consumer goods is broadly available every¬
where, and many eastern Germans travel
to work in the West. Yet the gap in product¬
ivity and living standards remains large.1

To a considerable extent this gap shows
up in the eastern-German labour market,

with high volumes of unemployment. Labour-
market policy and developments will there¬

fore be crucial in determining how integra¬
tion and the hoped-for convergence pro¬
ceed.2 After unification, the all-German

labour supply is some 39 million people,
around 9 million of whom are in eastern

Germany. Although unemployment was
officially unknown in the former GDR,

1 . OECD Economic Surveys: Germany, OECD Pub¬
lications, Paris, 1992.

2. Flows of labour and capital between the two parts
of Germany will eventually result in wages and profit¬
ability moving closer together; this would not be 'full
convergence', in the sense of complete equality, but
would mean regional diversity similar to that which
already exists in western Germany.

Paul S. O'Brien and Niels Westerlund specialise in the
economies of Germany and Austria in the Country
Studies and Economic Prospects Branch of the OECD
Economics Department.
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open unemployment there is now well over a
million, and hidden unemployment (in em¬

ployment-creation and -preservation
schemes, in still-subsidised and loss-making

enterprises as well as in the public sector)
may well amount to a further 2 million. This
figure compares with a little under 2 million
unemployed in the western part of the
country.

Wages in eastern Germany are around
50% below those in the West, but output

per head is probably no more than 30% of
the amount in western Germany. Financial
flows from West to East support around
one half of total expenditure in the east.3
Not all of this is subsidisation - flows of

investment capital, both private and public,
are substantial.

INDICATORS

GNP CONSUMER PRICES 1

change from previous year

1111111111 iI1iI11 1 II
1 111I 1111 1 111if11 1 II
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-

84 85 86 87 88 89 90 91 92 93 84 85 86 87 88 89 90 91 92 93

UNEMPLOYMENT? CURRENT BALANCE

% of labour force % of GNP

1 Private consumption deflators.
2 National definitions.

I
OECD average

There are many approaches from which
the unprecendented experience of integrat¬
ing two very different economies and
societies can be analysed. The OECD's
starting point was to consider how purely
market-driven processes might work. The
basic initial imbalance is between the

labour supply and the capital stock in the
new Lander. The changed structure of in¬
centives, the loss of traditional markets

and the physically run-down state of much
of the capital stock itself, meant that most
of eastern German industry after unification
was viable only at very low wage rates -
much lower than in western Germany and

almost certainly lower than the population
of eastern Germany had been led to be¬
lieve - and some was perhaps not viable

at any wage.
One advantage was a relatively high

standard of education and training in the
eastern labour force. Market mechanisms

would, if left alone, have generated flows
of labour to the West in search of higher

wages and flows of capital to the East to
take advantage of low wages. While such
flows were developing, wages in western
Germany would grow less fast or perhaps
decline (although the pressure from demand
induced by unification might well more
than offset such supply-side influences).
Profitability in the West would increase,
but would be much higher - on new invest¬
ment - in the East, as long as wages were

low enough to offset any disadvantages
due to weaknesses in the infrastructure.

A Double

Modification

Even with fairly flexible labour markets,
reliance on the simple process outlined
above would involve considerable hard¬

ship in eastern Germany, relative to the
West. Initial output and employment losses

could be expected to be very high and,
despite low wages, it would take time for
new investment to reduce unemployment.

Wages would thus have to stay very low
for some time, and pressure for migration

to western Germany from the new Lander
might be very strong. Policy-makers there¬
fore decided to modify market forces in
two basic ways: to support aggregate
income in eastern Germany well above the

amount that the economy could have gener¬
ated in a market environment, and actively
to subsidise investment in the eastern

Lander.

Although the desire to minimise migration
flows and win support for unification and
the conversion to a market economy in the

East carried the most weight in policy de¬
cisions, economic arguments can also be
used to justify income-support: since output
can be expected to rise rapidly in eastern
Germany, it makes sense to consume some
of the extra output in advance - borrowing
from the future. The central question is

one of how much support to give and the

best way to deliver it, not whether to give
it.

The arguments used to defend the sub¬
sidising of investment are basically two in
number: that infrastructure deficiencies in

the new Lander have to be compensated

for, and that reliance on low wages to attract

investment will produce a low-technology,
low-wage, low-productivity economy in
the East. The first argument is justified,
but the second is less convincing: with
capital overall in relatively short supply,
subsidising investment, by encouraging
capital-intensive production, will concen¬
trate available capital on small numbers of
employees and risks creating islands of
high-technology industry surrounded by
low-technology employment or, worse,
unemployment. But there are important
counter-arguments, in particular that the
state of the existing capital stock is so
poor that no employment creation can
take place without investment, and that
the outside view of eastern Germany is so
poor that subsidy is necessary to overcome
imagined as well as real infrastructure
problems.

In spite of these initial cost-disadvantages
in eastern Germany, wage-bargainers (since
both employers and unions took effectively
the same view) decided to anticipate the

process of convergence and build it in to
wage contracts: a number of major con¬
tracts now specify wage rates in eastern
Germany as specific percentages of those
in the West, starting at around 50% in
1991 rising to 100% by 1994-95. A back-

3. On a broad definition, including public and private
transfers, loans and investment flows, and interest on

debt incurred, the total may be as much as DM21 8 billion
in 1992, roughly equal to eastern German GDP.
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of-the-envelope calculation illustrates the

seriousness of such a future path for
wages: merely to maintain the same com¬

petitive position as in 1 991 , productivity in
eastern Germany will have to grow at over
20% per annum; and to keep eastern German
unemployment below one million, without

massive emigration, would require output
to grow at some 25%.

The German government decisively
rejected the argument that wage subsidies
(which simple-minded analysis says would
be more appropriate since it is capital
which is in short supply) are a useful re¬
sponse. Nevertheless, the extent of the

collapse in production and, consequently,
employment has forced the government to
develop a number of schemes to minimise

job losses and support incomes, schemes
which in many instances are hard to dis¬

tinguish from wage subsidies. The most
important of these was the special short-
time working scheme, whereby workers
could be retained on the books of com¬

panies with almost all of their income

financed by the social-security system.
Continued losses in firms that have still to

be privatised also amount to an implicit
wage-subsidy, and there also exist (in
both western and eastern Germany) a
number of explicit wage-subsidy schemes
for the long-term unemployed and certain

other groups, though their coverage is
very small compared with the more than
one million people who were on short-

time during 1991.

The special short-time working scheme
has now been radically reduced in extent,
with less than half a million Eastern Germans

still benefiting from it in early 1992, a
number which continues to fall. As this

employment support declines and as in¬
creasing numbers of enterprises that were

formerly state-owned pass into private
ownership, exaggerated wage rises have
a more direct effect on employment; and
the importance of explicit employment
creation schemes in eastern Germany is

4. This programme currently absorbs some 15% of
the finance devoted to labour-market measures in

eastern Germany.

5. In western Germany, paying the Tarif wage
amounts to paying below the 'going rate', since market
wages are generally 10 to 20% above the Tarif, or
basic contractual, wage. In eastern Germany, very few
workers are currently paid above basic rates.

growing. It is extremely difficult to recon¬
cile the pressure to support incomes and

employment with the urgency of stimulat¬
ing enterprise and avoiding the generation
of a dependency culture in the new Lander.

The Employment
Companies

To take one particular illustration of
these difficulties, consider the Beschâft-

igungsgesellschaften, or employment
companies.4 These are companies set up
on private initiative to take advantage of
money available from the Federal Labour

Office. To qualify for such support, a com¬
pany must be independent and set up with
the aim of providing employment and
training for its workforce (in many cases
such companies are formed from enter¬

prises that had been state-owned). The
companies submit projects for approval to
the Labour Office which can then pay the
wage costs involved (at the outset of the

scheme all costs could be paid, which
apparently led to some extravagance), pro¬
vided certain conditions are met. The con¬

ditions are intended to ensure additional¬

ly - i.e., that the subsidised project offer
work which would not otherwise have been

possible. Projects may not proceed with¬
out the approval of local chambers of

commerce or similar organisations, attesting
that they could not be done by the private
sector.

The degree of success in enforcing this
conditionality is unclear. Employers' organi¬
sations in western Germany claim that
there are examples where employment
companies effectively 'poach* work from
the private sector. The labour ministry claims
that there are no substantiated examples,
while employers' organisations reply that
local companies are reluctant to make a
public fuss in case they are cut out of future
contracts. Even if there are no concrete

examples of direct 'crowding out', it is in¬
evitable that a programme of support of
the size under way in eastern Germany,
where public-sector flows from the West
amount to almost half of eastern German

national income, will have effects that distort

competition.

In the short run, this is not only inevitable
but acceptable; although the OECD argues

that a market-oriented approach is necess¬

ary, pragmatic solutions to the extraordinary
problems in eastern Germany are obliga¬
tory. Yet in the medium term, it is important
to allow programmes to evolve in ways
which will reduce the degree to which private-
sector development is crowded out.

