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Balancing the quality and cost of health care': one of the
themes at the Ministerial meeting on social affairs at the
OECD in December; another is the impact of aging
populations.



All OECD countries face persistent difficulties with the financing, delivery and performance
of their health-care systems. There has been a wave of reform since the 1980s - with what

results?1

Amongthe OECD countries which
recently implemented or initiated
health-system reforms, seven

have been singled out in an OECD study:
Belgium, France, Germany, Ireland, the
Netherlands, Spain and the United
Kingdom. Although they differ in their
medical culture, institutions, and medical

practice, international comparisons can
still shed light on common difficulties and
solutions.

At first sight, the seven display a
bewildering diversity of financing ar¬
rangements and institutions. Yet closer
examination reveals three dominant

systems for the public financing and
delivery of health care. They also
represent most of the main health-care
systems in the OECD area (box, p. 7).

Most of the seven countries seem to

have similar objectives for their health
policies:

adequacy and equity in access, with

payment for income-protection related to
ability to pay

macro-economic efficiency - health
expenditure should consume an
appropriate share of GDP

micro-economic efficiency - a mix of
improvements to health and in consumer
satisfaction should be maximised for the

available share of GDP expended on
health; this implies that costs should be
minimised for the chosen mix of

health-care activities

freedom of choice forconsumers under

public as well as under private insurance
a sufficient degree of autonomy for

doctors and other professionals,
especially in questions of medical and
organisational innovation.

Jeremy Hurst is a Senior Economic Adviser at the
Department of Health in London; he recently worked as
a consultant at the OECD. Jean-Pierre Poullier is an

economist in the OECD Directorate for Education,

Employment, Labour and Social Affairs.

Although none of the seven countries
has achieved all of these objectives, they
have succeeded in getting close to some
of them. Furthermore, the reforms

introduced over the past decade suggest
that their governments are trying to get
closer still.

Adequacy, Equity
and Income-Protection

By the late 1970s, all seven govern¬
ments could be reasonably satisfied with
the high degree of health-insurance
coverage, although there was concern
in some of these countries about

remaining inequities in access and
geographical variations in service. In spite
of calls for more reliance on voluntary
insurance, no country reduced its

1 . The Reform of Health Care Systems: A Compara¬
tive Analysis of Seven OECD Countries, OECD Publi¬
cations, Paris, forthcoming 1 993.
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public-sector coverage. At the beginning
of the decade, the social-insurance

systems in Spain and the Netherlands
excluded part of the population - mainly
high-income groups and the self-
employed - but both countries announced
during the 1 980s thatthey were extending
compulsory, comprehensive coverage to
their entire populations.

Public finance remained the preferred
way of funding access to health for the
vast majority of citizens in all seven
countries. The United Kingdom retained
universal access to its tax-funded

National Health Service after a major
review in 1988/89. Voluntary insurance
had either become, or was about to

become, supplementary in most
countries. Cost-sharing by consumers in
the public systems also remained modest
in all these countries.

In spite of success in attaining many of
the objectives, intractable and persistent
differentials in health status still occur

across socio-economic groups in all seven
countries. Health-care systems on their
own cannot remove these. The most that

can be said is that the differentials are

much smaller than they would be under
voluntary systems.

Macro-economic

Efficiency
In all seven countries the costs of

medical care grew rapidly during the
1970s, because, to some extent, of the

extension of the coverage of public
insurance. Yet these rising costs were
caused also by generous insurance cover
and by relatively open-ended payment
systems. Furthermore, the suspicion
existed in some countries that demand

had been induced by suppliers - that is,
by health professionals who, in view of
patients' lack of information and

cost-consciousness alike, may easily
succeed in generating a growth in ser¬
vices. Increasingly, governments came
to take the view that the opportunity
costs - and political repercussions - of
further increases in the taxes necessary
to finance health care were too high.

In general, policy-makers resisted calls
to shift a substantial part of the burden of

r

It is in hospitals that the most important reforms
have been introduced.

paying forservices onto patients. Instead,
they concentrated reforms on the supply
side: by strengthening the hands of
insurers, and by imposing direct, central
controls on payments to providers, as
well as on the capacities of their systems.
One result was a sharp deceleration of
growth in health expenditures during
the 1980s compared with the 1970s
(Table 1).

In primary care, there was a move in
Ireland away from fee-for-service
payments for GPs towards capitation
payments, and in Germany payments to
physicians as a whole were capped. But
the most important reforms were
introduced in hospital programmes.
Mechanisms forcapping total expenditure
on hospitals were already in place in
Ireland, Spain and the United Kingdom.
The Netherlands, Belgium, France, and
Germany - all of which previously paid a
daily rate for hospital care - introduced
systems of global budgeting during the
1980s.

Table 1

HEALTH EXPENDITURE

Total

Health Expenditure
as % of GDP

Percentage Change
in Health

Expenditure Share

1970 1980 | 1990 1970S0\l980-90
Belgium 4.1 a

France 5.8 7.6 8.8 31 16

Germany 59

Ireland 5.6a 9.6 7.5 71 a -22

Netherlands 6.0 8.0 8.0 33 0 |
Spain 3.7 5.6 6.6 51 18

United Kingdom 5.8 6.2 29 7

a. May be overe

Source: OECD H

OECD, forthcom

jtimated.

ealth Systems: Facts

ng 1993

and Trends,

The capping of total expenditure may
be expected to work more efficiently than
either price or volume controls on their
own. They have the advantage that local
managers can be left to exercise discretion
as to how economies should best be

made, though they generate the risk of
perpetuating certain types of resource
misallocation.

France and Belgium were less
successful in containing their expenditure
during the 1980s (France's health ex¬
penditure share in GDP rose from 7.6% in
1980 to 8.8% in 1990, while Belgium's
rose from 6.2% to 7%). The data confirm
that this is because ambulatory care in
both countries (paid by fee-for-service),
with fee controls, but without global bud¬
gets, expanded considerably. In France,
the rise may have occurred also because
private hospitals - one in three beds is in
a private hospital - do not work under
global budgets, so that even with fee
controls the volume of services increased

considerably. Ireland, which moved from
fee-for-service (payment for each act) to
capitation payments (payment for each
registered or enrolled patient per period
of time) for the public patients of GPs at
the end of the decade, and adopted stern
measures to reduce public expenditure
which affected the delivery of hospital
care, saw its health-expenditure share of
GDP fall from 9% in 1980 to 7.6% in 1990.

Services per capita, measured by
conventional indicators of activity,
declined only a little, implying some
substantial gains in productivity.

All seven governments succeeded in
containing expenditure in the face of
uncertainties about the optimum volume
of spending on health, as well as about
the capacity of their systems to improve
their productivity. The pressures for higher

the OECD OBSERVER 179 December 1992/January 1993
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expenditure did not go away, with strong
opposition to cost-containment reforms
by consumers and health-care pro¬
fessionals. It has been argued that some
governments pushed spending below
the optimum, but there is simply no reliable
yardstick by which such a shortfall could
be measured. Eventually, approval or
disapproval of such spending plans lies
with the electorate.

Cost, Choice
and Autonomy

Managerial efficiency emerged as a
major government concern in most of the
seven countries over the course of the

1980s. There is little available evidence

to suggest wide variations in how the
seven systems performed in terms of
medical effectiveness - for example,

perinatal mortality fell sharply in all
countries (Table 2). Evidence is growing
nonetheless about sizable regional vari¬
ations in conditions when there is no clear

medical reason to explain them.2 This
leads the seven countries reviewed, as

well as other OECD countries, to shift

their attention from criteria of efficiency
towards increased effectiveness and an

improved outcome.
In countries which relied on the re¬

imbursement or contract models - with

independent providers paid by fee-for-
service -fewer complaints were received
from consumers. One recent survey
suggests that between 41% and 47% of

Table 2

PERINATAL MORTALITY

Perinatal Mortality
% of live

and still births

Percentage Change
in Perinatal

Mortality

1980 1989 1980-89

Belgium 1.41 1.02a -28a

France 1.29 0.89 -31

Germany 1.16 0.64 -45

Ireland 1.48 0.99 -33

Netherlands 1.11 0.91 -28

Spain 1.44 1.00 -31

United Kingdom 1.34 0.90 -33

a. 1987.

Source: OECD H

OECD, forthcom

aalth Systems: Facts

ng 1993

and Trends,

the population in France, Germany and
the Netherlands were satisfied with their

health-care systems, although policy¬
makers in France and Germany were
concerned about excessive growth in the
volume of services.3 Higher rates of con¬
sultations, prescribing and acute hospital
admissions occurred in Belgium, France,
Germany and Ireland (which paid its GPs
by fee-for-service until 1989), compared
with the Netherlands, Spain and the
United Kingdom (Table 3). Concern was
expressed in some of these countries
about a bias in favour of acute diagnostic
tests and high-technology medicine, at
the expense of prevention and long-term
care; some governments were obliged to

Table 3

MEDICAL CARE, 1989

Consultations with

GPS and Specialists
per head''

Prescriptions

outside Hospitals

per person

Acute

Admissions

per 100

j Belgium 7.4 9.9 17.0

France 20.6

Germany 10.Ï 11.2 18.7

Ireland 6.5a 9.5 16.4

Netherlands 5.4 3.7 10.4

Spain 4.2 9.6 9.0

United Kingdom 5.2 6.5 12.9"

1 . Various years.
a. Public patients of GPs only, 1987. Ireland paid

GPs by fee for service up to March 1989
b. 1986.

Sources: Various, chiefly OECD Health Systems:
Facts and Trends, OECD, forthcoming 1993

There can be a delicate

balance between, on one

side, acute diagnostic tests

and high-technology
medicine and, on the

other, prevention and

long-term care.

introduce heavy-handed and detailed
central regulations in an attempttocontain
costs.

Countries which relied wholly or partially
on the integrated model - with salaried
GPs and global budgets for hospitals -
tended to have consumers who were less

satisfied. Patients sometimes complained
about brisk and inconvenient consulta¬

tions with GPs and specialists, and
hospital treatment sometimes involved
waiting lists and impersonal care. Only
27% of Britons in that same survey were
satisfied with their national health ser¬

vice. It might be argued that this was
because of lower spending on health per
capita in the United Kingdom than in

France, Germany and the Netherlands.
Yet in Sweden - which relied on the

integrated model and where there is higher
expenditure per capita than any of the
countries under discussion here - the

same survey showed that only 32% of
consumers were satisfied.

Some comparisons between France
and the United Kingdom are revealing.
French G Ps (paid by fee-for-service) gave
longer consultations, arranged more
return visits, ordered more tests,

2. Health Systems in Transition, OECD Publications,
Paris, 1990. Further evidence of area variations in

common medical care practice can be found in OECD
Health Data, a diskette with over 1 00,000 entries on

OECD health systems, and in OECD Health Systems:
Facts and Trends, OECD Publications, Paris,

forthcoming 1993.

3. R. J. Blendon, R. Leitman, I. Morrison and K. Donelan,

'Satisfaction with Health Systems in Ten Nations' , Health
Affairs, Summer 1990.
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prescribed more drugs and worked
longer hours (mainly waiting for patients)
than their British counterparts (paid mainly
by capitation and salary). French GPs, on
the other hand, rarely worked in group
practices, kept poorer records and
delegated work only infrequently. French
patients seldom waited for appointments

ALTERNATIVE PUBLIC

SYSTEMS

FOR THE FINANCING

AND DELIVERY

OF HEALTH CARE

'Public Reimbursement'

In its 'pure' form, this model has sickness
funds, financed by compulsory,
income-related contributions. Patients are

reimbursed for out-of-pocket fee-for-service

payments to independent providers.
Typically, costs are shared (only nominal
patient charges for hospitals but sizable
for prescribed medicine), but with no
connection between sickness funds and the

providers of medical services. Both the
Belgian and French social health-insurance
schemes retain elements of this model.

'Public Contract'

This model commonly has sickness funds,
financed by compulsory, income-related
contributions, which contract directly with

independent providers for services supplied
free of charge to patients. This is the domi¬
nant model for primary-care doctors in
Germany, Ireland, the Netherlands and the
United Kingdom, and for hospitals in
Belgium, the Netherlands, Germany and
(recently) the United Kingdom. The model
also plays a part in payments to
primary-care doctors in Belgium and
France. The public-contract model conti¬
nues to be developed; it is, indeed, the one
around which many of the recent reforms
are centred.

'Public Integrated'

In its typical form, this model has a public
central fund, financed by general taxes; it
pays doctors by salaries and public
hospitals by global budgets for services
supplied free of charge to patients. This is
the model dominant in Spain, and for public
hospitals in France and Ireland. Until
recently, the model was used for public
hospitals in the United Kingdom. A version
was the model in the eastern Lander of

Germany before reunification.

.0
%tËÉÊÊÊÊÊÊÊm

The satisfaction of patients is an important criterion in the assessment of medical costs.

with GPs or specialists, or for admission
to hospital. British patients were, more
often than not, kept waiting on all counts.
Part of the explanation may be that France
has about 80% more doctors per capita
than the United Kingdom.

There are signs that all seven health¬
care systems are converging towards the
public-contract model. This is also the
model which was adopted - dramatic¬
ally - in 1 990 when the state system in the
formerGerman Democratic Republic was
being reformed. There appear also to be
moves towards increased reliance on

market or quasi-market relationships
which allow central governments to
regulate at arms' length. Germany, the
United Kingdom and the Netherlands all
carried out reforms to introduce or to

strengthen managed competition among
providers in their publicly funded systems.
The Netherlands took steps towards the
implementation of more gradual, but
equally important, reforms aimed at
introducing competition among insurers,
while the United Kingdom, in an attempt
to strengthen general practitioners' in¬
fluence over hospitals, innovated with

'fundholding' general practitioners -that
is, doctors responsible for purchasing
some of the acute hospital care required
for their patients.

an

Self-regulating, managed market ar¬
rangements are still relatively untried,
and it will be some time before anyone will
be able to assess their full impact.
Nonetheless, they appear to offer
prospects for increased choice by
consumers, increased autonomy for
providers, and gains in efficiency, without
sacrifices in cost-control and equity.
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Public pensions in OECD countries
are paid for by transferring income
from the population of working-

age to the retired generation, by taxing
earnings to provide income forthose who
no longer work. Contributions from
earnings ('payroll taxes') are spent in the
year they are received to provide income
support for the retired, with the
understanding that when current workers
retire, they, too, will receive support from
those who are working.1

This 'intergenerational compact' worked
well in the past when workers out¬
numbered retired people by a con¬
siderable margin. But, following a period
of high fertility after World War II, a drop
in fertility to below rates that would allow
the population to replace itself has resulted
in a working-age generation that forms a
declining proportion of the population,
juxtaposed to a growing proportion of
older people. These demographic
changes are expected to peak during
the second quarter of the next century -
even earlier in some countries.

So if benefits for a growing cohort of the
aged are to be sustained at their current
relative values, will public pensions

There appears tcTDe in¬
creasing interest in the
governments of OECD coun¬
tries in relying more onprivate
arrangements and less on
public pensions for income in
retirement. Yet not all experts
are of the view that a signifi¬
cantsubstitution ofprivate for
public arrangements could
meet every government goal,
or could be done without

adding risks to the provision
of retirement income. There

is, furthermore, some concern
that a change in the balance
ofpublicandprivate responsi¬
bilities could disadvantage
many workers - particularly
those without a history of
relatively high and stable
earnings.1

because of short-term difficulties that are

being experienced now. The dilemma is
that reductions in pension expenditures
and in tax burdens do not also reduce the

number of retirees or their requirements.
So some governments have begun to
look to the private sector for ways in
which retirement income might be
provided without raising taxes in the years
ahead, and, moreover, might also reduce
the pressures on the public budget in the
short term.

How Much

Private Pension?

Private, employer-sponsored pensions2
have existed in a number of countries

since the early years of this century. But
they were not very important then (except
to the people who received them) because
they covered very few workers. Today, in
countries with relatively high degrees of
private-pension activity, about one-half
or less of the workforce is covered3

by a voluntary occupational pension
scheme - in, for example, Australia,
Canada, the United Kingdom and the
United States. And the prevalence of

The Public Interest
in Private Pensions

require higher taxes from a shrinking
group of working-age individuals? Logic
suggests that the potential tax burden on
the active population may strain their
capacity or their willingness to pay.

But it is not only a problem forthe future:
as public pension systems have matured
and become more generous over the
past forty years or so, more individuals
have 'acquired' enough years of contri¬
butions to become eligible for those
increasingly higher benefits, and total
expenditures on old-age pensions have
grown accordingly. Although this growth
was not unexpected, it is happening as
recurrent periods of slow economic growth

Elizabeth Duskin

have limited the capacity of governments
to maintain desired values of pensions for
the retired without increases in tax rates,
or a diversion of a larger share of the
budget to them.

Governments are therefore searching
for politically acceptable ways to contain
or reduce the growth in public-pension
costs and the burden on taxpayers, not
only in preparation forthe future, but also

Elizabeth Duskin is a specialist in social-security systems
in the Social Affairs and Industrial Relations Division of

the OECD Direction for Employment, Labour and Social
Affairs.

private plans differs considerably across
countries. Voluntary, employer-spon¬
sored plans are the most frequent type;
and mandatory occupational schemes
exist in only a few countries.

