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Trade liberalisation can be of enormous impodance in assisting
programmes of macro-economic reform, as the disparate examples
of Latin America and the economies in transition in central and eastern

Europe and the former Soviet Union show.



TRADE

Trade Liberalisation

and the Move

to the Market

As a crucial element in the

transition to a market

economy, trade
liberalisation is part

of the economic strategy
adopted by most central and
eastern European countries

(CEECs). In the New
Independent States (NIS) of
the former Soviet Union, by

contrast, the process is
being hampered by the

erratic course of economic

reform. But even in the
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CEECs criticism of trade

liberalisation has been

emerging for some time,
particularly among domestic
producers seeking more
protection. In external
markets, too, including
those of the OECD area,
eastern European exports
are meeting some
resistance, not least in
sensitive sectors like

agriculture and
iron and steel.1

Trade liberalisation is playing a
vital role in the transition of the

former centrally planned econo¬
mies to the market. The process has
a multidimensional impact, since it begins
in the phase of macro-economic
stabilisation and continues throughout
the structural transformation of the

economy. Liberalisation strengthens the
ties, previously largely disconnected,
between the domestic and international

economies. The sudden collapse of the
traditional market of the Council for

Mutual Economic Assistance (CMEA)
should be at least partially offset by the
expected growth in exports to other
areas. By offsetting reduced domestic
demand, increased foreign sales should
help sustain these economies. The
liberalisation of imports is helping to
reveal comparative advantages in indi-

Blanka Kalinova

vidual sectors, which had been severely
disrupted by central planning. The process
should also help raise the technological
standard of the economy.

Domestically, trade liberalisation plays
an irreplaceable role in price reform and
competition policy. Extensive reference
to the world-market prices that are
reflected in imports helps establish those
prices more quickly by replacing the old
distorted domestic price structure. In
view of the predominance of state
enterprises, which is persisting in the
absence of a sufficiently developed
private sector, competition policy de¬
pends mainly on import liberalisation,

which at this stage of economic reform
gives these countries a much-needed
dose of competition.

The process by which trade is lib¬
eralised is particularly complex in
economies in transition, where most

traditional trade-policy instruments had
hitherto existed only in embryonic form.
As a result, the strict, and often implicit,
systems of trade regulation of earlier
days have to be replaced by new regimes
that call for the institution of explicit
quotas and licences, a restructuring of
customs tariffs, and a genuine exchange-
rate policy that will ultimately result in

1. The Challenge of Integrating Emerging Market
Economies into the International Trading System,
OECD Publications, Paris, forthcoming 1993.

Blanka Kalinova works in trade relations with non-

member countries in the OECD Trade Directorate.
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the convertibility of national currencies.
In practical terms, trade liberalisation

in emerging market economies has a
number of objectives, to be achieved
with the help of specific measures:

the elimination of direct state intervent¬

ion in commercial transactions depends
on removing the state monopoly of
foreign trade and encouraging trade by
private entities

transparent links between domestic
and world market prices are facilitated
by the establishment of a customs
system and stable exchange rates

domestic producers are exposed to
foreign competition through the liberal¬
isation of imports, which heightens
competition at home and paves the way
for domestic output to become more
competitive abroad.

These goals of trade liberalisation are
also furthered by inflows of direct foreign
investment, which in addition helps
spread technical and management
know-how and fosters an extension of

the private sector.

The Experience
of the CEECs

In the earliest stages of trade liber¬
alisation, the central and eastern

European countries (CEECs) involved
in a process of speedy and radical
economic reform, such as Poland and
the former Czech and Slovak Federal

Republic, relied mainly on exchange-rate
policy. The deep currency devaluations
by these countries boosted exports and
trimmed imports. Other measures, such
as temporary import surcharges, rounded
out efforts to prevent trade balances
deteriorating.

The initial effects of the devaluations

nevertheless gradually wore off in
countries such as Poland and Hungary,
where they were outpaced by domestic
price rises. These countries subse¬
quently raised customs duties and/or
imposed import quotas to achieve tighter
control over their purchases of certain
categories of goods, such as agricultural
products.

The trends that have emerged in the
CEECs suggest that trade liberalisation

is not necessarily an irreversible process.
In the near term, an upsurge of pro¬
tectionist measures may be motivated
in all these countries not only by a
worsening trade balance but also - and

especially - by the temptation to protect
certain fragile economic sectors, such
as agriculture,2 or by attempts to prop
up ailing export industries.

So as not to compromise the process
of liberalisation, the chosen means of

temporary trade protection during trans¬
ition will have to comply with the
multilateral GATT rules. Since such

traditional trade policy instruments as
devaluation are not always sufficient for
enhancing export competitiveness, other
measures, such as export credit sys¬
tems, are to be considered. Nevertheless,
care should be exercised to see that

such measures do not artificially sustain
industries and production units that are
not internationally competitive. They may
otherwise jeopardise the vital economic
restructuring on which the countries in
transition have embarked.

2. Carmel Cahill, 'From Marx to Market', The OECD
Observer, No. 182, June/July 1993.

The Situation

in the NIS

The experience of the CEECs in trade
liberalisation cannot be applied directly
to the New Independent States of the
former Soviet Union (NIS) - at least,
not in the short term. The NIS have a

less favourable initial economic situation,
are hampered even more than the
CEECs by a lack of institutions (par¬
ticularly financial) and have a shortage
of personnel adept in foreign-trade tech¬
niques. Along with overall economic
deterioration, NIS trade isfacing a severe
crisis that has spread to their traditional
exports, such as energy. The former
Soviet republics are particularly affected
by the breakdown of their mutual trade
links, which has curtailed the volume

of trade and led to increasing imbal¬
ances.

The difficulty in implementing an
appropriate trade policy in the NIS is
not only rooted in the economic frame¬
work inherited from the USSR, but also

reflects the uneven progress of macro-
economic reforms, particularly on pricing
and monetary matters. The proliferation
of tariff and non-tariff trade barriers can

Where state enterprises predominate, competition policy depends primarily
on import liberalisation.

The OECD OBSERVER No. 183 August/September 1 993
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In the short term, the temptation to protect weaker sectors of the economy, not least agriculture, may be strong.

mainly be ascribed to the inconsistencies
of price reform and its varying pace in
individual NIS. As a result, the trade

regimes applied to different partners
diverge and, paradoxically, the NIS now
sometimes have smoother trading re¬
lations with the OECD countries than

among themselves -to the point, indeed,
where some NIS officials have described

the situation as 'a trade war'.

Efforts to sustain trade among the
republics, particularly through intergov¬
ernmental agreements, have not
produced the expected results, since
they have failed to ensure either the
volume or the balance of trade among
partners. Confusion persists over the

application of most-favoured-nation treat¬
ment and the establishment of a free-trade

area, as well as their implications for
macro-economic policy. Trade among
NIS is also hampered by the fact that
domestic financial systems are weak and
local currencies lack credibility. This

3. Under its technical assistance programme for NIS, in
March 1993 the OECD Centre for Co-operation with
European Economies in Transition (CCEET) organised
a workshop in Minsk (Belarus) on trade issues related to
the NIS. It was attended by delegates from the OECD
Trade Committee and high-ranking trade policy officials
from NIS. Representatives from CEECs and from sev¬
eral international organisations also took part, along with
members of the international business community.

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

situation has led, inter alia, to rising
demands for advance payment, barter
and settlement in convertible currencies.

All these problems require specifically
tailored approaches that call for varying
degrees of western assistance.3

The technical problems arising from
a poorly functioning financial sector,
which essentially complicate and prolong
the payment process, may be lessened
through technical assistance from western
nations, which could help finance the
necessary facilities and staff training for
financial institutions." It would also be

useful to replace the clumsy and in¬
efficient bilateral compensation system
with a multilateral clearing procedure,

The OECD OBSERVER No. 183 August/September 1 993
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Following the political and economic upheav¬
als in central and eastern Europe and the
former Soviet Union, OECD countries have

taken a number of steps to facilitate market
access for exports from countries in trans¬
ition: the granting of most-favoured-nation
treatment; the extension of the scope of the

Generalised System of Preferences for cer¬
tain countries and application of the regime
to new ones; the elimination of remaining
quantitative restrictions; the increase of quota
levels (fortextiles and apparel, forinstance).
The importance of western support to coun¬
tries in transition is magnified by the burden
from their past in foreign trade. Trade patterns
among former CMEA countries were warped
not only geographi¬
cally, by the emphasis
on intra-CMEA com¬

merce, but also in the

structure of trade by

product. Whereas
machinery and equip¬
ment dominated sales

to CMEA partners, the
bulk of exports to the
OECD area were raw

materials and value-

added products.
As the CMEA

market shrank, par¬

ticularly after that of
the Soviet Union col¬

lapsed, it became
necessary to conquer
markets in the West,

including Europe, and
to diversify exports, in
particularbytrimming

the excessive propor¬
tion of products that
were highly intensive

in their use of energy
and raw materials.

Recent statistics

point to a substantial
re-orientation of the

trade flows of countries in transition, particu¬
larly towards the OECD area. The spectacular
rise in the OECD countries' share of central

and eastern European trade nevertheless still
stems largely from that area's dwindling in¬
ternal outlets; the countries in transition still
account for little of the West's overall trade.

The growth potential is therefore far from ex¬
hausted.

Several factors are going to be decisive in

TRADE BETWEEN COUNTRIES

IN TRANSITION

AND OECD COUNTRIES

establishing a more balanced trade structure
forthe countries in transition. First, continuing

efforts will be required to give products from
central and eastern Europe better access to
the markets in the West, even in sensitive

sectors - agriculture, iron and steel, textiles
and clothing, chemicals - which continue to

Table

TRADE OF THE COUNTRIES IN TRANSITION WITH THE OECD AREA,
1992

Bulgaria

1991 1992

Czechoslovakia

1991 1992

Hungary

1991 1992

Poland

1991 1992

Romania

1991 1992

NIS

1991 1992

Growth of exports
to OECD (1992/91 %) 24.4 39.6 9.8 13.6 2.1 -8.2

Growth of imports
from OECD (1992/91 %) 13.4 71.4 18.0 7.8 36.2 -10.1

Trade balance

($ million) -404 -316 320 -155 63 -477 -2,751 -2,400 53 -728 3,493 3,744

Share of OECD

exports (%) 0.1 0.1 0.2 0.4 0.2 0.3 0.5 0.5 0.1 0.1 1.1 0.9

Share of OECD

imports (%) 0.1 0.1 0.3 0.3 0.2 0.2 0.4 0.4 0.1 0.1 1.2 1.1

OECD share

of total exports (%) 23 37 52 64 67 70 74 n.a. 45 48 57a 60a

OECD share

of total imports (%) 32 45 51 63 68 68 69 n.a. 40 56 58= 64a

Notes:

n.a.: not available.

1. Preliminary figures.
a. Russian Federation.

Source: OECD, Series A and national statistics

represent a substantial percentage of exports
from these countries.

Second, there is the ability of the countries in
transition gradually to surmount domestic
structural impediments to expand their exports.
The biggest obstacles are well known: inad¬
equate telecommunications and transport
infrastructure,1 frequent government changes
in regulations and financing terms, the unsat¬
isfactory standard of export products, a lack of

commercial expertise and inadequate gov¬
ernment aid to exports.

Third, a more predictable international eco¬
nomic environment and a stable legal and
institutional framework would facilitate the

economic restructuring set in hand by the
countries in transition. From this standpoint,
their participation in moves towards regional
integration can play an important role. The
'Europe' agreements that the

European Community has signed with a
number of CEECs (Bulgaria, Hungary, Po¬
land, Romania, the Czech and Slovak

Republics) are particularly ambitious. Aside
from making major trade concessions in¬
tended to establish a free-trade area among

the signatory coun¬
tries within ten years,
the agreements seek
to lay the foundations
for broader political
and economic co-op¬
eration, for example to
harmonise legisla¬
tion.

Other OECD coun¬

tries have set up trade
and economic

co-operation agree¬
ments with the

countries in trans¬

ition, including pacts
between the Euro¬

pean Free Trade
Association (EFTA)
and the CEECs and

between the Nordic

and Baltic countries

and agreements by
Greece and Turkey
with certain CEECs

and several NIS.

Recognition that eco¬
nomic ties within the

region are important
as well is gaining
ground, as shown by

the signature in December 1 992 of the Cen¬
tral European Free Trade Agreement by
Hungary, Poland, the Czech Republic and
the Slovak Republic.

1. Tim Kelly and Martin Salamon, 'Swords into
Ploughshares, Tanks into Telephones', The
OECD Observer, No. 177, August/September
1992.

which could possibly receive Western ductionof world-market prices into trade
support. between the Republics is inevitable.

Although politically sensitive and Alignment with world prices will have
economically difficult, the gradual intro- a major impact on the internal allocation

of resources in each NIS as well as

on the external redistribution of trade

among the Republics, depending in
particular on theirtrade balance in energy

The OECD OBSERVER No. 1 83 August/September 1 993
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products. Western assistance here could
take the form of temporary financial
support for the Republics, particularly
those that are net energy importers and
therefore exposed to wide trade imbal¬
ances.

The lack of macro-economic

stabilisation in most of the NIS -

especially in monetary policy - is one
of the chief causes of the deterioration

in trade. Although western logistical aid
may prove useful, the responsibility for
setting up and executing a credible
stabilisation programme lies above all
with NIS governments.

International

Integration
If the countries in transition are to be

integrated into the world economy, they
must gradually adopt multilateral trade
rules and strengthen their ties with the
GATT. The extent to which a country
participates will reflect its progress in
overall economic reform and in trans¬

forming its trade regime.
Forcountries that are already contract¬

ing parties to the GATT (the Czech and
Slovak Republics, Hungary, Poland and
Romania), some of the accession
protocols are being renegotiated to
revise the special provisions relating to
theirprevious trade regimes. Othersteps
are being taken, or considered, to enable
these countries to participate more
actively in the GATT: the review of
existing trade regimes, the implement¬
ation and consolidation of new tariff

concessions, and the signature of the
various GATT codes.

The form of participation by countries
that have only recently established ties
with the GATT - most of the NIS, in

fact - will vary with the progress of their
economic reforms and with changes in
their trading regimes. It is desirable that
certain procedures and a tentative time-

Erratum

In the article 'A Fallow Year for Agricultural Reform'
by Carmel Cahill and Gérard Viatte, published in the
last issue of The OECD Observer, Figure 2 (Pro¬
ducer Subsidy Equivalents by Country), the columns
concerning Australia and Austria were interchanged.
We ask our readers to excuse this error.

Reference to world prices can help replace the old distorted price structure.

table be established for a closer rela¬

tionship between the NIS and the GATT.
Along with ensuring that the responsi¬
bilities and obligations of the NIS are
gradually increased, such a move would
also provide international support and
enhanced credibility for the trade-liber¬
alisation efforts of these countries.

Since trade liberalisation made rapid
strides in several CEECs in the initial

years of transition, their trade regimes
today are relatively liberal, even when
compared to those of other countries.
But severe economic recession through¬
out that area has sparked fears that the
early moves of the CEECs to liberalise
trade may be reversed. Protectionist
pressures, which have mounted in many
of these countries, are a reaction to the

longer-than-expected economic crisis
and the structural transformations that

are starting to affect output and employ¬
ment adversely. Countries in transition
are sometimes disappointed by the
results of bilateral and multilateral ini¬

tiatives in which they had placed high
hopes.

But the costs of transition and the

temporarily contradictory effects of trade
liberalisation must not overshadow the

potentially beneficial contribution of the
process. In particular, it would be a
mistake to blame it for the bulk of rising
unemployment. Trade liberalisation,
which merely uncovers an accumulation
of past economic rigidity, is setting off
a sectoral restructuring that was inevit

able anyway. The role of trade policy,
combined with other macro-economic

tools, is to face up to these changes
and to try to limit the potentially adverse
impact of certain measures. In the
medium and long terms, trade-liberal¬
isation policy should prove beneficial by
exposing domestic economies to foreign
competition and by expanding world
outlets - for both imports and exports -
for all trading partners.
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Trade and the Transformation

of Latin America

Linda Likar

Before the debt crisis of the early
1980s, trade policy in Latin
America (with the exception of

Chile, from 1974 onwards) focused
almost exclusively on protecting
domestic industries rather than on

promoting policies that would have
permitted each country to develop and
exploit its comparative advantages (box,
p. 12). But the debt crisis of the early
'80s, coupled with periodic trade shocks
and the inefficiencies that were bound

to follow from these protectionist policies,
eventually made reform inevitable.

Trade liberalisation played a central
part in the wide-reaching overhaul of the
economies of the four countries that

formed the focus of a recent OECD

study - Argentina, Bolivia, Chile and
Mexico, chosen because of the com¬

prehensiveness of their reforms and the
numerous lessons their experience
provides for other countries. The reform
of trade policy focused on three main
aspects:

removal of import licensing and
other potentially rent-inducing quanti¬
tative restrictions (QRs), which by their
nature impose administrative constraints
on supply which can allow local pro¬
ducers and importers to raise their prices
and encourage corruption among gov¬
ernment officials

reduction in both the highest tariff
rates and in the dispersion rate between
tariffs (the rate between the highest and
the lowest tariff)

eventual application of a fairly low
and uniform tariff rate for all imports (with
minor exceptions, less than 15%). >

1 . Latin American Reforms in the 1 980s and the Role

of OECD Countries: The Experiences of Chile, Mexico,
Argentina and Bolivia, OECD Publications, Paris, forth¬
coming 1993.

Linda Likar is a consultant in the Trade Relations with

Non-member Countries Division of the OECD Trade

Directorate.
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At the outset of their liberalisation

programmes, most of these countries
used some export-promotion measures
(rebates of tax and import duties and,
occasionally, lower interest rates for
export activities). But for the most part,
these schemes were inefficient and/or

inconsistent with the rules of the GATT,
and most of them have either been

phased out or made to conform with
GATT rules.

Stabilisation measures (such as ex¬
penditure cuts, tax reform, the
exchange-rate regime, interest-rate
policy) affect the fiscal and monetary
balance, and these policies can either
support or undermine trade liberalisation.

Countries suffering from large fiscal and
current-account deficits, for example,
often rely on high tariffs to raise gov¬
ernment revenues and on licensing to
deter imports. Their governments there¬
fore have to co-ordinate trade-reforming
measures that eliminate quotas and
reduce tariffs with other revenue-gen¬
erating fiscal reforms such as a general
revision of the taxation system. All four
countries offset declines in revenue from

reduced tariffs by simultaneously re¬
placing quotas and licensing with lower,
more uniform tariffs and with compre

hensive tax reforms that frequently
lowered rates, broadened the base and

improved collection.

Sustaining
Reform

The comprehensiveness of each
country's reform programme enabled
them to sustain their liberalisation. Chile

has followed highly orthodox policies of
fiscal restraint throughout the past two
decades. Afterthe 1 982 debt and domestic

financial crisis, it paid more attention to
reforms aimed at structural adjustment.
The government abolished wage-indexing
and tightened banking supervision,
thereby improving its privatisation pro¬
gramme. In 1 990 an independent central
bank was created, contributing to the
successful management of the economy
and helping keep inflation down.

Mexico and Argentina began their
reforms more than a decade after Chile,
by focusing on structural reform before
stabilising their economies -with en¬
couraging results. When they tackled
stabilisation, both countries used a mix

of policies (income restraint coupled with
tight fiscal and monetary measures),
which has been reasonably successful.

"-*"" Exchange-rate and interest-rate
policies can support trade
liberalisation - or compromise it.

Bolivia simultaneously undertook adjust¬
ment measures and highly orthodox,
tight monetary and fiscal stabilisation
policies. Bolivia, indeed, followed a

'zero-based budget' system, which
automatically reduced government ex¬
penditure to the volume of available
funds. This approach entailed drastic
spending cuts in all sectors - in health
and education, public-sector salaries
were frozen, all consumer subsidies

were eliminated, and interest payments
on foreign loans suspended. The com¬
bination of stabilisation and adjustment
measures halted its economic decline.

But Bolivia has had more difficulty
attaining rapid growth than the other
three countries, suggesting that the
structural adjustment of an economy
takes a longer time to accomplish when
its base of human resources and infra¬

structure is weak.

In all four countries, the process of
stabilising massive fiscal imbalances
and removing layers of distortions in the
economy has proved difficult. In the
immediate aftermath of the launching of
these programmes, GNP and investment
growth rates dropped sharply, and per
capita income declined, exacerbating
income disparities and threatening public
rejection of the reform.

But the stabilisation and adjustment
policies were not the problem; rather,
they were part of the solution for getting
these countries on a path toward higher
and more sustainable growth. By the
end of the decade (and often within one
or two years after reform programmes
were launched) growth rates of per capita
income either stabilised or began to
grow, unemployment rates came down,
'flight capital' started to return, and
runaway inflation rates were brought
under control. Increased imports and
exports as a share of GDP reflect the
increasing outward orientation of these
countries, especially since 1985.

10
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Figure

EXPORTS TO OECD COUNTRIES

$ million

1 . The free-trade zone along the border
of Mexico and the United States.