The money paid through employment
companies would be better directed as fi¬

nance available to any organisation carry¬
ing out the required work (generally clean¬
ing up the environment, improving local
facilities, etc.). A process of tendering
would help to encourage the development
of an enterprise mentality in the private
sector. The current obstacles to this are

essentially bureaucratic: local government
administration may not have been capable
of handling such a tendering process; and
the Labour Office is not allowed to use its

funds to finance such contracting, but only
to support (that is, in this case, to subsidise)
employment directly.

As far as employee incentives are con¬
cerned, the fact that Beschàftigungsgesell-
schaften pay Tarif wages5 may mean that
their jobs are preferred to private-sector
jobs, making it more difficult for the private
sector to attract qualified labour. Consider¬

ation should perhaps be given to paying
workers on employment creation schemes
wages somewhat below the market rate.

a

Overall, the transition process in eastern
Germany remains delicately poised. In
view of the size of financial flows from

western Germany, some distortionary
effects on incentives are inevitable. It is

not clear to what extent over-optimistic
expectations of the likely speed of con¬

vergence, as reflected in last year's
'catch-up' wage settlements, have been
corrected. The more these distortions can

be reduced and the quicker expectations
become more realistic, the faster con¬

vergence can proceed.
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Mexico

Bénédicte Larre

Fresco by Diego IIn 1940 Mexico was still an essentially

rural, commodity-exporting country.

Today it is the world's thirteenth
economic power and one of the principal
trading nations.1 Its per capita income,
measured in terms of purchasing power

parity, is now of the same order as that of
the low-income OECD countries (like

Greece, Portugal and Turkey: Table). This
spectacular transformation has not been
consistently smooth nor has it been com¬
pleted: a major break in the country's devel¬
opment occurred in 1982 when, after four
decades of rapid expansion, growth was
suddenly halted, since international cred¬
itors were no longer willing to finance the

country's escalating foreign debt.
The ensuing crisis led to a complete re¬

shaping of Mexico's development strategy
and the introduction of a painful but necess¬

ary process of eliminating the main macro-
economic imbalances that had built up

over the preceding twelve years. At the
same time, succeeding governments pro¬

gressively abandoned the strategy of
planned development based on import
substitution, and introduced broad micro-

economic reforms designed to give market
forces more play and to rationalise the
economic structures through which incent¬

ives are provided.

Economic

Stabilisation

The 1982 crisis was so deep-rooted

that it took more than six years of painful
adjustment and comprehensive reforms
(many of them still in the process of being
implemented) for the new approach to start

paying off. Only towards the end of the
1980s did real output return to the volume

attained in 1981; similarly, inflation fell
below the pre-crisis figures only after eight

years.

A decade of heavy deficit spending by

government, and four decades of protect¬
ionist trade policies and increasing state
intervention in the economy, had left a
legacy of large macro-economic imbalances

1. OECD Economic Surveys: Mexico, OECD Publi¬
cations, Paris, 1992.

Bénédicte Larre is an economist in the Foreign Trade
and Investments Division of the OECD Economics

Department.
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and micro-economic distortions: persist¬
ently high budget deficits, and a large
number of loss-making commercial enter¬
prises in the public sector; inflation which
had approached an annual rate of 100%

by the end of 1982; chronic current pay¬
ments deficits; foreign banks unwilling to
extend further credits. The internal price
structure was distorted by direct govern¬
ment intervention and controls; industry
was generally inefficient, supplying a
highly protected domestic market and with

few incentives to export; and the private
sector was doubtful of the ability of the
government to manage the economy.

The government that took office in De¬

cember 1982 found itself up against very
stringent fiscal and external constraints.

The fiscal constraint was severely tight¬
ened by the cost of servicing the public
debt, which represented a large proportion
of public expenditure. The external con¬

straint was rooted in the heavy servicing
of foreign debt, the lack of an export
orientation in industry, and the dominant
role of oil in total exports. The combined
effect of these constraints rendered the

economy highly sensitive to variations in
the price of oil and international interest

rates, and to their impact on expectations
and therefore on trans-border flows of

capital.

The stabilisation of the economy follow¬
ing the 1982 debt crisis was not smooth

and gradual, but a rather bumpy ride. The
'Programme for Immediate Economic Re¬

ordering' (PIRE), which covered the period
from 1983 to 1985, was followed by the
oil-price collapse of 1986 and renewed
crises of confidence. The next phase,
from 1988 to 1990, saw debt relief, the

building of a social consensus and the re¬
storation of confidence and growth. Of
these periods, the following points stand
out:

fiscal consolidation was pursued through¬
out the eight-year adjustment phase, with
a single interruption in 1985

renegotiation of the external debt was a

piecemeal process continuing throughout
the period of adjustment

there was a shift in the financing of the
public-sector deficit from predominant

central-bank funding to bond financing on
market terms

the real effective exchange rate was

extremely volatile during the adjustment
period, deviating by more than 20% in
either direction from the average value
over the period

structural policies were applied
throughout the period of adjustment but
gained increasing importance towards the

end of the 1980s and beyond
a comprehensive incomes policy was

applied only towards the end of the stabili¬
sation period; its introduction was accom¬

panied by a tightening of monetary policy
and increased fiscal restraint.

The key to the success of the stabilisa¬
tion policy was the consolidation of public
finance, which reduced a deficit equiva¬
lent to 17% of GDP in the early 1980s to
fiscal balance by 1992, the process being
accomplished essentially through restraint
in government spending. Stabilisation was

facilitated by highly flexible real wages,
which declined by nearly 40% over a period
of six years. This adjustment, helped by a
process intended to build social agreement
(including a flexible incomes policy), made
it possible to keep employment from de¬
teriorating too much: during the adjust¬
ment phase the labour market absorbed

an increase of nearly 25% in the labour
force with virtually no change in the un¬
employment rate, in spite of stagnating
output.

Inflation remained high and variable, not
coming down sustainably until late in the
stabilisation phase, when it became possible
to finance the reduced public deficit from
saving rather than money creation. Parallel
with the process of macro-economic adjust¬
ment, negotiations were conducted con¬
tinuously with private lenders and inter¬
national financial institutions to reschedule

and reduce the external debt. Their suc¬

cessful conclusion in 1989 (the Brady Plan)
played a crucial role by helping to restore
the confidence of investors: real interest

rates fell immediately by 10 percentage
points, flight capital started to return, and

Mexico again became a net importer of
capital.

Structural

Reforms

The macro-economic stabilisation effort

was accompanied from the outset by

structural policy measures, which increased

in scope and importance as the adjust¬
ment process gained momentum, political
acceptability and support.

The main purpose of the structural reforms
goes beyond the immediate task of stabilis¬

ing the economy: they are part of a funda¬
mental shift in the government's devel¬
opment strategy, which aims at a substant¬
ial increase in the role of market forces

and private incentives in the economy,
while limiting that of the state to establish¬
ing the appropriate legislative and admin¬
istrative framework for the private sector
to create productive employment and
wealth. They also take into account the

role of government in seeking better out¬
comes in areas where markets are insuffi¬

cient (for example, through pollution control
and provision of basic infrastructure, includ¬

ing education) and to alleviate extreme
poverty.

Reducing the extent of state ownership
of commercial enterprises has been a key
plank in the government's reform strategy,
and the Mexican privatisation programme
has been one of the most extensive in the

world: the number of state enterprises
was reduced from 1 , 1 55 to fewer than 300

between 1982 and 1992, and privatisation
receipts, of the order of 6.3% of GDP during
the past three years, have been surpassed
only by those in the United Kingdom and
New Zealand.

Privatisation has followed, or gone hand
in hand with, measures to improve the
competitive framework of markets, most

importantly trade liberalisation and de¬
regulation of the financial sector. Nonethe¬

less, Mexico's largest state-owned com¬
pany, Petroleos Mexicanos (PEMEX), re¬
tains its virtual monopoly in exploration
and exploitation of oil and gas deposits,
as well as in refining and basic petro¬
chemicals. The full privatisation of PEMEX
is not feasible for constitutional reasons

(even though these have not prevented bank
privatisation and the land tenure reform).
But restructuring efforts are under way:
the various operating centres will have

more management autonomy, staffing cuts

are being made, and certain peripheral
businesses of PEMEX are being prepared

for privatisation.