Income from private pensions has
grown over time as coverage has
expanded and as more workers complete
the years of service with an employerthat
are required for eligibility and then reach
retirement age. But coverage of the
work-force now appears to be stuck at
around 50% in many countries, with
declines in coverage observed in a few,
not least the United Kingdom and the
United States. Public pensions remain

8
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the dominant source of income in

retirement in virtually all OECD countries,
and some governments would like to
facilitate further private provisions -both
occupational schemes and systematic
individual arrangements - and to change
the balance between public and private
responsibilities for the provision of
retirement income.

But the distinction between 'public' and
'private' pensions is often blurred because
of the large role that governments play in
subsidising private provisions (through
favoured tax treatment4), or in increasing
the safety of the private-pension promise
(through regulations and, in Germany
and the United States, through govern¬
ment-sponsored insurance). If, in addi¬
tion, employers are mandated to offer
pension plans, with employers and/or
employees mandated to pay forthem, the
distinction between 'public' and 'private'
virtually disappears. One distinction that
remains is that pension revenues and
liabilities appear on balance sheets of the
plan sponsors and not on public budgets.

What

Risks?

There are two basic types of private
pensions: 'defined-benefit' and
'defined-contribution' plans. In most
industrialised countries, although
defined-contribution plans are becoming
more popular, defined-benefit plans are
more common. An important difference
between the two types, in addition to their
structures, is how risks are more shared

between the plan sponsor, usually the
employer, and the plan participant.

Defined-benefit Plans

In the typical 'defined-benefit' plan,
benefits are based on the years of service
with an employer and either the average
earnings over some period of service or
the final salary.5 These plans often have
a pension accrual rate of 1-2% of the
salary base per year. For example, after
40 years of continuous service with an
employer, the maximum old age pension
may be as much as 40-80% of salary.6
Of course, in most countries, few workers

have an attachment to a single employer
for so many years.

If the earnings base is final salary in a
job that continues until retirement, the
pension is more than protected at the
time of retirement against inflation that
may have occurred during working years:
all years of earnings are effectively
considered to be the same as final

earnings. But, once the benefit has been
awarded, there is usually no formal obli¬
gation to index the benefit with either
wage or price rises thereafter.7

Since the employer promises to replace
some proportion of earnings after
retirement, but final earnings are unknown
at the time the promise is made, the
employer, as the sponsor of the plan,
accepts the risk of inflation and wage
increases. There is an implicit agreement
that, if unforeseen events occur, the em¬

ployer will compensate for any shortfall in
required funds.

The employee, moreover, generally
understands the value of the defined

benefit in terms of its adequacy at
retirement relative to previous earnings.
But there is a risk to the beneficiary that
the real value of the pension benefit will
be eroded rapidly after retirement,
depending on subsequent inflation rates
and on the willingness and/or ability of the
employer to adjust the pension.
Furthermore, there is a risk that the benefit

promise will not be kept: the length of life
of the sponsor may not match that of the
worker because of bankruptcy, acquisi¬
tion by or merger with other companies,
or for more egregious reasons of
mismanagement or fraud - as
demonstrated by the Maxwell affair in the
United Kingdom.

There are also other risks. Workers

who change jobs or who lose their jobs
may reduce the value of their pension
rights, or even lose them. Accrued rights
to pensions are not usually 'portable' or
transferable from one pension plan to
another. Under some circumstances,

such as in industry-wide plans, or other
special arrangements that permit the
commuted value of accrued rights to be
transferred - as, for example, is often the
case in the United Kingdom - at least
partial portability of pension rights may
occur. If the minimum period of service
required to 'vest' in a pension plan has
been completed, that is, to establish a

right to accrued benefits, and a job ends
before retirement, the value of any pen¬
sion entitlement will erode over the years
until retirement: the 'final salary' in the
benefit calculation is the salary at the time
the job ended and will not reflect price or
wage increases in the intervening years.
Without vesting, there is no entitlement
and contributions are lost.

So some workers who participate in a
pension plan may not receive the benefits
they initially expected, or may never
receive any benefits - for example,
women who interrupt their working lives
because of family responsibilities, or both
men and women who have spells of
unemployment. With the persistently high
volumes of unemployment in recent years,
the losses of the unemployed may be not
only their earnings, but also their pen¬
sions^	>
1. Private Pensions and Public Policy, OECD
Publications, Paris, 1992.

2/ Employer-sponsored plans, also known as
'occupational' or 'complementary' pensions or as
'superannuation', are the dominant type of private pen¬
sion. A broad definition includes all types of collective
and individual arrangements that lead to the accumula¬
tion of assets or compacts for a future flow of income
specifically dedicated to the provision of income in
retirement. Personal savings that can be used for any
purpose and public schemes are not included in this
definition.

3. Coverage rates can be deceptive. Not all workers who
are offered a pension plan may participate and, more
importantly, some who do participate may not actually
receive a pension.

4. In many countries, employer and, often, employee
contributions are tax-exempt; earnings of fund assets
are tax-exempt or, in a few countries, are taxed at
preferential rates; benefits are usually taxed. The except¬
ion is New Zealand, which has recently reversed its tax
treatment of these three components, and now taxes
contributions and the income of pension funds, with
benefits being tax-exempt.

5. One variation provides a flat amount per year of
service. Yet if the flat amount is increased periodically
with movements in wages, as is usually the case, it
becomes similar to an average-earnings rule.

6. If the public and private systems are integrated so that
a maximum earnings-replacement rate applies to the
combined pension income, private pension benefits may
be reduced. This is most likely to affect workers who
earn below-average wages. In Australia and New
Zealand, where public schemes are means-tested, it is
the public benefit that will be reduced or eliminated if
private pension benefits exceed certain amounts.

7. Requirements to index benefits during retirement do
exist in a few countries. For example, Germany requires
by law that benefits be indexed to the cost-of-living
during retirement; under certain conditions, indexation is
also required in the Netherlands. Often, benefits are
reduced to permit periodic adjustments without increasing
the contribution rate.
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Defined-contribution Plans

In defined-contribution plans - which are
the dominant system in Denmark and,
although not dominant, are popular in
Switzerland, the United Kingdom and the
United States - a pre-determined
percentage of earnings or a fixed amount
is contributed each period to a pension
fund by employers and, often, by
employees as well. Benefit values depend
on the total contributions and the

accumulated investment earnings that
are available to provide a flow of income
in retirement.

In this type of plan, the potential
beneficiary bears the major risks: infla¬
tion and investment earnings are un¬
certain, and the resulting pension at retire¬
ment age is also undefined; the employer
has no responsibility for the relative
adequacy of the pension benefit at
retirement or thereafter. Personal pen¬
sion plans or individual retirement
accounts belong to this generic category,
and have similar risk characteristics. But

the 'load' factor, or administrative and

other overhead costs, is often higherthan
in collective arrangements, and may
depress the annuity value of accumulated
assets.

There are also advantages to this type
of plan. The accumulated value of contri¬
butions is defined for each participant,
and belongs to the employee who has
vested in the plan, even if he or she
leaves an employer or if the plan is
terminated. An employee who changes
jobs frequently may therefore do better
with a series of defined-contribution plans
than with incomplete vesting in a series of
defined-benefit plans. Of course, if no
further contributions are made or new

coverage acquired, the value of a pen¬
sion at retirement could prove to be
negligible.

Private

Incentives

There are obvious reasons that

individuals might want to supplement
public-pension benefits which, in many
countries, do not provide enough
retirement income - nor are they
necessarily intended to do so. Tax

advantages provide an additional
incentive to take out a private pension,
not only for employees (particularly those
with high earnings) but also for employers.
In addition, employers can use pension
schemes, among other uses, as a
management tool to exert some control
over employee turnover and the age of
retirement.

Why a government should wish to
increase private-pension coverage is a
bit more complicated. It may want to
provide more opportunities for individuals
to enhance their retirement income, and
to increase the choices available to them.

But other objectives, prompted by
short-term economic difficulties and

longer-term demographic problems, are
clearly as important, if not more so.

Some pension commentators believe
(or say they believe) that a shift from
public to private pensions will reduce the
costs to the community of supporting
aging populations. But common sense
indicates that only reducing the
consumption of the aged from all
sources - public and private -will reduce
their cost to society.

Others, more realistically, speak of
reducing only those costs on the public
ledger. Of course, if the numbers and
needs of the elderly are not also reduced,
it entails shifting costs - not eliminating
them. Moreover, if the net revenue lossto

the public purse through preferential tax
treatment of private plans were included
in government balance sheets each year
as an expenditure, the reduction in public
costs would be less. Currently, such 'tax
expenditures' are usually not included in
calculations of public spending.

In contrast to public systems, private
pensions are 'advance-funded'. If more

people had private pensions, pen¬
sion-fund accumulations would grow.
These additions to pension assets could
provide increases in savings, productive
investments and economic growth. And
even modest increases in economic

growth would substantially alleviate the
financing difficulties of public pension
systems as well as other problems.

But if individuals save more in the form

of 'pension wealth' , they may save less in
other forms. So there is a considerable

gap between increased pension accu¬
mulations and net additions to

private-sector savings. The net addition
to total savings, according to North
American experience, is about 20% of
net pension-fund increases - with the
public-sector loss through favourable tax
treatment taken into account.

Furthermore, countries with high vol¬
umes of private-pension accumulations
are not always the ones with high national
savings rates (the United States, for
example, has high pension accumula¬
tions and a very low savings rate, while
Japan is in a relatively early stage of
building pension accumulations and
nevertheless has a very high savings
rate): it would seem that other factors are

more important in determining savings
rates than are private pension funds.

n

The foremost public interest in private
pensions is in their role as a source of

income in retirement - particularly for
people who otherwise might not have
adequate income. But private pensions,
both voluntary employer-sponsored
types and personal plans, generally ser¬
vice higher-income groups. Logically,
reductions in public pension benefits that
make room for private plans should
therefore be restricted to this group. And
public pensions undoubtedly will conti¬
nue to play the dominant role forthe large
majority of people.
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Global Industries
and National Policies

Graham Vickery

Much of what passes for a
country's 'foreign' trade

consists of movements of

goods and services 'within'
globally organised industrial

companies, and much local
production either comes

from these companies or is
linked to them. The

development of global
production and 'sourcing' -

which is far broader and

more complex than
traditional trade and

investment - is transforming
industry and changing the

foundations of many
national policies and their

effects on 'domestic' indus¬

tries. Devising policies that
can assimilate this two-way
interaction between global

industries and national

economies promises to be a
key challenge in the 1990s.1

Many corporations have adopted
global corporate strategies to
enhance their operational

efficiency and profitability along the entire
industrial chain. The global firm organi¬
ses its operations - from R&D for product
and process innovation, through produc¬
tion and distribution, to final sales and

marketing - as an internationally
integrated ensemble. It obtains raw
materials from the cheapest sources,
manufactures or assembles goods in the
lowest-cost zones, acquires and develops
technological expertise wherever it
flourishes, and uses its managerial and
technical resources as economically as
possible, to enter markets as efficiently
as possible. This kind of world-wide or¬
ganisation is particularly common in

Graham Vickery specialises in questions of technological
strategy and technology policy in the Industry Division of
the OECD Directorate for Science, Technology and
Industry.

The 'global corporation' can be found particularly in high-technology, capital-intensive industries.

high-technology, high-skill and
capital-intensive industries such as
computers, electronics and chemicals,
as well as in some assembly industries
like automobiles, all of which benefit from

economies of scale in R&D and/or pro¬
duction operations.

Manufacturing companies have led
the globalisation process (following earlier
expansion by oil and natural-resource

companies), developing production and
R&D facilities abroad, initiating mergers
and acquisitions or entering into strategic
alliances with foreign firms, and obtaining
a growing share of inputs internationally.
As a result, cross-border investment has

become an important engine of world
economic growth over the past twenty

1. Industrial Policy in OECD Countries. Annual
Review 1992, OECD Publications, Paris, 1992.

the OECD OBSERVER 179 December 1992/January 1993 11



INDUSTRY

Like chemicals, auto¬

mobiles, electronics and

computers, the

pharmaceutical industry

has the largest investment

flows and the highest

shares of foreign

ownership.

years, accelerating to a peak in the
second half of the 1980s before falling
back in 1991/92. And although foreign
investment is only one part of the drive
towards new global patterns of product¬
ion and sourcing, it is an important part.

Foreign direct investment has been
motivated by five major objectives: to
facilitate the penetration of foreign
markets, such as the United States and

the European Community (particularly
ahead of the creation of the single market
in 1993); to take advantage of the
opportunities provided by technological
change; to secure a presence in all the
big centres of production and
consumption, including East Asia as well
as Europe and North America; to keep
costs down; and to increase global
flexibility in production and distribution.
Technological advances have made
globalisation technically and economic¬
ally feasible, reducing the cost of inter¬
national communication and co-ordina¬

tion and enabling design, production and
distribution to be integrated in computer-
controlled networks. Globalisation also

means ever-rising R&D and other fixed
costs can be spread more widely and be
recouped over larger production runs and
more markets.

The growth in cross-border investment
has increased the relative importance of
foreign-owned companies in the
economies of most OECD countries.

Foreign-owned subsidiaries account for
well over 30% of manufacturing turnover
in Australia, Belgium, Canada and Ire¬
land, 20-30% in Austria, France,

Germany, Portugal and the United
Kingdom, and 1 0-20% in Denmark, Italy,
Norway, Sweden, Turkey and the United
States - but less than 1 0% in Finland and

Japan. In most countries, the largest
investment flows and the highest shares
of foreign manufacturing ownership are
to be found in the chemical, pharma¬
ceutical, automobile, electronics and

computer industries, and in a few process
industries.

The spread of global investment is
heavily concentrated in the OECD area,
with the United States and Europe
accounting for two-thirds of the
accumulated world total book-value of

investment. The share of the Third World

has dropped to under 20%, despite the
rapid in-flow of foreign investment into
the Far East and a recent revival in inter¬

national interest in Latin America. Within

Europe, half of foreign investment by the
European Community takes place within
the Community, the exception to the rule
being the United Kingdom where both
inward and outward investment is more

global, reflecting traditional investment
and capital links. Foreign investment
tends to follow market opportunities rather
than create them, which explains why
investment in central and eastern Europe
has been slow to gather pace.

Companies have also increasingly
achieved a degree of international
diversification by acquiring minority
interests in foreign firms, setting up joint
ventures, making non-equity investments,

or concluding technical or commercial
co-operation agreements with foreign
companies. Inter-firm agreements
concentrate in a few industries which are

globalised and R&D-intensive, such as
electronics, aerospace, telecommuni¬
cations and computers. Such arrange¬
ments often focus on joint development
of new technology, but they can also be
a prelude to the majority acquisitions
which have become common in some

sectors. They are a feature of the auto¬
mobile industry, where international links
between US, Japanese and Korean
producers have a long history, and new
joint-venture and sourcing arrangements
and investment strategies are developing
within Europe and between Europe and
Japan.

I n many OECD countries foreign-owned
companies have made a major contribu-
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tion to local employment. The foreign
subsidiaries of Japanese companies, for
instance, increased their employment in
North America and Europe by 1 5% a year
between 1 980 and 1 990, and now employ
over half a million people in the two
zones. But foreign firms tend to have a
higher share of output and value-added
than of employment in the countries in
which they invest, and higher labour
productivity and wages. This discrepancy
reflects the technological and organi¬
sational advantages of foreign com¬
panies, the high-technology sectors they
often operate in, their relatively higher
capital-intensity and their larger average
size.

Since much of the foreign investment is
carried out by leading companies in
technologically advanced industries, it
makes an important contribution to
technology generation in host countries,
especially those where business spend¬
ing on industrial R&D is relatively low
(such as Australia, Canada, Ireland and
Spain). Multinationals not only transfer
technology to othercountries but, despite
tendencies to centralise R&D resources

close to headquarters in the home country,
they may spread R&D facilities around
the world to take advantage of local ex¬
pertise. Those from smaller countries like
Sweden, the Netherlands and Switzerland
tend to undertake more R&D abroad

because of limits on their domestic R&D

resources and the desire to draw on

technological advance in othercountries.
In general, the establishment of foreign

R&D centres tends to follow the

establishment of production facilities in
the country concerned. But there appears
to be an increasing trend among major
firms to focus different parts of their R&D
activities in each of the major integrated
markets which are developing in Europe,
North America and Asia, and some ac¬

quisitions of foreign companies may be
aimed primarily at gaining access to
technology or research capabilities
already established in these markets (for
example, in biotechnology in the United
States). In the United States, Germany,
the United Kingdom and Japan foreign-
owned companies are spending sub¬
stantial sums on R&D, mainly for local

markets though increasingly for global
ones, reflecting new strategies in R&D-
intensive industries.

How Trade

is Changing

A large - and probably increasing -
proportion of trade takes place within
related firms or between suppliers of
components and final producers. Foreign
affiliates trade more than domestic firms;

a large proportion of their inputs are
supplied by the parent or other affiliated
firms within the group, and they often
import technology, capital equipment
and services from their parent companies,
and export within the group ('intra-firm
trade'). In the United States in 1988, for
instance, over three-quarters of all
merchandise imports by foreign-owned
affiliates came from their foreign parent
group, and these imports from parents
accounted for over one-quarter of all US
imports. Well over 40% of their exports
went to firms within the same group,
mostly to parent firms. In many OECD
countries foreign-owned firms account
for a considerable proportion of total
trade.