Source: United Nations

OECD Country
Trade Policies

The expectation that industrialised
countries would also open their econo¬
mies to freer trade (as they had for one
another after World War II and for the

Dynamic Asian Economies (DAEs) during
the 1 960s and 70s) gave Latin American
countries renewed confidence in their

reform efforts. The decade of economic

reform in Latin America was strongly
supported by OECD countries through
debt reschedulings, technical and policy
advice, and financial assistance.

But there are several categories of
trade policy in the OECD countries which
conflict with Latin American efforts to

expand their exports to OECD markets.
The two sectors which have been major
exceptions to post-War trade liberalisa¬
tion are agricultural products and textiles,
where many Latin American countries
could compete successfully with the
OECD countries.

Trade measures in OECD countries,
tariff and non-tariff alike, are frequently
higher for developing than for other
OECD countries. Agriculture and manu¬
factured goods are also the two sectors
where the OECD countries apply es¬
calating tariff and non-tariff barriers
based on the degree of processing. In
some cases, that discourages even
simple processing in developing coun¬
tries, as with coffee-roasting, fruit- and
juice-processing, or the dyeing and
finishing of yarns and fabrics.

The 1980s witnessed growing use of
non-tariff barriers (NTBs), such as dis¬
cretionary licensing, 'voluntary' export
restraints and measures that selectively
enforce decreed prices. The more wide¬
spread use of anti-dumping regulations
has also caused concern. Latin America

has so far been less badly affected by
NTBs than the Dynamic Asian Econo¬
mies, given the comparatively lower
share of its manufactured exports.
Nevertheless, NTBs are already an
important issue for Mexico and Brazil

2. Gérard Viatte and Carmel Cahill, 'A Fallow Year for |
Agricultural Reform', The OECD Observer, June/ ?,
July 1993.

and, as they and other Latin American
countries expand their exports of manu¬
factured goods, NTBs will become an
ever larger object of concern.

Latin American agricultural exports
have also been affected by the high
volume and steady growth of farm
subsidies in OECD countries.2 Generous

support has caused production to outpace
domestic demand for some products,
leading to export subsidies which in turn
disrupt international markets. In some
cases, Latin American exporters have
either been displaced in third markets
or the prices they receive have been
lowered by subsidised exports from the
OECD area. A successful conclusion of

the Uruguay Roundof GATT talks should
increase Latin America's export earnings
in world markets for agricultural products.

The trade policies of the industrialised
countries sometimes conflict with their

programmes of development aid. In¬
deed, the trade measures adopted by
the industrialised countries are esti¬

mated to have reduced the national

income of developing countries by roughly
twice the amount provided by official

Barriers against labour-intensive products
conflict with aid objectives.

hi

The OECD OBSERVER No. 183 August/September 1993
11



TRADE

THE BACKGROUND

TO REFORM

For nearly four decades after World
War II, many Latin American countries pur¬
sued inward-oriented development

strategies, characterised by incentives to set
up import substitution industries with heavy
government intervention. Resources were
redirected away

from agriculture and
primary products
toward industry,

and large protective
barriers were used

against competing
imports to protect
industries that were

often government-
owned. For a time,

the inward-looking
strategy showed
encouraging re¬
sults: growth and
investment were

high in the region,
increasing by an av¬
erage of 6.1% per
annum and 8.2% per annum respectively
between 1965 and 1980.

The 'infant' manufacturing industries which
had been set up during the 1950s and 1960s
continued to rely heavily on protection
through the 1980s, long after they had
matured. Industries developed inwardly,

geared exclusively to domestic markets,
without the competitive pressure that im¬
proves efficiency and without the benefit of
technological progress underway in other
countries. As inefficiencies grew, protection
became more entrenched. Growth and in

vestment became increasingly generated by
the public sector, as the establishment of
state-owned industrial enterprises prolifer¬
ated along with state controls on investment,
production, pricing, distribution and credit.

The late 1970s and early 1980s brought a
series of external trade shocks which most

Latin American governments were ill-
equipped to withstand: chiefly oil and
commodity price rises and then precipitous

Table

ECONOMIC PERFORMANCE BY REGION, 1980-90
%

Real GDP

(average annual
growth rate)

Inflation

(average
annual rate)

Gross domestic

investment (average
annual change)

GDP per capita

(average
annual change)

Latin America and Caribbean 1.6 192.1 -2.0 -0.5

Middle East and North Africa 0.5 7.5 n.a. -2.6

East Asia and Pacific 7.8 6.0 10.6 6.2

Sub-Saharan Africa 2.1 20.0 -4.3 -1.0

OECD countries 3.1 4.2 4.3 2.5

n.a. not available

Source: United Nations

falls. Periodic booms of a single commod¬
ity - for example, oil in Mexico, copper in
Chile, and tin (or coca-cocaine) in Bolivia -
led to a real appreciation of the exchange rate
which hindered the expansion of exports from
other sectors, manufactured goods in par¬
ticular.

In response to commodity booms, many
governments increased spending and foreign
borrowing, expecting to repay the debt with
future earnings from commodity exports.
When these earnings fell, other sectors of
the economy were unable to increase ex

ports and offset the adverse consequences
of the shift in the country's terms of trade.
Some Latin American governments contin¬
ued to spend large amounts, borrowing
heavily in the domestic and foreign markets,
and/or by printing money. After the 1 982 debt
crisis, some Latin American governments,
such as Chile and Mexico, began address¬

ing the structural problems facing their
economies; the others, not least Argentina

and Bolivia, contin¬
ued unsustainable

spending and were
confronted with

macro-economic

instability and
hyperinflation.

The extent of the

fiscal imbalances in

many Latin Ameri¬
can countries, and
the size of the for¬

eign debt which
they had run up by
the beginning of the
1980s, were not

only out of propor¬
tion to the size of

their economies,

but also to their domestic savings rates and
their earning potential from exports. Moreover,
because of distortive policies, much of the
long-term public and private accumulated debt
was not generating economic returns, because
many past (capital-intensive) investments were
ill-chosen. The remarkable success of the Dy¬
namic Asian Economies (DAEs) during the
1 980s provided a sharp contrast to Latin Ameri¬
ca's performance and revealed striking
comparisons between the two regions, further
encouraging new thinking among reform-
minded governments in Latin America.

development assistance.3 Barriers
against Latin America's agricultural
exports penalise efficient producers and
harm the poorer segments of rural
society. Likewise, both tariff and non-tariff
measures against labour-intensive pro¬
ducts conflict with aid objectives to help
these countries establish income-gen¬

erating activities for large numbers of
people.

Concerted efforts by the OECD coun¬
tries to open their markets to LDC
exporters and to phase out the rise of
NTBs and production subsidies are
proving to be difficult and politically

sensitive. Yet progress in this direction
would probably have a far bigger impact
on improving the economic performance
of Latin American countries than almost

any other measure the OECD countries
could take.

The few attempts which have been
made to quantify the effect of OECD
countries' trade policies on Latin Ameri¬
can export earnings indicate that, in the
case of the United States, for example,
although barriers against agricultural
goods are modest, NTBs against manu¬
factured goods (mainly clothing) are
estimated to have reduced the export

earnings of the four countries, and
particularly Mexico. Similarly, EC agri¬
cultural policies are estimated to have
reduced Latin American export earnings,
Argentina and Brazil being the two
countries most affected.4

3. Michael J. Finger and Patrick A. Messerlin, 'The
Effects of Industrial Countries' Policies on Developing
Countries', Policy and Research Series, No. 3, The
World Bank, Washington, DC, June 1989.

4. Colin Bradford (éd.), Strategic Options for Latin
America in the 1990s, OECD Publications/Develop¬
ment Centre, 1992; see also R. Ezran and A. Yeats,
'Free Trade Agreements with the United States: What's
in it for Latin America?', World Bank Policy Research,
International Trade Working Papers, World Bank, Wash¬
ington, DC, January 1992.

12
The OECD OBSERVER No. 183 AugusVSeptember 1993



TRADE

Economic progress will allow the diversification of
exports away from traditional primary products.

Latin American

Trade Performance

Although trade measures in the OECD
area may have reduced Latin American
export earnings, the four countries under
review have nevertheless managed to
make impressive export gains in OECD
markets. The most impressive export
performances were in the two countries
where trade liberalisation and overall

economic reform had advanced the

most, Mexico and Chile. In spite of US
NTBs against manufactured goods and
protectionist measures in the EC against
agricultural products, Mexico and Chile
increased their export earnings in both
these markets. Between 1 985 and 1 990,
Mexico's manufactured exports to the
United States increased from $5 billion
to $9 billion, or from $8 billion to $21
billion, counting exports from the free-
trade zone (maquiladora) along the
Mexican-United States border. Argen¬
tina's agricultural exports to the EC grew

from $1.6 billion in 1985 to $2.6
billion in the same period (Figure).

Chile and Mexico have also
been the most successful of the

four countries in diversifying their
exports away from traditional
primary products, particularly to
the US market. In 1 980 agriculture
and manufactured goods ac¬
counted for about 25% of both

Chile's and Mexico's total exports
to the United States, compared
to 63% in 1990. Their exports to
the EC and Japan are still largely
concentrated in primary products,
(fuels, minerals, and metals),
accounting for 70-80% of their
total exports.

In spite of diverse trade patterns
and global commercial interests,
Latin American countries are show¬

ing renewed interest in regional
trade arrangements. The reasons
stem from several factors:

urgently require some re¬
ciprocal gesture in trade policy
from the wealthier industrialised

countries to reinforce their unilat¬

eral measures of trade liberalisation

has been a gradual in¬
crease in non-tariff protectionist

measures in the industrialised countries

danger that the EC may become
increasingly closed to countries outside
of Europe.

The prospects for regional trade
arrangements are better now than in the
past, because of these countries' new
outward orientation. But they are not a
substitute for a multilateral trade agree¬
ment.5 Both the United States and

Latin America have different trade and
investment interests and therefore have

an over-riding interest in the success
of the GATT talks and a strengthening
of the multilateral trading system.

The new momentum of regional trade
arrangements may help reinforce liberal¬
isation, depending upon how they evolve
and interact with other regions. The
OECD countries, and in particular the
United States, the EC and Japan, have
enormous influence over how these

trading groups develop. They can

5. Nicholas Vanston, 'What Price Regional Integration?',
The OECD Observer, No. 181, April/May 1993.

determine whether regional integration
efforts will be outward-looking,
co-operative, and trade- and growth-
enhancing - or exclusionary, hostile to
other trading groups, and trade distorting
and contractionary.

During the so-called lost decade' of
the 1980s, Latin America changed in
ways which were not previously thought
possible. Democratically elected govern¬
ments began to replace military
dictatorships - and managed to survive.
The far-reaching, market-oriented eco¬
nomic reforms undertaken in Argentina,
Bolivia, Chile and Mexico opened their
economies to the outside world, intro¬
duced competition among enterprises at
home and from abroad, and created an

environment conducive to productive
investment and growth. Though still
fragile, the prospects for Latin America's
future growth, political stability, and
economic prosperity are better now than
they have ever been.
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SOCIAL POLICY

Social Policy
and Economic Reality

Edwin Bell
% %

At their inception, state-run sys¬
tems of 'social protection' -
old-age pensions, medical cover,

disability and unemployment benefits -
had a clear purpose: to replace a portion
of the income that virtually every indi¬
vidual runs the risk of losing through
circumstances beyond his or her control
(age, illness, disability or unemploy¬
ment), and in a more equitable fashion
than dependence on the family or on
charity seemed to offer.

These systems, much expanded, now
not only feature prominently in the lives
of individuals in the OECD area; they
also play an important role in the
economy in general. Because the elderly
and disabled in OECD countries are,

in the main, adequately protected, other
family members are freed to work, enjoy
increased leisure, take part in community
activities, and so on. And unemployment
benefit permits the jobless not only to
survive; it also leaves them time for

seeking a job appropriate to their abilities,
or to acquire new skills.

But health and education services and

income-support transfers (especially
pensions, family and unemployment
benefits) are all having to cope with rapid
social change and increasingly tight
budgets. The problems are cumulative:
slow economic growth, persistently high
volumes of unemployment, an aging
population, an ever-larger number of
broken marriages and lone-parent fami¬
lies, an increasing number of children
living in low-income families, urban
decay, and more.

In recent decades, increases in state

spending on social policy have involved
large amounts of money.2 In 1960,
expenditure on public social programmes,
as an OECD average, accounted for 1 3%
of GDP. By 1 980, growing twice as much
as the general economy, it had virtually
doubled, to 25% (Figure 1).

*p	
4

1

Recession has added

to the demands on

systems of social
protection - and limited

the resources, public
and private, that might

satisfy them. These
pressures, exacerbated

by long-run trends
of growth in expenditure

s. caused by the aging
of populations, are evoking
concern in many countries,

Jeading to a re-thinking
of the policies involved.1

This rapid growth was directed towards
extending the coverage of social pro¬
grammes to a larger proportion of the
population and to improving the amount
of benefit and quality of service received
by each individual. And it was supported
by the strong economic growth and high
volumes of employment that prevailed
up to the mid-1970s.

1 . New Orientations for Social Policy, OECD Publica¬
tions, Paris, forthcoming 1993.

2. Social policy is defined here to include income-support
programmes (the largest of which are pension, unem¬
ployment transfers and family benefits) and services
(most prominently health care and education services).

Edwin Bell works on social policy in the OECD Director¬
ate for Education, Employment, Labour and Social
Affairs.
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But from the mid-'70s there were

important changes in the economic
climate. Slower economic growth after
the oil price shocks, rising unemployment
and larger government deficits reduced
the ability of countries to finance the
continued expansion of social pro¬
grammes at anything like the previous
rate. During the 1980s, when severe
pressures came to bear on public budgets,
on average OECD growth of real ex¬
penditure on social protection did not
exceed GDP growth. In both 1985 and
1990 it was around 27% of GDP. And

now, although the bulk of the data is
not yet available, initial evidence indi¬
cates that in the past two years that
percentage has risen again.

Increasing Revenue
or Reducing Benefits?
The objectives are clear: the costs of

social programmes have to be reconciled
with limits on public budgets, while
simultaneously ensuring that economic
measures are consistent with social

objectives. So what options are available
to government?

Increasing taxation (both direct and
indirect) is an option being considered
by a number of governments, though
raising taxes is, politically, highly visible
and seldom popular; moreover, it can
hamper economic growth. An alternative
is to cut benefits, either in absolute terms,

or relative to trends in the economy.
There are a number of ways in which
benefits can be reduced, each with

different implications for revenue and
effects on the distribution of wealth.

The first is 'across-the-board' cuts:

benefits can simply be reduced for all
recipients. For health care or other
services, the number of subsidised

services can be reduced, or cost-sharing
arrangements introduced or modified.
This 'shared-pain' approach affects
individuals and families without regard
to their circumstances, and has unten¬

able consequences for some people -
especially if there is no efficient safety
net.

The second option, the targeting of
benefits to people with the lowest in-

Figure 1
PUBLIC SOCIAL EXPENDITURE1

as % of GDP

Public Health

Public Education

Total Social Protection

1

Source: OECD

Social Protection

for Non-Elderly

1 5 Social Protection
for Elderly

lo

1985 1990

1 . OECD unweighted average.

comes, also presents problems: the ad¬
ministrative costs of income- and

asset-tested programmes are higher
than for other programmes. The
income-tested family-credit and
income-support programmes in the United
Kingdom, for example, have adminis¬
trative costs which are three to six times

higher per unit of benefit than the
universally available child benefit. And,
perhaps more importantly, there is an
increased risk of error in defining the
target population - some people may
be unintentionally included or excluded
because of the complexities of income
and asset tests.

A third means is to reduce the criteria

for eligibility or to define them more
tightly. Increasing the age of eligibility
for a pension, for example, will bring
down costs. But if 'retirement' income

is available at an earlier age through
other public sources, such as disability
programmes and unemployment com¬
pensation, there is a strong incentive
for people to negate the intended effects
of the change by shifting from one
programme to another.

Fourth, net benefits can be reduced

selectively by subjecting some or all of
them to progressive taxation. This
approach is the simplest administra¬
tively, and perhaps the most politically
acceptable because the full benefit is
received by those who require it most
and is progressively reduced for those
in higher income brackets.

Dividing
Responsibilities

But should it always be the state alone
that responds to the growing demand

OECD HEALTH DATA

Comparative Analysis
of Health Systems

Version 1.5

This set of diskettes (produced jointly

by the OECD and CREDES) is de¬
signed to facilitate macro-economic
analysis of health-care systems in the

OECD countries within the general

demographic health and social con¬
text. It makes information available for

analysis on microcomputers by way of
fast, user-friendly procedures for the
rapid retrieval of data and the con¬
struction of tables, graphs and maps.

The data, covering the period
1 960-91 , includes more than 200,000

statistics, which may be exported for
use in other software programmes.

The package includes both 514
(1.2 mb) and 31/2 (720 kb) formats to¬

gether with some 100 pages of de¬
tailed technical documentation. The

system requirements for the use of the
diskettes are: 640 Kbytes RAM of
memory, MS-DOS version 3.3 or

higher, an IBM PC/AT with graphics
card (colour).

Price: FF3,200 £355 US$580 DM970

Descriptive leaflet available on request
from OECD Electronic Editions.
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for social services that comes with the

rising expectations of more sophisticated
consumers? In some cases, the com¬

bined use of public and private capacities
can lead both to more appropriate results
and lower costs. 'Shopping for social
services' is one approach. In the United
Kingdom, for instance, in a new
community-care structure, introduced
this year, state-provided resources are
being used to purchase services for the
disabled and elderly from the private
sector - an example of a trend in the

provision of such services that is growing
in many OECD countries.

In other programmes, such as the
provision for retirement income, a change
in the mix of public and private respon¬
sibility will only shift costs - it does not
reduce them - and will raise questions
about who pays and who benefits. It
is not always obvious where the com¬
parative advantage of public and private
provision lies; and it is far from clear

how responsibilities will be divided in
thefuture. This is an issue being debated
in most countries.3

An alternative is to shift from the

passive provision of income support to
active measures which make income

support conditional (at least in part) on
specified training or job search. This
method, which is consistent with the

objectives of both market efficiency and
the concerns of social policy, requires
a close examination of the combined

roles of income maintenance, guidance,
labour-market and education and train¬

ing programmes so that their objectives
and the signals they give to recipients
do not conflict.4

It is not only in labour-market policy
that a focus on active measures is

relevant. Over the past decades, the
health status of OECD populations has
improved. Yet a comparison of trends
in different countries suggests that there
are no automatic links between stand¬

ards of health and the volume of national

expenditure on medical care. Countries
like the United States, Canada and

Switzerland, which have a history of high
per capita spending on health care, have
had health-status indicators which are

no better than countries with consider¬

ably lower volumes of spending.
Policies for improving the health of

citizens therefore have to be much wider

in scope than through health-care pro¬
vision alone. In recent years a number
of countries, including Australia, Canada,
Germany, Sweden and the United States,
have particularly emphasised preventa¬
tive health policies which encourage
people to be more responsible for their

3. Private Pensions and Public Policy, OECD Publica¬
tions, 1992; see also Elizabeth Duskin, The Public
Interest in Private Pensions', The OECD Observer,
No. 179, December 1992/January 1993.

4. Labour Market Policies for the 1 990s, OECD Pub¬
lications, Paris, 1990; see also Andreas Reuterswârd,
'A Flexible Labour Market in the 1990s', The OECD
Observer, No. 164, June/July 1990.

own health. There is now evidence that

the health status of the population can
be substantially improved by combining
new medical knowledge with such
health-promotion policies (box and Fig¬
ure 2). Many governments see this trend
as important, simultaneously reducing
expenditure on health care.

Policy
Coherence

Policies have to give consistent, not
conflicting, signals across social,
labour-market and education pro¬
grammes, and across tiers of government.
This applies to all aspects of
policy-making: setting goals, formulating
policies, implementing them and, there¬
after, administering programmes. If
policies are working at cross-purposes,
overall efficiency and effectiveness are
reduced. Policy coherence in the first
instance thus requires policies to move
in tandem. For example, if a country
develops a policy to encourage single
parents to move from passive
income-support into training and the
labour market, the associated financial
incentives must be structured to assist

the move, and appropriate child-care
facilities, public or private, must be
provided to make it possible.

For virtually everyone below retirement
age, it is in the interest of the economy
and the individual alike that income be

derived from employment rather than
support from the state. But difficulties

can arise when shared policy objectives
are not recognised or when jurisdictional
barriers restrict policy coherence. In a
number of countries, for example, the

FROM HEALTH POLICY

TO HEALTHIER POLICIES

Improvements in the health status of
populations -the ultimate measure of the

success of health policy - are brought about
by a variety of factors, in which the medical
system plays a significant but not exclusive
role. In recent years, the role of individual
behaviour and life styles (social and en¬
vironmental factors) has been emphasised
by policies intended to improve health sta¬
tus by promoting healthier living. Such

policies have contributed to the declining in¬
cidence of many fatal diseases, particularly
in middle-aged people. During the past
quarter-century, the rate of death from coro¬
nary heart disease, for instance, has been
halved in Australia, Japan and the United
States and been substantially reduced in the
European Community.