The reform of trade policy implemented
in Mexico since 1985 is one of the most
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Table

THE MEXICAN ECONOMY AND THE OECD

OECD countries Mexico

maximum minimum average

(latest available year)
1990

Rank

compared to
the 24 OECD.

countries \
Size

Area millions km2 9.97 0.003 1.34 1.97 4

Population millions 251.5 0.3 35.7 81.2 3

Labour force millions 124.8 0.1 16.3 24.1 4

GDP billion US$ 5,513.9 5.9 684.0 241.4 11

billion US$PPAa 5,392.2 4.1 594.3 445.1 8

Structure

Employed/population % 52.7 30.4 43.2 28.8 23

Agricultural employees/
total employees % 47.8 2.1 9.4 22.6 3

Public debt/GDP % 130.2 13.5 61.2 50.0 11

Government expenditure/GDP % 60.3 31.6 46,6 26.0 25

Labour share % 61.2 29.4 51.4 24.6 25

Gross fixed investment/GDP % 32.0 14.6 22.0 18.8 22

Performance

GDP/total employment US$PPAa 45,729 11,063 34,913 19,033 23

Average inflation (1989-91) % 63.1 2.5 8.3 18.0 2

Average GDP growth (1989-91) % 5.3 -2.9 1.7 4.0 6

GDP/total population US$PPAa 21,438 3,359 15,150 5,482 24

a. Purchasing power parities.
Sources: OECD; IMF; OECD Secretariat estimates

drastic breaks with the country's interven¬
tionist traditions: it is designed to expose
the economy to international competition

and to reverse the legacy of several de¬
cades of import substitution policy, which
had led to a steady decline in the ratio of
exports to GDP. The reform was one of the
most extensive undertaken in the devel¬

oping world and, compared with OECD
countries, its scope has been surpassed

only by the reforms implemented in New
Zealand. Average tariffs are now just
above 10%, and remaining quantitative
import restrictions essentially affect markets
which have not yet been deregulated
domestically, namely, farm goods and petrol¬
eum products. Thanks to careful design
and fortunate timing, the reform met with
little domestic resistance. Its irreversibility

was established by Mexico's accession to
the GATT in 1986. Firms are now focusing

on efficiency improvement instead of de¬
manding protection. The expected improve¬
ments in efficiency should materialise in
the coming years and may to some extent

already be reflected in the strong export
performance of the manufacturing sector.

At the same time Mexico has progress¬
ively reduced existing impediments to for¬

eign investment. Although certain restrict¬
ions have been maintained in specific
activities, liberalisation of procedures as a

whole has led to a surge in direct foreign
investment, stimulated by the favourable

outlook for the Mexican economy and re¬
stored stability. Parallel to these unilateral
reforms, Mexico has concluded bilateral

agreements with a number of Latin American
countries and has just concluded negotia¬
tions, underway since 1990, for a free-
trade agreement with the United States
and Canada.

Reform of the financial system was im¬
plemented relatively late in the overall reform
process. Initially, the government relied on
the existing credit and interest-rate control
mechanisms to manage financial markets

during the early phases of macro-economic
adjustment. But the consequent devel¬
opment of an important parallel market

and reduced real demand for money by
the public eroded monetary control and
complicated the fight against inflation.
The government therefore proceeded to

deregulate financial markets comprehen¬

sively towards the end of the decade. A
thorough reform of the system of bank

supervision and prudential regulations
accompanied the liberalisation programme.
The banks, which had been nationalised in

1982, were restructured and then privatised

once financial deregulation had provided
a competitive framework and boosted

expected earnings. The government en¬

couraged the formation of holding com¬
panies in the financial sector. The man¬

agement of monetary policy switched fairly
smoothly to almost exclusive reliance on
indirect instruments, mainly open-market

operations, after the government had
created a large variety of instruments for

public debt.

Infrastructure

and Social Policy

The state continues to play a leading
role in infrastructure development and so¬

cial policy. These two areas were affected,
to differing extents, by the cuts in public
spending of the 1980s. In infrastructure it
was essentially maintenance that was
neglected, particularly for roads, water-
supply and sewerage systems. In order to
remedy the situation, the present govern¬
ment is overhauling the systems of pricing
and regulation; it is encouraging private
firms to participate in development, notably
in highway construction.

The government's social policy (educa¬
tion, health care, poverty relief) aims to
raise the living standards of the poorest
segments of the population and achieve a
more even distribution of income - an

objective deemed to be desirable on its
own but also as a way of strengthening
popular support for the overall economic
strategy.

A significant share of the Mexican
population was living in precarious condi¬
tions even before the onset of the debt

crisis and the subsequent phase of adjust¬
ment and, although estimates of the inci¬
dence of poverty differ, it is generally acknow¬
ledged that the situation has worsened
over the last decade. Some estimates indi-
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catethat in 1987 nearly 17 million Mexicans
(20% of the population) were living in con¬
ditions of extreme poverty, which is to say
that their income was well below the amount

required to buy food enough for them to
subsist, the very poorest of them being in
the rural areas. The real cuts in public
spending on health care and education

during the adjustment phase had a heavier
impact there than in urban areas, since the

rural poor have always had less access to
primary education and often lack health
insurance or the means to pay for private
health services.

Two types of action can help to alleviate
poverty: reforms to raise productivity, and
immediate, targeted support for the poorest
segments of the population. The reform of

land tenure and other agricultural deregu¬
lation measures recently introduced in
Mexico fall into the first category. Even
though it is still too early to gauge their
impact, these reforms, essentially because
they clarify and consolidate land-owner¬
ship rights, should make it possible in the

medium term to raise the productivity of
the rural population, which in large part is
also the poorest.

The reform of the education system re¬
cently announced follows the same line of

reasoning: in the medium term education

is the best means of increasing the pro¬
ductivity and hence the incomes of the

poor. The duration of compulsory school¬
ing will be extended and curricula and

teaching methods modernised, with em¬

phasis on the acquisition of basic literacy
and numeracy skills; the administration of
the education system will be decentralised,

and it is planned to introduce pay incentives
for teachers, which should help to reduce
teacher absenteeism, which is sometimes

high in isolated areas. As a complement,
increased support material (books, maps,

documents) will be provided, with priority

for the most deprived regions.
To provide immediate assistance to the

poorest population groups the authorities
have introduced, over the years, a number

of specific schemes, food support being

one of them. Their strategy in this area has
evolved, general food price subsidies being

progressively replaced by more targeted
schemes, such as free milk and tortillas for

specific categories of the population. The

present government considers it desirable

to co-ordinate the various schemes that

channel spending on education, health
care and infrastructure to the marginal
populations.

It was for this purpose that the National
Solidarity Programme (PRONASOL) was

set up. Targeted at specific communities
and involving them in the projects con¬

cerned, notably through their labour input,
it seems to have certain features that will

be more efficient than in the past. Although

still on a modest scale, the solidarity pro¬
gramme covers a wide variety of schemes.
Some, such as the distribution of milk and

food baskets in schools in the marginal re¬
gions, have an immediate impact. Others

aim at developing the working capabilities
of the poor - for example, by giving them

credit. The programme also plays a key role
in the development and renovation of infra¬

structure in rural areas (roads, electricity
supply, sewerage systems, building and
renovation of schools and hospitals).

In the medium term, and beyond pro¬
grammes like PRONASOL, the relief of
poverty rests essentially on institutional
and structural reforms such as those of

land tenure and education. The educational

reform in particular, to the extent that it

succeeds in raising the educational stand¬

ards of the rural population (including
women), may also prove to be the best

way to maintain and intensify the slowing
of population growth, which started in the
1970s and is still in process. In addition,

past experience shows that maintaining
macro-economic stability - with moderate
inflation in particular - is crucial to redu¬

cing poverty.
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_l

UJ

CO

1991 1992 1993

Gross Domestic Product 1.4 2.0 2.7

Inflation Rate 3.4 3.3 3.2

Unemployment Rate 9.4 9.7 9.6

Current Balance3 2.2 3.0 3.4

a
z

<
_l

z

1991 1992 1993

Gross Domestic Product -6.5 -0.4 3.8

Inflation Rate 2.3 -0.3 1.4

Unemployment Rate 7.7 9.8 9.3

Current Balance3 -4.6 -3.3 -2.0

UJ

o
UJ
UJ

CC

C3

1991 1992 1993

Gross Domestic Product 1.2 1.3 1.6

Inflation Rate 18.7 14.7 11.0

Unemployment Rate 8.5 9.6 10.5

Current Balance3 -2.1 -2.7 -2.8

>

<

1991 1992 1993

Gross Domestic Product 1.4 2.0 2.5

Inflation Rate 7.3 5.8 5.2

Unemployment Rate 11.0 10.8 10.7

Current Balance" -1.4 -1.5 -1.8

Notes: figures in italics are OECD projections
a. current balance as % of GDP/GNP Source: Economics and Statistics Department. OECD: for further information, contact The OECD Observer
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INDICATORS

z
<
a.

<

1991 1992 1993

Gross National Product 4.4 2.4 3.5

Inflation Rate 1.9 2.1 1.9

Unemployment Rate 2.1 2.3 2.3

Current Balance3 2.1 2.2 2.1

a
z

<
_i

<
UJ
N

UJ

z

1991 1992 1993

Gross Domestic Product -2.1 1.0 2.0

Inflation Rate 1.0 2.2 2.2

Unemployment Rate 10.4 11.5 11.6

Current Balance" -2.7 -1.9 -1.2

Z

<
Q.