Intra-industry trade (trade in products
from the same industry) is also growing,
partly because of trade between affiliated
firms, partly because of global production
and supply networks between in¬
dependent, but co-ordinated, firms, and
partly to satisfy sophisticated consumer
tastes and industrial demand for

marginally different products. Intra-
industry trade represents as much as
three-quarters of the total in the United
Kingdom, France and Austria. The highest
proportions of bilateral intra-industry
trade are to be found amongst France,
Germany and the United Kingdom, in
view of their similar economic structures

and their membership of the European
Community. ForJapan, on the other hand,
intra-industry trade constitutes a relatively
low proportion of its total trade, although
the share varies considerably from country
to country: only 9% of its trade with
Canada was intra-industry in 1990, but
fully 77% of its trade with Germany.

Intra-industry trade is concentrated in
the manufacturing sector, and is highest
in industries such as chemicals,

machinery, transport and various other
manufactured goods. But it is low in food
and beverages, tobacco, raw materials
and mineral fuels. Since inter-industry
specialisation increases the more
standardised the product, these products
tend to be supplied by resource-based
economies in return for products that
undergo more transformation and
processing. The relatively low proportion
of intra-industry trade in Japan is in¬
dicative of the large volumes of raw
materials, food and energy it has to im¬
port, as well as its very large trade surplus
in machinery and transport equipment,
where intra-industry trade is normally
relatively important.

The growth in the intemational'sourcing'
(international purchasing) of intermediate
inputs for final production is a further
indicator of the trend towards global¬
isation. There are strong similarities be¬
tween patterns of sourcing and foreign
investment - two different facets of

globalisation. Those industries and
countries where foreign ownership is
highest are also those that obtain the
most intermediate inputs from abroad.
But there are exceptions to that rule: the
textile and clothing industries, for in¬
stance, have high volumes of inter¬
national sourcing but low amounts of
international investment.

Competitiveness
and Competition

Globalisation may have either adverse
or beneficial effects on the degree of
concentration (the extent to which a
relatively small number of firms account
for a large share of output, employment,
and so on) and competition in individual
countries. When a firm starts operating in
a foreign country, it may increase con¬
centration by adding one new large
producer to a fragmented market, or it
may reduce concentration by adding to
the number of producers in an already
concentrated market. The effect of entry
also depends on whether it is made
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through acquisition, which may eventually
increase concentration by boosting the
market share of the firm acquired, or

whether it is a 'greenfield' investment
which increases total product supply in
the industry and thus reduces concentra¬
tion, at least initially.

In industries as diverse as automo¬

biles, computers, pharmaceuticals and
international construction, the top
companies do not appearto be increasing
their global market shares (and hence
global concentration), although the
identity and nationality of many of them
have changed. But in narrower sectors
such as electronic components, the
reduction in the number of suppliers to a
very small group of key producers in one
or two countries has aroused concern in

the countries now dependent on those
few sources of supply. The current supply
of the flat screens that go into portable
computers is one example where there
are very few volume producers
world-wide; major US computer firms
such as Apple and IBM rely on screens
from Japanese sources. Here the
technical requirements and development
expenditures necessary to produce
reliable advanced electronic components
have led to very high concentrations of
supply, but so far this does not appear to
have hindered rapid diffusion of applica¬
tions of the technology.

Among the objectives of industry policy
are to improve supply-side conditions,
facilitate the entry of new competitors and
generally enhance competitiveness in
order to lower costs and widen choice for

the consumer. But because of the global
nature of production and competition,
support measures that reduce costs for
domestic industry or encourage it to
achieve larger scale may affect inter¬
national competition while improving
national competitiveness. The increasing
scrutiny by competition authorities of
measures of industrial support and their
international effects, particularly when
they involve rationalisation of capacity,
are one sign of the increasing interplay
and potential conflict between these two

2. See Barrie Stevens, 'Strategic Industries: What Policies
forthe 1 990s?' The OECD Observer, No. 1 72, October/
November 1991.

aims.2 Thus, in formulating national
policies for promoting competitiveness,
governments must look at the wider inter¬
national implications of their actions to
gauge the ultimate consequences for
consumers.

Governments are also having to deal
increasingly with the domestic con¬
sequences of increased global
competition and associated pressures
on domestic production and employ¬
ment. The linkages between global
corporations and local firms and the
diffusion of new technology and
management skills into local industry are
receiving growing government attention.
Many have introduced local-content
requirements to support domestic indus¬
tries and help them develop their supply
capabilities. But achieving global
economies of scale and efficiencies

through international sourcing may be
incompatible with developing high pro¬
portions of local content in all countries.
The complexity of global production and
supply patterns and the diversity of
specialised components that go into many
assembled products make local-content
requirements and related rules
increasingly difficult to apply.

On the trade front, an extensive range
of voluntary restraints, 'grey-area' non-
tariff barriers and anti-dumping measures
have been introduced in many globalised
industries to restrict what are regarded as
disruptive trade flows and protect
domestic industries and companies. Such
measures are particularly common in a
few R&D-intensive industries, such as

electronics, as well as in automobiles,

and have had the effect of slowing
adjustment and raising costs to the con¬
sumer. But new kinds of trade restraint

should not be allowed to obstruct the

efficiencies to be gained from inter-
nationalisation.

The new patterns of production and
sourcing expose firms increasingly to the
policies of foreign countries, and provide
new challenges to develop domestic
policies which take the realities of global
competition into account. Domestic
policies in a given country may have to be
carefully crafted to accommodate effects
on foreign-owned companies in indus

tries where foreign penetration is
particularly high, and in industries which
have extensive international sourcing.
For example, attempts by governments
to protect their own domestic producers
of particular intermediate products may
ultimately have more effect on the
down-stream users originally established
on the basis of freer access to imported
inputs.

Globalisation is raising a host of new
issues which increasingly fall outside of
the traditional domestic focus of national

policies dealing with: R&D and the
development of new technologies; for¬
eign direct investment and the linkages
of domestic with foreign firms; trade, in¬
ternational sourcing and production; and
competition and inter-firm agreements.

In many of these policy areas new
international approaches are being
explored in a wide range of OECD work,
which is examining the factors driving
globalisation, its impacts, and implica¬
tions for national policies and inter¬
national co-ordination of policies. And
where such approaches have not yet
been advocated, they may soon have
to be, because of the profound effects
that global competition is having on
established and emerging industries.
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What Pattern in Patents?
Laudeline Auriol and François Pham

Innovation is now seen as a key factor in the success of an enterprise. So the ability to
patent inventions and to fight industrial 'piracy' has become essential. From a simple

means of protection, patents have evolved into a powerful strategic weapon, particularly for
large firms.

As the 20th century draws to a
close, patents are attracting
interest from an ever-increasing

number of economic 'actors'. Although
primarily designed as a means of
protecting researchers' inventions,
patents are also used, through the publi¬
cation of detailed descriptions, as a means

of diffusing technological information.
Numerous specialised databases are.
being developed, allowing public and
private research laboratories alike to
monitor developments in their activity
and to keep an eye on competitors.
Patents, a major indicator of science and
technology, are also an economic
indicator in the management and financial
analysis of enterprises.

The distinction between 'intellectual

property' and 'industrial property' is essen¬
tial in understanding the nature of patents.
Intellectual property covers both industrial
property and copyright or the rights in
literary and artistic works. Authors' copy¬
right and associated rights are covered
by the Berne Convention and the Geneva
Convention on Universal Copyright, the
scope of which has recently been ex¬
tended to computer software, integrated
circuits and information services.

Patents are governed by industrial
property law, which also covers models,
industrial designs, trademarks and other,
similar rights. Industrial property is

Laudeline Auriol and François Pham work on patents
and international trade in technology in the Economic
Analysis and Statistics Division of the OECD Directorate
for Science, Technology and Industry.

governed by the Paris Convention of
1883 to which, as of January 1992, 103
countries adhere. Successive revisions

of the text of this Convention have

attempted to maintain the delicate bal¬
ance between the rights of monopoly
granted to the patent holder and the pub¬
lic interest, while allowing countries to
adopt differing approaches and to enact
legislation in accordance with their own
conception of national interest. This
freedom of action applies to subjects
such as the criteria for patentability, the
degree of control over the granting of
licences, rules governing the choice of
holder (inventor or initial applicant), the
subject of the patent (product and/or
process), and the scope and conditions
of patentability.
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Different

Legislative Regimes
Patent legislation and registration

procedures have developed in different
ways in the OECD area, depending upon
the activity or country. Protection was
extended to chemicals, for example, at a
relatively late date compared with other
types of product: in 1 967 in Germany and
France, 1968 in the Nordic countries,
1976 in Japan, 1978 in Switzerland and
1979 in Italy. Chemical and pharma¬
ceutical products will not be patentable
in Spain until the end of 1992.

Although implementation of the Euro¬
pean Patent Convention has prompted
the countries of western Europe to re¬
view the legislation with a view to
harmonising their regimes, patent law
still differs from one country to another.
Legislation in western Europe falls into
three main categories.

Patent law in Germany, Austria, the
Netherlands, Sweden and, more recently,
the United Kingdom is based on substant¬
ive examination: the criterion of invent¬

ive activity is rigorously applied, the
processing times for applications are
lengthy, annual renewal fees increase
virtually exponentially overthe final years
of the patent (twenty years). In other
countries, such as Belgium, Spain, Italy
and Luxembourg, patent applications are
simply registered, reducing costs ac¬
cordingly.

France occupies an intermediate posi¬
tion in that patent applications are subject
to a patentability search procedure.
Basically, this takes the form of
negotiations between the administration
and the inventor (or his agent) over the
claims advanced by the inventor, which
are compared with a list of existing claims,
drawn up after a novelty search by the
administration, which might challenge the
novelty or inventive activity claimed in the
application.

The United States Patent Office has

adopted a stringent application procedure.
Patents are granted on the 'first to invent'
principle dating back to the beginnings of
the US system in the 19th century and
initially designed to protect the inventor.
Patents are published only after what in

Table

WORLD POPULATION AND TECHNOLOGICAL

AND ECONOMIC RESOURCES

GDP Population GDP per resident Patents

1989 1989 1989 1990

billion $
%

of total
million

%

of total
S

world

average
=100

stocks

thousands

patents

%

of total

OECD 14,505 71.8 831 15.9 17,447 450 3.392 87.4

Americas 6,716 33.2 713 13.7 9,420 243 1,550 39.9

North America 5,670 28.1 274 5.3 20,722 534 1,493 38.4

Latin America 1,046 5.1 439 8.4 2,382 61 57 1.5

Europe

Western

37.4 783

5,642 27.9 384 7.4 14,691 379 1,243 32.0

Eastern 1,915 9.5 399 7.6 4,758 123 312 8.0

Asia 5,189 25.7 3,052 58,7 1,700 44 687 17.7

Japan 2,834 14.0 123 2.4 23,046 594 590 15.2

Africa 407 2.0 628 12.1 653 17 27 0.7

South Africa 89 0.4 35 0.7 2,592 67

not available

Source: UN data adjusted by the OECD Secretariat

many cases is a very lengthy procedure
(provided that the application is actually
approved), whereas other countries
generally publish patents about eighteen
months afterthey have been filed. Almost
all other countries operate on the 'first to
file' principle, which is far easier to
administer.

Because of the peculiarities ofJapanese
patent law, obtaining a patent in Japan is
an expensive and complicated exercise.
Until recently, Japanese patent legislation
was based on the so-called 'single claim'
system (one claim per patent). Unlike the
approaches adopted by major western
countries, the authorities will accept only
limited definitions and patent applica¬
tions are therefore processed in stages
(applications may be subsequently
modified). This difference is reflected in
the number of patent applications filed:
some 380,000 in 1990, compared with
merely 160,000 in the United States.

The countries of central and eastern

Europe are currently reviewing theirpatent
legislation and are discussing with the
European Patent Office how they should
adapt it to the conditions of a market
economy. Besides granting patents (with
extremely expensive renewal fees), most
of these countries provided protection in
the form of a certificate of authorship,
which does not grant a monopoly but
simply the right to reward. In the former
Soviet Union and East Germany, the two
most industrialised countries in eastern

Europe, patents were only granted after
substantive examination, which gave the
administration considerable latitude in

the type of protection provided.
Many developing countries have

inherited their patent legislation from their
earlier colonial rulers, who in many cases
introduced it to protect the interests of the
colonising country and to ensure a
monopoly on imports. It is only many
years after gaining independence that
some of these countries have revised

their legislation to redress the balance
between the rights of patent holders and
the public interest, to encourage
industrialisation and to secure transfers

of technology. These countries are now
wary of- if not hostile to-any internation¬
al regime the standards of which would
be uniformly applicable to all countries,
fearing that it would render them
powerless to defend their own interests

effectively.

Imbalances and Growth

in Patent Flows

The world stock of patents (those in
force as of 31 December 1 990) may be
put at 3.9 million, broken down as follows:
40% in Europe (of which 32% in western
Europe, 8% in eastern Europe, 26% in
the EC); 40% in North and South America
(of which 30% in the United States,
1 .5% in South America) and 1 8% in Asia
and the Pacific region (of which 15% in
Japan). Over85% ofthe world-wide patent
stock is therefore located within the OECD

area. The imbalance between North and

South is striking, and it is exacerbated by
the fact that 80% of patents issued in
developing countries are granted to
foreign countries (and primarily to five or
six of them) and that over 95% of these

patents are never used for local product¬
ion.
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Figure
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The number of patent applications
provides a useful measure of the invent¬
ive activities of a country and its capacity
for technological and commercial diffu¬
sion of patented inventions. In 1990,
approximately 700,000 applications were
submitted to the national authorities of

the countries in which the inventors

resided. The overall number of patent
applications filed by OECD member
countries rose sharply during the 1980s,
particularly those filed abroad. Protecting
foreign markets has thus taken priority
over protecting domestic ones. This trend
has been encouraged by the introduction
of international and European applica¬
tion procedures which make it both easier
and cheaper for firms to protect
themselves in several markets at a time.

Europe is the main recipient target for
patents filed abroad, attracting 71 .5% of
foreign applications world-wide in 1990
(68% going to western Europe), followed
by the Americas (15%, of which 9% for
the United States) and then Asia and the
Pacific region (13.5%, of which 4.5% in
Japan). Out of every ten patent applica¬
tions by US applicants abroad, seven
were filed in Europe (five of which were in
the EC).

The vast majority of patent applications
are part of a constant stream of traffic
between the three main centres of patent
activity: Japan, the EC and the United
States. In 1990, for example, of the 38
foreign firms which made more than 1 00
patent applications in France through the
European system, 15 were from the

United States, 12 from Japan and 1 1 from
Europe (five German firms, three Dutch
firms and one Swiss). The three countries
with the highest ratio of applications made
abroad to applications received from
abroad are the United States, Japan and
Germany; this ratio is about three times
higher than that of France and the United
Kingdom, and four to five times higher
than that of Switzerland, Sweden, the
Netherlands and Canada.

An Instrument

of Competition
Competition between research teams

working on the same problems is steadily
increasing. In many cases, researchers
apply for patents as soon as their re¬
search starts to show promise. Should
the results fail to materialise, they can
simply withdraw their application or wait
for it to be turned down. On the other

hand, if their results lead to an invention,
they can then file claims which can
subsequently be used to establish a right
of priority for patents filed abroad.

Patents have thus become an instru¬

ment of competition, particularly for large
firms which have all the legal resources
and know-how required to file patent ap¬
plications speedily and efficiently. A recent
article1 described a number of court

cases involving major western con¬
glomerates and Japanese firms: the legal
action taken by the Swiss-Swedish
conglomerate ABB against a dozen or
so Japanese firms which it accused of

'pirating' its liquid-crystal technology, used
in the manufacture of television sets and

portable-computers; the case brought by
Honeywell/Minolta over autofocus
camera technology, in which the US firm
sought a ban on the sale on Japanese
cameras, thus leaving the way open for it
to negotiate an agreement with other
Japanese manufacturers of photographic
equipment, cameras and camcorders;
the suit between Loral-Fairchild and Sony,
Nee, Matsushita, and others, in which the

Japanese firms were accused of
infringing Fairchild patents of semi¬
conductor technology, and so on.

Globalisation

and Harmonisation

It was against this background of fierce
competitive rivalry that intellectual
property issues first appeared on the
GATT agenda. Until now, the GATT has
primarily addressed world trade in
manufactured goods. Successful
completion of the current Uruguay Round
of negotiations will see other areas such
as trade in services, agricultural products
and trade-related investment covered by
specific provisions in the agreement.
These negotiations therefore mark a radi¬
cal departure from previous rounds and
are an attempt to reorganise and reshape
the rules governing international trade in
goods, services and technology.

From this perspective, the protection of
intellectual property rights (IPRs) is
becoming increasingly closely linked to
the conditions of competition and interna¬
tional trade.2 The peculiarities of certain
legal regimes and national practices may
therefore be seen as impediments to
freedom of trade between countries, com¬

parable, for example, to tariff barriers or
import bans. It is for this reason that
issues relating to the protection of IPRs,
traditionally dealt with by the World
Intellectual Property Organization
(WIPO), have been referred by the
industrialised nations to the GATT. >

1. 'La guerre des brevets fait le tour de la planète', La
Tribune de l'Expansion, 12 May 1992.