The range of influences on health is exten¬
sive: the consumption and taxation of alcohol

and tobacco, the use of toxic drugs, acci¬
dents in the home, workplace and on the
roads, the degree of physical fitness of the

population, atmospheric and water pollution,
standards in the food industry, the school
curriculum, and so on. Japan, for example,
exhibits a smaller rate of death from coro¬

nary heart disease than that found in
northern Europe and North America. There
is evidence that this difference is associ¬

ated with diet: the Japanese eat less animal
fat and more fish. Wide variations are also

found in the OECD area in the incidence of

certain types of cancers, and diseases of

the circulatory, respiratory and digestive
systems.
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recipients of unemployment or disability
benefits face legal restrictions on working
part-time or becoming self-employed.
Sometimes, too, the unemployed can
be discouraged from finding short-term
work because of the difficulties of

re-registering for unemployment benefit.
The results of policies should also be

coherent from the perspective of the
'client'. An unemployed person, for
instance, is usually entitled to access
to a range of government services,
including unemployment compensation,
job placement, training, and family-
support benefits and services. Initially,
in most OECD countries, the government
offices responsible for these services
were in different locations, and the

individual had an extremely difficult task
reaching (or even being aware of) all
the services to which he or she was

entitled. In recent years a number of
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Figure 2
TRENDS IN AVOIDABLE PREMATURE DEATH, 1960-89

numbers per 100 years lost, men and women aged 0-64
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countries, including Germany, Japan,
Spain and Austria, have integrated these
services into one office in each locality
so that the unemployed client is able
to receive co-ordinated services in one

'shop'.

Although economic constraints should
not be allowed to obscure the importance
of social objectives, social policies must

likewise take care not to impede eco¬
nomic progress and acknowledge the
ineluctable truth that resources are

limited. Governments across the OECD

are actively considering ways in which
social protection can be provided in a
more efficient and effective manner. The

OECD is working to improve its ability
to monitor the evolution of social policy
and its relationship with labour-market
and economic policy.
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Financial Conglomerates
How Big is Beautiful?

Kazuhiko Koguchi

Profound operational
and structural changes
in the financial market-place
and a series of regulatory
reforms during the 1980s
have widened the range
of services provided
by financial institutions,
either in-house or through
the formation of financial

groups. There are now
groups of companies,
known as 'financial

conglomerates', that provide
a range of financial services,
including commercial
banking, securities
and insurance services

and, in some cases,
non-financial services.

What are the implications,
both for the structure

of financial markets

and for the consumer?1

In many European countries, as well
as in Australia and New Zealand,
the trend of conglomeration of

financial institutions has been evident

since the mid-1 980s as banks, securities
firms and, more recently, insurance
companies started to compete for the
same markets and government policies
simultaneously began to allow owner¬
ship linkages among these different

1. Financial Conglomerates, OECD Publications,
Paris, 1993.	

Kazuhiko Koguchi is a specialist in financial systems and
international capital markets in the Financial Affairs
Division of the OECD Directorate for Financial, Fiscal
and Enterprise Affairs.
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types of institution. Traditionally, the
scope of banking in most of these
countries is widely defined to include,
in addition to commercial banking (ac¬
cepting deposits and making loans),
various securities and securities-related

businesses (underwriting and trading,
fund management and investment
advisory services, and so on). Although,
until the mid-1980s, there used to be
independent securities brokers and
dealers who enjoyed an exclusive direct
access to stock exchanges in many
countries, most of them have been

acquired and integrated into large finan¬
cial groups in the wake of the reforms
of securities market in these countries,
beginning with the 'Big Bang' in the
United Kingdom in 1986.

More recently, banks in these countries
have been vigorously expanding their
operation into the insurance business.
Such bank-insurance linkages had been
traditionally one of the most strictly
regulated areas in almost all of the OECD

countries. But after a wave of deregu¬
lation in response to the changing
economic and financial environment, not
least through the accumulation of finan¬
cial assets by individuals and their
increased demand for insurance and

pension programmes, many large banks
have entered this rapidly growing insur¬
ance market through various strategies:
establishing insurance subsidiaries of
theirownorjoint ventures with insurance
companies, acquiring major share¬
holdings of existing insurance compa¬
nies, or signing sales and marketing
agreements with insurers.2

The major growth in competition has
been in the distribution of life-insurance

products, where the large networks of
banks' retail branches can provide a
potential comparative advantage over
the existing system of agents and brokers
used by insurance companies. As a
countermeasure, many insurers have
been increasingly interested in acquiring
banks' sales networks. These strategies
for bank-insurance conglomerates, also
known as 'bancassurance' in France and

'Allfinanz' in Germany, appear likely to
be eagerly pursued by large institutions
in the near future.

Until recently, by contrast, the financial
systems in Canada, Japan and the
United States had traditionally been
more segmented, separating commer¬
cial banking from securities and insur¬
ance businesses. But various factors,
especially competitive counter-actions
among different types of institution have
slowly eroded this kind of separation and,
as a result, the governments of these
countries have undertaken wide-ranging
legislative initiatives to overhaul their
systems.

In Canada, the traditional separation
among 'four pillars' (banks, trust and loan
companies, insurance companies and
securities dealers) have since 1 987 been
subject to changes in government policies
intended to allow each 'pillar' to penetrate
into the others through subsidiaries and
also to expand its in-house power. In
Japan, where financial institutions are
traditionally separated to serve specific
purposes (there are, for example, city
banks, regional banks, trust banks,
long-term credit banks and securities
firms), the law adopted by the parliament
in 1992 allows each category of insti¬
tution to enter others, including banks
to enter the securities business and vice

versa, through subsidiaries. In the United
States, separation between banking and
securities business, defined by the Glass
Steagal Act of 1933, was gradually
relaxed by more accommodating inter¬
pretations of the Act by banking regulators
through the 1 980s, and now major bank
holding companies have non-bank
securities arms to engage in a wide range
of securities business within certain
limitations or 'firewalls'.

Driving
Forces

The financial-services industry can be
conceived both as a single market for
rather similar products and services, and
as a number of relatively autonomous
sectors with their specific history, pro-

2. André Laboul, 'The New Frontiers of Insurance and
Financial Services', The OECD Observer, No. 173,
December 1991/January 1992.

3. Jan Schuijer, 'Banks under Stress', The OECD
Observer, No. 173, December 1991/January 1992.

ducts, institutions and official, or self-,
regulations. Developments in the 1980s
have substantially narrowed earlier
differences in product and institutional
structures, and various financial services

have become much closer substitutes

for others. Financial institutions have

simultaneously been exposed to new
forms of competition between different
types of institution as traditional lines
of demarcation have become increas¬

ingly blurred.
In view of this new scope for com¬

petition, it has become particularly
important for financial institutions to
re-assess their overall business strat¬

egies so as to be able to meet the shifting
demands of their clients and to seek

new profitable business opportunities:
customers now visiting branches of
banks find numerous brochures offering
different means of investing their money -
from savings deposits to various mutual
funds and, in an increasing number of
countries, insurance and pension plans
linked to financial investments.

The three basic sectors in the financial

services industry - commercial banking,
securities and insurance businesses -

have been faced with different structural

trends and prospects. In banking, the
traditional franchise enjoyed by banks
has been eroded by various forms of
financial 'disintermediation': major sov¬
ereign and corporate borrowers have
turned their funding strategies towards
direct recourse to the capital markets,
where they can often find more flexible
and cheaper means of financing. Con¬
currently, banks have been confronted
with intense competition from new types
of liquid savings instruments, often with
attractive yields, in particular highly liquid
mutual funds, and insurance products
with larger savings and investment
components. The competition from other
categories of institutions has contributed
to bringing bank profitability under press¬
ure,3 and stimulated them to search for

new business opportunities in their
competitors' areas of business.

Securities services and products
generally experienced stronger growth
than banking since the early 1980s,
reflecting the growing importance of
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capital markets for large corporations (as
compared with banking markets), the
advent and development of various
forms of securitisation (converting vari¬
ous cash flows from mortgage loans,
credit card loans, and so on, into tradable

securities) and a spectacular expansion
of derivative products such as financial
futures and options.

In the insurance sector, in response
to the aging of populations and rising
income and wealth, there has been a

steadily expanding demand for tailor-
made pension schemes and insurance
products embodying a savings com¬
ponent, which often enjoy favourable tax
treatments. Generally accommodating
government policies, which have come
to rely much more on the role of market
forces in the allocation of financial

resources, have contributed powerfully
to increasing integration of different
financial markets and institutions, pro¬
ducing another strong incentive for
financial institutions to try to penetrate

non-traditional areas of business so as

to reap the benefits of growth prospects
as well as to defend their overall

competitive position.
Intra-sectoral competition in the indus¬

try appears likely to remain intense, even
to intensify further in the future. In
wholesale financial services (services for
large corporations), markets are already
closely integrated world-wide and fierce
competition has driven rates of returns
very low. Many market participants would
agree that a problem of 'overcapacity'
may continue to prevail in the internation¬
al banking and securities markets in the
years to come. On the other hand, an
increasing number of financial institu¬
tions have opted for strategies aimed
at expanding, or at least consolidating,
their home-market retail services to

serve households and small- and

medium-sized corporations; in turn, this
may entail that competitive pressures
will significantly grow in the retail trade
and in those specialised market seg

ments where profitability is relatively
higher at present.

Economies

of Scale and Scope?
Faced with these new forms of com¬

petition and the emergence of excess
capacity, financial institutions have begun
over the past several years to change
their corporate strategies to ensure that
the use of their existing facilities and
human resources is as efficient as

possible. One strategy being exploited
by many banks, especially those in the
United States, Japan and some
medium-sized and smaller European
countries, is to try to achieve economies
of scale -pursuing efficiency by increas¬
ing the size of their operations -through
mergers and acquisitions; there appear
to be many managers who believe that
banks have to have a certain size to

remain competitive in the markets.
Another strategy, vigorously pursued by
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large financial institutions in Europe and
likely to be followed by their counterparts
on other continents, is to diversify bank
activities to achieve economies of scope -
becoming more efficient by diversifying
their business - through, inter alia, the
creation of financial conglomerates.

Economies of scope, or 'synergies',
may be realised when the cost of
producing a given mix of products jointly
is lower than the sum of costs of

producing each product separately.
Economies of scope in providing finan¬
cial services may, therefore, be important
when a significantfixed investment (such
as computersystems, expertise intrained
staffs, branch networks) can be shared
in producing different products and
services. In keeping with the narrowing
of differences between financial ser¬

vices, corporate strategists and financial
analysts have begun to perceive growing
complementarities: for example, a cust¬
omer applying for a loan to buy a car
could purchase an insurance policy for
it at the same time. Similarly, a mortgage
on a house and a home-owner's insur¬

ance may be complementary products.
There are numerous studies on the

economies of scale and scope in finan¬
cial services but their results have hardly
been conclusive. An OECD-sponsored
survey of the literature on this issue
confirms that, on the basis of 1 08 studies

carried out between 1982 and 1991,

current methodological approaches
cannot yet prove the existence of sub¬
stantial economies of scale or scope in
financial services and that organisational
inefficiency (inefficient management and
failure to control costs) is much more
significant.4 In other words, once a
financial institution reaches a moderate

size, there is no persuasive evidence
that growth will make it more efficient.
With conglomeration, as an institution
begins to handle a wider range of
services, there is a risk that the man¬

agement cannot control the cost and

risks of providing different services,
resulting in a loss of efficiency. Indeed,

4. Giancarlo Forestieri, 'Economies of Scale and Scope
in the Financial Services Industry - A Review of Recent
Literature', in Financial Conglomerates, op. cit.

the co-existence of conglomerates and
specialised firms ('niche players') in
deregulated markets appears to suggest
that economies of scope are not
necessarily decisive in determining the
structure of markets.

Whatever the results of empirical
studies, many corporate strategists seem
to have a strong belief that economies
of scope can be obtained. One rationale
behind this view is that as banking,
securities and insurance businesses

tend to focus on a common clientele,

they can profitably share the advantages
of a given distribution network. This
approach, for instance, might explain the
recent expansion of banks into the
retailing of standardised life-insurance
products.

Opacity
and Fragility

Although the process of conglomera¬
tion and the appearance of new forms
of competition may lead, over time, to
considerable benefits for consumers in

terms of availability of various financial
services and in more competitive pricing,
there are concerns over the risks it may
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bring. As large, multi-product institutions
enter different segments of the industry,
there may be a danger that each market
or the industry as a whole may suffer
from the concentration of power in the
hands of a small number of institutions.

They may also manipulate deals to the
detriment of customers who have limited

information. When a conglomerate
operates through a complex and opaque
corporate structure, overall assessment
of their risk-exposure and business
becomes difficult both for the manage¬
ment and regulators, which may result
in excessive risk-taking or manipulation
of intra-corporate transactions.

In addition, financial conglomerates
present specific risks concerning the
transmission of financial problems of one
component to other parts of the organi¬
sation. Several examples (not least the
closures of British & Commonwealth, a
UK financial holding company, and of
Drexel Bunham Lambert, a US financial

services group, in 1990) have emerged
to suggest that the financial difficulties
of one component may result in severe
problems of otherwise soundly managed
affiliates and, in extreme cases, in the

winding-up of the whole group.

Different categories of financial regu¬
lators have been working closely in both
national and international fora to address

the concerns these changes have evoked.
They are fully aware of the importance
of assessing the global risk-exposure
of conglomerates - and that the devising
of a clear regulatory and supervisory
framework remains an onerous task.

Under these circumstances, although
liberal public policies may be maintained
for the diversification of financial serv¬

ices, the attitudes of regulators in studying
and examining structures, business and
potential risks of conglomerates may be
expected to show a considerable degree
of caution - at least until clear evidence

emerges that the benefits of conglom¬
eration in terms of efficiency and
competitiveness outweigh the additional
'supervisory costs' that the authorities
may have to bear to keep pace with
the development of the market.
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Do Environmental Policies

Affect Competitiveness?

The relative stringency or laxity
of environmental standards has

little or no impact on the general
competitiveness of countries or on their
trade balances. This conclusion has

emerged from countless empirical stud¬
ies of the relationship between the costs
of compliance with environmental regu¬
lations and international trade patterns.
Environmental compliance costs are not
a large share of overall costs to industry:
in most sectors they constitute approxi¬
mately 1-2% of total costs or turnover;
they have not been large enough, relative
to other costs, to influence national
competitiveness or affect the balance

of trade. This picture is not expected
to change much even if environmental
standards are tightened further in the
pursuit of sustainable development, since
in most sectors environmental costs may
still be a relatively small share of the
total.

In particular sectors and for individual
firms, nonetheless, some clear environ¬
mental winners and losers start to

emerge. Environmental compliance costs
are far higher than the average in some
pollution-intensive and natural-resource
sectors, such as chemicals, minerals,

Candice Stevens

The effects of environmental policies on competitiveness
and foreign investment have long been debated.

And these issues are being revisited in discussions on trade
and environment. Do stringent environmental standards

contribute to trade deficits? Do they detract from the
competitiveness of domestic firms in international trade?
Do they prompt firms to move abroad, to where standards

are lower? Do these trade and investment concerns,
by contrast, impede the imposition of higher

environmental standards? Years of research have produced
some answers to these questions. But how

governments should best respond to these findings
is far more difficult to ascertain.1

oil-refining and pulp and paper. Envi¬
ronmental regulations can also have
adverse impacts atthe margin forsectors
or firms that have competitive weak¬
nesses because of, say, higher labour
costs, poor availability of capital or
laggardly technology development. In
these instances, domestic firms com¬

plying with stringent environmental
standards may suffer competitive dis¬
advantages in relation to firms in countries

that allow lower standards.

But environmental regulations can also
enhance the competitiveness of firms,
sectors and countries. Environmental

1. Environmental Policies and Competitiveness,
OECD Publications, Paris, forthcoming 1993. This pub¬
lication contains the proceedings of a workshop on
Environmental Policies and Industrial Competitiveness
held on 28-9 January 1 993.

Candice Stevens works on trade and environment

issues in the OECD Environment Directorate.
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legislation can spur the use of cleaner
and fewer inputs, cleaner and more
efficient technologies, and waste mini¬
misation and recycling. Firms and sectors
which invest early in environmental
technologies can realise advantages in
efficiency and productivity and put
themselves in a position of a comparative
advantage in meeting future regulations.
Many enterprises in the OECD countries
are starting to profit from the technical
and marketing advantages of earlier
investments in 'going green'. The coun¬
tries with the most stringent environmental
regulations are also those which export
the most environmental technologies
and services, one of the fastest-growing
OECD industries.2

Although the benefits of environmental
regulations tend to be dispersed over

the economy as a whole, the costs of
environmental regulations tend to be
localised in particular sectors. A number
of factors have been identified to help
predict which sectors will gain or lose
from stricter environmental regulations
(box, p. 25). Those which can realise
competitive advantages in domestic and
international markets from environment¬

al regulations are generally industrial,
they can benefit from technological
improvements, and they market 'green
products'. The steel industry, for ex¬
ample, despite the relatively heavy costs
it faces in complying with environmental
regulations, can gain from the technical

2. Candice Stevens, 'The Environment Industry', The
OECD Observer, No. 177, August/September 1992.
3. Jim Salzman, 'Green Labels for Consumers', The

OECD Observer, No. 169, April/May 1991.

improvements which may be associated
with environmental regulation, such as
the development of more resource-
efficient methods of production which
use fewer energy inputs and yield less
waste. Automobile firms can increase

market share by developing more
fuel-efficient, recyclable vehicles that
pollute less. The proliferation of eco-
labelling, often instigated by industry
itself, is an indication of how the 'green¬
ness' of a product can be a marketing
tool.3

Sectors which have more difficulty
gaining trade advantages from 'going
green' include commodity chemicals,
primary agricultural and resource-based
commodities such as food, minerals and

wood, which compete on the basis of
price rather than of product differentia-

Some sectors which consume a high quantity of natural resources, like pulp and paper, will lace higher compliance costs.

The OECD OBSERVER No. 1 83 August/September 1 993
23



ENVIRONMENT

tion. Industrial and agricultural chemi¬
cals, for example, may realise few
technological or market advantages from
complying with environmental regula¬
tion; it simply raises their prices.
Agricultural, mineral and wood products
are in a similar position since their relative
prices are all-important in the market.
Primary commodities in particular have
difficulty incorporating theirenvironment-
al costs into their market prices, leaving
their relative competitiveness vulnerable
to the degree of environmental regula¬
tion. But here, too, consumers are

becoming more demanding about the
environmental dimensions of production
processes, as is happening with tropical
timber. In the future, international label¬

ling schemes may help even primary
commodities take advantage of the
growing ecological awareness of the
average consumer.

Pollution Havens:

Myth or Reality?

A range of empirical studies has failed
to confirm claims that there are wide¬

spread 'pollution havens' - countries or
regions with low environmental stand¬

ards which lure OECD companies seeking
to escape higher standards in their home
countries. Environmental costs are

simply not a high enough share of overall
costs in most sectors to outweigh other
factors in investment decisions. Access

to markets, supplies of raw materials,
labour costs, political stability, the avail¬
ability of infrastructure and transport
costs are far more important in decisions
on where to invest. The sectors where

firms may be more prone to industrial
flight, particularly those with high en¬
vironmental costs and few market

advantages from being 'green', such as
minerals and commodity chemicals, are
the exception rather than the rule. But
that does not prevent a wide range of
firms from threatening to relocate when
confronted with the likelihood of higher
environmental standards.

Environmental and economic con¬

cerns that such 'pollution havens' might
be exploited by OECD companies have

been replaced by worries about the
migration of 'dirty' industries in toto to
developing countries, as OECD firms
shut down capacity in the industrialised
world which is then taken up by
developing-country producers them¬
selves. Entire sectors which are slowly
disappearing from the OECD countries
now account for a growing share of
exports from developing countries.
Environmental regulations seem to be
partly responsible for prompting the
exodus of basic industries, such as metal

refining, oil refining, cement, pulp and
paper and commodity chemicals from
the developed to the developing world.