1991 1992 1993

Gross Domestic Product 2.4 2.9 3.2

Inflation Rate 6.9 5.8 5.0

Unemployment Rate 16.3 15.2 14.6

Current Balance" -3.2 -2.9 -2.9

>
UJ

CC

H

1991 1992 1993

Gross National Product 2.3 2.8 5.5

Inflation Rate 58.6 66.0 50.0

Unemployment Rate 11.5 13.2 13.4

Current Balance" -0.3 0.2 -0.2

(3
CC
D

O
m

UJ

X
D
_l

1991 1992 1993

Gross Domestic Product 2.5 2.9 3.3

Inflation Rate 3.1 3.3 3.0

Unemployment Rate 1.4 1.4 1.3

Current Balance 1.9 2.9

>

<

rr

O
z

1991 1992 1993

Gross Domestic Product 1.6 2.0 2.9

Inflation Rate 2.6 3.3 3.4

Unemployment Rate 5.5 5.1 4.8

Current Balance " 5.0 5.5 5.8

Z
UJ

D
UJ

1991 1992 1993

Gross Domestic Product -1.4 0.2 1.5

Inflation Rate 7.6 3.1 4.0

Unemployment Rate 2.7 4.1 4.1

Current Balance" -1.9 -1.7 -1.3

2
o
Q

o
Z

Q
UJ

1-

z

3

1991 1992 1993

Gross Domestic Product -2.2 2.2 3.2

Inflation Rate 6.9 4.2 3.7

Unemployment Rate 8.7 9.9 9.7

Current Balance" -0.7 -1.4 -1.6

..

CO
Q

Z

<
_l

CC
UJ

I
1-
UJ

z

1991 1992 1993

Gross Domestic Product 2.2 1.8 2.3

Inflation Rate 3.1 3.2 3.3

Unemployment Rate 6.1 6.4 6.3

Current Balance" 3.7 4.3 4.6

_1

<
O

H
rr

o
0.

1991 1992 1993

Gross Domestic Product 2.7 2.6 2.7

Inflation Rate 14.3 13.5 12.5

Unemployment Rate 4.1 4.5 5.3

Current Balance" -0.8 -1.9 -2.6

Q
Z

<
_J

CC
UJ
N
1-

CO

1991 1992 1993

Gross Domestic Product -0.5 1.2 1.8

Inflation Rate 5.2 4.5 3.5

Unemployment Rate 1.0 1.6 1.4

Current Balance" 4.0 4.9 5.2

CO
UJ

<
H
(/)

Q
UJ

Z

1991 1992 1993

Gross National Product -1.2 2.2 3.8

Inflation Rate 4.0 3.0 2.9

Unemployment Rate 6.7 6.7 6.1

Current Balance" -0.2 -0.9 -1.0

Notes: figures in italics are OECD projections
a. current balance as % of GDP/GNP Source: Economics and Statistics Department. OECD; for further information, contact The OECD Observer
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New OECD Publications
SUE FILL IN THE FORM WITH THIS ISSUE FILL IN THE FORM WITH THIS ISSUE FILL IN THE FORM WITH THIS ISSUE FILL IN T

Economy

OECD Economic Surveys
1991-1992 Series

BELGIUM-LUXEMBOURG

(August 1992)
(10 92 29 1) ISBN 92-64-13737-8, 150pp.

FINLAND

(August 1992)
(10 92 31 1) ISBN 92-64-13742-4, 150pp.

FRANCE

(July 1992)
(10 92 14 1) ISBN 92-64-13721-1, 150pp.

GERMANY

(August 1992)
(10 92 15 1) ISBN 92-64-13744-0, 150pp.

ICELAND

(July 1992)
(10 92 17 1) ISBN 92-64-13678-9, 150pp.

SWEDEN

(July 1992)
(10 92 25 1) ISBN 92-64-13733-5, 150pp.

TURKEY

(July 1992)
(10 92 27 1) ISBN 92-64-13724-6, 150pp.
Per issue: FF70 £10 US$18 DM27

1991-1992 Subscription

(17 to 22 Surveys to be published)
(10 00 00 1) ISSN 0376-6438
FF850 £102 US$180 DM332

OECD Economic Surveys/CCEET*
1991-1992 Series

POLAND

(July 1992)
(09 92 03 1) ISBN 92-64-13723-8, 220pp.
Per issue: FF90 £13 US$20 DM37

1991-1992 Subscription (Czech & Slovak Federal Republic,
Hungary and Poland)
(09 00 00 1) ISSN 0376-6438
FF230 £32 US$52 DM95

NATIONAL ACCOUNTS:

Detailed Tables, Volume II, 1978-1990
(July 1992) Bilingual
Provides annual national accounts statistics

compiled according to the joint UN-OECD System
of National Accounts.

(30 92 06 3) ISBN 92-64-03683-0, 588pp.
FF500 £70 US$120 DM200

* Centre for Co-operation with the European Economies in
Transition

Development
THE UNITED STATES

AND THE REGIONALISATION

OF THE WORLD ECONOMY

Albert Fishlow and Stephan Haggard
(July 1992)
This document argues against the view that the
world is moving inexorably into regional and
exclusive trading blocs. The United States is
effectively a member of several 'regions', has
an enormous market, and is therefore unlikely
to retreat behind regional walls. In Pacific Asia,
régionalisation tendencies are shown to be
weak and trade patterns with other regions -

notably western Europe and North America -
are strong. The authors show that current ré¬
gionalisation initiatives tend to encourage liberal
trade policies, not discourage them.
(02 92 08 1) ISBN 92-64-13671-1, 52pp.
FF30 £4 US$7 DM14

EUROPEAN INTEGRATION:

THE IMPACT ON ASIAN NEWLY

INDUSTRIALISING ECONOMIES

Han, Sun-Taik

(July 1992)
The impact of European economic integration
on the newly industrialising economies of Asia,
especially Korea, comes through three channels:
trade, foreign direct investment flows and the
world trading system. Estimations of the trade
effects do not paint a bright picture for the
Asian economies. Studies on the impact of a
united Europe on foreign direct investment flows
also reveal problematic issues. This document
suggests that a regional economic integration
scheme does not necessarily serve as a 'build¬
ing block' for multilateral trade.
(02 92 06 1) ISBN 92-64-13672-X, 56pp.
FF40 £5.50 US$9.50 DM19

Development Centre Studies

TECHNOLOGICAL CHANGE

IN THE KOREAN ELECTRONICS

INDUSTRY

Martin Bloom

(July 1992)
The Korean electronics industry, hitherto heavily
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dependent on original equipment manufacturing
(OEM), is undergoing profound changes. Not
only is the emphasis changing from components
to consumer electronics and advanced tech¬

nology exports, but attempts are being made
through large-scale investment to diversify
from OEM activities. In this book, the author

analyses these changes in the context of evolv¬
ing domestic and international circumstances.
His conclusions have deep implications for
other developing countries which may seek to
emulate Korea's successful example.
See Martin Bloom, Technological Change in Korean Electronics',
The OECD Obverver, No. 175, April/May 1992.
(41 92 07 1) 92-64-13670-3. 134pp.
FF120 £17 US$30 DM49

FINANCING EXPORTS

TO DEVELOPING COUNTRIES

André Raynauld O.C.
(July 1992)
Based on five country analyses, this study
addresses the issues surrounding export finan¬
cing to developing countries and makes recom¬
mendations for the resolution of many of the prob¬
lems associated with such financing. In particular,
it proposes a strengthening of the OECD
guidelines on export credits, and increased open¬
ness about the use of these mechanisms. The

study suggests that more attention should be

paid to their often negative impact on devel¬
oping country recipients.
(41 92 06 1) ISBN 92-64-13673-8, 116pp.
FF100 £14 US$24 DM47

TRANSFERRING DYNAMIC

DEVELOPMENT EXPERIENCE

(August 1992)
The 'Four Dragons' of East Asia have achieved
remarkable economic growth during the last two
decades. What are the secrets to their success?

Does a historical examination of the keys to
development in European countries yield similar
conclusions? Are these conclusions applicable
to other nations striving to industrialise in the
1990s?

These questions formed the centre of debate at
the Symposium on the 'High Growth Performance
Experiences of the Dynamic Developing Eco¬
nomies' organised jointly by the OECD Devel¬
opment Centre and the High Road Forum.

The Symposium brought together a diverse
group of participants, including former heads of
state, government policy-makers from OECD
member and non-member countries, academics
and business leaders.