2. Ebba Dohlman, 'International Piracy and Intellectual
Property', The OECD Observer, No. 154, October/
November 1 988; Jacques de Miramon, The Internation¬
al Interest in Intellectual Property', The OECD Obser¬
ver, No. 163, April/May 1990.
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The central issue in this debate is how

to find common ground between countries
which see IPRs simply as part of a liberal
market economy and those which
consider them to be an important factor in
national development. In other words,
the current debate not only pits individual
OECD member countries, the most

dynamic international actors, against one
another, but also opposes the industrial¬
ised countries against a fair number of
developing countries which feel that their
domestic economies have to develop
further before they can be fully integrated
into the international trading community.
Thus India and Brazil, the countries most

actively involved in the Uruguay Round of
negotiations, view patents as a major
factor in the development of their domestic
economies and not merely as a detail of
international trade. In view of the fact that

competition in world markets is steadily
increasing and that almost all patented
technology is currently controlled by
OECD member countries -with a sixth of

the world's population - it is easy to
understand the concern felt by developing
countries and the growing North-South
polarisation of discussions within the
GATT.

In response to the growing internation¬
al interdependence of economic actors,
the United States, Japan and the EC
have taken steps to harmonise thei r patent
legislation and procedures. The United
States, for instance, is currently
considering the option of awarding patents
to the initial applicant rather than to the
inventor himself, in view of the time it can
sometimes take to find the latter.

The creation of the European Patent
Office (EPO) was a step in the same
direction. The benefits have been

enormous, in that it allows inventors to

protect their rights in several countries at
the same time by means of a simplified
procedure based on harmonised criteria
for patentability. At present, the European
system operates alongside national ones
within EPO member counties, although

3. Bernard J. Phillips, 'The Patent Paradox in Competition
Policy', The OECD Observer, No. 159, August/
September 1989; Margaret Sharp, 'David, Goliath and
the Biotechnology Business', The OECD Observer, No.
164, June/July 1990.

the European system would appear to be
gaining ground. From 1 June 1978, the
date on which the Munich Convention

governing the EPO came into force, and
the end of 1 991 , some 500,000 European
patent applications have been filed
and over 177,000 European patents
awarded. The planned community patent
will move matters even further by
extending a single legislative framework
to all EC countries, but without super¬
seding either national or European
patents.

New

Questions

Patents raise other major issues relating
to the development of modern technology,
biotechnology in particular. Continued
advances in agriculture, animal
husbandry and medicine, as well as
changes in the diet, have led to the invent¬
ion of new plant-breeding processes and
new varieties of man-made plants. To
allow it to capitalise on the results of its
research, the agro-food industry has
demanded the right to patent its invent¬
ions. In 1989 the EPO responded to
these demands by granting the first
European patent for a genetically
engineered plant.

The recognition of the right to a
monopoly over a living species, allowing
it to be exploited, manufactured and
traded, marked a turning point in patent
history. Patents have been awarded for
single-cell, and subsequently multi¬
cellular, organisms. The EPO has recently
approved an application from Harvard
University for a European patent on the
'onco-mouse' already patented in the
United States. The granting of such a
patent would mark a new development
in the patentability of life forms in
Europe: the patentability of transgenic
animals.3

Some countries are opposed to such
practices, which clearly raise ethical
issues. The World Intellectual Property
Organization has not yet adopted an
official position in this area. But in the not
too distant future, it is more than likely that
the leading countries in this area will refer
the issue to the GATT. It is here, in

particular, that the dividing line between
private and public interest will prove
especially hard to draw.

DD

The protection of intellectual and
industrial property is gradually being
extended to new fields of inventive activity,
creating new groupings of countries in
the process. It is closely linked to the
conditions of competition and inter¬
national trade, and to the development of
the less advanced countries that are home

to five-sixths of the world's population.
The uneven distribution of economic,
scientific and technological resources
among the world's population may well
lead to bottlenecks and imbalances in the

struggle to gain comparative advantage
through technology. It is up to individual
countries to ensure that the interna¬

tionalisation of IPRs within the framework

of the GATT marks a fresh step forward in
international co-operation, not a
deepening of the North-South divide.
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Basic Education

for Development
Hans Lundgren and Cari Wahren

The economic difficulties experienced by many developing countries have had a severe
impact on education. In 1990, for example, some 130 million children did not attend school

and there were some 950 million illiterates. What can policy do?1

The term 'basic education' has

been used to mean a variety of
things. The 'World Declaration

on Education for AH' adopted atthe World
Conference in Thailand in 1 9902 expands
its definition to mean more than formal

schooling. Thus the term now covers
early childhood care and initial education,
primary school or alternative pro¬
grammes, literacy, training in skills, formal
and non-formal programmes that affect
health, science, technology, environ¬
mental and other social issues for youth
and adults, and channels of information
and communication.

The Declaration is an acknowledge¬
ment of the importance of an expanded
vision of basic education and a renewed

commitment to providing learning
opportunities for everyone. There has,
indeed, been an increase in overall

primary-school enrolments in developing
countries over the last 30 years, from
310 million in 1 970 to 477 million in 1 987.

If these trends were to continue, universal

primary education (UPE) could be a reality
by the year 2000 in eastern Asia and in all
but three countries in Latin America and

the Caribbean.

In southern Asia, nonetheless, one in

four children would be living in countries
where UPE did not exist, two out of every
five children in the Arab states, and in

Hans Lundgren is an economist in the Aid Management
Division, of which Carl Wahren is Head, in the OECD

Development Co-operation Directorate.

Sub-Saharan Africa one out of every two
children. Of the estimated 1 1 1 million

children not in school in 1 987, almost half

were in southern Asia and the majority,
66%, were girls. In 18 countries in Sub-
Saharan Africa, 50% or more of the

children of primary school-going age were
not in school.

Demographic pressures have begun to
outpace the growth in school enrolments
in some countries, especially in Asia and
Africa. UPE in India, for example, would
require the enrolment of 120 million
children, a 39% increase on current fig¬
ures; Brazil would require about 30 mil¬
lion, an increase of 17%; and Nigeria
about 20 million, 121% up. Moreover, the
recruitment and training of teachers to
meet the projected enrolment require¬
ments over the next decade pose a

formidable challenge, particularly in
Sub-Saharan Africa.

Apart from stagnating and even
declining enrolment in several of the
poorest countries, there is concern over
the large number of children who start
school but do not stay long enough to
acquire literacy and other basic skills. In

1. Development Co-operation: 1992 Report, OECD
Publications, Paris, 1992.

2. It wasorganised jointly by UNDP, UNESCO, UNICEF
and the World Bank and attended by delegates from 1 55
governments as well as many non-governmental organ¬
isations and institutions, as well as individual experts.

3. Christian Morrisson, 'Balancing Adjustment and Equity',
The OECD Observer, No. 172, October/November
1991.

the developing countries, it is estimated
that one-third to one-half of the children

who start school drop out before
completing their fourth year. And drop¬
outs and the repetition of grades obviously
reduce the internal efficiency of schooling
and thus add to the costs.

With the necessity of reducing unsust¬
ainable volumes of public expenditure
associated with structural adjust¬
ment,3 governments have cut into edu¬
cation budgets and attempted to shift
more of the financial burden to parents.
But shifting more of the cost may increase
the pressures on poor parents to the point
where only some of theirchildren, usually
boys, can receive any schooling. Many
parents already pay a substantial propor¬
tion of their income for the education of

their children, on tuition, schoolbooks,

uniforms, school repairs and construct¬
ion, and so on.

Educating
the Girls

In the past it was assumed that once
the supply of education was established,
all parents would send all of theirchildren
to school. Yet it has been found that

parents, particularly in low-income coun¬
tries, tend to send much higher percent¬
ages of boys than girls and to keep boys
in schooling longer.

The role that the household plays in
determining the demand for girls' educa
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Girls are sent to school less

often than boys, especially
when their mothers, too, are

uneducated and they can

contribute to family earnings-

like this Filipina girl, collecting
medicine bottles from a public
rubbish-tip.

tion is complex. Sending girls to school
is weighed against the expense in¬
curred, the demand for immediate labour

for domestic tasks and child care, and

future job opportunities. If parents do not
perceive the value of their daughters'
schooling or the benefits it provides, they
will not be convinced of the importance of
paying the direct, hidden and opportunity
costs of girls' education. And if the per¬
ceived value of attendance is less than

the personal costs involved, demand will
be low.

It has been widely documented that
there are very high rates of returns - both
private and social - to acquiring basic
literacy and numeracy skills. For each
additional year of schooling, wages in¬
crease typically between 1 0 and 20%.4

And there are broader benefits. Not

only does girls' education affect the
economic well-being of a country through
improved productivity; it has a direct
beneficial impact on health, nutrition and
family planning. Educated mothers have
smaller, healthier families and tend to

have higher incomes and to send their
girls and boys to school. Indeed, the chief
economist of the World Bank recently
suggested that the education of girls may
yield a higher rate of return than any other
form of investment in developing
countries.5

Education also endows women and

girls with a basic knowledge of their rights
as individuals. Knowledge brings the
income and decision-making power that
can place women on a less unequal
footing with their male counterparts. It
also provides the opportunity to participate
in development efforts, especially in
activities that concern health, nutrition,

water and sanitation, and environment.

These areas are more likely to be
successful if women understand the new

concepts and their potential benefits,
possess the skillsto implement new ideas,
and are willing to try them out with their
families and communities. Education

alone cannot bring about change and
improvements in national development.
But without it, development may prove
unsustainable.

Participation of girls in the educational
system is the result of two important
variables: parental demand for girls'
schooling, and a supply of services from
both public and private sectors that
respond to it and to community aspira¬
tions.

Several factors have been identified by
UNICEF6 as being key in promoting girls'
participation in education:

early childhood care, especially mater¬
nal and child health

locating schools closer to communities
hiring more female teachers
lowering the cost to parents, making

school attendance more easily affordable
developing relevant curricula
increasing community participation
localising and decentralising education
encouraging advocacy campaigns
designing systems that accommodate

the requirements of female students
supporting multiple ways of providing

basic education.

In view of the importance of female
teachers, it is clear that targetted efforts,
in countries where custom dictates that

girls should be taught by females, will
improve results.

4. Meeting Basic Learning Needs: A Visionforthe 1990s,
background document for the World Conference on
Education for All, 1990. In the World Development Re¬
port, 1991 (Washington DC, 1991) the World Bank
summarises a number of recent studies on the effect of

an additional year of schooling on wages and farm output.

5. World Bank News, January 1992.

6. Strategies to Promote Girls' Education: Policies and
Programmes that Work, UNICEF, New York, 1992.

Emerging
Donor Policies

Education for all requires long-term
and sustained support, by both developing
countries and donors. Setting priorities
for education among basic, secondary
and tertiary levels, as well as improving
access to education for girls are highly
sensitive political issues in many
developing countries. Although respecting
the spirit of partnership, aid donors will
have to take a more assertive approach if
current imbalances are to be corrected.

New forms of co-operation will be
necessary. In the first instance, support
for basic education has to be discussed

within the context of the national economic

framework and a review of public
expenditures. Re-allocations can be
made in some countries within national

budgets in favour of education, reducing,
for instance, military expenditures. To
support coherent national strategies a
substantial amount of external assistance

is required in the form of programme
support. But it should be scheduled on a
declining basis to minimise the risk of
encouraging dependency by recipients.

Basic education requires a multi-
sectoral approach, since many of its pro¬
grammes are in the non-formal education
sector- in basic health care and nutrition,

for instance - and under the authority of
ministries other than the ministry of
education, often the ministries of agricul¬
ture, rural development, health and
social affairs.

Co-ordinated programme and sector
assistance rather than isolated aid pro¬
jects could help to focus attention on
broad achievements of the co-operation.
Better methods of monitoring and evalu¬
ation will improve transparency and
accountability, which is especially import¬
ant when assistance is in the form of

direct budgetary support.
Until now, most aid to education has

been on a government-to-government
basis. But basic education, especially the
non-formal components, such as literacy
training, can often be better delivered and
monitored by intermediaries -community
groups, NGOs, universities, religious as¬
sociations, regional networks and
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foundations - and the private sector.
Developing countries themselves must

have the capacity to plan, manage, and
monitor their basic-education pro¬

grammes. Capacity building and
institutional development should have
high priority. And in contrast to previous
schemes, more training has to take place
in the recipient country, so as to strengthen
national institutions and to reach a large

enough numberof people. Various means
are possible: the twinning of institutions
(such as teacher-training institutions),
strengthening of support systems (stat¬
istics systems, education inspectorates),
improving libraries and using regional
networks and local experts. Training in
the recipient country can often be provided
at a lower cost than in developed-country
institutions, enabling more extensive

OVERCOMING ILLITERACY

Educating the young is only part of the challenge; illiterate adults represent the other part.
In 1990, there were an estimated 948 million illiterate adults, almost half of them in two

countries, India (281 million) and China (224 million).
Female illiteracy is a major problem, particularly in the least developed countries. It is

estimated that one out of every three women in the world today is illiterate, as compared
to one out of five men. The gender disparities have almost been eliminated in Latin
America and the Caribbean, and are declining rapidly in eastern Asia and Oceania. But the
gap remains large in southern Asia, the Arab states and Sub-Saharan Africa.

The most powerful strategy to reduce adult illiteracy is, of course, to ensure that all
children successfully complete primary schooling. But adult-literacy programmes will con¬
tinue to be central to any effort to promote literacy and its benefits. Unfortunately, literacy
programmes have not received high priority by the governments of many developing
countries or by donor agencies.

training for local administrators, planners
and researchers.

Donor agencies, too, will have to
strengthen theircapacity, at headquarters
and in the field, to deal with these issues

and integrate them into the broader
concerns of development. That will require
substantial educational, social-science,

and economic expertise.

O

Universal basic education cannot be

treated as 'business as usual' for any of
the institutions involved. Accordingly,
many development agencies have begun
to review their policies and practices and
are evolving new strategies. Local co¬
ordination is especially important to
monitorthe implementation of the planned
programme, and to change strategies
that are not proving effective. Further¬
more, co-ordination promotes efficiency
and effectiveness in the use of scarce

resources, prevents duplication and
eases the burden on developing-country
governments.

Substantial additional resources, both

private and public, will have to be
mobilised. Developing countries should
strengthen their efforts at mobilising
resources, both through re-allocating
government resources to the most cost-
effective sectors and seeking support
from private organisations and NGOs for
formal and non-formal education pro¬
grammes. Nonetheless, there will be
several low-income countries which, in

spite of their own best efforts, are likely to
experience difficulties -and will therefore
require substantial support - in meeting
these crucial goals.

feÙ
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Perhaps the most startling aspect of the debate on climate change is the speed with which
it has climbed the international political agenda. In 1985, climate change was viewed

almost entirely as a scientific issue. Only seven years later, most industrialised countries
have made some sort ofpolitical pledge to abate their emissions of greenhouse gases over
a specific timetable. And earlier this year, 154 countries signed a Framework Convention

on Climate Change at the UN Conference on Environment and Development in Rio de
What is the present 'state ofplay' in the economics of climate change? And what

priorities are now emerging in 'post-Rio' policy?

Janeiro.

The Economics

of Climate Change

Thefirst concrete step taken by the
international community to
address the effect of human

activity on the atmosphere was the
establishment, in 1988, of an Inter¬

governmental Panel on Climate Change
(IPCC) by the United Nations. The IPCC
was asked to study the scientific basis of
climate change, to assess its potential
impacts, and to explore appropriate policy
responses.

The IPCC concluded recently that con¬
centrations of greenhouse gases in the
atmosphere are rising rapidly.1 The gases
of most concern in this respect are carbon

dioxide (C02), methane (CH4), chloro-
fluorcarbons (CFCs and HCFCs), and

nitrous oxides (NOx). Under current
trends, these higher concentrations are
expected to lead to average increases in
global temperatures of about 0.3°C per
decade over the next century and thus
some 3°C over the period. Mean sea

Tom Jones

levels are also predicted to rise by about
0.6cm per decade, or about 65cm by the
year 2100. IPCC scientists also judged
that average global temperatures had
actually increased 0.3-0.6°C over the

past century, and mean sea levels had
increased by between 1 0 and 20cm over
the same period. How much of this
change, if any, can be ascribed to human
activity and how much to natural climate
variation nonetheless remains in

considerable dispute.

The OECD

Response

Since 1 988, the OECD has focused its

efforts on 'translating' knowledge on the
science and potential impacts of global
warming into the economic policy terms
that decision-makers require. The OECD

Tom Jones works on climate change issues in the
Economics Division of the Environment Directorate.

programme has evolved around four main
themes.

Are Abatement Policies Necessary?
If the IPCC scientists are right, a wide
variety of social and economic impacts
is possible. The most often discussed
of these impacts are reduced agricultural
output and a rise in sea level. A drop in
agricultural production could be disastrous
for countries already living at the margin
of their ability to feed their citizens. And
a rise in the sea level would be catastrophic
for some low-lying nations.

In probably the most famous study of
potential impacts to date, Professor

William Nordhaus of Yale University
argued2 that the impacts of climate change

1 . IPCC (1992). ScientificAssessment ofClimate Change
(IPCC) 1992 Supplement. United Nations Environment
Programme/World Meteorological Organisation,
Geneva, 1992.

2. To Slow or Not to Slow: The Economics of the
Greenhouse Effect, mimeo, Department of Economics,
Yale University, New Haven, Conn., 1990.
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on the US economy would be relatively
small, amounting to only about 0.25% of
economic output under current condi¬
tions, and to only about 2% under more
flexible assumptions. This conclusion
rests on several broad premises: the exist¬
ence of a so-called 'C02 fertilisation effect'
(C02 increases plant growth under cer¬
tain conditions); the probability that society
could adapt to climate change, rather
than having to prevent it (for example, by
building dikes to protect against rising
sea levels); and the fact that climate-
sensitive sectors (notably agriculture)
form only a small share of total economic
activity in most developed countries. The
main implication of the Nordhaus results
is that significant action on abatement
would not be justified on economic
grounds.