It can be argued that this trend brings
benefits in development and trade for
the developing countries. But the
migration of 'dirty' industries has
In most sectors environmental compliance costs are only

longer-term economic and environment¬
al implications. Since, to some extent,
at least, growth in developing countries
is increasingly based on these 'dirty' or
polluting industries, it may not be sus¬
tainable: increasing environmental
degradation and resource depletion may
someday curtail production. These
countries lack the cleaner production
technologies available to OECD firms,
and the means to acquire them. Their
ability to attract foreign investment in
the future may be impaired: corporate
concern about potential liability for past
environmental damage is now claimed
as a factor limiting foreign investment
in central and eastern Europe. In any
event, the movement of pollution from
one area to another is not going to help
solve global ecological problems.

around 1-2% of total costs or turnover.
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Looking
to the Future

Most analysis to date shows that
stringent environmental policies will have
adverse competitive and investment
effects in only a limited number of sectors
and firms which, moreover, are easily
identified (mostly basic industries). Should
government act to ease these effects

ENVIRONMENTAL

REGULATION

AND COMPETITIVENESS

There are several factors that have to be

considered in attempts to identify the net

beneficial and adverse effects on competi¬
tiveness of environmental regulations by
sector:

environmental costs - the share of com¬

pliance costs in overall sector costs
non-environmental factors -competitive

strengths and weaknesses in labour, capi¬
tal and technology which may heighten the
effects of environmental costs

type of sector - the location of the sect-or
on the flow of materials from resource ex¬

traction to consumption and the

technological advantages which can be ob¬
tained by environmental improvements;
more technically advanced sectors may

reap benefits from environmental com¬
pliance through innovations

product differentiation - the degree to
which the sector competes on the basis of
product differentiation and can derive
advantages from marketing environment-
friendly products to green consumers of, for
example, recycled paper or glass

international competition -the nature and
extent of international competition and

whether the sector serves primarily local or
global markets; locally oriented and more
monopolistic sectors will not be as affected
by the relative stringency or laxity of envi¬
ronmental regulations

size of firms - the size of firms in the sect¬

or and the financial and technical resources

available for investment in environmental

enhancements; small firms will always have

more difficulties going green
investment cycle - the degree to which

the sector is characterised by large

non-recoverable expenditures on plant and
equipment; for some firms, shutting down
capacity may be more economical than in¬
vestments in cleanertechnologies.

and, if so, what is the best policy
approach? Further international harmo¬
nisation of environmental policies,
particularly standards on production pro¬
cesses to minimise air and water pollution
or for harvesting timber (that is, not
merely finished products), would help
prevent particular kinds of companies
taking unfair advantage by being allowed
to pollute or deplete resources. Further
integration of environmental and indus¬
trial policies could lead to strategies
designed to facilitate the adaptation of
uncompetitive polluting industries to
higher regulatory standards. The limited
use of environmental subsidies, as

allowed by the OECD Recommendation
on the Polluter-Pays Principle,4 could
help firms incorporate expensive envi¬
ronmental technologies in transition
periods and dampen calls from uncom¬
petitive polluters fortrade protection. But
care must be taken that environmental

policies are not misused for protectionist
purposes to shield domestic producers
against more efficient competition from
overseas.5

In the past, there has been infrequent
recourse to such policy measures in
response to concerns about competitive¬
ness and investment that are evoked

by environmental regulations. But quest¬
ions of competitiveness are now becoming
central in the debate on how best to

deal with global environmental pro¬
blems, such as the depletion of the ozone
layer, climate change and the pre¬
servation of biodiversity. When one
country unilaterally takes steps to address
global ecological concerns, its vulner¬
able sectors and firms are going to suffer
competitive disadvantages vis-à-vis their
foreign rivals. Ideally, countries should
jointly develop policies in such cases -

4. The OECD Recommendation of 1974 regarding the
implementation of the Polluter-Pays Principle allows
environmental subsidies: to ease transition periods when
especially stringent pollution-control regimes are being
implemented; to stimulate the development of new pol¬
lution-control technologies; in the context of measures to
achieve specific socio-economic objectives, such as to
address regional imbalances. Such subsidies should be
temporary in nature and should not create significant
trade distortions.

5. Jacques de Miramon and Candice Stevens, 'The
Trade/Environment Policy Balance', The OECD
Observer, No. 176, June/July 1992.

but international environmental agree¬
ments are proving difficult and
time-consuming to negotiate.

Environmentalists maintain that con¬

cerns about competitiveness and
investment are holding back action to
deal with these global problems. Coun¬
tries are reluctant to place the necessarily
severe environmental constraints on

their producers to tackle global ecologi¬
cal problems unless their foreign
competitors take similar measures. There
are more and more proposals for unilateral
border measures that maintain the

competitiveness of domestic producers
but that also set an example for multi¬
lateral action to deal with deteriorating
global environmental assets. Calls are
being heard for import restrictions to
accompany domestic regulations aimed
at global and transboundary pollution
problems, countervailing duties to equal¬
ise domestic and foreign environmental
costs, and border tax adjustments (to
prevent foreign-produced goods from
benefiting from the higher prices brought
about by regulation) or taxes on imports
to accompany carbon taxes.

The implications of these proposals
for the international trading system are
profound and are one of the major issues
being considered in OECD work on trade
and environment, which includes the

development of procedural and policy
guidelines for governments.
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Institutional Change
in Third-World Agriculture

Structural adjustment has modified the roles
of the public and private sectors
in developing-country agriculture. Is this change
likely to enhance or impair technological change
and productivity?

Carliene Brenner

Against the background of debt
crisis, or as a condition for

obtaining loans from the IMF
or the World Bank, a growing number
of developing countries has begun to
promote structural adjustment and
economic liberalisation. The policies
involved aim at a freer rein for market

forces, less state intervention in the

economy and thus a substantial re¬

ordering of the public/private sector
balance in the national economy.

A large body of research exists on
different facets of the impact of structural
adjustment in developing countries.
Recent research by the OECD Devel¬
opment Centre has analysed the impact
of structural adjustment on the public/
private-sector mix and how it affects

technological change in developing-
country agriculture. It has examined the

1 . The studies and a synthesis volume, which attempts
to interpret and synthesise the findings of the
heterogeneous group of studies included in the project
have already appeared orwill shortly be published by the
Development Centre, OECD Publications, Paris. See
OECD Bibliography, p. 29.

Carliene Brenner is a member of the research staff in the

OECD Development Centre.

impact of the reform pro¬
cess on the system of
agricultural research, tech¬
nology development and
diffusion in a number of

countries, as well as on
incentives to introduce new

or improved technology in
farms themselves.

An eclectic approach
was adopted so that the
issues could be examined

from a number of different

perspectives. Several
studies were commis¬

sioned, differing in focus, c
scope and approach. They include two
commodity studies - one food and one
export crop. Rice was selected because

it is the developing world's most import¬
ant food crop, and cocoa as the export
crop because it is produced only in
developing countries, on each of the
Latin American, African and Asian
continents, and because for some

countries it provides essential export
revenue.

These two studies were complemented
by another which examines develop

ments in advanced research on rice and

cocoa. It explores the ways in which
the organisation of biotechnology re¬
search is evolving and compares research
priorities and resources for the two crops.
A case study of Brazil attempted to
determine the institutional factors weigh¬
ing on agricultural research (public and
private), technology generation and
diffusion and the ways in which new
imperatives for research are being
influenced by structural reform. Finally,
a study of seeds supply and the ways
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in which structural adjustment is affecting
the diffusion of seed to small-scale, semi-

commercial producers in three African
countries - Malawi, Zambia and Zim¬
babwe - was undertaken.1

The studies addressed two common

sets of issues. First, what are the effects

of the structural adjustment process at
different stages of the process of re¬
search, technology development and
diffusion? Second, how is structural

adjustment affecting the institutional mix
and the pattern of incentives and dis¬
incentives to farmers to introduce

technological change?

Research, Technology
and Diffusion

The system of agricultural research,
technology development and diffusion
encompasses numerous activities, from
basic and applied research, through the
incorporation of discoveries from suc¬
cessful research into new varieties of

seed or improved planting material, to
the widespread diffusion of the new
techniques. A wide variety of institu¬
tions - public and private, commercial
and non-commercial - are involved

(Table).

Research

For the crops covered in the countries
studied, the total resources available for

agricultural research are currently either
stagnating or declining. Fiscal austerity
has checked or reduced public expendi¬
ture, and little research, moreover, is

being conducted by the private, com¬
mercial sector although the Rockefeller
Foundation (a non-profit, private insti¬
tution) is playing a central role in
advanced research on rice through its
Rice Biotechnology Program.

At the same time, the balance between

public and private sectors is perceptibly
changing, most obviously in biotechno¬
logy research where commercial firms
are playing a prominent role. In addition,
there is a clear trend of closer interaction

and partnerships between commercial
firms and public institutions - where, for
example, firms invest in or commission
research conducted in public institutions,

Table

AGRICULTURAL RESEARCH, TECHNOLOGY DEVELOPMENT
AND DIFFUSION: WHO IS INVOLVED?

Public sector

Ministries of agriculture, livestock, education,
science and technology, and others

National research institutes

National research councils

Universities

Parastatals

International agricultural research centres

Private sector

Non-commercial

Universities

Private-sector targeted aid agencies
Foundations

Voluntary organisations

Commercially
oriented

Input companies

Seeds

Feeds

Animal health products
Agro-chemicals
Machinery and equipment

Farm sector

Farmers

Co-operatives and producer associations
Plantations and estates

Other large firms
Commodity institutes

Food sector Processing and food-sector companies

Technical assistance Consultancy and management companies

or where the institutions seek finance

from industry.
This trend is leading to a growing

convergence of attitudes and aims
between public and private research,
with more emphasis on linking research
to the requirements of the economy and
the commercialisation of research re¬

sults. Simultaneously, growing pressure
from OECD countries is being exerted
on developing countries to strengthen
the protection of intellectual property
rights so that it would be easier to
appropriate the results of agricultural
research.2

The Seeds Sector

The extent to which seeds production
and marketing have effectively been
privatised, and parastatal activities
reduced, is difficult to establish with

certainty. Although Zimbabwe has a
private seeds sector that dates from the
1960s, particularly for hybrid maize,
adjustment-induced privatisation in both
Malawi and Zambia is more recent.

Structural adjustment and privatisation

2. Jacques de Miramon, The International Interest in
Intellectual Property', The OECD Observer, No. 163,
April/May 1990.

have to date produced mixed results.
Except for maize, the quantity of seeds
available remains inadequate in all three
countries. And in terms of quality, the
preferred varieties of small farmers -
who are less concerned with yield
improvement than with storage and
flavour characteristics - are not always
available.

Economic reform appears to have led
to higher production costs for seeds,
because of the combination of higher
costs for imported inputs, the necessity
that firms make some contribution to

quality control and certification in order
to keep them functioning, and added
costs for private traders.

In seeds marketing, the links between
public research output and private seeds
production are relatively efficient in
Zimbabwe, but not in Malawi and Zambia.

Logically enough, private seeds distribut¬
ors tend to concentrate their marketing
activities in areas where market potential
is most promising, in the most favoured
regions, among larger-scale, commer¬
cial farmers. A majority of poor farmers
continue to save their own seed rather

than purchasing it regularly. Underthese
conditions, except for maize seed,
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A majority of poor farmers continue to save their own seed rather than purchase it regularly.

small-scale farmers do not provide
profitable markets for private firms.

Incentives

for Farmers?

Incentives for farmers to introduce

technological change are closely linked
to prices for output and purchased inputs
such as seed and planting material and
agro-chemicals. They may also be linked
to subsidies (for improved seed, planting
material, fertiliser), access to credit, the
availability of services and income
distribution.

Where domestic currency rates have
been reformed, the outcome of structural

adjustment on output prices has been
favourable. Generally, although output
prices are still controlled in varying
degrees, producers are receiving higher
prices or, at least, a larger share of world
market prices.

Few purchased manufactured inputs
are used on most of the crops and in
the countries included in the project
(except for rice in Asia). For seeds and

cocoa, structural adjustment has by and
large implied higher prices for agro-
chemicals, and simultaneous reduction
in fertiliser subsidies. With world cocoa

prices extremely low, this shift has meant
that African producers buy even fewer
of the chemicals required to combat the
pests and diseases that can cause heavy
losses in cocoa production. The higher
operating costs of seeds firms have to
some extent been passed on to farmers
in higher prices. But where the prices
of staple grain have not been liberalised,
it has meant declining returns to farmers
on improved seed used as their margins
are squeezed.

Research results do not always lead
to clear messages. The analysis on the
impact of structural adjustment on
farmers' access to credit in the seeds

study suggests either that reform has
had little impact or that donors have
stepped in to cushion small-farmer credit
systems during reform. In Ghana, for
example, there have been special rural
credit programmes for fungicides, pest¬
icides and insecticides. Yet (perhaps
because of the continued low prices for

cocoa) they do not appear to have led
to increased use of these inputs in cocoa
production.

The findings on the impact of structural
adjustment on income distribution are
also mixed. The cocoa and seeds studies

suggest that higher produced prices
have been offset by a combination of
reductions in subsidies with higher input
prices. For poor producers, the net result
has been higher production costs and,
consequently, the use of even fewer
purchased inputs.

The findings of the seeds study suggest
that the impact of structural adjustment
has varied, essentially because the
reforms have not been specifically tail¬
ored for the particular production
constraints on small, semi-commercial

farmers that emphasise low-input
food-crop production. In contrast, the
incomes of commercialised small farm¬

ers have probably benefited. The effect
on large-scale commercial farmers, which
is linked to the import dependence of
the sector, has been beneficial in Malawi

and Zimbabwe, but adverse in Zambia.

The Public/Private

Divide

With increased interaction and new

forms of partnership between the public
and private sectors in research and

technology development, the dichotomy
between the two is increasingly blurred.
That said, it is clear that the private
commercial sector will not assume the

role of public institutions in areas which
will remain the prerogative of the public
sector - not least, long-term basic
research where there are no short-term

prospects for profit, in the characteri¬
sation and conservation of plant genetic
resources, research leading to the
development of products for which
markets are currently limited and growth
prospects uncertain, and in areas where
governments have social responsibili¬
ties.

Privatisation of state marketing
boards - an early target in structural-
adjustment policies-can have unforeseen
adverse effects, particularly where they

28
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used to perform a variety of secondary
functions, such asensuring quality control,
providing funds for research or carrying
out extension work on disease and pest
control.

Next

Steps?

Clearly, structural adjustment and
liberalisation will not necessarily and
uniformly improve the economic and
institutional conditions conducive to

technological innovation and improved
productivity in developing-country agri¬
culture. Furthermore, in the absence of

overall policy prescriptions, the compre¬
hensiveness and sequencing of structural
reform have to be carefully designed for
particular country and/or sectoral condi-

Fiscal austerity has checked or reduced public expenditure,
bringing pressure on agricultural research.

tions and the effects of implementation
carefully monitored.

In the past, seed-sector policies have
all too often been entirely neglected or
inadequately addressed in agricultural
policies. At the very least, they should
be a key component of policies to
increase productivity that are targeted
at poor producers. In the short term,
the scope for reliance on a private seeds
sector to fulfil the particular requirements
of poor farmers may be limited. It may
therefore be appropriate to introduce
measures that rely more on decentral¬
ised, farm-based seed production and
distribution.

In most countries included in the

project, aid - in a diversity of financial
and non-financial forms -

has been a critical deter¬

minant of the progress
.'., achieved in agricultural

research, technology devel-
opment and diffusion.
Continued support will be
essential, during a trans¬
ition period, particularly
where markets are either

non-existent or not yet
functioning, both to obtain
productivity gains and to
support the development of
domestic technological
capabilities to take advant¬
age of new technologies.
Like earlier biological tech¬
niques, new biotechnology
will continue to be incor¬

porated in seed and so
strong research, plant breed¬
ing and an efficient seeds
sector will be necessary to
transfer the techniques to
producers.

In the circumstances, it is
essential that the interna-

tionallyfunded International
Agricultural Research Cen¬
tres should continue to play
their past role of supporting
national agricultural re

search systems in developing countries.
There is also a strong call for 'institutional
innovation' in terms of public/private
collaboration and interaction. Flexible,

innovative forms of public/private col¬
laboration and partnership are required
and, indeed, are emerging. They will
have to be closely monitored in the future.

n
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Agricultural
Reform in China

The increasing liberalisation of the Chinese economy is
bound to have implications for the world as a whole. GDP is
currently expanding at an annual rate of 13%, and the scope
for further growth can only be guessed at In agriculture the

evolution has been dramatic: China is now the world's

largest producer of wheat and, as agricultural exports grow
and imports fall, is moving towards self-sufficiency in food.
The latest reforms, which aim to put an end to compulsory
deliveries by farmers to state agencies and to halt grain
rationing in towns, will accelerate China's already rapid

economic transformation.1

In 1992 China forged spectacularly
ahead with economic reform, per¬
sonally engineered by Deng Xiaoping,

who in January had denounced the
prevailing conservatism and in Shenzhen,
a special economic area in southern

China, spoke out vigorously in favour
of introducing more reform and of opening
up to the outside world. He imposed
his will on the leaders of the Communist

Party which then, at its Congress in
October 1992, set itself the objective
of establishing a 'socialist market
economy'.

In agriculture, market mechanisms
were first introduced ten years ago when
the number of commodities subject to
compulsory deliveries (box, p. 32) was
cut substantially and free markets were
encouraged (Figure 1). In 1985 free trade
in livestock products, following the
liberalisation of fruit and vegetables, was
extended to the whole country and
private trade lost no time in taking over
from the state: by 1 990 state stores were
estimated to account for no more than

33% of retail sales of pork and only 1 3%
of egg sales (and most fruit and veg¬
etables are sold on 'peasant market'
stalls in the towns).

This change leaves staples such as
grain (cereals, root crops, soyabeans),
oilseeds and cotton, for which the state

has retained a virtual monopoly (in 1 990,

Claude Aubert

markets and direct sales to enterprises
accounted for only 15% of all marketed
grain, while the sale of cotton elsewhere
than in state 'co-operatives' was forbid¬
den). The reform of the grain trade and
challenges to the state monopoly illus¬
trate how strong is the determination to
liberalise the whole of China's internal

trade.

Rationing
and Reform

Since 1 985 the state grain trade has
been based on a two-track system that
combines administratively set prices and
market prices. This approach has not
proved very satisfactory, as the price
differentials distort indicators and

demotivate farmers, yet fail to eliminate
the rigidities inherent in such bureau¬
cratic management of the trade in cereals
(box).

The state monopoly, at the root of the
country's problems in grain distribution,
exists basically because there is still

1. Agricultural Policies, Markets and Trade in the
Central and East European Countries (CEECs), the
New Independent States (NIS) and China: Monitor¬
ing and Outlook 1 993, OECD Publications, Paris, 1 993.

Claude Aubert is a senior research officer at the Institut

National de Recherche Agricole (INRA) in Paris and, as
a consultant to the OECD, is the author of the chapter on
China in the publication on which this article is based.

rationing in the cities. Rationing gives
city-dwellers, who are registered as such
and have papers to prove it, the privilege
of obtaining extremely cheap flour,
noodles, rice and oil, whereas other

residents, including newcomers from the
countryside must buy their grain at
higher, market prices. This privilege has
become all the more exorbitantly costly
inthatthe rations, unchanged fordecades,
now exceed the real requirements of
people whose eating habits have con¬
siderably diversified (Figure 2) and who,
until recently, have been trading their
unused coupons on the black market.
Above all, rationing is no longer
necessary because grain now accounts
for only a small part of household
budgets. In 1990, urban households
spent less than 7% of their income on
grain (and 2% on rationed oil) compared
with 31% on meat, fish, eggs, fruit and
vegetables. All in all, a household spends
54% of its income on food, including
alcohol and tobacco (Figure 3, p. 33).

The aim of China's radical reform,

launched in the spring of 1991, is
ultimately to put an end to rationing. As
early as 1 988, pilot schemes were carried
out in various provinces, cutting down
rations and charging agro-food enter¬
prises the real market price for supplies
they had formerly been able to purchase
at the low, government-set prices. In
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1988, too, steep rises in retail prices
were tested on a large scale in the
province of Guangdong (in southern
China, bordering on Hong Kong). A
decisive step was taken when two
successive price rises, one in May 1991
and the other in May 1992, pushed up
ration prices countrywide by some 1 40%
(and the price of oil more than doubled).
By 1992 ration prices, which in 1990
had been only a third of those charged
by stall-holders in the peasant markets,
were beginning to catch up with market
prices.

The state budget, which had previ¬
ously borne the difference in cost between
producer prices and low ration prices,
no longer had to shoulder that burden
and so, in theory at least, had to subsidise
only the operating costs of grain offices
and stores. But the benefit of these

savings was partly lost when city
authorities found they had to provide
urban consumers with direct subsidies

to offset much of the increase in ration

prices. Each urban worker was given
an extra 6 yuan per month when prices
first rose in 1 991 , and another 5 yuan
in 1992. This worked out at a total of

roughly 5 yuan for every city-dweller,
each of whom consumes an average
of 10 kg of rice or flour per month, at
1 yuan per kilo (the average monthly
income of an urban worker is about 250

yuan, including allowances and subsi¬
dies, while farmers earn less than half

that amount).
Now that these rises have been

implemented, the reform is expected to
be doubly advantageous since it will do
away not only with rationing in towns
but also with quotas and producer price
controls. This is precisely what was tried
out in April 1991 in Guanghan, a pilot
district in Szechwan province (south-west
China) which had also led the way in
dismantling people's communes in the
early 1980s, a process later extended
to the rest of the country. Over 300
districts (out of China's 2,500 districts
and municipalities) soon followed
Guanghan's example and liberalised
their grain trade, and in April 1992 the
entire province of Guangdong did the
same. All 30 Chinese provinces are

expected to follow suit within the next
two or three years. By May this year
Zhejiang and Anhui provinces (eastern
China) and the cities of Peking, Shanghai
and Tientsin had put an end to quotas
and rations. By the end of 1993, the
same measures are likely to have been
taken in Hunan, Hubei and Jiangxi (the
central Chinese provinces which form
the country's main rice-growing basin).