The discussion revolved around conditions

and elements that contribute to high growth in
East Asia as well as in several countries in Latin

America, Africa and Asia. The participants' con¬
clusions, summarised in this publication, are
important for development in the 1990s and
beyond.
(02 92 11 1) ISBN 92-64-13732-7, 64pp.
FF30 £4.25 US$8 DM12

Education

THE OECD INTERNATIONAL

EDUCATION INDICATORS

A Framework for Analysis
(July 1992)
At a time when education is one of the first con¬

cerns in OECD countries, developing a set of
reliable and useful indicators has become

essential to policy formulation and monitoring.
This publication examines conceptual issues
surrounding the functions and limitations of
education indicators that could meet the grow¬
ing demand for more and better information about

the quality of education. The aims, assumptions
and procedures of the OECD's Project on Inter¬
national Education Indicators (INES) are described
and a set of guiding principles for the continuing
development of a set of indicators is proposed.
See Norberto Bottani and Isabelle Delfau, The Search for Inter¬

national Education Indicators', The OECD Observer, No. 162,
February/March 1990.
(96 92 03 1) ISBN 92-64-13726-2, 120pp.
FF90 £13 US$23 DM43

INANCIAL ACCOUNTS rank drheit

OECD

FINANCIAL AND FISCAL STATISTICS

ON MICROCOMPUTER DISKETTE

FINANCIAL ACCOUNTS

OF OECD COUNTRIES

Regroups flow accounts and accounts by in¬
stitutional sector and by type of financial instru¬
ment. These tables are interlinked and integrated
in a system of national accounting. They allow
analysis of the structure of the financial systems
and their development over a period of up to
15 years in length.
Annual subscription:
FF1.800 £200 US$340 DM550

BANK PROFITABILITY -

FINANCIAL STATEMENTS OF BANKS

Trends in bank profitability and the factors
affecting it are major indicators of changes in
the state of health of national banking systems.
These statistics, issued annually, are based on
financial statements of banks in 21 OECD member

countries. They provide a unique tool for
analysing developments in bank profitability.
Price: FF1.200 £135 US$215 DM365

THE TAX/BENEFIT POSITION

OF PRODUCTION WORKERS

Contains comparable data on income tax and
social-security contributions paid, and family
benefits received, by taxpayers at the income
level of a production worker for all OECD coun¬
tries. Statistics are available for the years 1 979,
1981 and 1983 to 1991.

Price: FF1.200 £135 US$215 DM365
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Employment
EMPLOYMENT OUTLOOK - JULY 1992

(July 1992)
See centrefold of this OECD Observer.

(81 92 04 1) ISBN 92-64-13720-3, 270pp.
FF220 £32 US$52 DM89

Energy
OIL AND GAS INFORMATION

1989-1991 (July 1992) Bilingual
A reference book on current developments in
oil and gas supply and demand. Contains country-
specific statistics for OECD member countries
on production, trade, demand and prices. Data
on world production, trade and consumption of
major oil product groups and natural gas are
available in summary tables.
(61 92 1 1 3) ISBN 92-64-03684-9. 592pp.
FF525 £74 US$125 DM214

COAL INFORMATION 1992 (July 1992)
A comprehensive reference book on current world
coal market trends and long-term prospects.
Contains analysis and country-specific statistics
for OECD member countries and selected non-

OECD countries on coal prices, demand, trade,
production, productive capacity and emission
standards for coal-fired boilers. Essential facts

REVENUE STATISTICS

OF OECD MEMBER COUNTRIES
Price: FF800 £90 US$145 DM240

INTEREST RATES ON INTERNATIONAL

AND DOMESTIC MARKETS

Subscription:
FF3.280 £365 US$590 DM950

ORDERS OR ENQUIRIES TO:

OECD Publications and Information Centres

in Washington, Tokyo or Bonn or
Electronic Editions, OECD Publications Service, Paris

on coal-importing and exporting ports and coal-
fired power stations in coal-importing regions
are included.

(61 92 10 1) ISBN 92-64-13679-7, 550pp.
FF525 £74 US$125 DM214

The complete time series of coal statistics corresponding to the
data shown in Part II of this publication, and selected tables
from Part I, are available on diskette:

FF2.500 £260 US$450 DM820

Environment

CLIMATE CHANGE:

DESIGNING A TRADEABLE

PERMIT SYSTEM (August 1992)
A Framework Convention on Climate Change
was signed at Rio de Janeiro in June 1 992. This
convention contains a commitment by participat¬
ing countries to work toward reductions in their
emissions of greenhouse gases. Now that a
convention has been signed, world attention
will quickly focus on how this abatement should
be carried out. In a 'market-based' approach,
the two most often discussed options are trade-
able permits and taxes. For this reason, OECD
recently organised two expert Workshops to re¬
view the practical aspects of using these two
tools. This volume contains the technical pa¬
pers discussed at the workshop on tradeable
permits. The book draws on actual experiences
with tradeable permits systems in resolving
other environmental problems, and reviews the
major problems of design likely to be encount¬
ered in using them to respond to the threat of
global warming. A second volume discussing
the use of taxes will also be published.
(02 92 09 1) ISBN 92-64-13731-9, 257pp.
FF125 £18 US$31 DM61

SCIENCE RESPONDS

TO ENVIRONMENTAL THREATS

Synthesis Report
(August 1992) Bilingual
Environmental threats have been increasingly
taken into account in scientific and technological
policy formulation. Yet Research-Development
(R&D) efforts in that area have been somewhat
uneven among countries and there have been
different institutional developments. One central
issue concerns the place environment research
should have. Should it be isolated in the general
organisation of R&D or should countries develop a
more integrated approach? A proper use of
international co-operation has also become es¬
sential, given the global dimension of many en¬
vironmental threats.

This report results from an exploratory exer¬
cise undertaken in selected OECD countries.

The country studies are published separately

under the title Science Responds to Environ¬
mental Threats: Country Studies.
See Martin Brown, 'Science, Technology and the Environment',
The OECD Observer, No. 174. February/March 1992.
(02 92 12 3) ISBN 92-64-03687-3, 144pp.
FF70 £10 US$18 DM28

SCIENCE RESPONDS

TO ENVIRONMENTAL THREATS

Country Studies
(August 1992) Bilingual
With 91 tables and 13 graphs
(02 92 10 3) ISBN 92-64-03688-1, 460pp.
FF230 £32 US$58 DM93

Finance

REVENUE STATISTICS

OF OECD MEMBER COUNTRIES -

1965-1991 (August 1992) Bilingual
Data on government-sector receipts, particularly
taxes, are basic inputs to most structural
economic descriptions and economic analyses,
and such data are increasingly used in inter¬
national comparisons. This annual publication
first provides a conceptual framework with the
purpose of defining which government receipts
should be regarded as taxes and how the different
types of taxes may be classified. It then pre¬
sents a unique set of detailed and internation¬
ally comparable tax data in a common format
for all 24 OECD member countries covering the
period from 1965 onwards.
Special Feature: Comparison of tax revenues in
the Czech and Slovak Federal Republic, Hungary
and Poland.

(23 92 01 3) ISBN 92-64-03690-3, 260pp.
FF210 £30 US$54 DM85

PURCHASING POWER PARITIES

AND REAL EXPENDITURES -

EKS RESULTS

Vol. 1, 1990 (August 1992) Bilingual
This publication is one of three regional com¬
parisons to be published in 1992 based on
price and expenditure data for the new bench¬
mark year 1990. It covers a multilateral com¬
parison of the 24 OECD member countries.
(30 92 04 3) ISBN 92-64-03686-5, 100pp.
FF100 £14 US$26 DM42

RISK MANAGEMENT

IN FINANCIAL SERVICES

(August 1992)
The rapid pace of innovation in the financial
sector has had important consequences for risk
management by financial institutions. The risks
from new financial instruments were not always
transparent, which complicated their proper
assessment. This publication discusses the
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issues involved for financial management and
includes a section on the risk involved in clear¬

ing and settlement on the financial futures and
options market.
(21 92 07 1) ISBN 92-64-13727-0, 106pp.
FF95 £13 US$24 DM38

COMPETITION POLICY

IN OECD COUNTRIES -

1989-1990

(August 1992)
This report summarises the main developments
in competition policy and in the enforcement of
competition law in OECD countries and under
the rules of competition of the European Com¬
munities in 1989 and early 1990.
(24 92 02 1) ISBN 92-64-13728-9, 324pp.
FF190 £23 US$40 DM74

NEW HOME SHOPPING

TECHNOLOGIES

(August 1992)
See pp. 17-19 of this OECD Observer.

(24 92 04 1) ISBN 92-64-13738-6, 52pp.
FF50 £7 US$13 DM20

CONSUMER INFORMATION

ABOUT FINANCIAL SERVICES

(August 1992)
Technological innovations, regulatory change
and internationalisation have profoundly changed
the world of consumer financial services. The

wider choice and the enhanced competition
generated will only be beneficial to consumers
if they receive timely and clearly expressed in¬
formation on what is proposed to them. This
report examines how the diffusion of informa¬
tion is handled in OECD countries for the main

areas of financial services: credits, deposits
and savings, and other banking services. It then
analyses methods to evaluate the quality of the
information released and suggests ways to
improve information effectiveness which could
provide guidance to OECD countries.
(24 92 03 1) ISBN 92-64-1 3736-X, 96pp.
FF90 £13 US$23 DM37

Public Management

PUBLIC MANAGEMENT

DEVELOPMENTS

Update 1992
(August 1992)
This report is the latest in the annual series of
reports on public management developments
produced by the OECD Public Management
Committee. It indicates the extent to which

there has been continuity in the initiatives de¬
scribed in the two previous publications, and

'10 BESTSELLERS'