One of the perceived shortcomings of
the Nordhaus study was that it
concentrated on those impacts that
directly affect the national-income
accounts and did not address the more

intangible 'environmental and social
factors' in much detail. A recent OECD

study by William Cline3 attempted to
provide preliminary estimates for several
categories of this type of cost (species
loss, loss of amenity values, increased
morbidity, and so on).

A key element of the Cline study was its
emphasis on the 'very long term'. Most
existing models focus on the so-called
'doubling of C02' assumption, which is
generally expected to be realised by 2050.
Cline points out that it might be more
appropriate to see if there is a point in the
future when global warming might level
off. For various reasons, he pegs it at
about the year 2250, and he estimates
the potential impacts of this assumption
to cost at least 5% of US GDP annually.

At this degree of total impact, some
abatement action would probably be justi¬
fiable on economic grounds.

Potential Costs

An important OECD contribution to the
analysis of abatement costs was the
development of a multi-sector,
multi-region, dynamic model known as
'GREEN' (General Equilibrium Environ¬
mental Model).4 'GREEN' has been used

to evaluate several emission abatement

strategies in which OECD countries might
eventually participate. The most impor¬
tant conclusions of this work to date are:

if no action is taken to curb C02
emissions, global emissions will grow by
about 2% per year between now and the
year 2050 (the 'baseline scenario')

if OECD countries were to stabilise

their emissions unilaterally at 1990 vol¬
umes by the year 2000, global emissions
of C02 would not fall significantly; in effect,
abatement action will be required in both
OECD and non-OECD countries, if

significant progress is to be made
under one projection (in which OECD

countries reduce their emissions to 80%

of 1990 volumes by the year 2000, and
stabilise them thereafter, and non-OECD
countries increase their emissions to

150% of 1990 volumes by 2010, and then
stabilise them), GREEN suggests that
the carbon taxes required to achieve the
abatement target in OECD countries
would peak at about $250 per ton in 2005
(using 1 985 prices and exchange rates),
falling back to about $116 per ton by
2050. The dispersion in carbon taxes in
the non-OECD countries is much wider,

ranging from a low of $50 per ton in 2050
to a high of $450 per ton in 2005. The
average annual real income loss to the
world economy over the period
1995-2050 would be 2.1% (1 .2% in the

OECD region)
existing energy prices also differ widely,

especially among the non-OECD
countries. These differentials are major
determinants of the choice of fuels, and

therefore, of the volume of greenhouse
gas emissions. One GREEN scenario
indicates that, if all existing energy
'subsidies' were eliminated, global

emissions of C02 would be 20% below
baseline projections by 2050, with all of
this reduction coming in non-OECD
regions.

Economic Instruments

GREEN has also been used to evaluate

the consequences of using market
incentives (emission taxes or a system of
tradable permits that allow the purchase
of 'rights' to emit various amounts of
greenhouse gases) to achieve abatement

objectives. Because individual countries
each face different abatement costs, it

would be more economic for abatement

to be carried out first in countries which

face the lowest costs. For example,

underan arrangement of tradable permits,
countries facing higher costs could buy
the right to emit from countries that face
lower costs. The net result of this would

be lower global abatement costs for a
given degree of emission reduction. In
one projection based on this approach,
GREEN suggests that cost-effective
re-allocation of the abatement effort can

reduce the global welfare loss to 1 % (in
current values) - one percentage point
lower than under an agreement in which
each region has to achieve specific
reductions. Thus the economic ad¬

vantages of using market incentives as
part of the policy response may be quite
substantial.

Although some countries have
successfully experimented with tradable
permits in their domestic environmental
policies, several practical difficulties will
limit the international extension of such

systems in general, and to the problem of
climate change in particular. One of
these obstacles is the question of how
many permits should be allocated country
by country at the beginning of the pro¬
gramme. Each country will want to receive
the largest possible share. As a result,
developing countries will tend to favour
allocations based on 'per capita' criteria
(countries with the largest populations
receive the most permits), whereas
developed countries will tend to favour
'grandfathering' criteria (basing the allo¬
cation on existing ratios of greenhouse
gas emissions).

Although OECD countries have no
experience with international carbon
taxes, some countries have shown a

willingness to impose domestic taxes on
3 Global Warming: Estimating the Economic

Benefits of Abatement, OECD Publications, Paris,

1992.

4. J.-M. Burniaux, J. P. Martin, G. Nicoletti and J.

Oliveira-Martins, 'The Costs of Reducing C02 Emis¬
sions: Evidence from GREEN', 1992; 'GREEN -A

Multi-sector, Multi-region, General Equilibrium Model for

Quantifying the Costs of Curbing CO? Emissions: A
Technical Manual', 1 992. Working Papers Nos. 1 1 5 and
116, both available free of charge from the OECD
Economics Department, Paris.
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their own emissions of

green-house gases
(primarily C02). All
countries which have

already imposed such
taxes have provided some
exemptions for 'sensitive'
sectors to protect the
competitive position of
their key industries. To
help offset the adverse
distributive consequences
of these taxes, they have
also typically been im¬
posed in the context of a
larger package of fiscal
reform, generally involving
attempts to achieve
some type of 'revenue
neutrality' (reducing other
taxes at the same time

that a carbon tax is

imposed).

The Economics

of Negotiation
Recent OECD studies5

have also examined how

to avoid the so-called

'free rider' effect in an in¬

ternational agreement.
Free-riding can create
either a direct effect

(non-signatories incur no
abatement costs, but they
benefit from any abate¬
ment undertaken by
others); or a price effect
(abatement by signatories
reduces the world price
of fossil fuels, perhaps
even leading to increased
consumption of these
fuels). Reducing free-
riding will be expensive,
and attempts to limit it by
raising trade barriers
would probably lead to conflict with the
GATT process.6

Common sense suggests that the
potentially large gains from international
co-operation should lead countries to

arrive at an acceptable agreement on
abatement, and that all that is required is
agreement on a way to divide up the

A European Community research laboratory where scientists attempt to
interpret microwave photographs taken from satellites. The aim is to track

changes in - or damage to - the environment.

economic gains from this co-operation.
Unfortunately, not only will it be difficult to
measure each country's contribution to
the total gains; it will also be difficult to
design rules for allocating them. If
countries are under-compensated fortheir
abatement effort, they will naturally be
inclined to do less. If they are over-

compensated, support for
the agreement in 'donor'
countries may falter.

s Now

I What?
Although it will be some

time before the full impli¬
cations of the new

Framework Convention

become clear, the OECD

is already moving forward
on several important
economic questions that
are central to the ela¬

boration and imple¬
mentation of the Conven¬

tion.

For example, all govern¬
ments are interested in

minimising their abate¬
ment costs. For various

reasons, these costs will

be higher in some coun¬
tries than in others, and
the gap will tend to be the
widest between the OECD

group and those in the

developing world. This
divergence opens up the
possibility that OECD
countries might co¬
operate on abatement
activities with the deve¬

loping nations for the
mutual advantage of both.
The specific conditions
under which this 'joint
implementation' might
actually occur will now
have to be developed.

The GREEN model will

also continue to be a ma¬

jor element of the OECD

response. Future projects
may include: expanding

the model to include SOx and NOx as
outputs of economic activity (in addition

5. A Convention on Climate Change: Economic
Aspects of Negotiations, OECD Publications, Paris,
1992 and Responding to Climate Change: Selected
Economic Issues, OECD Publications, Paris, 1991.

6. Jacques de Miramon and Candice Stevens, Trade
and the Environment', The OECD Observer, No. 176,
June/July 1992.
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to C02); and using the model to analyse
the international distributional con¬

sequences of potential policy proposals.
Indeed, distributional questions as a

whole will take on additional importance.
The distribution of the costs and benefits

of abatement among countries will bear
heavily on what action is ultimately
implemented. 'Burden-sharing' issues,
therefore, will receive considerable at¬
tention in future discussions about

implementing the Rio accord. This will
require a strong understanding of the
relationships among policy responses in
OECD countries and by other signatories

THE RIO CONVENTION

The signing of the Framework Convention
on Climate Change was one of the highlights
of the Rio Conference. Among other things,
the Convention calls for the developed na¬

tions to 'adopt national policies and take
corresponding measures [...limiting]
anthropogenic emissions of greenhouse
gases and protecting and enhancing its
greenhouse gas sinks and reservoirs'. This
clause in the Convention disappointed many
observers because it failed to include pro¬

visions for specific emission abatement
targets. To several countries, especially in
the developing world, such a commitment
on the part of the developed countries is
required to demonstrate serious concern
about the problem. Other countries felt that
existing uncertainties about both the
physical and economic aspects of the
problem made it unwise to proceed too
quickly toward strict timetables and
emission targets.

Although most of the media coverage of
the Conference focused on this 'lack of

commitments', the Rio accord does

represent an important step forward. For
one thing, it is the first time that such a
large number of nations has responded so
quickly to a global environmental problem.
For another, the Convention contains
several clauses that set the stage for
concrete abatement action in the future. And

finally, the accord explicitly acknowledges
the responsibility of the developed nations
to take the lead in resolving the problem. In
particular, it commits developed countries
to providing 'new and additional financial
resources to meet the agreed full costs
incurred by developing country Parties'.
This financial commitment augers well for
future international co-operation to reduce
emissions.

Some low-lying
countries are

particularly vulnerable
to a rise in mean sea

levels. And Bangladesh

already suffers from

frequent flooding.

to the Framework Convention (especially
developing countries and members of
OPEC).

OECD studies suggest that the most
efficient type of international abatement
agreement would combine: simultaneous
abatement commitments by all major
emitting countries; economic incentives
(global carbon taxes or tradable-permit
systems) being used to achieve
abatement objectives; and the reduction
of existing energy subsidies. With its ex¬
pertise in economic analysis, the OECD
is in a unique position to support and
promote this type of comprehensive,
internationally co-ordinated strategy, and
work is being directed toward this end.

By contributing to the international policy
debate in this way, the OECD is also
directly helping to implement the conclu¬
sions of the 1992 United Nations

Conference on Environment and

Development, of which the Framework
Convention on Climate Change was one
of the major accomplishments.

I
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Competition for the Coast
Chris Chung and Ferenc Juhasz

In all the OECD countries

that have a seaboard,
coastal areas are a major

focus of economic activity -
fishing, industry,

aquaculture, mining,
shipping and tourism,

among many others. There
continues, moreover, to be a

drift of population towards
the coast, with seasonal

inflows of tourists putting
additional pressure on

coastal resources. What

management approach is
best suited to reduce

pollution of coastal waters,
protect natural habitats and

ecosystems, and cater for
the growing and often

competing demands of the
different users of coastal

resources?1

Coastal zones in all OECD

countries, although vastly different
in character, share a number of

common problems: poor water quality,
deteriorating natural habitats, flooding and
erosion hazards. The main causes are

urban development and population
growth, industrial activities onshore and
others offshore (polluting both air and
water, damaging fish stocks and
destroying landscape) and the exploita¬
tion of marine resources (which affects
wildlife habitats and ecosystems in
general).

These problems often have inter¬
national dimensions: pollution spreads
through the air and international waters;
international trade requires shipping
activities and port facilities, with all their
environmental consequences; and ex¬
pansion of international tourism has
caused environmental problems in host
nations. International issues can be

tackled only through co-operation
between the countries involved: areas

where this approach is evident are the
Baltic Sea, the North Sea and the
Mediterranean Sea.

At present coastal resource
management is deficient in three major

respects. First, policies have failed to
take account of the limited carrying and
absorbing capacity of coastal land and
waters. Second, when government has
taken direct action, its intervention has

almost always been overtaken by fast
growth in coastal areas and has therefore
failed to produce the desired results. Third,
in the absence of well defined rights,
market forces can operate against the
environment, with prices failing to reflect
the true value of resources; many of them
are treated as public goods. Government
policy, moreover, can introduce incentives
that further distort relative prices, such as
subsidies ortax relief forthe expansion of
tourism.

Some problems are the legacies of the
past, when the importance of preventing
environmental damage was not widely
recognised. Others have emerged with
the failure or limitations of recent

management efforts in the face of
relentless pressure on coastal resources.
All OECD governments now accept
sustainable development as their primary

Chris Chung works on natural resource management
issues in the Non-member Country Branch of the OECD
Environment Directorate, where Ferenc Juhasz is a
consultant.

policy objective in environmental
management. That precept applies also
to coastal areas.

The first prerequisite for ensuring the
sustainable development of coastal
zones is sufficient knowledge to assess
the economic and environmental effects

of current policies and to evaluate what
new policies are required. That in turn
raises questions about the efficiency of
existing policy instruments and the
appropriateness of current institutional

arrangements for better integrating the
management of coastal resources.

Safeguarding
Resources

The two central requirements of
sustainable development are, first, to
maintain sufficient yields from stocks of
natural resources for continued economic

growth, while safeguarding the integrity
of ecosystems; and, second, to preserve
the resource base in order to meet the

demands of future generations that can
reasonably be foreseen. The wide variety
of economic and natural systems in

1 . Coastal Zone Management: Integrated Policies,
OECD Publications, Paris, forthcoming 1992.
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coastal zones can be measured, in effect,

along two axes: one that runs parallel to
the shore (longshore) and the other
perpendicular to it (onshore/offshore).
Coastal resources, such as fish and oil

and gas deposits, often straddle these
axes whereas governance jurisdictions
are often established on the basis of one

or other axis. Management thus calls for
a high degree of integration between
different tiers of government and the
various agencies at each tier.

The forests, inland and coastal waters,
coastal land in its various forms and the

marine life of coastal zones are interactive

systems -which their management must
take into account. Their multiple uses can
be complementary or mutually exclusive:
a bay can be developed for intensive
industrial useorfortourism, but rarely for
both. Continuous overuse or unresolved

conflicts are most likely to lead to
degradation. The stock of each resource
must not be allowed to fall below the

critical amount that will allow output to be
sustained and the long-run survival of the
stock guaranteed.

Fish stocks are an obvious example.

Fishing, commercial and recreational, is
a central activity in coastal zones. The
stocks on which it depends are determined
both by the rate and timing of harvesting
and by their potential for regeneration,
which in turn relies on the quality of
coastal waters and habitats. Sustainable

rates of harvesting can be achieved
through various fishery management
practices, such as Total Allowable Catch
or a system of individual transferable
quotas. The preservation of non-com¬
mercial species and of ecosystems is
more difficult where there is no market to

assign values for them, yet it is in the
public interest to conserve them for the
present and future generations.

An even less tangible factor isthe quality
of life of local inhabitants, although it can
be defined as a function of population
density, the standard of the infrastructure
and the degree of public access to the
coast. Unplanned and uncontrolled
development may bring certain amenities
to an area in the wake of rapid population
growth but it frequently results in the
decline of quality of life and in the

deterioration of the natural environment.

Controlling population density and the
size and scale of development (for
example, through land- or water-use
permits or development taxes) should
be one of the primary goals of the coastal
management strategy to be pursued
by local and regional authorities.

Implementing
Integrated Management
The experience of OECD countries

shows that these major issues can be
managed only through integrated policies.
That calls for policies to be implemented
in a co-operative and complementary
fashion by the three tiers of government -
local, regional and national- and across
different departmental and administra¬
tive boundaries, in co-operation with the
private sector and with public partici¬
pation. For some coastal regions (in
Canada and France, for example)
appropriate institutional frameworks have
evolved as a result of local initiatives to

protect specific, locally important
resources, or of action taken by national
government or a public-interest group to
protect features of national heritage.

Integrated management requires sur¬
veillance of different aspects of economic
activity. Population growth and industrial

development, for example, should
proceed only at the rate that infrastruct¬
ure can be created to reduce pollution
flows into coastal waters and at a rate

which can be absorbed. Coastal nature

reserves have to be designated in
advance of tourist development, which in
turn should be integrated with conserva¬
tion objectives.

The implemention of integration
requires a policy framework. Experience
in the OECD countries suggests that it
should consist of a national coastal-

management strategy and a set of co¬
ordinated resource-oriented policies.

A strategy of this sort would cover all
the coastal areas of a given country and
specify planning objectives for them, co¬
ordinating land-use planning, energy use,
industrial development, transport, tour¬
ism, fisheries and protection of historic
and natural resources; these are already
in place in most OECD countries.

It will also have to be backed by
legislation. The United States, for
example, passed a Coastal Zone
Management Act as early as 1972,
assisting all the States to develop
management programmes for their
coastal areas and directing all Federal
agencies to co-operate among
themselves and with the State and local

authorities in coastal management.

In the absence of well defined rights to prevent over-exploitation, coastal activities can have a severe impact on the
resource-base.
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Australia, by contrast, is only now
considering the introduction of such
Federal legislation.

This broad framework of policy has to
be supported by an extensive set of laws
and regulations to implement pollution
control, the management and conserva¬
tion of resources, and control building
standards. Although these deal with
individual issues, they are part of the
overall framework. Their basis is regional
and local land-use planning.

Land-use policies are central to
integrated management since they control
the siting of these various activities, their
density, size and scale and the rate of
their development. Regionally, land is
designated for dominant uses - agricul¬
ture, forestry, conservation or urban
development. Locally, zoning is more
detailed, setting aside specific areas for
housing, industrial and recreational uses
and specifying performance standards.