Generally speaking, grain offices in
most of the provinces concerned are still
obliged to sign purchasing contracts with
cereal-growers forset quantities, accord¬
ing to an outline plan which ensures
that urban requirements are met but at
a price which will be the prevailing market
price at harvest time. Arrangements have
also been made to set up guarantee
funds: local reserves to ensure farmers

are paid a floor price in the event of
surpluses (although details of the ar¬
rangements are still very vague). Instead
of rations, city-dwellers will receive direct
subsidies to offset the rises in price.

The phasing-out of price controls for
grain comes at exactly the right time,
afterthree successive years of surpluses
which caused a sharp fall in market
prices. In 1992, according to my esti¬
mates, the average prices paid
countrywide for grain deliveries to the
state were only 20% lower than the
market prices, thus making the transition
all the easier. Furthermore, the compre¬
hensive reforms now being pilot-tested
mainly affect provinces in the south,
where paddy rice prices have plummeted
in the past two years and market prices
have occasionally dipped below quota
prices. Since ration prices have already
been raised, the conditions now seem

right for a gentle transition towards a
free market for grain throughout China.

Town

and Country
Nevertheless, the process may not be

quite so straightforward. For city-dwellers,
direct subsidies have offset price rises
and made them acceptable. The rises
were seen as part of a broader
re-adjustment of urban prices in 1992,
when rents doubled and the price of

Figure 1

AGRICULTURE

IN THE CHINESE ECONOMY
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agricultural labour force/
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Source: Statistical Annual on China, 1992

heating and water rose substantially.
Largely because of this re-adjustment,
the cost of living in China's cities rose
by almost 1 1 % last year (compared with
an overall inflation rate of 5.4%) but over
the same period urban incomes climbed
by 18%. >

Figure 2

FOOD INTAKE
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oooo-^ojco^Lncoh-cocDO^
r^r^-cococococooococococooia)
010101010)0)010)0)0)0)0)0)01

Source: Statistical Annual on China, 1992

The OECD OBSERVER No. 183 August/September 1993
31



DEVELOPMENT

China's collectivisation in the 1950s made

the grain trade a state monopoly, with com¬
pulsory delivery quotas (whereby farmers
were obliged to deliver to the state any output
surplus to their own consumption) and ra¬
tioning in cities. Similar rules on compulsory
deliveries also applied to most other agri¬
cultural commodities (cotton, oilseed, pork,
and so on). For a long time the low delivery
prices set by the state meant that people
living in China's cities and industrial bases

could buy food and other supplies cheap.
The phasing-out of collectivisation in the

early 1980s did not put an end to compul¬
sory grain deliveries. But the state had to

pay almost 200 million farming families sub¬
stantially more for grain to keep up deliveries
to the cities. The price rise mainly affected
state purchases of non-quota grain, for which
farmers received 50% more than for 'quota'
deliveries; freed from the yoke of collectivi¬
sation, farmers stopped complying with
quotas, which soon accounted for no more

than a small proportion of all deliveries. This
change sent average prices up by 50% be¬
tween 1978 and 1984, while deliveries -

boosted by prices that were to all intents
and purposes 'indexed' to sales - doubled

in volume. The state was then forced to pay
top prices to absorb farm surpluses and, with
urban rations virtually unchanged, had to
pour more and more subsidies into the grain
trade, so that by 1 984 it was paying out over
10% of the central government budget.

Malfunctions in the 'Two-track' System

In 1 985, the government attempted to set a
ceiling on these subsidies by limiting its
fixed-price quota purchases to the amount
required for subsidised sales, all other trans¬

actions taking place at market prices. This
meant a 'two-track' delivery system, whereby
producers were to be paid either the offi¬
cially set prices for the quotas (known as
'contracts') they were obliged to sell to the
state, or 'negotiated' prices - supposedly
market prices - for surpluses not subject
to contract yet sold to the same grain of¬
fices.

The new system failed to work as planned.
Quotas, for which the 1 985 purchase price

THE ORGANISATION

OF THE GRAIN TRADE

IN CHINA

was calculated as the average of that for
total deliveries the previous year, were not
met. On the other hand, sales at 'negotiated
price' once again exceeded quota sales, and
prices soared. Between 1 984 and 1 989, av¬

erage delivery prices rose by 90%
(admittedly, in 1988 and 1989 inflation did
pass the 18% mark). In 1990, the state
recorded grain trade losses of almost 40 bil¬
lion yuan, representing the same proportion
of budgetary resources as in 1984.

Not only did the two-track system not
lighten the subsidy burden; it failed to regu¬
late the grain trade. With the poor harvests
of the late 1980s, the gap between quota
prices and market prices widened,
demotivating farmers and making an already
bad situation worse. Negotiated prices, de¬
pressed by standstill measures on the part
of local authorities, did not fully compensate.
Although prices actually rose, farmers still
had the impression that they were being
fleeced by the grain offices, which could
close local markets at will and put up tariff
barriers against neighbouring districts of¬
fering more attractive prices.

Then, when there were bumper harvests
in the 1990s, crop surpluses were not ad¬
equately absorbed, and both market and

negotiated prices tumbled, bringing down
farm incomes with them. The local grain-of¬
fices' financing system, combined with a lack
of storage space, compounded the problem
of selling surpluses. Forced to borrow from
the Agricultural Bank in order to pay for de¬
liveries, grain offices in areas with surpluses
were unable to raise the money for further
purchases in time. In addition, since they
could not sell off their stocks rapidly to

The urban population has thus con¬
tinued to enjoy preferential treatment
from the authorities, with all manner of

subsidies and wage rises offsetting price
re-adjustments. The same cannot be
said for country-dwellers (74% of the
population) who have to live with sur¬
pluses and the slump in sales and
plummeting prices that they bring, not
to mention collective deductions (equi¬
valent to farm rent paid to party

representatives in the village) and the
many taxes that go to fund local au¬
thorities. Already under serious strain,
farmers' disposable incomes are only
a third of those of city-dwellers. That
they increased last year by 11% (up
by 6% after allowing for inflation) is only
because of advances in livestock breed¬

ing and steep wage rises in rural
enterprises other than farms.

Thefutureoffarm incomes, particularly

areas with shortages, they often had to
refuse negotiated-price deliveries when the
next harvests came round, thus sending
prices plummeting even further. Bumper
crops last year even left some grain offices
without the cash to pay farmers, who had
to be content with lOUs.

Central Government Intervention

The first move in response to the breakdown
of local grain offices came in September
1 990 with the creation of a system of spe¬
cial grain reserves directly run (and paid for)
by central government. These reserves
mopped up some of the surpluses, paid for
at a guaranteed price higher than the 'ne¬
gotiated prices' which, like market prices,
had collapsed locally. The system is cur¬
rently said to be managing a permanent
stock of some 35 million tonnes of grain
(every year, some 1 40 million tonnes are put
onto the market - one-third of the crop). In
the long run these reserves may actually
enable the state to regulate the markets, with
a guarantee fund and floor prices for
cereal-growers.

The central government also attempted to
facilitate and straighten out trade between
the provinces - poorly managed by the
compartmentalised provincial grain offices -
by establishing national wholesale mar¬
kets allowing for direct horizontal
transactions between enterprises (almost all
of them state-run) or provincial grain offices
trading grain at market prices. The first such
market, specialising in wheat and maize,
opened its doors in Zhengzhou (Henan, in
the great northern plain) in October 1990,
and was soon followed by seven others in
the leading rice-, wheat- and maize-growing
areas.

Once the current reforms to remove quotas
and rationing have been completed, it is
hoped that the grain offices will function like
ordinary commercial enterprises in a
competitive market environment (including
numerous private businesses) built around
major wholesale markets and regulated by
guarantee funds and state reserves. Whether

this 'ideal' market will ever become a reality
remains to be seen.

those of cereal-growers, will depend
above all on the ability of grain offices
to adapt to a situation in which quotas
and price controls no longer exist, and
to guarantee that farmers are well paid
for their produce. In some places, such
as Guanghan, private trade has already
virtually ousted the state stores. Through¬
out entire provinces, and indeed in China
as a whole, the almost complete absence
of any large-scale private trade in grain
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Most fruits and vegetables are sold on peasant
market stalls in town.

may lead to chaos during the transition
period if state grain offices, which are
not backed up by adequate funding plans,
virtually stop buying (though in any event
a substantial decline in the state grain
trade seems unavoidable in the long run).

Most of the provinces not yet affected
by the end of the quota system have
anticipated it and abolished the central
plans for cereal growing which applied
under the previous system. Even when
they were disregarded, those plans did

China's agricultural reform favours the town over the country
where three-quarters of the population lives.

give the peasant families who were
informed of them as part of their contract
some idea of what was expected. These
days, by contrast, farmers cannot
gauge demand or how to plan their
growing without a well-organised new
market and without information circu¬

lating as it ought. The expected re¬
adjustment in cereal production (with
an anticipated fall in the output of some
early varieties of rice that are not very
popular with consumers) may therefore
lead to a considerable amount of

disorder and ill-considered cuts in

production (it is said that in Zhejiang
the surface area sown with cereals by
the start of this year was 15% smaller
than usual). From that point of view,
1 993 will be decisive and surprises may
be in store.

Unlike some developing countries,
where food prices are often re-adjusted
to the detriment of urban purchasing
power, China appears to have had no
problems in doing away with urban
rationing, given the vigorous growth of
the economy and of wages. Paradoxi¬
cally, the biggest question marks
concern the farmers who had suffered

for so long under the old system that
forced them to sell their harvests at a

low price. Where local production is
irregular and occasionally surplus to

requirements, the
creation of a sound

grain market to
replace former
government regula¬
tions poses some
formidable prob¬
lems of transition. In

these circum¬

stances, despite all
the promises and
statements of prin¬
ciple, there is no
certainty that the
Chinese govern¬
ment will show the

same concern for

farmers as it has

always done for ur¬
ban consumers.

Figure 3
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SCIENCE AND TECHNOLOGY

What Goes

into R&D?

Exactly thirty years ago, a
team of economists at the

first OECD ministerial

meeting on science
complained that 'most

countries have more reliable

data on poultry and egg
production than on the

number of scientists and

engineers working on
research'. The first attempt
to remedy that deficiency
had begun a few months
earlier when a group of
experts met at the Villa

Falconieri in Frascati, Italy,
to set up an OECD Manual

on the Measurement of

Scientific and Technical

Activities that dealt with

research and development.
Their successors have just
completed the fifth version
of this 'Frascati Manual',

which the OECD will publish
later this year.1

Alison Young

Governments finance the collect¬

ion of research and develop¬
ment (R&D) statistics because

such figures enable them to set goals
for science and technology (S&T) policy,
monitor progress in achieving them, and
manage the share of national R&D efforts

which they themselves control. They

1. The Measurement of Scientific and Technical

Activities: Proposed Standard Practice for Surveys
of Research and Development: 'Frascati Manual',
OECD Publications, Paris, forthcoming 1993.

Alison Young specialises in science and technology
indicators in the Economic Analysis and Statistics Divi¬
sion of the OECD Directorate for Science, Technology
and Industry.

have a continuing interest in following
who finances R&D, for what purposes,
and by which industries or agencies the
projects are performed. They also pro¬
vide valuable information that can guide
the taking of economic decisions.
Economists, too, use the data to test
conjectures about the role of S&T in
growth, productivity and trade. And data
that are internationally comparable allow
national policy to be formulated, and the
underlying economic studies undertaken,

in the wider context of global competition
and interdependence (Figure 1).

It was not always so. Three decades
ago 'science policy' was still in its infancy,
and few governments kept accounts of
national R&D spending. The early 1 960s,
though, had marked a significant shift
in the emphasis of economic thought.
Along with an increased attention to the
problems of economic growth, there was
rising interest in the economics of
research, development and innovation.
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Yet applied economic research was
hamstrung by the lack of reliable sta¬
tistics, and theoretical economics was
confined to rather limited and abstract

generalisations and over-simple ideas
of what R&D was and how directly it
contributed to economic growth.

These policy and analytical concerns
led the OECD to establish, in 1963, the

'Frascati Manual', a practical handbook

designed to help government officials
and others survey the research and
development (R&D) carried out in their
countries by industry, government labor¬
atories, universities and colleges and
private non-profit institutes. Logically, as
national S&T policies in the OECD
countries have been altered markedly
in emphasis since then, the Frascati
Manual has itself changed. In the 1 970s

governments were placing an increasing
importance on socio-economic issues,
such as health and welfare; and the third
edition of the Manual, in 1974, covered
R&D in the social sciences and humani¬

ties for the first time.

The latest edition, the fifth, improves
the process by which information is
collected in at least two important policy
areas. First, it introduces more relevant

Figure 1

GROSS DOMESTIC EXPENDITURE ON R&D

as a % of GDP

MAJOR ECONOMIES MEDIUM ECONOMIES1 SMALLER ECONOMIES1

1981 83

United States

Japan
Germany2

m France

Italy
-» United Kingdom

Canada

i European Community

i Spain
I Australia

m Netherlands

am Turkey3
m Belgium

Switzerland
_» Sweden

Austria

i Denmark

i Portugal
i Finland
i Greece

i Norway
i New Zealand
Ireland

Iceland

Notes:

1 . Ranked by 1 991 GDP in purchasing power parities.
2. Reunified Germany in 1 991 .
3. National data until 1991. Source: OECD
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' i

THE 'FRASCATI' FAMILY OF MANUALS

The Frascati Manual deals exclusively with
the measurement of resources devoted to

research and experimental development. It
was recognised from the outset that other
scientific and technical activities were im¬

portant and that measures of the output and
impact of R&D were required. A family of
manuals was foreseen and the conclusions

of the first edition of the Frascati Manual al¬

ready indicated some areas for future work.

From its inception, the Frascati Manual
rapidly became the de facto world standard

for surveys of R&D. But, although it re¬
mained an only child for about 25 years, it
did acquire some cousins: the United Na¬
tions Educational and Scientific

Organisation (UNESCO) Recommenda¬
tions concerning the International
Standardization of Statistics on Science and

Technology and Manual ( 1978) on the meas¬
urement of all scientific and technical

activities, which adopted the Frascati defi¬
nition of R&D but developed international
definitions on other scientific and technologi¬
cal activities such as 'scientific and technical

education and training' and 'scientific and
technical services'.

Devising methods of measuring the output
of R&D required many decades of work and
discussion between national experts on S&T
statistics, and the resulting international
guidelines have only started to come avail

able during the 1990s. These include the
OECD manuals on measuring the techno¬
logy balance of payments, surveying
industrial innovation,1 guidelines for the use
of patent data as S&T indicators, and on
human resources for S&T.2 Some of this

work, particularly that on the measurement
of innovation activities and on human re¬

sources for science and technology (HRST)
has been reflected in the forthcoming fifth
edition of the Frascati Manual.

So as to avoid unnecessary duplication of
effort, OECD governments have always en¬
couraged the various international
organisations with an interest in science and

technology to work together not only on
methodology but also on the collection of
data. The new manual has become more

linked to the policy requirements of the
European Commission; as with earlier ver¬
sions, work has been carried out in close

co-operation with the EC while remaining
compatible with the overall standards of
UNESCO.

1 . OECD Proposed Guidelines for Collecting and
Interpreting Technological Innovation Data: 'Oslo
Manual', 1992; Proposed Standard Method of
Compiling and Interpreting Technological Bal¬
ance of Payments Data, 1990 - both available
free of charge from the OECD Directorate for
Science, Technology and Industry.

2. In preparation.

How can experiment turn into data?

and precise guidelines for measuring
environmental R&D.2 Second, in the

context of continuing international dis¬
cussions on the possible distortions to
competition from government supportfor
economic activities, the new edition

contributes to increased transparency by
proposing a more detailed breakdown
of government-financed R&D.3

Since 1 963, too, analysts have learned
much about how the S&T system works
and how it 'meshes' with the economy -
in part, at least, because time series
of R&D data have allowed them to test,
and go beyond, the simplistic hypotheses
of those early days. The late 1 980s saw
a revival of interest in the relationship
between technological activities and
economic performance, as illustrated by
the new growth and trade theories which
put R&D and learning at the centre of
the analysis.4 The revised Manual re¬
flects this change in a number of ways.
For example, the analysis of globalisation
has been changed by recommending the
collection of more detailed data on flows

of R&D funds to and from abroad, in

particular between the components of
multinational firms.5

Progress has also been made with
another long-standing problem, distin¬
guishing the R&D content of large-scale
defence programmes as a result of a
systematic study of the terminology used
by defence ministries and by the main
firms receiving defence contracts. As a

Figure 2

R&D SPENDING:

THE UNITED STATES, EC AND JAPAN,
1961-91

1961

Source: OECD

1971 1981 1991
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result, for instance, the United Kingdom
has already revised downwards re¬
sources devoted to R&D in government
defence establishments.

Developments in technologies have
introduced new 'borderline' problems.
Obviously, the original authors would not
recognise the new sections of the Manual
defining when software development
activities are novel enough to be treated
as R&D - and when they are merely
routine adaptations of existing pro¬
grammes to customers' requirements.
This has become a major issue because
of the rapid and pervasive growth of
software R&D; in Canada, for example,
where these particular guidelines were
pioneered, software R&D is roughly a
quarter of all industrial R&D and is spread
across a wide range of industries.

International

Comparisons
The Manual is also the basisforOECD

and other international surveys of the
resources devoted to R&D. The OECD

one was launched to examine trends

in 1963 (sixteen countries participated
in it) and has been held regularly since
the late 1960s. OECD countries will

shortly be receiving the questionnaire
for 1993 based on the new edition of

the Manual. The resulting comprehen¬
sive base of internationally comparable
data is available to countries either as

raw data or in the form of indicators.6

These indicators are used extensively

2. Martin Brown, 'Science, Technology and the Environ¬
ment', The OECD Observer, No. 174, February/March
1992.

3. Rauf Gônenç, 'From Subsidies to Structural Adjust¬
ment', The OECD Observer, No. 1 66, October/Novem¬
ber 1990.

4. Graham Vickery and Gregory Wurzburg, Intangible
Investment: Missing Pieces in the Productivity Puzzle',
The OECD Observer, No. 178, October/November
1992.

5. Andrew Wyckoff, The International Expansion of
Productive Networks', The OECD Observer, No. 180,

February/March 1993.

6. Basic Science and Technology Statistics, OECD
Publications, Paris, 1991.

7. Main Science and Technology Indicators, OECD
Publications, Paris, twice-yearly; Science and Techno¬
logy Policy Review and Outlook 1 991 , OECD Publica¬
tions, Paris, 1992.

WHAT'S IN THE FRASCATI MANUAL?

Wherever possible, the Frascati Manual
uses standard international economic clas¬

sifications, such as the System of National
Accounts (SNA), the International Standard
Industrial Classification (ISIC) and the In¬
ternational Standard Classification of

Occupations (ISCO). The information it con¬
tains can therefore be broken down and

used for international comparisons.
The Manual is addressed primarily to sta¬

tistical experts. For planners and
policy-analysts who are not obliged to be au
fait with the statistical complexities, the new
edition will include, for the first time, a sum¬

mary of definitions:
basic definitions - the definition of R&D

and the boundaries between R&D and, vari¬

ously, education and training, other
scientific and technological activities, other
industrial and innovation activities, and
administration

classifications - sectors of

the economy, the business enterprise sect¬
or and its breakdown by industries (ISIC),
the government sector, the higher educa¬
tion and private-non-profit sectors and their
breakdown by main fields of science,
national territory and abroad
functional classifications - breakdown

by type of activity (basic research, applied
research and experimental development),
between products and processes, by pro¬
duct field, by detailed field of science and
by socio-economic objective

personnel working on R&D - persons
employed directly and indirectly on R&D,
headcount and full time equivalence on

R&D, breakdowns by occupation and by
level of formal qualification, national aggre¬
gates

expenditures on R&D - intramural R&D
and its cost components, identifying the
sources of funds for R&D, extramural ex¬

penditures, Gross Domestic Expenditures
on R&D and other national aggregates
survey procedures - questionnaires, sur¬

vey coverage and respondents, role of the

surveying agency, reporting to OECD and
other international organisations
government R&D budgets - definition of

government budget appropriations for R&D,
sources of statistics, breakdown by primary
socio-economic objective (a more timely but
less accurate source of data)

annexes - history of the Manual, OECD
work on other S&T indicators, additional

guidelines on selected topics (defence/aero¬
space R&D, software, social sciences, R&D

in the higher education sector, sectoring
R&D units), relation between R&D and other
statistical standards (the UN System of
National Accounts, and classifications by
occupation (ISCO) and by level of qualifi¬
cation (ISCED), the OECD methodology for
studies of government subsidies), R&D
deflators and currency converters, practi¬
cal methods of providing timely estimates
of current and future R&D resources.

in policy studies and analytical reports.7
The early data allowed light to be shed
on a topic of intense interest for
policy-makers, the size of the 'gap'
between the R&D undertaken in the

United States and western Europe and
in which sectors and types of R&D it
was widest. The figures are still used
for such broad comparisons, though the
emphasis has changed to analysis that
contrasts the unbroken rise in Japanese
R&D with slower growth in the United
States and Europe (Figure 2). The
database, of course, has become more

detailed with time and now also permits
analysis of more complex topics.