To order, please use the form inserted
in this issue

1 . OECD ECONOMIC OUTLOOK

No. 51

(12 92 51 1) ISBN 92-64-23669-4
FF110 £13.50 US$24 DM43

2. OECD ECONOMIC OUTLOOK:

HISTORICAL STATISTICS

1960-1990

(12 92 01 3) ISBN 92-64-03541-9
FF120 £17 US$28 DM49

~3. ENERGY BALANCES
OF OECD COUNTRIES

1989-1990

(61 92 06 3) ISBN 92-64-03535-4
FF160 £21 US$37 DM62

~4. ENERGY STATISTICS
OF OECD COUNTRIES

1989-1990

(61 92 05 3) ISBN 92-64-03534-6
FF220 £28 US$50 DM84

~5. SCHOOLS AND BUSINESS:
A NEW PARTNERSHIP

(96 92 01 1) ISBN 92-64-23632-5

FF75 £10.50 US$20 DM31	
^ AGRICULTURAL POLICIES,

MARKETS AND TRADE:

MONITORING AND OUTLOOK

1992

(51 92 04 1) ISBN 92-64-23655-4
FF215 £28 US$50 DM84

7. SECURITIES MARKETS

AND SYSTEMIC RISKS

IN DYNAMIC ASIAN ECONOMIES

(21 92 01 1) ISBN 92-64-23638-4

FF100 £14 US$26 DM42	
~8. SAFETY CONSIDERATIONS

FOR BIOTECHNOLOGY

(93 91 05 1) ISBN 92-64-23641-4

FF70 £10 US$18.50 DM29	
9. TRENDS

IN INTERNATIONAL MIGRATION.

CONTINUOUS REPORTING

SYSTEM ON MIGRATION.

SOPEMI

(81 92 03 1) ISBN 92-64-23663-5

FF190 £27 US$44 DM77	
m GLOBAL WARMING :

THE BENEFITS OF EMISSION

ABATEMENT

(97 92 04 1) ISBN 92-64-23639-2
FF60 £8.50 US$15 DM25

presents the public-sector management reforms
which were launched in 23 OECD member

countries during 1991.
In addition to examining comprehensive reform

programmes, the report looks in more detail at
specific organisational and structural changes
in the public sector; shifts towards managing
for results; and moves towards better quality of
service and client satisfaction. It also covers

initiatives in human resources, financial man¬
agement and regulatory processes.
(42 92 01 1) ISBN 92-64-13729-7. 112pp.
FF95 £13.50 US$22 DM39

Science, Technology

and Industry

STRUCTURAL CHANGE

AND INDUSTRIAL PERFORMANCE

A Seven Country
Growth Decomposition Study
(July 1992)
This report analyses changes in the detailed in¬
dustrial structure of seven major OECD
economies in the decade-and-a-half following
the first oil shock. The countries covered are

Australia, Canada, France, Germany, Japan,
the United Kingdom and the United States. This
study analyses changes in the output and em¬
ployment in individual industries and uses the
results to describe the extent, direction and the

factors associated with these changes - domestic
demand, imports, exports and production tech¬
nology - both for 33 industrial sectors and for
each country.
With 103 tables and 45 graphs
(02 92 05 1) ISBN 92-64-1 3722-X, 172pp.
FF120 £17 US$28 DM49

THE STEEL MARKET IN 1991

AND THE OUTLOOK FOR 1992

(July 1992)
This annual publication presents an analysis of
the steel market for the OECD area and the

world. It also provides statistical tables with the
most recent figures showing the trends and
characteristics of the steel market by areas,
levels of employment, apparent consumption,
production and trade.

The report shows, in particular, that after four
consecutive years of increase, apparent steel
consumption in the OECD area has declined
importantly in 1 991 . Furthermore, the decline in
the demand for steel during 1 991 should never¬
theless probably be more modest in 1992. Net
exports to the rest of the world will decline, due
to a pick up in internal demand. A slight decrease
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in crude steel production is also expected for
the OECD area.

With 16 tables and 2 charts

(58 92 02 1) ISBN 92-64-13677-0, 44pp.
FF115 £16 US$27 DM47

BIOTECHNOLOGY, AGRICULTURE
AND FOOD

(July 1992)
Biotechnology has the potential to modify agri¬
cultural practices and food production pro¬
foundly, both in industrialised and developing
countries: it can increase productivity, lower
costs, fight disease in animals, plants and even
humans and, most importantly, curb environ¬
mental damage due to traditional agricultural
methods.

This new OECD report gives an extensive review
of the many scientific and technological options
which agrofood biotechnology offers to pro¬
ducers and consumers. Policy-makers will have
to consider the industrial constraints on the

development of the new technologies, the often
hesitant reaction of public opinion and the likely
long-term economic consequences of agrofood
biotechnologies - three issues which are
analysed in this report.

This publication explains how scientific and
technological progress in biotechnology is likely
to affect the agro-food system and the environ¬
ment. It could be useful not only to specialists
but also to everyone interested in the potential
impact of this widening technology.
With 40 tables and 4 graphs

See Salomon Wald 'Biotechnology, Agriculture and Food', The
OECD Observer, No. 177. August/September 1992.
(93 92 03 1) ISBN 92-64-13725-4, 232pp.
FF185 £26 US$43 DM75

Transport

IMPROVEMENTS IN MAIN

INTERNATIONAL PIGGYBACK LINKS

(August 1992)
This publication updates a 1988 study on inter¬
national piggyback routes and analyses the
shortcomings of existing links, the main difficult¬
ies being related to train movements, loading
gauges, rail infrastructures, terminals, manage¬
ment and practical organisation, and frontier
crossing. Several recommendations on ways to
resolve these problems are set out at the end of
the report. Consideration is also given to issues
specific to combined transport in the Czech and
Slovak Federal Republic, Hungary and Poland
and the prospects for development.
(75 92 03 1) ISBN 92-821-1163-6, 128pp.
FF150 £21 DM61 $38

OECD STATISTICS ON MICRO-COMPUTER I

The data are provided on diskette for IBM-compatible micro-computers on 5V> inch, double-sided, double-density
diskettes formatted on both sides to 360 Kbytes or on 3V4 inch, double-sided, double-density diskettes formatted
to 720 Kbytes. OECD data are supplied in a compressed (CMP) format and the diskette contains a simple
programme to translate the files into other formats: WKS, WK1 , DIF, SLK, PRN, TXT. The data can therefore be
readily used with software packages such as LOTUS 1-2-3, SYMPHONY, MS-DOS, MULTIPLAN and VISICALC.
Technical documentation accompanies each data package.

ANNUAL NATIONAL ACCOUNTS -

MAIN AGGREGATES

Annual subscription: FF1 ,450 C160 US$265 DM440

QUARTERLY NATIONAL ACCOUNTS
Annual subscription: FF2.600 £285 US$470 DM785

BUSINESS SECTOR DATABANK
Annual subscription: FF2,500 £275 US$450 DM760

ECONOMIC ACCOUNTS FOR AGRICULTURE
Annual subscription: FF500 £55 US$90 DM150

ECONOMIC OUTLOOK

Annual subscription: FF2.250 £245 US$400 DM680

ECONOMIC OUTLOOK

Including Reference Supplement
Annual subscription: FF3.300 E365 US$600 DM1,000

EXTERNAL DEBT STATISTICS

Annual subscription: FF630 £70 US$115 DM190

FOREIGN TRADE STATISTICS -

SERIES A - MONTHLY
Annual subscription: FF6.300 £700 US$1 ,145 DM1 ,910

FOREIGN TRADE STATISTICS -

SERIES A - HISTORICAL SERIES
Annual subscription: FF2,400 £265 US$435 DM730

GEOGRAPHICAL DISTRIBUTION

OF FINANCIAL FLOWS

TO DEVELOPING COUNTRIES
Annual subscription: FF1.470 £165 US$265 DM445

INTEREST RATES ON INTERNATIONAL

AND DOMESTIC MARKETS
Annual subscription: FF3.280 £365 US$590 DM950

INTERNATIONAL SECTORAL DATA BANK (ISDB)
Annual subscription: FF6.300 £700 US$1,145 DM1 ,910

LEADING INDICATORS

AND BUSINESS SURVEYS
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OECD Employment Outlook
Highlights

Fighting Unemployment:
Action on Labour-marketReforms

In 1983, OECD unemployment was around 31 million (81/2% of the total labour force). The first Employment Outlook,
published that year, estimated that 20,000 net extra jobs would be required every day for five years if unemployment
were to be cut to its 1979 figure of 18 million. As the tenth issue is published, unemployment, after falling to
241/2 million in 1990, is climbing back close to the figures of 1983. Short-term prospects are for output growth to
strengthen in the coming months. But the recovery is likely to be sluggish and the unemployment rate for the
OECD area is projected to rise to about 71/2% for 1992 as a whole before edging down in 1993.1

The cyclical difficulties affecting the
labour market come on top of persistent

structural problems. In many member coun¬
tries, eight years of sustained expansion
failed to lower the unemployment rate

significantly. Long-term unemployment
reached historically high volumes and,
after some improvement at the end of the
1980s, is likely to rise again in the after¬
math of the recession. Among the new jobs,
a high proportion are in non-standard
forms of employment, such as temporary
jobs. There has been little improvement in
the situation of the most vulnerable groups

in the labour market. Unemployment now

affects a broader spectrum of occupations,
as the recent recession caused propor¬

tionately higher job losses in services and
white-collar occupations than previous re¬
cessions.