The OECD has examined 16 specific
case study areas, ranging from
Chesapeake Bay in the United States,
the Seine estuary in France, south-east
Tasmania in Australia and the Seto Inland

Sea in Japan. In all of them land-use
planning is a major element of coastal
management. Yet real weaknesses have
also been found: governments often
introduce contradictory policies that
counteractthe usefulness of zoning. Often
national legislation overrides local
regulations; government subsidies to
development distort land markets; and
sometimes local governments are simply
too weak to withstand major commercial
interests.

National legislation for pollution control
often has to be strengthened for coastal
areas, which can be more fragile than
inland areas. The impact of pollution from
various sources, often carried by rivers
from far inland, has to be evaluated for

coastal waters and discharges from the
many sources, including agricultural,
industrial and mine waste run-off, adjusted
according to coastal water-quality
requirements.

Protection of wetlands and other eco¬

systems requires special measures, such
as setting them aside as nature reserves
in perpetuity. Existing legislation often

obstructs the creation of such reserves.

Policy contradictions often mean that one
government department may promote
wetlands drainage and development at
the same time as another department
seeks to protect them. Integration would
help eliminate such policy contradictions,
revising laws involved into a coherent
whole.

In most countries the framework that

will allow diverging objectives forthe coast
to be reconciled has yet to be specifically
created. It has to be geographically large
enough to cover all the major activities
that affect a given region. A co-ordinating
body should be established, composed
of the existing agencies involved with
various aspects of coastal management,
and with statutory backing by the regional
or national government. Participation by
indigenous peoples should also be
enabled. The boundaries of the body's
jurisdiction would depend on the extent of
the longshore and of the onshore/offshore
areas. In some cases it might cover a
whole river basin and the coastal stretch

under the influence of the basin. In other

cases, with a mountain range cutting off
the hinterland, it could be restricted to a

narrow longshore axis of some length
closed off by the mountain ridge. There
are, indeed, agencies of this sort already
operating successfully in the Fraser
River estuary in Canada and the Kemer
Region in Turkey.

The mix of regulatory and economic
instruments to implement policy has to be
designed with their revenue-raising
capacity in mind, first, because of the
importance of providing environmental
infrastructure: most large coastal
conurbations lack adequate treatment
facilities for waste water even today
because they use coastal waters for final
'treatment' and disposal. Second, coastal
areas usually have the means to pay for
these services to rectify past neglect.
Pollution charges could be a significant
source of revenue, as well as reducing
pollution; they are used effectively by the
river-basin agencies in France; tourist

2. T. I, Balkas and F. Juhasz, Preliminary Study on the
Costs and Benefits of Measures for the Reduction of

Degradation of the Environment from Land-based Sour¬
ces ofPollution and Activities in CoastalAreas of the Bay
of Izmir, UNEP, Athens, 1992.

taxes and user charges can be imposed
for a variety of urban services (sewage
treatment, solid waste disposal) as well
as for coastal facilities such as marinas

and ports.

an

Recent research has shown that major
economic and environmental benefits

could be obtained even from such major
investments as the construction of a

waste-water treatment plant planned for
bays and estuaries seriously threatened
by pollution.2 Thecosts could be recouped
from the beneficiaries without imposing a
burden on the community at large.

Other measures are relatively low-cost,
with potentially high returns in prevention.
These include eliminating policy contra¬
dictions and administrative overlap,
establishing inter-departmental working
groups and strengthening public consulta¬
tion procedures. Indeed, as governments
strive to fulfill their aspirations for
economic advancement and environ¬

mental improvement in coastal areas, it is
crucial that the co-ordination of policies
be improved.
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(10 00 00 1) ISSN 0376-6438
FF850 £102 US$180 DM332

PROGRESS IN STRUCTURAL REFORM

An Overview

October 1992

Structural reform remains at the centre of the

economic policy agenda. The progress achieved
in recent years has yielded visible results in
terms of improved economic performance, but
much remains to be done. A new thrust of reform

is required to ensure sustained growth with high
volumes of employment. This report examines
four priorities for action; unemployment and the
labour market, international trade, public-sector

reform, and policies to limit environmental
damage.
(11 92 02 1) ISBN 92-64-13763-7, 128pp.
FF110 £18 US$28 DM45

INDUSTRY IN POLAND

Structural Adjustment Issues
and Policy Options
October 1992

With 46 tables and 32 graphs
(14 92 04 1) ISBN 92-64-13755-6. 200pp.
FF170 £25 US$44 DM70

BULGARIA

An Economic Assessment

September 1992
(14 92 05 1) ISBN 92-64-1 3753-X, 152pp.
FF90 £13 US$23 DM37

Development
FINANCING AND EXTERNAL DEBT

OF DEVELOPING COUNTRIES

1991 Survey
September 1992
(43 92 03 1) ISBN 92-64-13741-6, 224pp.
FF165 £24 US$43 DM68

DEVELOPMENT AND DEMOCRACY:

AID POLICIES IN LATIN AMERICA
October 1992

Latin America is at a turning point. Democracy
is being extended and solidified. Governments
are adopting fundamental economic reforms
and giving a larger role to the private sector.
But absolute poverty is widespread and basic
social services declined in the 1980s. The Latin

American experience demonstrates that eco¬
nomic development is difficult to achieve with¬
out démocratisation and the betterment of all

social groups. At the same time, prospects for
democracy and improvements in equity will be
enhanced by economic growth. A key challenge
is thus to set in motion a circle of interaction be¬

tween development, démocratisation and in¬
creased equity.
With 20 tables and 2 graphs
(43 92 02 1) ISBN 92-64-13770-X, 116pp.
FF110 £19 US$30 DM45

Development Centre Studies

NEW TECHNOLOGIES

AND ENTERPRISE DEVELOPMENT

IN AFRICA

Scott Tiffin and Fola Osotimehin

with Richard Saunders

September 1992
(41 92 05 1) ISBN 92-64-13750-5, 216pp.
FF160 £23 US$41 DM66

INVESTING IN FOOD

Ruth Rama

September 1992
Although food processing is the world's largest
industry, with output valued at $1,500 billion,
relatively little foreign direct investment goes
into this industry in developing countries. This
study explores the reasons behind this paucity.
Focusing on the food industry in China and
India, the author discusses the possibilities for
increased investment. She also examines spe¬
cific activities within the industry that may be of

particular interest to potential foreign investors.
(41 92 08 1) ISBN 92-64-13747-5. 292pp.
FF220 £32 US$55 DM90

Series 'Adjustment and Equity
in Developing Countries'
General Editor: Christian Morrisson

ADJUSTMENT AND EQUITY IN GHANA
Alan Roe and Hartmut Schneider

with Graham Pyatt
October 1992
See Christian Morrisson. 'Balancing Adjustment and Equity',
The OECD Observer. No. 172, October/November 1991.

(41 91 18 1) ISBN 92-64-13757-2, 164pp.
FF130 £17 US$31 DM50

Special offer: 8 volumes in the series (Ecuador, Chile, the Ivory
Coast, Ghana, Indonesia, Malaysia. Morocco and synthesis vol¬
ume):
(41 91 00 1) FF835 £110 US$198 DM320

Education

NEW TECHNOLOGY AND ITS IMPACT

ON EDUCATIONAL BUILDINGS
October 1992

At a time when education systems are coming
under tighter constraints, technology, com¬
puter-related in particular, is developing ever
more rapidly, offering new opportunities to
schools, whether small or large, urban or rural.
But it also poses new challenges to those re¬
sponsible for educational buildings.

This publication describes what technology
may have to offer and how it might change the
learning process during the next twenty years.
The review should help facility planners and
school managers make informed decisions about
what measures may improve their chances of
introducing new technologies successfully and
allow them to avoid potentially costly mistakes.
(02 92 15 1) ISBN 92-64-13756-4, 52pp.
FF40 £6 US$11 DM16

DECENTRALISATION

AND EDUCATIONAL BUILDING

MANAGEMENT

The Impact of Recent Reforms
October 1992

The cost of constructing and maintaining educa¬
tional buildings accounts for as much as one-fifth
of expenditure on education. In OECD countries,
recent moves to decentralise responsibility -
from central government to local authorities,
and from local authorities to schools them¬

selves - has focussed attention on the educa¬

tional infrastructure and how it is managed.
This report analyses the situation in a selected
number of OECD countries and gives a short
overview of the main problems encountered by
central and eastern European countries and in¬
vestigates how effective property management
can improve the quality of educational systems.
(95 92 01 1) ISBN 92-64-13660-6, 88pp.
FF110 £16 US$28 DM45

FROM HIGHER EDUCATION

TO EMPLOYMENT

Vol. IV: Portugal, United Kingdom,
Sweden, Switzerland
October 1992, bilingual
A fresh look is being taken at the link between
higher education and employment, because
education is today considered a strategic re¬
source, and the spread of technological pro¬
gress is generating a demand for increasingly
higher professional qualifications. At the same
time, certain categories of graduates are still
unable to find employment, or have to accept
being downgraded to less qualified jobs.

The four volumes in this series gather together
all of the data available in OECD countries at

the end of 1990 on flows of graduates from
higher education and their entry into employ-
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ment. From the conceptual standpoint, each
country has done its best to assemble and pre¬
sent the data in such a way that a comparison
of outflows from higher education and inflows
into working life can be made. A synthesis re¬
port analyses this information, endeavours to

summarise the main issues and identify the
challenges of the 1990s.
See Eric Esnault, 'From Higher Education to Employment', The
OECD Observer, No. 176, June/July 1992.
Vol. I: Australia. Austria. Belgium, Germany
Vol. II: Canada, Denmark, Spain, United States
Vol. Ill: Finland, France, Italy, Japan, Netherlands, Norway
(02 92 04 3) ISBN 92-64-03695-4. 242pp.
FF60 £6 US$15 DM18

EDUCATION AT A GLANCE

OECD Indicators

September 1992, bilingual
Education at a Glance contains the first set of

international education indicators compiled by
the OECD in response to the growing demand
for comparative data on the quality and perfor¬
mance of education systems. Not only does this
study mark a significant advance in developing
more comparable data on education in OECD

countries, but it also provides policy-makers
and the public with information clarifying the
context, the operation, the costs and the out¬
comes of these education systems - information
essential for the analysis and implementation of
education policies.
With 33 tables and 21 graphs
See Norberto Bottani and Isabelle Delfau, 'The Search for Inter¬
national Education Indicators', The OECD Observer, No. 162,
February/March 1990.

(96 92 04 3) ISBN 92-64-03692-X, 132pp.
FF110 £16 US$28 DM45

Employment
and Social Affairs

LABOUR FORCE STATISTICS
1970-1990

October 1992, bilingual
(30 92 07 3) ISBN 92-64-03685-7, 500pp.
FF395 £52 US$98 DM158

URBAN POLICIES

FOR AGEING POPULATIONS
September 1992
The ageing of the population in OECD countries
is now a primary concern for urban policy
makers. As the proportion of elderly people in
cities increases, urban planners must adapt
policies and programmes to meet changing
needs for housing, transport and services. This
report by the OECD Group on Urban Affairs
analyses the impacts of an ageing population
on city management, describes new policy
responses and innovative programmes, and ex¬
amines implementation and financing strategies
to improve the quality of urban life for the elderly.
See Ariel Alexandre and Yuko Aoyama, 'The City and the Elderly',
The OECD Observer, No. 1 77, August/September 1992.
(97 92 03 1) ISBN 92-64-13758-0, 168pp.
FF150 £22 $37 DM60

Energy
ENERGY STATISTICS AND BALANCES
OF NON-OECD COUNTRIES 1989-1990
September 1992, bilingual
(61 92 15 3) ISBN 92-64-03693-8, 432pp.
FF375 £48 US$90 DM145

THE ROLE OF IEA GOVERNMENTS
IN ENERGY

A Survey
September 1992
(61 92 12 1) ISBN 92-64-13740-8, 304pp.
FF275 £38 US$72 DM112

ENERGY POLICIES OF IEA COUNTRIES
1991

September 1992
Member countries' energy policies are reviewed
in depth on a three year cycle. In-depth reviews

of the energy policies of Canada, Italy, Luxem¬
bourg, Netherlands, Portugal, Spain, Sweden
and Switzerland were conducted in 1991. France

and Finland, which applied for IEA membership
in 1 991 , also were reviewed in-depth. The other
13 member countries' energy policies are up¬
dated from the previous in-depth reviews and
summarised in this volume.

(61 92 13 1) ISBN 92-64-13739-4. 467pp.
FF475 £68 US$120 DM192

CLIMATE CHANGE POLICY
INITIATIVES

September 1992

The authoritative source of information on energy
policies of OECD member countries related to
climate change. The book describes national
commitments to reduce emissions of greenhouse
gases and the policies governments will employ
to meet them. It includes information on deci¬
sions taken at the United Nations Conference
on Environment and Development and the Frame¬
work Convention on Climate Change. The re¬
port gives special attention to the status of
national commitments to emissions stabilisation

or reduction and to carbon or C02 taxes.
Chapters on each of the OECD countries and

1 1 of the largest C02-emitting countries outside
the OECD explain the country's official position
on climate change, with references to relevant
national studies. The book also provides key
data on energy and C02 emissions and com¬
parative indicators for each of the countries.
(61 92 14 1) ISBN 92-64-13754-8. 188pp.
FF150 £20 US$37 DM60

THE URBAN ELECTRIC VEHICLE

Policy Options, Technology Trends,
and Market Prospects
September 1992

A number of government initiatives will be pro¬
moting the use of electric vehicles (EVs), and
most major car-makers plan to market EVs within
the next few years. But there are technical,
economic and institutional obstacles to EV mar

ket acceptance. This report contains papers and
discussion notes from the International Confer¬

ence on the Urban Electric Vehicle, where gov¬
ernment officials, industry executives and ex¬
perts examined the impacts of EVs on energy
and the urban environment. Aspects considered
in this report include the infrastructure required
for widespread EV use, customer requirements
of EV performance, industry responses to these
requirements, prospects for technology pro¬
gress, and strategies for EV development and
deployment.
(02 92 14 1) ISBN 92-64-13752-1, 508pp.
FF280 £40 US$72 DM112

DECOMMISSIONING POLICIES

FOR NUCLEAR FACILITIES

Proceedings of an International Seminar
Paris, 2-4 October 1991
September 1992, bilingual
Decommissioning strategies for nuclear facili¬
ties differ widely between countries. They range
from immediate dismantling to dismantling
after a long dormancy period or entombment.
(66 92 10 3) ISBN 92-64-03689-X. 400pp.
FF320 £45 US$82 DM130

Disposal of Radioactive Waste

GAS GENERATION AND RELEASE

FROM RADIOACTIVE WASTE
REPOSITORIES

Proceedings of a workshop organised
by NEA in co-operation with ANDRA,
Aix-en-Provence,
23-26 September 1991
September 1992, bilingual
Extensive work has been carried out during the
last few years to explore the significance of gas
generation and release in radioactive waste re¬
positories, and to determine to what extent the
associated phenomena have to be taken into ac¬

count in the planning, design and safety assess¬
ment of repositories.
(66 92 13 3) ISBN 92-64-03691-1, 440pp.
FF300 £42 US$78 DM122

NEW DISKETTES FROM THE DAC DATA BANK

DEVELOPMENT AID
BY SECTORS

The annual time-series give the total value
of aid (in dollars) from each member coun¬
try of the Development Assistance
Committee (DAC) for the period 1971 to
1990: education, health, transportation,
telecommunications, energy, agriculture,
construction, trade, banking and tourism,
etc.

Price: FF630 £70 US$115 DM190
Includes one additionalyear's data, to be supplied
in spring 1993.

FOOD AID

The annual time series give the total value
of food aid (in dollars) dispensed by each
member country of the DAC to individual
developing countries and territories for the
period 1975 to 1990.
Price: FF630 £70 US$115 DM190
Includes one additionalyear's data, to be supplied
in spring 1993.

DAC AID PERFORMANCE
Contains time-series similarto the reference

tables included in the annual report of the
Chairman of the Development Assistance
Committee: Development Co-operation:
1992 Report. The data, by types of
financing, cover the flow of financial
resources from the individual DAC member

countries and the EEC to developing
countries and multilateral organisations over
the last twenty years. In addition, to make
the data comparable by taking into account
changes in current prices and exchange
rates, the diskettes contain data on public
aid to development and total flows expressed
in percentages of GNP, population and
GNP deflators of DAC member countries.
Price: FF1.470 £155 US$265 DM460

SEND YOUR ORDER OR ENQUIRIES ON OTHER DAC DISKETTES
to

OECD Publications and Information Centres in Washington, Tokyo or Bonn
or Electronic Editions, OECD Publications Service, Paris
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Environment

BENEFITS ESTIMATES

AND ENVIRONMENTAL

DECISION-MAKING
October 1992

As the significance of the relationship between
the economy and the environment becomes
ever more apparent, it is increasingly necessary
to base environmental policy on solid economic
foundations - in particular, on the practical ap¬
plication of cost-benefit principles. This appli¬
cation requires the evaluation, in monetary
terms, of the benefits likely to result from en¬
vironmental protection measures.
(97 92 08 1) ISBN 92-64-13751-3, 64pp.
FF55 £8 US$14 DM23

ENVIRONMENTAL POLICIES

IN TURKEY

September 1992
With 12 tables and 23 graphs
See Ferenc Juhasz. 'Environmental Policies in Turkey'. The
OECD Observer. No. 177. August/September 1992.
(97 92 10 1) ISBN 92-64-13749-1, 176pp.
FF135 £20 US$35 DM56

Science, Technology
and Industry

INDUSTRIAL POLICY

IN OECD COUNTRIES

Annual Review 1992
October 1 992

With 79 tables and 23 graphs
See pp. 12-14 of this OECD Observer.
(70 92 05 1) ISBN 92-64-13765-3. 200pp.
FF150 £21 US$37 DM61

THE CHANGING PUBLIC POLICIES
IN INFORMATION TECHNOLOGY:

CANADA, THE NETHERLANDS
AND SWEDEN

October 1992, bilingual
With 22 tables and 27 graphs
(02 92 13 3) ISBN 92-64-03694-6, 156pp.
FF70 £10 US$19.00 DM29

ICCP No. 29

TELECOMMUNICATIONS

AND BROADCASTING :

CONVERGENCE OR COLLISION?
October 1 992

(93 92 05 1) ISBN 92-64-13764-5. 288pp.
FF250 £40 US$60 DM100

ICCP No. 30

INFORMATION NETWORKS

AND NEW TECHNOLOGIES

Opportunities and Policy Implications
forthe 1990s

October 1 992

The better to meet new economic pressures

and objectives, application-oriented Informa¬
tion Technology (IT) strategies are increasingly
considered as a new area for policy action. This
approach suggests placing more emphasis
than before on supporting 'networked' IT,
which links different equipment to permit new
information flows and exchange among firms,
industries, sectors, and countries.