If economists are to integrate R&D
into their models, R&D data must be

compatible with other economic statis¬
tics, especially in the way they are broken

down between sectors of the economy,
industries or categories of personnel. But
there is a second reason to combine

R&D and economic series - to be able

to monitor the share of R&D in total

resources. In the absence of reliable

measures of the output of R&D,
policy-makers may use such compari¬
sons over time or between countries to

establish a 'fair' share for R&D. The most

popular single indicator of this kind is
the percentage of Gross Domestic Product
devoted to R&D (Figure 1).

The new specifications in the fifth
edition of the Frascati Manual are

currently being introduced in national
R&D surveys throughout the OECD
area. First, more accurate international

comparisons will be possible in the
mid-1990s as the responses to the
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OECD survey become available. These
better and more detailed numbers will

improve the understanding of the
'knowledge-based' society.

By now all OECD countries (except
Luxembourg) hold regular R&D surveys
based on the Manual. Now, too, most
of the new democracies in central and

eastern Europe have already indicated

their interest in the Frascati Manual, and
the latest edition is to be translated into

Russian and Hungarian. All these 'new'
countries face a massive task in

re-organising their statistical systems,
and it makes sense for them to put the
R&D systems suggested in the Frascati
manual in place from the start, to ensure

that the statistics they collect now are
useful and relevant later on. Mexico, too,

Higher education -
a scientific input?

will be developing its R&D statistics in
line with the Manual.

Inevitably, applying the new concepts
and classifications in practice will turn
up a number of cases where the current

guidelines are unsatisfactory. The re¬
sults will begin to show what will be
required of 'Frascati VI' in 1998.
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Review draws on an unusually wide range of
sources to present recent surveys of diffusion and
application of micro-electronics and advanced
manufacturing technologies. An overview isfol lowed
by specific surveys: the application of micro¬
electronics in products in the Netherlands;
micro-electronics applications in products,
processes and administration in Finland; a
comparison of advanced manufacturing technology
use in Canada and the United States; and a

summary of surveys of advanced manufacturing
systems diffusion in Japan.
(90 93 12 1) ISBN 92-64-13908-7, 124pp.
FF115 US$25 DM48

1993 Subscription (Nos. 12 and 13):
FF190 US$42 DM84

Labour Market and Social Affairs

Social Policy Studies' Series

No. 10 -PRIVATE PENSIONS

IN OECD COUNTRIES

The United States

June 1993

(81 93 01 1) ISBN 92-64-13802-1, 100pp.
FF90 US$22 DM37

Centre for Co-operation with European
Economies in Transition/Eurostat

EMPLOYMENT AND UNEMPLOYMENT

IN ECONOMIES IN TRANSITION

Conceptual and Measurement Issues
May 1993
Reliable statistics and indicators are vital for policy
formulation and implementation in the transition to
a market economy. Many central and eastern
European countries are therefore undertaking a
complete overhaul of theirstatistical arrangements
in order to meet with international standards and

definitions. This volume, focusing on employment
and unemployment measures, addresses the
problems arising from the design of new monitoring
systems and the adoption of temporary solutions
allowing increased visibility and transparency.

Assembling contributions from users and
producers of those statistics, from both the OECD
and the central and eastern European countries,
this book emphasises that a balance has still to be
found between survey instruments and adminis¬
trative sources - such as information provided by
unemployment registers - which could allow a
reduction in the costs of gathering data, increase
the frequency of observations and allow for having
fine geographical breakdowns of employment and
unemployment series.
(1493 05 1) ISBN 92-64-13910-9, 110pp.
FF110 US$26 DM45

Science and Technology

SAFETY EVALUATION OF FOODS

DERIVED BY MODERN

BIOTECHNOLOGY

Concepts and Principles
May 1993
(93 93 04 1) ISBN 92-64-13859-5, 72pp.
FF80 US$19 DM33

'The OECD Megascience Forum'

ASTRONOMY
June 1993

(92 93 02 1) ISBN 92-64-13928-1, 150pp.
FF170 US$40 DM70

Transport

ECMT (European Conference
of Ministers of Transport)

Round Table 90

PRIVATISATION OF RAILWAYS

May 1993
The privatisation of the railways is a topical issue.
Many countries are launching privatisation pro¬
grammes with a view to reducing the operating
deficits of the railways, in particularby making them
more competitive.

But at a time of high-speed trains, traffic conges¬
tion and concern over the environment, not

everybody agrees on the merits of privatisation.
This Round Table clarifies the issues, analyses a
number of examples, and defines the potential
obstacles to privatisation. It shows the difficulties
inherent in such projects, and the scope for
implementing them.
(75 93 03 1) ISBN 92-821-1182-2, 164pp.
FF130 US$30 DM54

'Road Transport Research' Series

ROAD TRANSPORT RESEARCH

OUTLOOK

25th Anniversary
May 1993
(77 93 01 1) ISBN 92-64-13900-1, 100pp.
FF130 $19 DM33

MARKETING OF TRAFFIC SAFETY
June 1993

See Antonios Barbas and Burkhard Horn,

'Marketing Traffic Safety', The OECD Observer,
No. 181, April/May 1993.
(77 93 02 1) ISBN 92-64-13903-6, 120pp.
FF150 US$35 DM60
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OECD HEADQUARTERS, PARIS

Vacancies occur in the OECD

Secretariat in the following activities:

Public Administration

Balance of Payments
National Accounts

Agricultural Economics
Development Economics
Energy Economics
Industrial Economics

Labour Economics

Monetary Economics
Econometrics

Environment

Urban Studies

Fiscal Policy
Nuclear Engineering
Macro-economics

Nuclear Physics
Education Policies

Social Affairs

Statistics

Computing and Communications

» Qualifications:

relevant university degree; at least
two or three years' professional ex¬
perience; very good knowledge of one
of the two official languages of the
Organisation (English and French) and
ability to draft well in that language;
good knowledge of the other.

Initial appointment:

two or three years.

Basic annual salary:

from FF 290,000 (Administrator) and
from FF 416,000 (Principal Adminis¬
trator), supplemented by allowances
depending on residence and family
situation.

Vacancies are open to both male and
female candidates from OECD mem¬

ber countries.

Applications, in English or French
(specifying area of specialisation and
enclosing detailed curriculum vitae),
should be marked 'OBS' and sent to:

Human Resource Management
OECD

2, rue André-Pascal
75775 PARIS CEDEX 16

FRANCE

OECD

OCDE
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FRANCE
OECD

Mail Orders:

2, rue André-Pascal
75775 Paris Cedex 16

Tel. (33-1) 45.24.82.00
Telefax: (33-1) 45.24.81.76

or (33-1) 45.24.85.00
Telex: 640048 OCDE

OECD Bookshop:
33, rue Octave-Feuillet

75016 Paris Tel. (33-1) 45.24.81.67
(33-1) 45.24.81.81

GERMANY
OECD Publications and Information Centre

August-Bebel-Allee 6
D-53175 Bonn 2 Tel. (0228) 959.120

Telefax: (0228) 959.12.17

JAPAN
OECD Publications and Information Centre

Landic Akasaka Building
2-3-4 Akasaka, Minato-ku

Tokyo 107 Tel. (81.3) 3586.2016
Telefax: (81 .3) 3584.7929

UNITED STATES
OECD Publications and Information Centre

2001 L Street N.W., Suite 700

Washington, D.C. 20036-4910
Tel. (202) 785.6323

Telefax: (202) 785.0350

ARGENTINA
Carlos Hirsch S.R.L.

Galena GGemes, Florida 165, 4° Piso

1 333 Buenos Aires Tel. (1) 331.1787 y
331.2391

Telefax: (1) 331.1787

AUSTRALIA
D.A. Information Services

648 Whitehorse Road, P.O.B 163

Mitcham, Victoria 3132 Tel. (03) 873.4411
Telefax: (03) 873.5679

AUSTRIA
Gerald & Co.

Graben 31

Wien I Tel. (0222) 533.50.14

BELGIUM

Jean De Lannoy
Avenue du Roi 202

B-1060 Bruxelles

Tel. (02) 538.51.69/538.08.41
Telefax: (02) 538.08.41

CANADA

Renouf Publishing Company Ltd.
1294 Algoma Road
Ottawa, ON K1B 3W8 Tel. (613) 741.4333

Telefax: (613) 741.5439
Stores:

61 Sparks Street
Ottawa, ON K1P 5R1 Tel. (613) 238.8985
21 1 Yonge Street
Toronto, ON M5B 1M4 Tel. (416) 363.3171

Telefax: (416) 363.59.63

Les Éditions La Liberté Inc.

3020 Chemin Sainte-Foy
Sainte-Foy, PQ G1X 3V6 Tel. (418) 658.3763

Telefax: (418) 658.3763

Federal Publications Inc.

Suite 103, 388 King Street W
Toronto, ON M5V 1K2 Tel. (416) 581.1552

Telefax: (416)581.1743

Les Publications Fédérales

1185 Université

Montréal, QC H3B 3A7 Tel. (514) 954.1633
Telefax : (514) 954.1635

CHINA

China National Publications Import
Export Corporation (CNPIEC)
16 Gongti E. Road, Chaoyang District
P.O. Box 88 or 50

Beijing 100704 PR Tel. (01) 506.6688
Telefax: (01) 506.3101

DENMARK

Munksgaard Export and Subscription Service
35, Norre Sogade, P.O. Box 2148
DK-1016 Kobenhavn K Tel. (33) 12.85.70

Telefax: (33) 12.93.87

FINLAND

Akateeminen Kirjakauppa
Keskuskatu 1, P.O. Box 128
00100 Helsinki

Subscription Services:
P.O. Box 23

00371 Helsinki Tel. (358 0) 12141
Telefax: (358 0) 121.4450

FRANCE
See box above.

Documentation Française
29, quai Voltaire
75007 Paris Tel. 40.15.70.00

Gibert Jeune (Droit-Économie)
6, place Saint-Michel
75006 Paris Tel. 43.25.91.19

Librairie du Commerce International

10, avenue d'lena
75016 Paris Tel. 40.73.34.60

Librairie Dunod

Université Paris-Dauphine
Place du Maréchal de Lattre de Tassigny
75016 Paris Tel. 44.05.40.13

Librairie Lavoisier

11, rue Lavoisier
75008 Paris Tel. 42.65.39.95

Librairie L.G.D.J. - Montchrestien

20, rue Soufflot
75005 Paris Tel. 46.33.89.85

Librairie des Sciences Politiques
30, rue Saint-Guillaume
75007 Paris Tel. 45.48.36.02

P.U.F.

49, boulevard Saint-Michel
75005 Paris Tel. 43.25.83.40

Librairie de l'Université

12a, rue Nazareth

13100 Aix-en-Provence Tel. (16) 42.26.18.08

Documentation Française
165, rue Garibaldi

69003 Lyon

Librairie Decitre

29, place Bellecour
69002 Lyon

Tel. (16) 78.63.32.23

Tel. (16) 72.40.54.54

GREECE

Librairie Kauffmann

Mavrokordatou 9

106 78 Athens Tel. (01) 32.55.321
Telefax: J01) 36.33.967

HONG KONG
Swindon Book Co. Ltd.

13-15 Lock Road

Kowloon, Hong Kong Tel. 366.80.31
Telefax: 739.49.75

HUNGARY

Euro Info Service

POB 1271

1464 Budapest Tel. (1) 111.62.16
Telefax : (1) 111.60.61

ICELAND

Mal Mog Menning
Laugavegi 18, Pbstholf 392
121 Reykjavik Tel. 162.35.23

INDIA

Oxford Book and Stationery Co.
Scindia House

New Delhi 110001 TaM.11) 331.5896/5308
Telefax: (11) 332.5993

17 Park Street

Calcutta 700016 Tel. 240832

INDONESIA

Pdii-Lipi
P.O. Box 269/JKSMG/88

Jakarta 12790 Tel. 583467

Telex: 62 875

IRELAND

TDC Publishers - Library Suppliers
12 North Frederick Street

Dublin! Tel. (01) 874.48.35
Telefax: (01) 874.84.16

ISRAEL

Electronic Publications only
Sophist Systems Ltd.
71 Allenby Street

ITALY

Libreria Commissionaria Sansoni

Via Duca di Calabria 1/1

50125 Firenze Tel. (055) 64.54.15
Telefax: (055) 64.12.57

Via Bartolini 29

20155 Milano Tel. (02) 36.50.83

Editrice e Libreria Herder

Piazza Montecitorio 120

00186 Roma Tel. 679.46.28

Telefax: 678.47.51

Libreria Hoepli
Via Hoepli 5
20121 Milano Tel. (02) 86.54.46

Telefax: (02) 805.28.86

Tel-Aviv, 65134 Tel. 3-29.00.21

Telefax: 29.92.39

Libreria Scientifica

Dott. Lucio de Biasio 'Aeiou'

Via Coronelli 6

20146 Milano Tel. (02) 48.95.45.52
Telefax: (02) 48.95.45.48

KOREA

Kyobo Book Centre Co. Ltd.
P.O. Box 1 658, Kwang Hwa Moon
Seoul Tel. 730.78.91

Telefax: 735.00.30

MALAYSIA

Co-operative Bookshop Ltd.
University of Malaya
P.O. Box 1127, Jalan Pantai Baru

59700 Kuala Lumpur
Malaysia Tel. 756.5000/756.5425

Telefax: 757.3661

MEXICO

Revistas y Periodicos Internacionales S.A. de C.V.
Florencia 57 - 1004

Mexico, D.F. 06600 Tel. 207.81.00
Telefax : 208.39.79

NETHERLANDS

SDU Uitgeverij
Christoffel Plantijnstraat 2
Postbus 20014

2500 EA's-Gravenhage Tel. (070 3) 78.99.1 1
Voor bestellingen: " Tel. (070 3) 78.98.80

Telefax: (070 3) 47.63.51

NEW ZEALAND

Legislation Services
P.O. Box 12418

Thorndon, Wellington Tel. (04) 496.5652
Telefax: (04) 496.5698

NORWAY
Narvesen Info Center - NIC

Bertrand Narvesens vei 2

P.O. Box 6125 Etterstad

0602 Oslo 6 Tel. (022) 57.33.00
Telefax: (022) 68.19.01

PAKISTAN

Mirza Book Agency
65 Shahrah Quaid-E-Azam

Lahore 54000 Tel. (42) 353.601
Telefax: (42) 231.730

PHILIPPINE
International Book Center

5th Floor, Filipinas Life Bldg.
Ayala Avenue
Metro Manila Tel. 81.96.76

Telex 23312 RHP PH

PORTUGAL

Livraria Portugal
Rua do Carmo 70-74

Apart. 2681
1200 Lisboa Tel.: (01) 347.49.82/5

Telefax: (01) 347.02.64

SINGAPORE
Information Publications Pte. Ltd.

41, Kallang Pudding, No. 04-03
Singapore 1334 Tel. 741.5166

Telefax: 742.9356

SPAIN
Mundi-Prensa Libros S.A.

Castellb 37, Apartado 1223
Madrid 28001 Tel. (91 ) 431 .33.99

Telefax: (91) 575.39.98

Libreria Internacional AEDOS

Consejo de Ciento 391
08009 - Barcelona Tel. (93) 488.30.09

Telefax: (93) 487.76.59

Llibreria de la Generalitat

Palau Moja
Rambla dels Estudis, 118
08002 - Barcelona

(Subscripcions) Tel. (93) 318.80.12
(Publicacions) Tel. (93) 302.67.23

Telefax: (93) 412.18.54

SRI LANKA

Centre for Policy Research
c/o Colombo Agencies Ltd.
No. 300-304, Galle Road

Colombo 3 Tel. (1) 574240,573551-2
Telefax: (1) 575394, 510711

SWEDEN
Fritzes Information Center

Box 16356

Regeringsgatan 12
106 47 Stockholm Tel. (08) 690.90.90

Telefax: (08) 20.50.21

Subscription Agency
Wennergren-Williams Info AB
P.O. Box 1305

171 25 Solna Tél. (08) 705.97.50
Telefax : (08) 27.00.71

SWITZERLAND

Maditec S.A. (Books and Periodicals)
Chemin des Palettes 4

Case postale 266
1020 Renens Tel. (021) 635.08.65

Telefax: (021) 635.07.80

Librairie Payot S.A.
4, place Pépinet
CP 3212

1002 Lausanne Tel. (021) 341.33.48
Telefax: (021) 341.33.45

Librairie Unilivres

6. rue de Candolle

1205 Genève Tel. (022) 320.26.23
Telefax: (022) 329.73.16

Subscription Agency
Dynapresse Marketing S.A.
38 avenue Vibert

1227Carouge Tel: (022) 308.07.89
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August-Bebel-Allee 6
D-53175 Bonn 2 (Germany)

Tel. (0228) 959.120
Telefax: (0228) 959.12.17

TAIWAN

Good Faith Worldwide Int'l. Co. Ltd.

9th Floor, No. 118, Sec. 2

Chung Hsiao E. Road
Taipei Tel. (02) 391.7396/391.7397

Telefax: (02) 394.9176

THAILAND
Suksit Siam Co. Ltd.

113, 115 Fuang Nakhon Rd.
Opp. Wat Rajbopith
Bangkok 10200 Tel. (662) 225.9531/2

Telefax: (662) 222.5188

TURKEY

Kultur Yayinlari Is-Turk Ltd. Sti.
Ataturk Bulvari No. 191/Kat 13

Kavaklidere/Ankara Tel. 428.1 1 .40 Ext. 2458

Dolmabahce Cad. No. 29
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UNITED KINGDOM
HMSO

Postal orders only:
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VENEZUELA
Libreria del Este
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AVAILABLE ON DISKETTE

OECD

OCDE

-':

INDICATORS OF INDUSTRIAL ACTIVITY

As a complement to the publication Indicators of Industrial Activity, already available on
magnetic tape, a diskette version is now on sale. The diskette gives the user, every quarter,
access to monthly, quarterly and annual data relating to the Quantitative Indicators, as from
1990.

The annual subscription also covers a special issue with retrospective data from 1985 to
1989, first sent when the subscription is taken out, then every two years.
FF2,200 £245 US$395 DM665

A historical time series from 1975 to 1984 will also be available separately:
FF4,100 £455 US$745 DM1,245

MACROTHESAURUS

The Macrothesaurus (the fourth edition of which appeared from the OECD in 1 991 , and was

revised in 1992) comprises descriptors (key words) in English, French and Spanish
designed for indexing books and documents covering economic and social development.
To accomodate users' requirements, this package is available in two different diskette
formats (51/4" high density (1 .2MB) and 31/2" double-sided, double-density (720KB)). Each
set of diskettes contains:

English, French and Spanish thesauri in ASCII text file
the database in ISO 2709 format

Micro-CDS/ISIS data files.

The package may also be ordered on 5 diskettes (360KB) in either the ISO 2709 or ASCII
format, as required.
FF980 £98 US$180 DM300

COMMUNICATIONS OUTLOOK 1993

The latest comparable data for the telecommunications sector in the 24 OECD countries

are now available on diskette. This unique database, presented on the easy-to-learn,
easy-to-operate, World Bank *Stars* software, contains time-series data on
telecommunications and economic indicators for the last decade.

In addition, the OECD Tariff Comparison Models are available in Lotus 1 -2-3 spreadsheet
format. The models present users, operators and regulators with a tool for international
comparisons of telecommunications tariff trends and structures.
FF1,600 £180 US$290 DM485

Please indicate if 514" High Density or 3W Double Density is required.
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OECD Council Meets at Ministerial Level

Communiqué

The Council of the OECD met on 2 and 3 June 1993 at Ministerial level. The meeting was chaired by Mr John
Dawkins, Treasurer of Australia. The Vice-Chairmen were Mr Gunter Rexrodt, Federal Minister of Economy of
Germany and Mr Pertti Salolainen, Minister for Foreign Trade and Deputy Prime Minister of Finland. Prior to the
meeting, the Chairman ledconsultations with the Business andIndustryAdvisory Committee (BIAC) and the Trade
Union Advisory Committee (TUAC) to the OECD; both organisations submitted statements for the consideration
of Ministers.

Ministers addressed the need to restore strong, sustained growth with improved employment prospects; they
agreed on collective action to meet the major challenges facing their countries. They are deeply concerned that
growth in the OECD area is insufficient and that unemployment continues to rise in most countries. To cope with
these problems they are resolved to take additional action to improve both macro-economic and structural
policies and to extend international co-operation, in particular by strengthening the open multilateral trading
system.

Ministers are committed to a concerted strategy forgrowth and employment. It consists of the following planks,
described in detail in this Communiqué:

monetary and fiscal policies will exploit the opportunities that may exist - without jeopardising the objectives
of price stability and medium term budget consolidation

structural-reform policies, including labour-market policies, will aim for vigorous, competitive and efficient
development of OECD economies, exploiting opportunities offered by technological progress and open inter¬
national competition

intensive efforts will be made to continue to liberalise trade, to abide by and further strengthen multilateral
disciplines and, as the firstpriority, toachieve a substantial, comprehensive andbalancedoutcome of the Uruguay
Round by the end of the year - which would be a very powerful contributor to bolstering confidence, growth and
employment both in OECD members and elsewhere.