In the late 1980s, employers in many
countries reported a higher incidence of
skill shortages than they did in the 1970s,
even with higher global unemployment
rates. Against the background of tech¬
nological change, shorter production cycles,
rapid changes in demand patterns, and
shifting comparative advantage among
countries, the source and likely nature of
new jobs remain uncertain.

High unemployment entails economic
waste and widespread individual hardship.
The accompanying process of economic
and social exclusion can endanger social

cohesion. Fighting unemployment has there¬
fore climbed to the top of the political agenda

in OECD member countries. It is also a

key and growing concern in countries of
central and eastern Europe. The OECD

Council, meeting at ministerial level in May
this year, resolved to reinforce further their
efforts to foster conditions for the revival of

balanced growth, and invited the Secretary-
General of the Organisation to initiate a com¬
prehensive research effort on the reasons
for and the remedies to the disappointing

progress in reducing unemployment.

Evolution

in Policy Thinking
Labour-market policy issues have been

intensively examined by the OECD over
the past decade. The first half of the
1 980s focused attention on labour-market

flexibility. The issue was not simply a matter
of labour turnover nor, indeed, only of
flexibility in wages. It included, as well, the
issues of functional and management flex¬

ibility - how human resources are deployed
and developed within the firm, how work
is organised and technology applied. This
view of the multidimensional nature of

labour-market flexibility has evolved further
into the concept of the active society, a
concept that associates the well-springs
of job growth and economic and social
well-being with wider participation in society
and growth in the entrepreneurial culture.

These ideas were brought together in a
new 'framework' of labour-market policies,

produced at the request of OECD labour
ministers.2 The 'framework' approach

advocates a medium- to long-term strategy

and recommends a shift away from measures

that generate dependency on income
transfers to those that mobilise labour

supply and foster economic opportunity,
improve the efficiency of labour-market
matching, and develop employment-related
skills.

The Key:
Structural Reform

A high degree of political commitment
has been reached on the medium- to long-

term approach of the 'framework'. It was
welcomed by the Ministerial Council at its
meeting in May 1990 and, in January this
year, OECD labour ministers both endorsed
it and discussed a programme of action
for its implementation. The political con¬
sensus recognises that labour-market
problems, even though worsened by the
recent recession, are fundamentally struct¬

ural in origin - they are expressions of
persistent difficulties in adjusting rapidly
and smoothly to structural changes in
demography, technology, trading patterns
and consumer tastes.

Durable job growth at a satisfactory pace
cannot be achieved unless persistent mis¬
matches between demand and supply are

removed. Policy measures designed purely

1. Employment Outlook, OECD Publications, Paris,

1992. 	
2. Employment Outlook, OECD Publications, Paris,
1990; Labour Market Policies for the 1990s, OECD
Publications, Paris, 1990.
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to address short-term problems are often
self-defeating in the longer term: they tend
to postpone necessary adjustments and

may, indeed, create new rigidities with
adverse effects on employment and pro¬
ductivity growth, and on living and work¬
ing conditions.

A Coherent Package
of Policies

High volumes of unemployment are the
result of a complex intertwining of cyclical
and structural factors. Just as its causes

are diverse, so is the manifestation of un¬

employment-related problems, which are
closely connected to economic and social

exclusion. There is no single answer: neither
labour-market, nor macro-economic poli¬
cies, nor education, training or social policies
on their own can provide a remedy.

That can be done only through a package
of policies, where each policy area con¬
tributes its part and reinforces others. For

example, to the extent that macro-economic

policies are successful in maintaining
demand and output consistent with long-
run non-inflationary growth, it will be easier
for labour-market policy to achieve a shift
from dependency-generating programmes
to active labour-market measures. Con¬

versely, a well-functioning labour market
that facilitates adjustment to structural
change is a prerequisite if macro-economic

policies are to achieve sustained expansion
of output and employment. This policy inter¬
dependence demands a coherent and

consistent approach that involves business,

unions and public authorities and appro¬
priate interaction between various public
policies.

In expressing their commitment to the
'framework' approach, OECD labour minis¬

ters identified their targets for action as
follows: 'to mobilise labour supply by re¬
ducing inequalities in access to jobs and
training and by reintegrating the long-term
unemployed and weakest groups in the

labour market; to develop efficient labour
markets by promoting a spirit of active
search by employees and employers; and
to improve the quality of the labour force
by fostering employment-related skills'.
The implementation of such a programme
must be based on a broad system of
monitoring and review of labour markets.
The process of multilateral peer review
offers a particularly powerful tool for
evaluating country experiences, identifying
areas of improvement, and sharing this
knowledge effectively among member
countries.

Fostering
Economic Opportunity

The OECD has been monitoring the labour
market, examining the very substantial
labour reserve unused and its evolution

over time, and the many possible reasons
for 'non-employment', such as labour-force

discouragement (when people want to
work but do not look for work because

they believe that no jobs are available to
them), disability, retirement and education,
as well as unemployment. Some of the
people in employment may not be work¬

ing to their full potential as a result, for
example, of involuntary part-time activity,
working fewer hours than they are willing
or able to work.

People not in employment may be classi¬
fied as either unemployed or 'inactive', in

the technical sense of being out of the
labour force altogether. A simultaneous

examination of unemployment and labour
force inactivity reveals that reductions in
unemployment have often occurred only
at the cost of higher inactivity - or vice
versa. Over the 1980s, relatively few
countries - the Netherlands and the United

States for men, Australia, the Netherlands,

Portugal, Sweden, the United Kingdom
and the United States for women -

lowered both labour-force inactivity and
unemployment.

The influence of specific labour-market
conditions and institutions becomes clearer

when different groups are distinguished
by age and sex. Youth participation rates
are affected by the relationship of educa¬

tional and training institutions to the
labour market. The participation of older
workers is very sensitive to changes in
labour-market policies and income-support
programmes, including unemployment
benefits, disability benefits and early-
retirement schemes. More generally, female
participation is highly dependent upon the
existing social infrastructure as well as
specific labour-market policies and benefit
provision.

While female labour-force participation

rates rose over the 1980s, they generally
did so less rapidly than over the previous
decade. In many countries, a high propor¬
tion of women remain outside the labour

force and the majority of discouraged workers
are women. Even among women who are

employed, time and skills are often under¬
used. Many women part-timers would like
to work full-time but say they are unable to

do so because appropriate child-care
facilities or full-time work is unavailable.

Their skills are also often under-used, as

female employment is concentrated in a
limited range of comparatively low-paying
occupations.

Employment and participation rates of
older workers, especially males, have de¬
clined over the last two decades. Faced

with rapidly growing unemployment rates,
particularly among youth, many OECD
countries introduced early retirement
schemes in the late 1970s and early '80s
to improve job opportunities for young
people. Partly as a result of these govern¬
ment schemes, and sometimes under the

influence of the availability of occupational
pensions, firms and trade unions concen¬

trated the reductions of working hours on
older workers by encouraging early retire¬
ment. In some countries, disability benefits
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Table
i

GROWTH OF EMPLOYMENT AND LABOUR FORCE IN THE OECD AREA

Employment Labour Force

1990

millions

1981-89) 1990 1991 1992 1993 1990

millions

1981-891 1990 1991 1992 1993

annua change (%) annual change (%)