To stimulate these activities, new IT policy
programmes are increasingly designed around
emerging IT application areas (transport, medi¬
cal equipment, engineering, environment and
others) to signal new markets. These initiatives
now pursue: strengthening the scientific-tech¬
nological infrastructure in the IT area; supporting
national and international collaboration between

industry and the private and public research
centres, and users; increasing the attractiveness
for foreign investment in production and re

search facilitates in countries.
(93 92 04 1) ISBN 92-64-13768-8, 84pp.
FF70 £10 US$19 DM29

Taxation

MODEL TAX CONVENTION

ON INCOME AND ON CAPITAL

Report of the Committee
on Fiscal Affairs

September 1992
This is the third edition of the Model Tax Con¬

vention on Income and on Capital. It has long
been desirable to clarify, standardise and
guarantee the fiscal situation of taxpayers who
derive income or own capital in other countries.
This Model is now used world-wide for settling
on a uniform basis the most commom problems
which arise in the field of international juridical
double taxation. First adopted in 1963 and sub¬
sequently revised in 1977, this new version of
the Model is primarily a consolidation of the
1977 Model Convention and of various sub¬

sequent reports which were adopted by the
Committee on Fiscal Affairs between 1977 and

1 992. In addition, a new feature in this edition is
the inclusion of a series of historical notes that

enables the reader to identify changes made to
the Model since it was first published in 1963.
Because of the importance of the Model and
continuing revisions, periodic updates are re¬
quired. This new edition of the Model is there¬
fore published in loose-leaf format, with a
reader-response card included to allow readers
to be notified of updatings.
(23 92 50 1) ISBN 92-64-13735-1, 460pp.
FF480 £62 US$120 DM175

(These prices include the first update)

THE TAX/BENEFIT POSITION

OF PRODUCTION WORKERS

1988-1991

October 1992, bilingual
(23 92 02 3) ISBN 92-64-03696-2, 328pp.
FF185 £26.50 US$45 DM77

Available on diskette

Tourism

TOURISM POLICY

AND INTERNATIONAL TOURISM

IN OECD MEMBER COUNTRIES

September 1992
(78 92 01 1) ISBN 92-64-13734-3, 312pp.
FF150 £22 US$38 DM44

Transport
ACTIVITIES OF THE CONFERENCE

38th Annual Report - 1991
Resolutions of the Council of Ministers

of Transport and Reports approved in
1991

October 1992

(75 92 07 1) ISBN 92-821-1167-9. 304pp.
FF230 £34 US$62 DM94

STRUCTURAL CHANGES

IN POPULATION AND IMPACT

ON PASSENGER TRANSPORT

Round Table 88

September 1992
(75 92 04 1) ISBN 92-821-1164-4, 164pp.
FF135 £20 US$35 DM55

GUIDED TRANSPORT IN 2040

September 1992
(75 92 05 1) ISBN 92-821-1165-2. 108pp.
FF95 £13.50 US$24 DM38

'Transport for People with Mobility
Handicaps' Series

ACCESS TO TAXIS

October 1992
(75 92 06 1) ISBN 92-821-1166-0, 224pp.
FF100 £15 US$27 DM41

'Road Transport Research' Series

ADVANCED LOGISTICS

AND ROAD FREIGHT TRANSPORT
(77 92 03 1) ISBN 92-64-13730-0, 184pp.
FF250 £35 US$64 DM100

DYNAMIC LOADING OF PAVEMENTS
October 1992

With 21 tables and 39 graphs
(77 92 05 1) ISBN 92-64-13762-9. 188pp.
FF250 £35 US$80 DM100

10 BESTSELLERS

(To order, please use the form inserted
in this issue.)

1 . OECD ECONOMIC SURVEYS
1991-92 Series

FRANCE

(July 1992)
(10 92 14 1) ISBN 92-64-13721-1
FF70 £10.00 USS18.00 DM27

2. OECD ECONOMIC SURVEYS
1991-92 Series
GERMANY

(August 1992)
(10 92 15 1) ISBN 92-64-13744-0
FF70 £10.00 USS18.00 DM27

3. OECD/CCEET ECONOMIC
SURVEYS
1991-92 Series

POLAND

(July 1992)
(09 92 03 1) ISBN 92-64-13723-8
FF90 £13.00 USS20.00 DM37

4. SAFETY CONSIDERATIONS
FOR BIOTECHNOLOGY - 1992

(May 1992) Bilingual
(93 91 05 1) ISBN 92-64-1 3641 -X
FF70 £10.00 US$18.50 DM29

5. OECD EMPLOYMENT
OUTLOOK 1992

(July 1992)
(81 92 04 1) ISBN 92-64-13720-3
FF220 £32.00 USS52.00 DM89

6. DIRECTORY
OF NON-GOVERNMENTAL
ENVIRONMENT

AND DEVELOPMENT

ORGANISATIONS
IN OECD MEMBER COUNTRIES

(May 1992) Bilingual
(40 92 03 3) ISBN 92-64-03536-2
FF300 £38.00 USS68.00 DM112

7. NATIONAL ACCOUNTS

OF OECD COUNTRIES
Detailed Tables

1978-1990 Volume II

(August 1992) Bilingual
(30 92 06 3) ISBN 92-64-03683-0
FF500 £70.00 USS1 20.00 DM200

8. LONG-TERM PROSPECTS
FOR THE WORLD ECONOMY

(July 1992)
(03 92 03 1) ISBN 92-64-13675-4
FF145 £20.50 US$34.00 DM60

9. INSURANCE AND
OTHER FINANCIAL SERVICES
Structural Trends

(May 1992)
(21 92 03 1) ISBN 92-64-13653-3
FF120 £17.00 US$28.00 DM60

10. AGRICULTURAL POLICIES,
MARKETS AND TRADE

Monitoring and Outlook 1992
(May 1992) Bilingual
(51 92 04 1) ISBN 92-64-1 3655-X
FF215 £28.00 US$50.00 DM84
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International Economie

Co-operation
Past
and Future

localisation, regional

integration, thenewstruct¬
ure of the industrialised

world dominated by the
UnitedStates, Europe and
Japan, the needs ofdevel¬
oping countries, and the
transformation in the

formerlycentrallyplanned
economies - these topics
emerged as the major
issues facing the inter¬
national economy at the
Symposium held to mark
the30thanniversaryofthe
OECD.
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The aim ofthe Symposium
was to take stockofdevel¬

opments in the world
economy over the past
three decades, to assess
its likely evolution, exam¬
ine the major challenges
facing the world com¬
munity and consider
whether the existing
mechanisms for interna¬

tional co-operation will
enable governments to
respond to them effect¬
ively.1

1. This article is based on material prepared for
the Symposium 'Global Issues and National Gov¬
ernments: Challenges for International Economic
Co-operation' by the OECD Secretariat and by
Sylvia Ostry, Chairman of the Center for Interna¬
tional Studies, University of Toronto, former
Deputy Minister for the Multilateral Trade Nego¬
tiations, Personal Representative for the Economic
Summit, Canada, who acted as rapporteur. The
Symposium was chaired by the Right Honorable
Sir Geoffrey Howe, Member of Parliament, former
Foreign and Commonwealth Secretary, Chancel¬
lor of the Exchequer of the United Kingdom, and
was attended by a group of high-ranking govern¬
ment officials, business leaders and eminent aca¬

demics from OECD member countries, eastern
Europe, east and south-east Asia, Latin America
and Africa.

There is a striking contrast between
the world in the early 1990s and that
when the OECD was formed, in late
1 961 , as part of the post-war archi¬
tecture of international institutions,

designed and built up under the un¬
disputed leadership of the United
States. Today, international rela¬
tions are characterised by a tripart¬
ite structure consisting of the United
States, Europe and Japan, all on
relative parity with one another, and
numerous new smaller players ex¬
erting influence in specific regions
and sectors. And with the disinte¬

gration of the Communist bloc, which
put an end to the overriding priority

of conserving strong alliances
against the Soviet threat, there is
now no single security issue to pro¬
vide stable parameters - illusory or
otherwise - to govern the design of
international economic co-operation.

The end of the 'Cold War', which
dominated trans-Atlantic and trans-

Pacific relationships for many dec¬
ades, is perhaps the most dramatic
characteristic of the new world envi¬

ronment. One of the side-effects of

events in central and eastern Eu¬

rope, and particularly in the former
Soviet Union, has been to put into
even sharper relief the new struct¬
ure of the international economy. But

ON GLOBALISATION

I have reached the conclusion that

to date globalisation has been used
essentially by private economic
agents, as these agents have a very
large capacity for movement, which
enables them to seize opportuni¬
ties as soon as they present them¬
selves. Meanwhile, governments
are in a situation of quasi-paralysis
as they remain entrenched in their
national positions and dare not use
sufficiently the new possibilities that
are available. Governments or,

better said, political parties tend to
lack a global vision.

Jean Zwahlen, Director General, Member of
the Board, Banque Nationale, Switzerland

One of the paradoxical effects of
globalisation is that what we have
to do when we globalise or even
régionalise national economies is
to create common rules. Now capi

talism is probably the most rule-in¬
tensive economic system that you
can produce. It is not supposed to
be a bureaucracy, quite the con¬
trary. It's a system that both pro¬
duces and also requires bureau¬
cratic institutions that can provide
all these common rules.

Gudmund Hemes, Minister of Church, Edu¬
cation and Research, Norway

Two principal forces will act to shape
the global economic environment in
the years ahead. The first is the
issue of how the US and Europe
can overcome their domestic prob¬
lems and reform and revitalise their

economies. The second relates to

Japan's integration into the world
economy and the extent to which it
considers its role in the growth of
international interdependence a fact
of life.

Kwan Lee, Chairman of the Presidential Com¬

mission on the 21st Century, former Minister
for Science and Technology, Korea
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they have also nudged OECD coun¬
tries into closer co-operation among
themselves on a number of issues,

not least on the question of how to
assist these economies in the trans¬

ition to market-based systems.

Yet a number of other major
changes must also be taken into
account in the search for new forms

of international co-operation.
One such change - globalisation

and the increasing interdependence

ON REGIONAL INTEGRATION

If there is a move towards inte¬

gration among the economies in the
East Asian region, it is an essen¬
tially spontaneous development led
by the private sector. The forma¬
tion of an East Asian regional bloc
would not serve Japanese interests,
nor does it correspond to the desire
of other countries in the region.
Japan, in fact, wishes to see, in the
Asia-Pacific region, a larger eco¬
nomic presence of North America
and Europe which would both bene¬
fit from the dynamism of the region,
just as Japan itself is more involved
in Africa, Latin America and central

and eastern Europe.

Koji Watanabe, Ambassador of Japan to Italy,
former Deputy Minister for Foreign Affairs,
Personal Representative for the Economic
Summit, Japan

None of the three countries of North

America wants to build a fortress¬

like region. We want an open trad¬
ing system and not a closed trading
bloc. Because the USA and Canada

are world citizens, they do not want
to work against the natural thrust,
and for geopolitical reasons, we do
not want to intensify exclusively our
economic relationships with the
USA and Canada, but to diversify
them towards Europe and Japan.
José Cordoba Montoya, Chief of the Co-ordi¬
nation Bureau of the Presidency, Mexico

ON THE 'THIRD WORLD'

Is the very notion of the Third World
still useful, or has it not, on the con¬

trary, become harmful? We have the
impression of living with an intel¬
lectual model dating from the mid-
1 970s, according to which the world
was cut in three: the centrally
planned economies, the market
economies and the Third World. I

am beginning to wonder whether
this typology is not extremely coun¬
ter-productive [.,.] and whether we
shouldn't be working on a new vo¬
cabulary, which would not neces¬
sarily be based on regional criteria.
Jacques Lesourne, Director, Le Monde, Pro¬
fessor of Economics, CNAM, France

The Third World no longer exists, it
is disaggregating. We have to look
at cases and different problems.
But there is another way of viewing
it: the Third World no longer exists,
because the Second World no

longer exists. Why was the Third
World of such interest? Because it

was an area of competition between
the First and the Second World.

That has disappeared, so the Third
World is of less interest to many

people.

Georg Lennkh, Ambassador, Permanent Re¬
presentative of the Austrian Delegation to the
OECD

of the world economy - is continu¬
ing at a brisk pace. Yet the forces
driving it have changed over the
years. In the 1950s and '60s
globalisation was fostered primarily
by trade in goods. In much of the
1970s and '80s the development of
international financial markets proved
to be the main catalyst. Now, while
still underpinned by a vigorous ex¬
pansion of trade and international fin¬
ancial transactions, globalisation is
also driven by foreign direct invest¬
ment and technology flows. The
prime actors are multinational com¬
panies operating through worldwide
investment and corporate linkages;
and joint ventures, cross-border
mergers and acquisitions have given
their corporate strategies an increas¬
ingly international dimension.

Globalisation has enlarged the
opportunities for raising output and
prosperity. But it has also increased
pressure for convergence of a range
of domestic policies, which have a
growing impact on the international
economy, with sometimes unin¬
tended but nonetheless serious re¬

percussions on the economic inter¬
est of individual countries. In short,
international issues now involve

many problems previously consid¬
ered to be domestic, thereby increas¬
ing the importance of co-operation
among the industrialised countries,
on, for instance, R&D, industrial
policy and environmental issues,
which have assumed genuinely
global proportions.

In parallel with globalisation and
increasing interdependence, the
trend towards regional economic in¬
tegration continues. It is most ad-
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vanced in Europe, where far-reach¬
ing political and institutional changes
are leading to convergence across
a whole spectrum of economic,
social and cultural activities and poli¬
cies. North American integration,
though at present limited mainly to
trade agreements, is expanding to
embrace Mexico. And in the

Asia-Pacific region, where growth is
being driven primarily by Japan and
the Dynamic Asian Economies
(Hong Kong, South Korea, Malay¬
sia, Singapore, Taiwan and Thai¬
land), closer integration is occurring
more spontaneously than in either
Europe or North America, and is led
essentially by the private sector;
inter-governmental action has so far
been of only marginal importance.

The twin trends of globalisation
and régionalisation underscore on
the one hand the importance of a
deepening of global co-operation
and a strengthening of disciplines
and, on the other, the importance of
a broader framework of rules encom¬

passing not only trade-related meas¬
ures but also key domestic policies,
especially in the areas of competi¬
tion, investment and technology.

But the prospects for substantial
progress towards broader, more
effective and market-oriented

ground rules internationally may be
hampered by other developments.
The Uruguay negotiations are still
at an impasse; and even upon suc¬
cessful completion of the Round,
developing countries especially risk
facing continued widespread trade
barriers, the incidence and product
coverage of which have risen in
OECD countries throughout the
1980s.

ON DEVELOPMENT ASSISTANCE

It is clear that macro-economic and

political conditionality is now begin¬
ning to be accepted as a useful ele¬
ment in relation to development aid.
[...] Shouldn't we perhaps begin to
consider it as a normal thing to in¬
sist on economic reforms and on

the introduction of multi-party sys¬
tems and respect for human rights,
if we have to give macro-economic
assistance in the form of structural

loans, etc.? How should the Bretton
Woods institutions react? Should

they also introduce structural
conditionality, and perhaps even
political conditionality? I think that
this is one of the most important
matters when considering the fu¬
ture of our assistance to these de¬

veloping countries.

Henning Christophersen, Vice-President,
Commission of the European Communities,
former Deputy Prime Minister, Minister of Fi¬
nance, Minister of Foreign Affairs, Denmark

I do have some misgivings when
we start to lay down prescriptions
such as multiparty democracy. I
am very much in favour of multi¬
party democracy, but it seems to
me that it has a degree of cultural
particularism about it. With regard
to the term 'market-driven pluralist
democracy', we can see market-
driven economies which are not

democratic at least in the sense of

having a multi-party democratic
system. [...] The idea that it can be
imposed as a pre-condition for eco¬
nomic development I think is quite
unrealistic.