In pursuit of this strategy, effective support will be given for the progressive integration ofall countries into the
world economy; this will include the concerted international effort to support the economies in transition, in
particular Russia, and developing countries.

Ministers underline the particular relevance of the OECD and of the basic values its members hold in common:
respect forhuman rights, pluralist democracyand the market economy. Theyappreciate its working methods and
its multi-disciplinary character, as exemplified by the study underway on employment/unemployment. They call
on the Organisation to continue to build on its strengths and on the collective wealth of its member countries'
national and regional, economic, social and cultural experiences to further develop common approaches in order
better to meet the challenges of a fast changing world and to foster worldwide sustainable development.

Promoting Sustainable
Growth and Employment:

the Major Challenge
for the 1990s

Reducing Unemployment:
A Central Goal

Ministers are deeply concerned that the number of
unemployed people in the OECD area may reach
nearly 36 million by the end of this year and is
unlikely to decline significantly before well into
1994. This represents enormous human and
economic costs. Ministers commit their

governments to reinforce and broaden their
concerted strategy to improve employment
prospects.

In this respect, Ministers noted the interim re¬
port presented by the Secretary-General on
employment and unemployment and its preliminary

conclusions (box). They call on the Secretary-
General to press ahead, in consultation with all
appropriate OECD bodies and other groups as
necessary, to complete the final report in 1994,
with specific policy recommendations.

Improving employment prospects requires
highersustained growth accompanied by structural
reforms. All the actions identified hereafter aim for

these goals. They span a wide range of mutually
reinforcing policies. They intend to exploit an
enhanced interaction between macro-economic

and structural policies and, through trade and
competition, to build on the growing integration of
the world economy. A high degree of social
consensus would foster these actions. Ministers

support and encourage actions now being taken
throughout the OECD to increase real economic
activity and employment, in the context of national
initiatives and, importantly, of enhanced interna¬
tional co-operation at all levels, especially in the
OECD but also elsewhere. In this context, they
welcome the EC/EFTA joint initiative, the G7

co-operation , and other efforts which complement
the OECD strategy. They call forfurtherconcerted
action.

Macro-economic Policy

Ever-growing interdependence between
economies results in a continual assessment by
markets, particularly financial and currency
markets, of the adequacy, and hence credibility, of
national policies. These must not only fit the
requirements of each country's specific circum¬
stances, but also be compatible internationally
and made more effective through close internation¬
al co-operation. Overall, they must provide
economic agents with a predictable, sound and
stable environment, favourable to growth and
employment.

In a context of weak economic performance and
generally low inflation, monetary policy can and
must exploit possibilities for lowering short-term
interest rates, withoutjeopardisingthe fundamental
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aims of price stability and low long-term interest
rates. In this respect, Ministers welcome interest
rate reductions which have already occurred and
hope further cuts in interest rates can be made as
and where conditions permit. Price stability must
also be sought and maintained through structural
improvements; this in turn would increase the
room for manoeuvre for monetary policies.

To improve the balance between monetary and
fiscal policies, it is equally important that
governments at all levels contribute with policies
aiming at sound public finances. A well-functioning
public sector is important for a prospering market
economy. High structural public-budget deficits,
however, pre-empt national savings, can adversely
affect current accounts, and contribute to higher
interest rates, thereby lowering productive
investment and contributing to the economic
slowdown. This highlights the importance of
achieving fiscal consolidation, in each country's
particular circumstances, over the medium term.

Ministers commit their governments:
to reduce with determination government budget

structural deficits over the medium term

without jeopardising the objective of medium-term
fiscal consolidation, to exploit opportunities that
may existforfiscal policy. The automatic stabilisers
have been and will be allowed to play an appropriate
role without risking an increase in structural deficits.
These temporary deficits will be reversed once the
economy begins to recover

to increase the efficiency of the public sector,
including where appropriate through privatisation
and through enhanced coherence of policies

to improve the 'quality' of budgets on both the
revenue and expenditure sides, in particular in
promoting investments which strengthen the
long-term physical and human potential of their
economies to realise sustainable growth.

Structural Policy Priorities:
Strengthening
the Multilateral System

To help ensure that recovery is sustainable, and in
particular to provide sustained growth of
employment over the longer term, the momentum
of structural reform will be continued, and stepped
up where necessary. Ministers therefore agree
that coherent, complementary actions on structural
reform will be undertaken in the areas set out

below both nationally and in a multilateral framework
and also ask the OECD to continue and deepen its
work on structural issues, in particular through
multilateral surveillance and peer review.

Trade policy

Liberalisation of trade and strengthened multilateral
disciplines have underpinned the development of
OECD economies since the end of World War II.

Protectionism has a worldwide impact: it reduces
living standards, engenders dangerous economic
tensions and impedes development by locking
parts of the economy and of the labour force into

EMPLOYMENT/UNEMPLOYMENT STUDY

Interim Report by the Secretary-General1

The Interim Report explores a range of condi¬
tions that, together, could contribute to a strategy
for boosting employment and reducing
unemployment, without exacerbating inflation
performance - one that OECD governments
could consider, endorse, begin to implement or,
in some instances, implement more effectively.
Such a strategy would focus on:

macro-economic policy, and in particular its
role in providing a stable framework for private
sector decision-making

development and diffusion of technological
change, as the principal source of the new
skill-intensive jobs

competition, both national and international,
asamain mechanism impellingthe development,
introduction and diffusion of new technologies

wage- and price-flexibility as a means of
widening job opportunities

human-resource development, as an import¬
ant way to strengthen the growth of economic
potential, and to equip people to fill
high-productivity, high-wage jobs

active labour-market policies to facilitate the
adjustment process

the encouragement of enterprise, in particular
the creation of new firms or the transformation

of existing ones, so as to benefit from new
technological opportunities and provide jobs for
those displaced from out-dated activities

solidarity and policy coherence, so as to
reconcile efficiency and equity in the adjustment
process.

1 . The interim report has just been published with the
other documents presented to the ministers at the
meeting of 2-3 June 1 993 as1 993 Issues: The OECD
Response.

low productivity, low valueadded and poorly
remunerated activities. A fundamental element in

restoring confidence is therefore the OECD
governments' strong commitment to strengthen
the open multilateral trading system so as to let it
play its central role in promoting further
non-inflationary growth and sustainable
development around the world, fostering interna¬
tional trade within an agreed framework of
multilateral rules covering access to markets and
fair competition.

The momentum shown in the Quadrilateral

meetings of Trade Ministers and the collective
determination expressed by OECD Ministers
demonstrated that it is realistic not only to hope but
to expect that the Uruguay Round will conclude by
the end of the year.

Ministers accordingly agree:
to do their utmost, individually and collectively, to

ensure the rapid achievement ot a substantial,
comprehensive and balanced outcome of the
Round, using the Draft Final Act of December
1991 as a basis for final agreement including a
substantial market access result on goods and
services

abide by and further strengthen multilateral
disciplines and to make no recourse to initiatives
and arrangements which are inconsistent with the
principles of free trade and undermine the
multilateral system

to make full use of the GATT system and of the
more informal mechanisms and broad expertise
available in the OECD, so as to contribute to a
reduction of international trade tensions and to the

efficient operation of the multilateraltrading system.
The multilateral framework needs to keep pace

with and anticipate new developments affecting
trade. Ministers ask the OECD to:

pursue new issues arising at the interface of
trade policy and other national policies
(concentrating initially on competition, investment
and, in the case of environment, on analytical work
with a view to developing appropriate substantive
guidelines as well as providing input to negotiating
rules in the relevant multilateral fora). This work
should help to gain an early and deeper
understanding of the issues which are likely to be
at the heart of the multilateral trading agenda after
the Uruguay Round and of policy options

monitor and analyse important moves to regional
integration, as a contribution to ensuring that they
are complementary to and supportive of the
multilateral trading system, by contributing to open
markets and strengthened international
competition.

Ministers endorse the procedural guidelines on
integrating trade and environment policies
contained in the joint report submitted by the Trade
and Environment Policy Committees.

Agriculture

Efforts are being made to implement agricultural
reform along the lines agreed by Ministers in 1 987
and subsequent years. Progress has been limited
and uneven: much remains to be done. The OECD

Secretariat has estimated that transfers from

taxpayers and consumers to the agricultural sector
totalled US$ 354 billion in 1 992, an increase of 7%

over the previous year: but this figure expressed
in ECU terms shows a more moderate increase

(+2%) and these percentage increases covered
widely different situations in individual countries.
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Many current domestic agricultural and trade
policies remain costly and do not meet efficiently
their stated objectives. They often distort domestic
and world markets, which tends to lead to significant
international frictions. Bearing in mind the difficulties
which the necessary adjustment may entail,
governments are determined to pursue their ef¬
forts to promote the agreed agricultural reform,
within a comprehensive policy framework that
addresses structural adjustment in the entire
agro-food sector, as well as rural development
and environmental questions, and that is consist¬
ent with the multifunctional character of agricul¬
ture. Ministers stress the role that the OECD must

continue to play in support of this approach, both
through improved qualitative and quantitative
analysis and monitoring, and through constructive
policy dialogue.

Industrial support measures

Ministers are deeply concerned about support
measures and industrial subsidies that distort

markets, represent heavy charges on public fin¬
ances, risk locking economies into sub-optimal
patterns of activities and risk provoking trade
frictions. Ministers urge the OECD to press ahead
with the projects already under way to increase
transparency and comparability in the field of
industrial subsidies and support measures and to
present results that measure the importance of
publicly financed support to industry in member
states. These projects will help to improve disci¬
pline. Ministers also stress the importance of
concluding as quickly as possible the already long
negotiations on agreements with respect to
shipbuilding, steel and the financing of large civil
aircraft in conformity with the objectives of the
aircraft sector understanding. They call fora report
at their 1 994 meeting on the implementation of the
recent agreements on further disciplines in the
field of officially supported export credits and tied
aid credits and on progress in developing guiding
principles for setting guarantee premia as well as
on other aspects covered by the Helsinki package.

Foreign direct investment
and international transactions

Providing regimes for FDI which are open, clear,
non-discriminatory, secure and stable is essential
for business confidence and job creation.

Ministers wish that the feasibility study on a
Wider Investment Instrument be pursued at a
sustained pace, and if possible completed by their
1 994 meeting. They also stress the need to speed
up liberalisation in the area of international ser¬
vices transactions and to consider the issues

relating to taxation on them. Ministers welcome
work in the Organisation on a draft Recom¬
mendation intended to prevent illicit payments in
international transactions. They also reaffirm the
principles agreed within the OECD for allocating
and taxing the profits of multinational enterprises.
In this context, they endorse the importance of the

internationally agreed arm's-length standard.
Ministers also reaffirm the continued importance
of co-operative global action to combat money
laundering. They welcome the substantial progress
made by members of the Financial Action Task
Force (FATF) in implementing effective counter-
measures in theircountries and lookforward to the

greater application of these measures.

Labour-market and social policies;
human-resource development

In these domains, resolute action based on a

comprehensive strategy for sustainable non-
inflationary growth and employment is necessary.
The Secretary-General's interim report on
employment and unemployment points to it.
Ministers commit theirgovernments to press ahead
with necessary reform and urge the OECD to help
this effort by vigorously pursuing analysis,
monitoring and discussion in all these domains,
including active labour-market policies, so as to
take full advantage of the diversity of individual
countries' experience. They stress particularly the
need to:

coherent social and labour-market policies
and practices, effectively combined to meet the
needs of rapidly evolving circumstances to which
our economies must adapt without increasing
unemployment. Labour-market mobility, flexibility
and efficiency are all important in this respect.
They should be the focus of all relevant facets of
public policy and operate where appropriate at the
enterprise level
promote and increase the effectiveness of active

labour-market and social policies aimed at the
efficient entry and re-entry of workers into the
labour market; enable the private sectorto play its
full role in job-creation; facilitate the full participa¬
tion of women in labour markets; particular attent¬
ion should be given to the long-term unemployed
and disadvantaged groups

improve, including within enterprises,
education, training and retraining at all levels,
involving both the employed and unemployed:

to equip citizens with the skills, attitudes and
values necessary for the full realisation of their
human and professional potential

and such that education and training systems
respond properly to the evolution of the employ¬
ment needs of the economy

continue reform efforts aimed at ensuring a
closer relationship between wages and productivity,
at improving incentives to seek and remain in
employment, at enhancing employment prospects
for low-skilled workers and at helping them to
acquire the skills needed for higher-paying jobs
increase labour productivity and define the role of

public policy in doing so
skill-based jobs by facilitating the diffusion

of new technology and innovative work practices,
including flexibility in working arrangements, and
through a general environment for innova¬
tion that fosters enterprise creation, including that
of small and medium-sized high-technology firms.

Migration

Migration remains a major issue on the inter¬
national agenda. Ministers ask theOECD, bearing
in mind the recent Madrid conference and the work

under-way in other international organisations, to
continue to analyse migration trends and policies,
including the interlinkages with labour markets
and with issues such as development co-operation ,
international trade, private investment and urban
problems, which have a potential impact on migra¬
tion. They also stress the need to address, in the
appropriate fora, the range of serious problems
created by illegal immigration.

Environmental policy

Genuinely sustainable development overthe long
term requires worldwide co-operation. OECD
member countries intend, even in this period of
economic downturn, to continue to play a leading
role in the field of sustainable development,
including in their commitment to follow up to the
outcome of the United Nations Conference on

Environment and Development (UNCED). They
commit their governments to take effective action
aimed at:

achieving, at the national, regional and inter¬
national levels, more effective integration and
compatibility of environmental and all other rele¬
vant policies. In this regard they welcome the
overall progress made by the OECD in this field,
including the programmeof environmental perform¬
ance reviews. Ministers ask the OECD to pursue
its follow-up to UNCED, and in this regard, to
consider the feasibility of analysing the relation
between consumption and production patterns
and sustainable development

more effective use of the variety of available
economic instruments, in combination with

regulatory and voluntary measures, taking account
of national circumstances, to address global,
regional and national environmental problems -
with the goals of cost- effective, viable results,
including reduction of greenhouse-gas emissions,
through national and international agreed actions

promoting environmental protection through
various forms of international co-operation,
including relevant international legal instruments
promoting national and international efforts in the

development and diffusion of technologies aimed
at protecting and restoring the environment.

The OECD

in an Interdependent World

The emerging worldwide consensus on human
rights, pluralistic democracy and the advantages
of the market economy, and the successful
integration of a growing number of countries into
an increasingly globalised and interdependent
world economy, call for an outward-looking OECD.

Ministers take note of the interest in the Organi¬
sation expressed by non-member countries, an
increasing number of which have indicated the
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wish to become members. They feel that it is now
time to invite the Organisation, taking into account
resource constraints, to examine rapidly the situa¬
tion and the consequences for the development of
the Organisation in order to continue the process
of opening the Organisation and to commence
negotiations for membership with those countries
which are able to assume all the responsibilities
linked with it.

Developing Countries

Far-reaching and encouraging changes are under
way in many developing countries. Increasing
prominence is being given to the requirement for
good governance, respect for human rights and
democracy, in order to create the conditions for
sustainable economic development, social
progress and reduction of poverty. Attention is
being paid to participatory development and
institutional capacity building, and a greater role
given to the private sector and to market-oriented
policies. The need to eliminate unproductive
expenditures like excessive military spending,
and to co-operate in fighting corruption, is also
increasingly recognised. These are welcome chan¬
ges to OECD countries and to their citizens whose
support for aid is essential. Nonetheless,
developing country experiences still differ widely:
integration into the international economy is
progressing successfully in a number of countries;
others, including many in Africa, continue to
experience serious difficulties. Global issues such

as mass poverty, population growth, environmental
destruction, migration, refugees, drug abuse and
AIDS, also continue to pose major challenges.

In response to these circumstances, Ministers
recognise the need for a comprehensive and
differentiated approach, based on partnership and
shared responsibility, in the support and en¬
couragement which they give to the self-help
efforts of developing countries in their diversity.
They also recognise their countries' special
responsibilities for a sound global economy and
commit their governments:

to undertakefurther efforts to promote integration
of developing countries into international markets
toconsiderfully, when devising and implementing

their own policies, the contribution which they can
make to economic growth, environmental protec¬
tion and social progress in developing countries;
and to improve coherence between their
development co-operation policies and other rele¬
vant policies, notably in the areas of trade,
investment, environment and migration

to make all efforts to enhance development
assistance, both quantitatively and qualitatively,
with particular attention to the poorest countries,
and, while responding to new requirements, also
to make all efforts to meet ongoing needs for
concessional development assistance.

Dynamic Non-member
Economies

The informal dialogue with the Dynamic Asian

Economies (Hong Kong, Korea, Malaysia,
Singapore, Taiwan and Thailand), which play an
active role in the world economy, has proved
substantial and useful. It has been extended this

yearto include Argentina, Brazil, Chile and Mexico.
Ministers ask that this dialogue with dynamic
non-member economies be deepened.

In the context of the general approach outlined
above, Ministers note that Mexico and Korea have

been further involved in OECD activities over the

past year. In light of Mexico's statement of intent
for membership, comprehensive policy reforms
and constructive participation in the OECD,
Ministers invite the Organisation to examine with
Mexico the terms and conditions of its membership
with a view toward early entry of Mexico into the
OECD. Ministers also welcome the positive
evolution of Korea's involvement in OECD

activities, which enhances mutual understanding
and also paves the way for early membership.

Looking to the future, Ministers recognise that
other non-member economies, such as China, are

becoming increasingly important players in the
world economy and their further integration into
the multilateral trading system should be fostered.
The OECD should consider broadening its
knowledge and understanding of these economies.

Economies

in Transition

Reform has made uneven progress in the Econo¬
mies in Transition (the CEECs, the NIS and
Mongolia), whose situations are becoming
increasingly diversified. The success of reform in
these countries and their integration into the global
economy are vital. Ministers re-affirm the
willingness of their governments to work with
these countries to support their efforts through a
variety of bilateral and multilateral means.

In the context of the general approach outlined
above, Ministers appreciate the manner in which
the OECD has been helping the reform process,
principally by providing, in a variety of ways,
technical assistance for policy formulation and
reform of governance. The Partners in Transition
(PIT) programmes have promoted closer links
between the countries concerned and the OECD,

and have contributed to the objectives set out in
the Memoranda of Understanding signed on 4
June 1 991 , helping them to succeed in transitions
toward market economies and to enable each to

meet the conditions for membership of the OECD
as soon as feasible. Substantial progress in this
direction has already been made. Some other
Economies in Transition might also benefit from
similar programmes. For the others, the OECD
has diversified its activities in order to meet better

their evolving needs and specific priorities.
Ministers call on the OECD to:

continue to focus the development of its program¬
mes on policy areas such as establishing the legal
and administrative framework and promoting

structural reform and, to that end, to devise and

implement its programmes in close partnership
with those countries

help the CEECs and NIS to address their severe
environmental problems including those deriving
from defective industrial and nuclear installations,
taking note of the outcome of the recent Ministerial
Conference in Lucerne

pursue further its co-operation with other inter¬
national organisations, bearing in mind theirshared
commitment to enhance co-ordination

contribute actively to the concerted international
support effort to the NIS, including promoting a
competitive enterprise sector, such as small and

medium-sized enterprises, military conversion,
trade and investment, taking note of the outcome
of the second West-East Conference of Ministers

of Economy, Industry and Trade in Tokyo; in
particular, to strengthen its co-operation and
develop appropriate links with Russia
continue to develop its Register on technical and

financial assistance, for which governments com¬
mit to provide the necessary information

exploit its expertise to develop further its role as
a locus for policy discussion among its member
countries and with the reforming countries, as
exemplified by the recent high-level meeting with
four of them.

To foster the integration of the economies in
transition into the world economy and into the
framework of the rules and disciplines of the
multilateral trading system, Ministers stress the
need to intensify efforts to provide these economies
with better access to OECD member countries'

markets. They also recognise the need for these
economies to develop mutually beneficial trade
and payments relations among themselves. They
underline the importance of supporting the creation
of transparent, stable and non-discriminatory con¬
ditions for trade, foreign direct investment and
private-sector development.

Long-term
Perspective

This last decade of the century is proving to be
one of momentous change. Interaction between
economic globalisation, rapid scientific and
technological progress, worldwide diffusion of in¬
formation, shared concerns for the environment,
and general progress towards democracy offers
new challenges and opportunities for mankind. At

the same time these changes lead to continuing
and rapid adjustment of minds, consumer atti¬
tudes, skills, productive structures and government
action. Ministers therefore welcome the OECD's

ongoing support in evaluating the long-term
problems bound to confront member countries,

and in devising appropriate policy responses to
achieve a growing general well-being and respect
for the individual.
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Highlights

Overall OECD activity will expand only modestly this year. In many continental European countries, output is likely
to contract. Unemployment will rise further almost everywhere. Moderate recovery is projected for 1994, but this
is uncertain, especially for continental European countries.

OECD inflation is at its lowest rate in almost three decades. Credible policies to maintain low inflation will
contribute importantly to a sustained improvement in economic performance over the medium to longer term by
providing a stable economic environment for investors and savers.