North America 130.5 1.9 0.5 -1.0 1.1 2.3 138.5 1.6 0.8 0.4 1.4 1.6

Canada 12.6 1.6 0.7 -1.8 0.8 2.1 13.7 1.6 1.3 0.6 0.9 1.6

United States 117.9 2.0 0.5 -0.9 1.1 2.3 124.8 1.6 0.8 0.4 1.5 1.7

Japan 62.5 1.2 2.0 1.9 1.1 1.0 63.9 1.2 1.8 1.9 1.2 1.1

Central and Weste rn

Europe 94.5 0.5 1.4 -0.1 -0.5 0.3 100.8 0.6 0.9 0.6 0.3 0.3

Austria 3.4 0.4 2.1 1.9 0.6 0.6 3.5 0.6 2.2 2.4 0.9 0.8

Belgium 3.8 0.3 1.4 -0.3 -0.3 0.3 4.2 0.2 0.8 0.4 0.1 0.2

France 22.1 0.1 1.0 0.4 0.2 0.5 24.3 0.3 0.4 0.9 0.7 0.4

Germany 28.5 0.4 2.6 1.5 0 0.4 29.9 0.6 1.8 1.0 0.5 0.5

Ireland 1.1 -0.6 3.3 -0.4 0.5 0.7 1.3 0.2 1.0 2.0 1.8 0.3

Luxembourg 0.2 1.7 4.3 4.3 2.7 2.2 0.2 1.8 4.3 4.5 2.7 2.0

Netherlands 5.0 0.4 2.2 1.2 -0.1 0.2 5.3 0.6 1.2 0.6 0.5 0.5

Switzerland 3.6 1.0 1.4 -0.3 -0.5 0.5 3.6 1.1 1.4 0.4 0.7 0.5

United Kingdom 26.8 1.2 0.3 -2.8 -2.1 0 28.5 0.8 0 -0.3 -0.5 -0.2

Southern Europe 59.1 1.0 2.1 0.6 0.5 0.7 66.7 1.3 1.3 1.1 0.8 0.9

Greece 3.7 0.5 1.2 -1.7 -1.0 -0.9 4.0 0.9 0.8 -0.4 0.3 0.1

Italy 21.2 0.3 1.9 0.9 0 0.2 23.9 0.8 0.7 0.8 0.3 0.5

Portugal 4.5 1.4 2.3 3.0 0.6 1.0 4.7 1.1 1.9 2.4 1.5 1.5

Spain 12.6 0.9 2.6 0.2 0.6 1.1 15.0 1.3 1.4 0.4 0.4 0.3

Turkey 17.1 2.2 2.2 0.2 1.4 1.4 19.1 2.0 2.0 1.9 1.8 1.8

Nordic Countries 11.7 0.7 0.1 -2.1 -2.3 0 12.2 0.7 0.2 -0.5 -0.6 0

Denmark 2.6 0.9 -0.5 -0.9 -0.3 0.8 2.8 0.9 -0.2 0 0 0.2

Finland 2.5 0.6 -0.1 -5.3 -5.1 0.2 2.6 0.4 -0.1 -1.0 -1.2 -0.2

Iceland 0.1 1.6 0.1 0.6 -1.1 0.4 0.1 1.8 0.2 0.5 -0.2 0.2

Norway 2.0 0.7 -0.9 -1.0 0 1.4 2.1 1.1 -0.6 -0.7 0.3 0.9

Sweden 4.5 0.7 1.0 -1.7 -2.9 -1.2 4.6 0.6 1.1 -0.5 -1.1 -0.5

Oceania 9.4 1.9 1.7 -1.9 -0.2 1.6 10.1 2.1 2.5 1.0 0.8 1.2

Australia 7.9 2.3 1.8 -2.0 -0.2 1.8 8.5 2.4 2.7 0.9 0.7 1.2

New Zealand 1.5 0 1.0 -1.1 -0.5 1.0 1.6 0.5 1.6 1.7 1.2 1.2

OECD Europe 165.4 0.7 1.6 0 -0.3 0.5 179.7 0.9 1.0 0.7 0.4 0.5

EC 132.1 0.6 1.6 0.1 -0.3 0.4 144.2 0.7 0.9 0.6 0.3 0.3

Total OECD 367.8 1.3 1.3 -0.1 0.5 1.2 392.2 1.2 1.1 0.8 0.9 1.0

Source: OECD

were awarded on labour-market grounds,
and thereby have provided a route into early
retirement for some older workers who

otherwise would have been unemployed.
Such policies can be short-sighted: they
can raise the dependency ratio and impede

adjustment to structural change. Partly for
these reasons some of the government
schemes and practices have been aban¬

doned or reformed, although job losses

have continued to be concentrated on

older workers.

Self-employment offers another avenue
to employment and participation in the
labour market. It grew rapidly in many
countries over the 1980s, and can, within

limits, contribute to job growth. Particular
labour-market rules and regulations, institu¬

tional arrangements and policy initiatives
have played important roles in determining

the incentives for people to set up their
own business.

Fostering economic opportunity for men
and women, therefore, requires an enlarged

range of labour-market options for both
employers and workers. Positive incentives
are required to encourage participation in

employment. Appropriate gradual adjust¬
ment of income-support measures, earnings
from work, and tax treatment of both are

required, but in themselves are insufficient.

Support is also required in the shape of
measures for more intensified job search,

more effective and comprehensive training,
and re-employment programmes for the
unemployed and welfare and social assist¬

ance recipients. Changes to private-sector
occupational pension schemes to provide

incentives for labour-market participation
could provide older workers with options

for a phased rather than abrupt withdrawal
from the labour force. Special effort must
also be focused on the particular problems

of the long-term unemployed, women,
older workers and the disabled, to encourage
their reintegration into the labour market.
The sources of labour-market difficulties

vary and require diversified approaches.

Labour-market

Efficiency
Flexible and efficient labour markets are

central to achieving sustained non-inflation¬

ary growth. Productivity, output and jobs
will be enhanced through speedy matching

of demand and supply of labour, through

appropriate rates and type of mobility in
labour markets, both outside and inside

the firm.

One way in which governments influence
the job-matching process is through systems
of regulations on hiring and separations. If
these are too restrictive, employers may

become over-cautious about taking on

new staff, especially from the ranks of the
unemployed or those with lower degrees

of skills or experience. The result will be
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fewer vacancies and slower labour turn¬

over, and delays in structural adjustment.
In many countries the relationship between
vacancies and unemployment (the Beveridge
curve) has become less favourable. No

doubt high unemployment itself is partly
responsible. Yet systems of labour-market
regulation have to be reviewed to ensure

they are not responsible for unnecessary
rigidities.

The public employment service (PES)
continues to be, in terms of the numbers

of staff employed, the most important in¬
strument for most governments for imple¬
menting labour-market policy. A detailed
review of the PES in four countries -

Japan, Norway, Spain and the United
Kingdom - has shown the importance of
co-ordinating its three basic functions of
job matching and placement, management
of unemployment benefits, and provision
of training and other labour-market pro¬
grammes. The close co-ordination of job
placement with the management of un¬
employment benefits makes it easier to
ensure that benefit recipients keep con¬
tact with the labour market. When the PES

is also able to provide access to training,
the skills of job-seekers can be upgraded
where necessary, and, when job oppor¬
tunities are scarce, training can be provided
as an alternative to long-term unemploy¬
ment or inactivity. Where training oppor¬
tunities are available, their acceptance
can be made a condition for benefits to

continue.

PES coverage of vacancies and place¬
ments varies across countries but does

not seem to be strongly dependent on
whether or not the PES enjoys a monopoly.
It may thus be able to accept that certain
requirements are best met by private-sector
placement activity - especially newspaper
advertising, which always has a much higher
share than private employment agencies -
while it exploits its special advantages of
nation-wide service to help those who are
disadvantaged in the labour market.

Qualifications

and Skills

Increasingly, the competitiveness of firms,

regions and nations depends on the skills
and motivation of the workforce. The dif¬

fusion of new technologies, changes in
work organisation and management style,
and increased globalisation of product

and skills markets have led to rapid
changes and the demand for a wider variety

of skills. There is a growing consensus
that the minimum competence required at
work has risen, and that skill obsolescence

is increasingly prevalent. In some coun¬
tries there is concern that the recovery
may be hampered by emerging skill gaps.
In consequence, an increasing proportion
of the labour force has to be better educated

and trained more frequently.
Educational enrolment rates and attain¬

ment vary widely across OECD countries
and in part reflect national educational,

training and industrial structures. Higher
attainment is related to increased degrees
of participation - for women, this relation¬

ship is apparent above the age of 25, while

for men it holds above 45. On-the-job
training, nonetheless, is generally found to
decline with age, with women less likely to

receive formal training. The lower incidence
of training and extent of educational
attainment among older workers, which
make them less adaptable in the event of

job displacement, are probably important
factors in the relatively long-term nature of
unemployment among older workers.

Meeting the training requirements of the
labour force is a responsibility shared be¬
tween the education and training and
labour-market authorities, business and

the unions. Although education systems
are primarily responsible for providing
basic educational and generic skills, em¬
ployers and trade unions for providing
job-related skills, and the labour-market
authorities for providing remedial training
for the unemployed, the functions increas

ingly overlap. Traditional arrangements
should accommodate these dynamics.
Experience has shown that results are

best in countries where all three delivery
systems are well developed and interact in

a complementary way. To meet the training
requirements of the unemployed, well-es¬
tablished training standards and qualifica¬
tions are particularly important. These
may be provided by different institutional
arrangements: in the German-speaking
countries, training standards are the re¬
sponsibility of private-sector bodies for
apprenticeship training, while in Canada,
France and Scandinavia, they are more
usually related to the vocational branches

of public education systems.

Fighting unemployment is a top priority
for OECD countries. The reform of labour

markets is crucial for progress. This is one
of the issues that will be tackled in the

comprehensive research effort to be under¬

taken by the OECD on the reasons for and
the remedies to the disappointing progress
in reducing unemployment.

The programme of structural reform of
labour markets adopted by OECD labour
ministers foresees a progressive shift over
the medium term from passive dependency-
generating forms of income support to a
range of active measures that improve the
self-sufficiency of individuals and the
functioning of labour markets. There are
signs from the labour-market expenditure
data for 1 985-90 that the policy emphasis
is shifting. It remains to be seen whether
this trend will be sustained in the face of

weak conditions in the labour market.

Cyclical difficulties risk exacerbating
labour-market rigidities unless action is
taken on structural reforms. Determined

action now in pressing ahead with struct¬
ural reforms must form the basis of the

long-term strategy.

Paris, 26 June 1992