Edward Mortimer, Journalist, The Financial
Times, United Kingdom

Conditionaiity's scope is being
broadened almost every day and I
think in many cases is being mis

used. Obviously, if trade policy and
trade access - and I think con¬

ditionality applied to access is more
potent than conditionality applied to
aid - are expanded to give nations
the opportunity to try extra-territo¬
rial reach with regard to environ¬
mental enforcement, to labour-issue
enforcement, then I think we will

have so burdened the trade system
as to see it eventually fall under the
scope of protectionism. Because
one of the things that conditionality
does is give a respectable face to a
protectionist instinct.

Frank Doyle, Senior Vice President, General
Electric, United States

The countries we are talking about
are very young countries. The
OECD is celebrating its 30th anni¬
versary; my own country, Kenya,
is only 28 years of age, and it's not
by any means the youngest in
Africa. We are talking about social
and political institutions, economic
arrangements and the like. One
tends to feel that we are becoming
too impatient in dealing with some
of these countries. Thirty years is
not a terribly long period of time in
which to build up a country. [...]
Also, we could be a bit more honest

with ourselves in dealing with these
countries. In tackling Africa's eco¬
nomic and social crisis, the African

countries have, by and large, played
their part in recent years, but the
international community has not,
whether one looks at financial as¬

sistance or other supportive pro¬
grammes which the international
community was expected to allo¬
cate.

Philip Ndegwa, Chairman of the Board, First
Chartered Securities Ltd., Nairobi, Kenya
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ON CENTRAL AND EASTERN

EUROPE

Countries tackling a new system
above all need us to tell them which

experiences have failed and which
have achieved good results in our
advanced countries [...] in all those
institutional areas in which they are
inexperienced, and where they
could make mistakes which could

considerably delay their develop¬
ment

Miguel Boyer Salvador, Chairman, Cartera
Central, former Chairman, Banco Exterior de

Espaha, Minister of Economy, Finance and
Commerce, Spain

If the developed market economies
do not set a good example of how
to eliminate the heritage of protect¬
ionism in any form, it is awfully dif¬
ficult to expect the eastern and cen¬
tral European countries, or the pre-
modernisation countries of the de¬

veloping world, to liberalise their
economies, because the social and

political resistance is such that no
political system could survive. [...]
It is clear that there will be no liber¬

alisation or structural reform in the

less developed parts of the world
without a certain opening-up of the
markets of the more developed
countries and without promoting it
with resources.

Béla Kadar, Minister of International Economic
Relations, Hungary

I would like to call attention to the

nuclear situation in eastern Europe.
There are some 60 nuclear power
plants in eastern Europe, all of
Russian design. Those of the Cher¬
nobyl type (16) must be closed im¬
mediately - they are beyond rescue.
Then, there are another ten, which

were built before 1974, and it is very
doubtful whether they can be res

cued. With considerable capital,
another 14 could perhaps be rebuilt.
Among the modern plants built
after 1974, two or three, I think,
could be rescued. The cost of re¬

building ranges from $20 to $60 bil¬
lion depending on the level of secur¬
ity, let's say between $40 and $50
billion. And that does not include

the cost of replacing these ticking
time-bombs. Here, there is really
room for emergency western inter¬
vention, and what happens? No¬
thing. When there is a second
Chernobyl, which is highly likely, it
will be too late. This situation illus¬

trates the inadequacy and the diffi¬
culty in all the democratic states to
take action when it really is needed.

Percy Barnevik, President and CEO, Asea
Brown Boveri Ltd., Switzerland

If i were provocative, my suggest¬
ion would be to let a hundred flow¬

ers bloom as development models.
There are obviously limits and draw¬
backs to this. We might run the risk
of disintegrating the global system.
Allowing a hundred models to bloom
would also lead to a geopolitical
struggle among regions, and would
not solve the good-governance
question. Yet I feel we should be
more realistic and honest in think¬

ing that we cannot expect a single
development model to cover or to
answer the enormity of the prob¬
lems that we are facing now. [...] I
do not want to suggest that a
Japanese or any single Asian coun¬
try model will constitute the model
for the aspirations and needs of the
newly underdeveloped countries,
but I think that the Asian experience
could be relevant to their new de¬

mands and needs.

Yoichi Funabashi, Editor, Asahi Shimbum,
Japan

Further, the scale and pervasive¬
ness of unemployment in many
OECD countries risks compromis¬
ing governments' ability to man¬
oeuvre in negotiations for further lib¬
eralisation in the domains of trade,

investment, technology and capital
flows. In spite of the far-reaching
structural reforms of the previous
decade, labour markets in many
OECD countries remain character¬

ised by rigidities, distortions, inad¬
equately trained workforces and skill
mis-matches. It is a reflection of

these difficulties that by the end of
the 1980s unemployment in many
countries was higher than at the end
of the 1970s, and the proportion of
long-term unemployed was higher
almost everywhere.

The Less-developed
Economies

The changing geopolitical map is
also, reasonably enough, a cause
for concern among the less devel¬
oped countries (LDCs), who fear that
policy attention may be diverted
away from them towards central and
eastern Europe. In the past, inter¬
est in development was often influ¬
enced by East-West rivalry. Now that
it is at an end, there is concern that

the motivation to assist developing
countries may diminish, particularly
in those OECD countries where do¬

mestic issues are becoming more
important and there is growing com¬
petition for resources.

Yet the end of East-West conflict

could also produce two benefits for
the LDCs. First, both advanced and

developing countries could profit
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from the so-called 'peace dividend',
as financial, technological and intel¬
lectual resources previously used for
military purposes are released for ci¬
vilian use and, in particular, for de¬
velopment. Second, as a result of
the evident failure of central planning
as a viable production system, an al¬
most universal trend of reform to¬

wards a market economy has
emerged in the LDCs - including the
largest, China and India - along with
a strong tendency towards more
open economic policy. Private ini¬
tiative, private capital and privatisa¬
tion have become catch-words. For¬

eign private investment, once re¬
garded as an instrument of capital¬
ist exploitation, is being welcomed
virtually everywhere.

Another distinct feature of the de¬

velopment issue is the unevenness
of economic performance in devel¬
oping countries throughout the
world. Over the past decade, real
annual growth rates of GDP per
capita ranged from a drop of 2.2%
for Sub-Saharan Africa and of 0.6%

for Latin America and the Caribbean,
to an increase of well over 6% in

East Asia - and behind these re¬

gional aggregates lie even wider dis¬
parities among individual countries.
Although overall performance in
Latin America, for example, has
been disappointing, growth has re¬
covered in Bolivia, Chile and Mexico

following sustained structural and
macro-economic reform, and Brazil,
Venezuela and Argentina, in particu¬
lar, are showing increased commit¬
ment to a market-oriented approach.
Similarly, despite poor performance
in Africa, especially south of the

Sahara, widespread reform is under
way, with two-thirds of the Sub-
Saharan countries implementing pro¬
grammes of economic adjustment,
and countries such as Ghana and

Madagascar already achieving good
results.

In many instances, economic re¬
form has been accompanied by a
marked shift towards démocrat¬

isation. Changing attitudes and an
increasing willingness to implement
more progressive forms of economic
management present important eco¬
nomic and social opportunities for
sustained advance in the overall out¬

look of the developing world. The
fragility of these improvements
means that the response of the
OECD countries will play a crucial
role, particularly in the handling of
trade issues. It is equally important
that OECD countries ensure that the

current drift to regional trade agree¬
ments and economic integration
should not be allowed to exclude fur¬

ther any of the LDCs from the world
economic mainstream.

Internal problems of poverty, ex¬
plosive population growth and the
spread of AIDS have compounded
the difficulties of much of the devel¬

oping world on the international
stage. As conditions in Asia improve,
poverty in other developing regions,
especially Africa, will attract in¬
creased attention. By the end of the
century some 265 million Africans
will be living below the poverty line -
an estimated one-third of the world's

poor.

In contrast to the populations of
the industrialised world, those of the

LDCs will continue to grow at a rapid

ON THE FUTURE

OF THE OECD

We have seen the triumphant re-
emergence of the nations of cen¬
tral Europe, and the causes for all
these beneficent changes have
been essentially two-fold: demo¬
cracy and the marketplace. These
notions have been spreading and
gaining strength, not just in central
Europe and the Soviet Union, but
also in Latin America and Africa.

[...] If the OECD came into exist¬
ence to some extent to shape and
energise the disintegrated west
European marketplace at the end
of World War II, is there not a role

for it now perhaps in relation to
central Europe in reconstructing
that which was useful about the

Comecon unit and in recoupling the
markets of the former rouble zone?

Sir Geoffrey Howe, Member of Parliament,
former Foreign and Commonwealth Secretary,
Chancellor of the Exchequer, United Kingdom

Like many other international or¬
ganisations at this time, the OECD
is at a crossroads [...] What is the
possible role of the OECD in the
future? How can the OECD be or¬

ganised to meet the increasing need
for international co-operation? I
think that one has to differentiate

between the relationships within the
core of the Organisation - its mem¬
bership - and with the rest of the
world. Some countries are already
close to the Organisation in terms
of like-mindedness, and similarities

in the nature and level of develop¬
ment. For these, a progressive as¬
sociation with the activities of the

Organisation is to be considered.
Then, there is a second circle of

countries, with which very effective
and mutually useful dialogue on
topics of common interest can be
developed, and indeed is develop¬
ing. Finally, there is the rest of the
world - some 150 countries - with

which the need is growing for con¬
tact, discussion and dialogue. [...]
At the same time, there is a tend¬
ency for countries located in the
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same region to try to develop their
co-operation. These regional group¬
ings are taking on a variety of
shapes, and show no great degree
of similarity of aims or structure.
There will certainly be an increas¬
ing need for dialogue, contacts and
intellectual co-operation among
these groupings in order to avoid
friction, suspicions and proneness
to protectionism. As an intergov¬
ernmental organisation, the OECD
can make an important contribution
in this respect.

Jean-Claude Paye, Secretary General of the
OECD

The route to intergovernmental
co-operation passes many mile-
posts marking levels of commit¬
ment, ranging from loose forms of
consultation and information ex¬

change to the creation of supra¬
national authorities. At any stage,
co-operation tends to be facilitated
by small informal groups and the
involvement of an objective referee
whose primary concern is the pro¬
motion of global economic welfare.
These are attributes of the OECD's

work that it does well. Its future

role should build on these suc¬

cesses.

Wendy Dobson, Professor of Economics, Uni¬
versity of Toronto, former Associate Deputy
Minister, Department of Finance, Canada

The OECD should focus on iden¬

tifying the potential of nations [...]
and the impediments to realising
that potential. I can't see any
reason why we shouldn't be chal¬
lenging governments - not just in¬
tellectually, but politically and prac¬
tically - to come to grips with what
is needed to overcome those im¬

pediments.
Simon Crean, Minister for Primary Industries
and Energy, former Minister for Science and
Technology, President, Australian Council of
Trade Unions, Australia

I wonder if the OECD should not

begin, in its deliberations, papers
and analysis, to examine at least
the question of whether or not it
should address alternative strate

gies to the problem of unemploy¬
ment other than growth, other than
simply saying, as it implicitly does
say, 'Growth will solve the un¬
employment problem' - because I
think increasingly that there are in¬
dications that it will not, that growth,
production and productivity in¬
creases will avoid the technical

definition of recession, but will not

add jobs.

Jim Hoagland, Associate Foreign Editor, The
Washington Post, United States

Responsibility-sharing is a very
profound issue in a tripolar world. It
is going to be extremely difficult to
arrive at joint decision-making, or
an agreement of joint responsibility
for a very pervasive and ill-defined
threat to global or 'comprehensive
security'. This will be a major issue
and the question is: 'Can the OECD
play some kind of role in the
beginning of what will be a very long
process?' [...] Whatever the struct¬
ure of the OECD, one of its key roles
is that of a catalyst. A great
advantage of the OECD is that it
has no power but great influence. It
would be a mistake to give the
OECD rule-making responsibility.
Influence is leveraged by the ab¬
sence of power, and the compara¬
tive advantage of the OECD is that
it can be flexible, it can work to

some degree in co-operation with
the Summit when that is required

for strategic reasons, and can
function as a networking institution.
One of the changes since the post¬
war period is the wide range of non¬
governmental institutions or
individuals that are involved in

making major policy recommend¬
ations. The OECD is uniquely able
to have networking relations, not
only with the Summit, the
multilateral institutions and with

national governments, but also with
this new proliferation of non¬
governmental institutions.
Sylvia Ostry, Chairman, Center for Interna¬
tional Studies, University of Toronto, former
Deputy Minister for the Multilateral Trade
Negotiations, Personal Representative forthe
Economic Summit, Canada

rate of 3% a year over the next dec¬
ade, with a considerably higher rate
in the Sub-Saharan African countries;

indeed, the population south of the
Sahara is expected to double in the
next quarter-century, to one billion.
Moreover, youth will remain by far
the largest category of the popula¬
tion in many of the poorer LDCs,
which would have to expand at a rate
faster than 4% a year in order to
absorb the additions to their labour

forces. Meanwhile, governments in
the advanced economies will con¬

tinue to confront the difficult policy
issues involved in controlling migra¬
tion flows, and seek ways of organ¬
ising international co-operation to
ease migratory pressures at their
source.

The AIDS epidemic will not only
affect the population patterns in the
developing countries; it will also sub¬
stantially influence economic per¬
formance and social conditions. Ac¬

cording to the World Health Organi¬
sation, over 9 million people world¬
wide were infected with the HIV

virus in 1991, some 80% of whom
lived in the developing regions. By
the end of the century, when the
number of HIV cases will have more

than tripled, that share will have
risen to over 90%. As many as half
of those infected will be living in
Africa and a quarter in South and
South-east Asia. The developing
countries will consequently require
major assistance in setting up effi¬
cient, responsible administrative sys¬
tems and educational and medical

programmes to deal with the forth¬
coming crisis.

They will also require major inter-
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national assistance to counter envi¬

ronmental degradation, a problem
more generally associated with the
industrialised countries, which

should recognise that it is difficult
for developing countries to reduce
harmful emissions when their eco¬

nomic progress is closely tied to in¬
creases in energy consumption.

Redefining
Relationships

In the evolution of the relationship
between developing and advanced
countries, it now appears important
to reconsider the terms 'developing'
and 'less developed' countries, as
well as the notions of 'good govern¬
ance' and 'conditionality', in the pro¬
vision of aid and assistance. It may
no longer make sense to talk about
the developing countries as a homo¬
geneous group. Growth issues may
have to be disaggregated from de¬
velopment issues, and countries
considered on a case-by-case or re¬
gional basis, or grouped in accord¬
ance with their stage of develop¬
ment. The distinction could be made,
for example, between countries that
require humanitarian aid, those
where conditions for take-off or

growth are already visible, and the
so-called 'newly underdeveloped'
countries, mainly in central and east¬
ern Europe.

Although the market-driven, plu¬
ralist democracy is the sole remain¬
ing credible paradigm of economic
development, the OECD countries
themselves demonstrate that it still

allows for a wide variety of models,
and is being adopted by numerous
developing countries. But for many
others, it may not offer a satisfact

ory basis for their particular value-
systems and cultural aspirations.
Countries may thus seek inspiration
from other sources: a vigorous brand
of nationalism, a drive for ethnic

identity, perhaps some form of Is¬
lamic or other religious fundament¬
alism. It remains to be seen whether

the liberal framework currently being
espoused by so many nations will be
sufficiently broad and supple to ac¬
commodate such divergencies.

While international economic rela¬

tions are characterised increasingly
by relative parity between North
America, Europe and Japan, the
same degree of political balance is
not evident. Europe does not yet
have the depth of political integra¬
tion necessary to exercise effective
leadership, and Japan has difficulty
translating its economic vitality into
political initiative. Only the United
States seems able to assume a lead¬

ing role in global policy-making,
partly on the strength of its military
superiority - and yet that is no longer
reflected easily in economic lever¬
age.

Moreover, it has been argued that
a structure controlled by three
major powers is inherently unstable.
Transactions and agreements be¬
tween two of the three could, for
example, force the third to become
more inward-looking. And the tempt¬
ation to concentrate on regional ex¬
pansion and integration may prove
stronger than the desire to pursue
multilateral solutions. There is also

the risk that other smaller players -
developing countries especially -
will be faced with discrimination or

outright exclusion.
On the other hand, a tripodal

structure could provide systemic sta¬
bility if it operates within a framework
of agreed international rules and in¬
stitutional agreements. Regional
trade arrangements seem likely to
continue to develop in the coming
years. If they do so within the con¬
text of an effective and credible glo¬
bal system, they will be perceived as
complementary to that system rather
than as alternatives. Multilateral

rules and disciplines have to be rein¬
forced, even extended.

The continuation of collective lead¬

ership and policy co-ordination is
vital and represents a considerable
challenge for the OECD and other
international institutions in the face

of growing concern that they have
not managed to keep up with the
rapid economic and political changes
and, consequently, will not be able
to meet current and future chal¬

lenges.
More clarity and cohesion is re¬

quired both in the allocation of re¬
sponsibilities to the various interna¬
tional organisations, and in their
overall structure, if they are to en¬
sure the foundations for global co¬
operation in the 1990s and beyond.

The OECD's mandate pertains to
the world economy at large and en¬
tails the prospect of a widening mem¬
bership and increasing links with
non-member countries. To fulfil that

global vocation adequately and ef¬
fectively, while maintaining its tradi¬
tional work and expanding it into new
areas, the OECD must develop a
coherent, strategic approach to the
question of its role in the world
economy.

-