Current policy settings in countries outside continental Europe are probably about right - although monetary
authorities must remain attentive to inflation developments while nevertheless supporting recovery of demand;
and commitments to reduce budget deficits over the medium term must be fully implemented. In continental
Europe, unless there is a marked further fall in interest rates in the near future, recovery will almost certainly be
slow and risks not getting under way until well into 1994. In the absence of such interest-rate developments,
pressure might build for further fiscal easing that is likely to do more harm than good to medium-term growth
prospects by preventing a desirable fall in long-term interest rates.

Crucial to sustained recovery is a rebuilding of consumer and business confidence. Governments can
contribute to this in a number of ways; the most immediate of which would be to bring the Uruguay Round to a
rapid and successful conclusion.

Continuing structural reform is an integral element in improving medium-term growth performance. This takes
time to pay dividends but holds the promise of lasting reductions in unemployment.1

The Outlook

1993 will be the third successive year of
unsatisfactory growth performance for the
OECD economy, with output likely to expand
by just over 1 % (Table 1 ). This compares with
2% projected six months ago; asset adjustment,
high interest rates in Europe and weak confi¬
dence appear to be weighing more heavily on
demand than expected. A general pick-up of
activity across the OECD area is still some way
off, with a particular question mark attaching to
how much longer recession has to run in con¬
tinental Europe. In Japan, activity may have
reached its trough, but the rebound is likely to
be moderate. Even in those countries where

recovery is under way, such as the United
States, the United Kingdom, Canada, Australia
and New Zealand, its pace has been hesitant,
and in most of these countries this pattern
seems set to continue.

OECD unemployment will continue to rise,
and could reach 36 million persons (8%% of
the labour force) in the first half of 1 994, before
beginning slowly to fall (Table 2). Disinflation is

likely to continue: the total OECD GDP deflator
may rise by around 2Vz% in 1994,and in many
countries inflation is likely to fall to rates not
experienced for several decades.

Risks and Uncertainties

Several major uncertainties surround the
outlook, and some point to downside risks.
First, while progress has been made in reducing
the excessive debt contracted in the buoyant
asset-market conditions of the late-1 980s, the

process of debt reduction is continuing, and the
impact on demand and activity remains
uncertain. In the United States, although
households and firms have made significant
progress in unwinding their debt-service
burdens, borrowers and lenders both remain
cautious. This could translate into a

slower-than-projected recovery at a time when
recent indicators suggest a possible upside
risk on inflation. In Japan, while the need to
adjust balance sheets mainly affects financial
institutions and the business sector, consumer

confidence has been weak and the prospects

for household saving - hence for a recovery of
consumer spending -areextremely uncertain.

Second, in continental Europe it is not clear:
how far interest rates would have to fall from

current levels in order to spur recovery; and
how much further - and how rapidly - interest
rates will in fact fall. Given existing currency
arrangements, the outlook for German inflation
is the key to this latter uncertainty. Despite
deepening recession and wage moderation,
further progress in reducing German inflation
has been slow, largely because of inflation
inertia in the non-tradable sectors where prices
are either administered or determined in an

environment of limited competition. Insofar as
this development, reinforced by the recent
increase in the growth of monetary aggregates,
causes the Bundesbank to be cautious about

accelerated lowering of interest rates and given
the Deutschmark's role as the anchorcurrency

of the ERM, Germany's ERM partners may

1. OECD Economic Outlook, No. 53, OECD Publica¬

tions, Paris, June 1993.
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Table 1

GROWTH OF REAL GNP/GDP IN THE OECD AREA1

seasonally adjusted at annual rates (%)

Share in

total

OECD

1987

change from previous year change froir previous half- /ear

1991 1992 1993 1994
1992

II

1993

1 II

1994

I II

United States 36.0 -1.2 2.1 2.6 3.1 3.2 2.2 2.9 3.2 3.3

Japan 19.1 4.0 1.3 1.0 3.3 -1.4 1.1 3.2 3.4 3.2

Germany 8.8 3.7 2.0 -1.9 1.4 -1.2 -2.5 -1.3 2.0 2.8

France 7.0 0.7 1.3 -0.7 1.5 0.2 -1.2 -0.5 1.7 3.0

Italy 6.0 1.3 0.9 -0.2 1.7 -1.3 -0.3 1.1 1.7 2.4

United Kingdom 5.5 -2.2 -0.6 1.8 2.9 0.6 2.1 2.4 3.1 3.1

Canada 3.3 -1.7 0.9 3.1 4.5 1.5 3.3 4.3 4.5 4.6

Total of above countries 85.7 0.7 1.6 1.3 2.8 0.9 1.1 2.1 2.9 3.2

Other OECD countries2 14.3 0.7 0.8 0.3 2.0 0.6 -0.2 0.9 2.2 2.6

Total OECD 100.0 0.7 1.5 1.2 2.7 0.9 0.9 2.0 2.8 3.1

OECD Europe 39.8 1.1 1.0 -0.3 1.8 -0.2 -0.7 0.3 2.1 2.7

EC 34.3 1.4 1.1 -0.4 1.8 -0.3 -0.7 0.2 2.1 2.8

Total OECD less

the United States 64.0 1.8 1.1 0.3 2.4 -0.4 0.1 1.5 2.6 3.0

Industrial production

Major seven countries3 - -0.7 -1.1 0.3 3.9 -1.0 0 2.5 4.5 4.3

Total OECD3 - -0.8 -0.9 0.3 3.9 -0.9 -0.1 2.3 4.4 4.3

Share in

total

0ÉC0

1987

% change from previous year

1991 1992 1993 1994

Austria 0.9 3.0 1.5 -0.6 1.5

Belgium 1.1 2.0 0.8 -0.7 1.2

Denmark 0.8 1.2 1.1 0.7 2.8

Finland 0.7 -6.4 -3.5 0 1.7

Greece 0.4 1.8 1.4 1.1 1.7

Iceland 0 1.4 -3.3 -1.8 0.1

Ireland 0.2 2.2 2.7 2.6 3.4

Luxembourg 0 3.0 2.4 1.2 1.8

Netherlands 1.7 2.2 1.5 -0.3 1.4

Norway 0.7 1.9 3.3 1.5 2.9

Portugal 0.3 2.2 1.4 0.6 1.9

Spain 2.3 2.3 1.0 -0.6 1.7

Sweden 1.3 -1.7 -1.7 -2.0 1.4

Switzerland 1.4 -0.1 -0.6 -0.5 1.6

Turkey4 0.5 0.3 5.9 4.5 3.5

Total of above
countries 12.5 0.9 0,8 -0.1 1.8

Australia 1.6 -1.1 1.5 2.9 3.1

New Zealand 0.3 -2.7 0.6 3.1 3.5

Total of above

17 countries 14.3 0.7 0.8 0.3 2.0
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have to continue to maintain interest rates

above levels warranted by their domestic
economic situations.

Third, many countries have announced plans
to undertake fiscal consolidation over the next

two years. If cuts in structural budget deficits

are implemented as planned, there is
uncertainty about the extent to which the
associated short-run negative impact on
demand would be offset by the favourable
impacts of lower long-term interest rates
induced by the prospect that sound public
finances would be restored. In any case, there
is uncertainty as to whether such fiscal
tightening actually will occur, because this is
likely to depend importantly on recovery getting
under way.

Fourth, external factors also pose some
risks. Exchange-rate pressures have again
emerged as forces that could complicate the
settings of policy. Widening external imbalances
are also giving rise to concerns again:
policy-makers are coming under increasing
pressures, fuelled by widening bilateral or
sectoral imbalances, to extend protectionist
measures. More generally in this context, the
failure of governments to date to achieve a
successful conclusion to the Uruguay Round,
despite the large long-run economic gains that
would be reaped by the world economy from
such an outcome, has weakened confidence,
hindered investment planning and created

uncertainty about the international rules of the
game.

Macro-economic

Policy Requirements

The immediate task facing policy-makers is to
ensure that macro-economic policy underpins
a sustained revival of non-inflationary growth.
The need to reverse rising unemployment
makes this task particularly compelling.
Identifying appropriate macro-economic act¬
ion, however, is not always easy - despite the
apparent room for manoeuvre provided by the
significant progress towards price stability in
many countries. Policy action aimed at providing
short-term support to demand will be effective
only if it is credible to private agents. Short-term
activism that puts long-term macro-economic
performance at risk should be avoided.

Fiscal Policy

The problem of finding an effective short-term
policy response to weak or falling activity is
most difficult in the domain of fiscal policy.
Effective action, as suggested above, must be
consistent with the fundamental long-term
requirements of the economy and these
requirements are fairly clear. The position of
public finances in many countries was weak at
the start of the current slowdown, and has
worsened since. High levels of public debt, fed
by large and increasing budget deficits, call for
a strategy of steady reduction of structural
deficits over the medium and longer term.
Credible plans for such fiscal consolidation
should induce lower interest rates, particularly
at the longer end of the market, which in turn
should help to revive investment and activity.
However, the deficit-reducing measures
themselves are likely to have negative effects
on demand in the near term. This gives rise to
two difficult questions: should a cut in structural
budget deficits be implemented at a time when
economic activity is weak? Is there scope for a
temporary departure from the path of fiscal
consolidation in the form of further widening of
the actual deficit?

The answers to these questions raise a
number of additional issues. First, is the
medium-term fiscal consolidation plan regarded
as credible by the markets? If not, there is a risk
that long-term interest rates will remain too
high to be consistent with sustained recovery.
Second, will any widening of the actual deficit
be regarded as temporary by the markets? If
not, the adverse implications of growing deficits
for private-sector confidence and long-term
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Table 2

UNEMPLOYMENT IN THE OECD AREA

national definitions

1991 1992 1993 1994
1992

II

1993

I II

1994

I II

Unemployment rates (%f
United States 6.7 7.4 7.0 6.5 7.4 7.0 6.9 6.7 6.4

Japan 2.1 2.2 2.5 2.6 2.2 2.4 2.5 2.6 2.6

Germany2 6.7 7.7 10.1 11.3 7.8 9.3 10.9 11.3 11.4

France 9.5 10.2 11.2 12.1 10.3 10.8 11.5 12.0 12.2

Italy 11.0 10.7 10.9 11.0 10.4 10.8 10.9 11.0 11.1

United Kingdom 8.3 10.1 10.7 10.4 10.6 10.7 10.7 10.5 10.3

Canada 10.3 11.3 11.1 10.5 11.5 11.1 11.0 10.7 10.3

Total of above countries 6.6 7.2 7.5 7.5 7.3 7.4 7.6 7.6 7.5

Other OECD countries 9.6 10.6 12.3 12.6 11.0 12.0 12.6 12.7 12.6

Total OECD 7.2 7.9 8.5 8.6 8.1 8.4 8.7 8.7 8.6

OECD Europe 9.0 9.9 11.4 11.9 10.1 11.0 11.7 11.9 11.9

EC 9.2 10.1 11.6 12.1 10.4 11.3 12.0 12.2 12.1

Total OECD less the United States 7.5 8.2 9.2 9.6 8.4 9.0 9.5 9.6 9.6

Unemployment (millions)

North America 9.9 11.0 10.4 9.9 11.1 10.5 10.4 10.1 9.7

OECD Europe 17.2 19.0 21.9 22.9 19.4 21.2 22.5 22.9 23.0

Total OECD 29.4 32.5 35.1 35.7 33.1 34.4 35.8 35.9 35.6

% 1991 1992 1993 1994

Austria 3.3 3.7 4.8 4.8

Belgium 9.3 10.3 11.9 12.9

Denmark 10.4 11.1 12.4 11.7

Finland 7.6 13.1 16.6 16.7

Greece 7.6 9.2 10.0 11.0

Iceland 1.5 3.0 5.3 6.2

Ireland 15.8 17.2 19.5 20.0

Luxembourg 1.3 1.5 1.9 1.8

Netherlands 7.0 6.8 8.5 9.3

Norway 5.5 5.9 5.7 5.3

Portugal 4.1 4.0 4.7 5.3

Spain 16.3 18.4 22.5 22.4

Sweden 3.1 5.3 7.3 7.4

Switzerland 1.1 2.5 4.6 4.4

Turkey 11.5 11.8 12.7 13.5

Total of above countries 9.6 10.6 12.5 12.9

Australia 9.6 10.8 10.9 10.8

New Zealand 10.3 10.3 10.0 9.7

Total of above
17 countries 9.6 10.6 12.3 12.6

1. As percentage of labour force.
2. Western Germany for 1990, total Germany thereafter.

interest rates are likely to offset the short-run
positive impact on demand. Third, will any
discretionary easing of policy be reversed
quickly once recovery gets under way? If not,
the policy action risks being pro-cyclical.

These general considerations can help
provide a context in which to assess
discretionary fiscal actions recently taken in a
number of countries. The most significant
expansionary action has been taken by Japan,
the country that probably had the most
short-term room for manoeuvre, in the packages
announced in August 1992 and April 1993. It is
crucial that package be implemented sufficiently
rapidly to be counter-cyclical - and that the
resulting widening of the deficit at the central
and local government levels be reversed once
a sustained recovery led by domestic demand
is under way. In the United Kingdom, and
France more recently, there has been a sharp
deterioration of previously sound public-sector
financial positions - and not entirely because
of cyclical factors. In both cases - as well as
for a number of smaller countries in broadly
similar situations - these disquieting
developments underline the need to implement

fully announced plans for medium-term fiscal
consolidation. In this regard, future tax
increases now being legislated in the United
Kingdom may be essential to credibility.

The United States and Germany have
adopted, or are in the process of adopting,
significant medium-term fiscal consolidation
plans. But, in both cases, further actions are
likely to be needed:

the United States budget deficit is projected
to widen again after 1 997 unless further action
is taken before the end of the Administration's

cu rrent term of office. The expected health-care
reform will need to be directed not only to
broadening coverage but also to reining in the
spiralling costs - both public and private - of
health care.

In Germany, the recent 'Solidarity Pact', if
implemented fully, should contribute importantly
to reducing the problems posed by the burdens
of transfers to the eastern Lander. But given
the large upside risks to the budget deficit,
further measures to contain spending will
probably be needed in due course, otherwise
Germany and other ERM countries may have
to live with high real interest rates in the medium
term.

Italy and Canada also have ambitious plans
for fiscal consolidation. In view of the scale of

their problems, especially in Italy, neither
country has room for slippage, even temporarily.

If a credible medium-term path of fiscal
consolidation is established, room for a

departure from that path could come from the
workings of the 'automatic stabilisers', so long
as they are understood and accepted by
markets as temporary, purely cyclical
developments. Nonetheless, there are
circumstances in which governments might
have reservations about allowing the full
workings of the automatic stabilisers, of which
two are particularly important. First, a too-rapid
widening of the deficit -even if it is purely
cyclical and likely to be reversed - could
nonetheless adversely affect private-sector
confidence and long-term interest rates. A
second reservation, derived from past
experience, arises from the danger that the
'cyclical' component of a widening budget deficit
can easily be overestimated. In this case, part
of what is assessed as reflecting the working of
automatic stabilisers might in fact be a widening
of the structural deficit, leading to a lasting
increase in debt.

If countries are successful in setting fiscal
policies so as to induce a sustained fall in
interest rates, debt-service payments on
public debt will be reduced. It is important that
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such saving be reflected in better budget posi¬
tions, avoiding the kind of mistake made in the
late 1980s when some of the unexpected
buoyancy of public revenues associated with
above-average growth was used to reduce tax
rates rather than to ensure greater fiscal
consolidation and to reduce debt.

Improving the quality of public-sector
spending and taxation could also make a
significant contribution to better economic per¬
formance over the medium term.

Monetary Policy

With the room for manoeuvre on fiscal policy
severely circumscribed, most of the burden for
taking effective action to induce and sustain
recovery has fallen - and will continue to fall -
on monetary policy. The need for monetary
action varies across countries. But the scope
for such action depends on the underlying
inflation situation in each country.

Outside continental Europe, current monetary
conditions appear consistent with actual or
incipient recoveries; short-term rates are
generally low and long-term rates have been
on a downward trend for the past two years. If
recovery falters, a further reduction in officially
controlled interest rates would be in order - but

only if inflation expectations are quiescent.
Indeed, if inflation does show signs of reviving,
a timely tightening of monetary policy might be
necessary to keep inflation expectations in
check. Striking the right balance between
real-side and inflation risks, with contrasting
implications for the appropriate stance of
monetary policy, is currently exercising the
Federal Reserve which is faced with conflicting
signals from recent US economic indicators.

For many continental European countries,
recovery, even on the modest scale projected,
will depend on a further fall in interest rates.
Here, as noted earlier, Germany's role is pivotal.
Short-term rates have already been brought
down in Germany and the OECD Secretariat
projections embody afurther significant easing
in German interest rates over the coming
18 months. Short-term interest rates in other

ERM countries have recently fallen even faster
than in Germany, reflecting a large narrowing
of the higher risk premiathat emerged following
the turmoil in European currency markets in
the latter part of 1992. Long-term rates have
also eased. Nonetheless, further, rapid and
sharp cuts in interest rates in continental
Europe may be necessary to re-start growth
there. Such easing, without compromising the
objective of restoring price stability over time,

Table 3

CURRENT BALANCES

OF OECD COUNTRIES

$ billion

1991 1992 1993 1994

United States -3.7 -62.4 -81.0 -92.7

Japan 72.9 117.6 138.6 149.7

Germany -19.9 -25.8 -29.0 -29.7

France -6.5 2.5 1.1 -0.9

Italy -21.1 -25.2 -20.6 -19.0

United Kingdom -11.3 -20.9 -26.8 -30.5

Canada -25.5 -23.6 -21.3 -19.3

Total of above countries -15.1 -37.9 -38.9 -42.4

Austria 0.1 -0.3 0.0 -0.3

Belgium-Luxembourg 4.8 5.2 4.4 4.3

Denmark 2.2 4.5 4.2 3.7

Finland -6.6 -5.1 -1.9 0.9

Greece -1.5 -2.0 -1.6 -1.6

Iceland -0.3 -0.2 -0.2 -0.1

Ireland 1.5 3.0 2.4 2.8

Netherlands 7.6 6.7 4.9 6.1

Norway 5.1 2.9 3.4 5.1

Portugal -0.7 -0.1 -1.0 -1.7

Spain -16.7 -18.4 -14.0 -12.2

Sweden -3.4 -4.8 -0.7 4.0

Switzerland 10.1 15.6 15.6 16.0

Turkey 0.3 -0.9 -2.2 -1.6

Australia -9.9 -10.5 -9.0 -9.4

New Zealand -0.6 -0.8 -0.6 -0.4

Total OECD -23.0 -43.1 -35.0 -26.9

OECD Europe -56.3 -63.4 -61.8 -54.8

EC -61.6 -70.5 -75.8 -78.8

Total OECD less
the United States -19.3 19.3 46.0 65.8

appears to be justified by indicators such as
rapidly increasing slack and wage moderation
in Germany - although this assessment may
be tempered by the recent acceleration of
German monetary growth and downward
pressure on the DM.

International Issues

Current-account imbalances were a majorfocus
of concern for most of the 1980s (Table 3).
Towards the end of the decade, as the size of
the imbalances relative to GDP declined

steadily, and markets appeared willing to
finance them without major disruption to
exchange rates, the problem appeared less
pressing. However, in 1991 the decline in
Japan's current-account surplus reversed; the
surplus has since risen to 3!4% of GDP and is
projected to remain at around this level over
the coming 18 months.

If current or projected external imbalances
are judged to be a problem, this in turn implicitly
reflects a judgement that the balance between
domestic saving and investment is
inappropriate. Seen in these terms, adjustment
requires actions by the countries concerned to
produce a significant shift in these balances.
Japan's recent fiscal packages, together with
monetary easing and the recent yen
appreciation, should increase domestic
absorption. At the same time, the fiscal
measures envisaged by the United States,
Germany and other countries, if implemented
promptly, should contribute to reducing
domestic demands on saving. These policy
moves, which will support a process of
adjustment of external imbalances, are also
warranted on purely domestic grounds in the
countries concerned.

The process of adjusting saving/investment
balances requires patience and consistent
medium-term policies, but this message is
unpopular during a downturn. Instead, there
are growing calls for unilateral or bilateral
actions to reduce trade imbalances. Attempts
to negotiate bilateral deals to secure either
guaranteed market shares and/or 'voluntary
export restraints' are popular since they provide
maximum opportunities for rent-seeking
behaviour by vested-interest groups in
exporting and import-competing sectors. Many
of the domestic industries that seek such

sectoral assistance are not only losing domestic
market shares, but are clearly non-competitive
in third markets. At the same time, countries
should take steps to lower non-tariff barriers,
which impede market access for goods and
services produced competitively abroad.

There is also the danger that recourse to
bilateral deals will undermine multilateral

bargaining in the GATT. Pressures to move in
this direction should be resisted, not only
because they impede the efficient allocation of
resources but also because such deals would

inevitably call forth retaliation by other countries
whose interests are hurt by these deals. The
net result of these actions would be significantly
adverse effects on output and employment in
the world economy.
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