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Rolf Alter

With the OECD countries confronted with historically high unemployment,
governments are beginning to emphasise the advantage of foreign direct investment
in creating jobs. But the causality cannot be taken for granted. In order to understand

the links between investment abroad and job-creation more clearly, the OECD has explored
the impact in the labour market of corporate foreign-investment decisions.1

Although foreign direct invest¬
ment (FDI) policies in OECD
countries may not be driven

primarily by considerations of employ¬
ment, the creation of jobs is now playing
a major role in the promotion of foreign
investment. FDI inflows generate jobs
directly through new establishments and
expanded activities in the host economy,
and indirectly through increased com¬
petition and the transfer of improved
technology and managementtechniques.
FDI outflows, on the other hand, are

an important vehicle for keeping domes¬
tic companies competitive through
exploiting cost advantages in other
countries and increasing company pre¬
sence in foreign markets. Free flows of
FDI resemble an open trading system
which has constantly proven beneficial
for economic growth and development.

But more recently the traditional wis¬
dom that FDI is an important engine
for employment growth has been quest¬
ioned. Some rathervocal interest-groups
and political figures have claimed that

FDI outflows export jobs from OECD
countries, especially by delocalising
plants to developing countries, and that
FDI inflows could threaten domestic

employment, degrade working condi¬
tions in the host country and exclude
nationals from well-paid job opportuni¬
ties in foreign affiliates.

Attitudes towards Japanese invest¬
ments into the US automobile sector

Rolf Alter specialises in international direct-investment
policies in the OECD Directorate for Financial, Fiscal
and Enterprise Affairs.
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Foreign Investment:
Engine
for Employment?

offer a typical example of the change
in perception of FDI inflows. Early
Japanese investments were widely
welcomed as a source of new, well-paid
employment opportunities rejuvenating
American automobile production. But at
a later stage concerns were expressed
that Japanese investment could become
a threat to American car manufacturers,

provoke net job-losses in the industry,
and exert downward pressure on wages -
although these fears and complaints do
not prevent individual states from offer¬
ing ever higher subsidies to foreign
investors.

Conflicting views are held also about
FDI outflows, which are easily associ¬
ated with the export of jobs - witness
the public debate in the United States

1. Foreign Direct Investment and Employment,
OECD Publications, Paris, forthcoming 1994; this
publication is based on a roundtable on 'FDI, Trade
and Employment' held at the OECD earlier this year.
Participants included the OECD Committee for Invest¬
ment and Multinational Enterprises (CIME), represent¬
atives from the OECD's Business and Industry Advisory
Council and the Trade Union Advisory Council as well
as experts from research institutes, government agen¬
cies and the UNCTAD reporting on employment trends
in multinational enterprises and on recent experiences
with policy in France, Germany, Sweden and the United
States.

on the NAFTA and the 'sucking sound'
of US investment in Mexico drawing jobs
away from the United States, the fear
of délocalisation from France, or the

complaints about the decline of Germany
as a production location. Yet FDI out¬
flows are frequently welcomed as pro¬
moting the national interest by helping
domestic firms conquer global markets
and secure increasing technically ad¬
vanced, well-paying jobs for skilled
workers at home.

Two developments seem to have
helped make the discussion of the
labour-market implications of FDI more
controversial. First, the importance of
FDI has increased. Since the 1980s,

together with trade, it has become one
of the pillars of the internationalisation
of economic activities. Annual FDI

outflows from the OECD area grew to
more than $200 billion in the late 1980s

(Figure), the number of home- and host-
countries has increased considerably,
and investment is no longer the exclusive
domain of large multinational compa¬
nies.

Second, the public discussion on
causes and remedies of high unemploy

ment in many OECD countries has also
touched on the role of FDI, but it is
based on anecdotal evidence rather than

economic analysis.

The Analytical
Framework

There is no straightforward, well-
proven approach to assess the labour-
market implications of FDI comprehen¬
sively. The macro-economic impacts on
output, trade and employment vary with
cyclical conditions, macro-economic
policy, institutional frameworks and
micro-economic factors particular to
sectors, industries, and firms. They differ
for host and home countries. There is

also an economist's equivalent of the
scientist's dilemma (whereby examina¬
tion may itself affect the behaviour of
the variable under investigation): the
extent to which such implications are
seen may simply depend on the length
of the period of observation.

The micro-economic effects on em¬

ployment are largely determined by the
motivations and corporate strategies
underlying the decision to invest abroad.

Figure

DIRECT INVESTMENT FLOWS IN OECD COUNTRIES
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Table

WORLD FDI STOCK1 AND ESTIMATED EMPLOYMENT

IN MULTINATIONAL ENTERPRISES

million $ and million employees

1975 1985 1990 1992

Outward FDI stock 282 690 1,612 1,988

Estimated employment in MNEs2 40 65 70 73

in parent companies at home 43 44 44

in foreign affiliates 22 26 29

developed countries 15 17

developing countries 7 9 12

China 3 6

Employment in US MNEs 26a 25 25

in their foreign affiliates 7 6 7

1. FDI stock in italics.

2. Estimate.

.. not available.

a. 1977.

Sources: UNCTAD, ILO

Multinational enterprises (MNEs) may
embark on a course of diversifying and
expanding their international presence -
through trade, but increasingly through
FDI - in response to technical, tech¬
nological and micro-economic develop¬
ments, such as communication tech¬

niques, production methods or service
requirements for sophisticated products.
MNEs may invest in distribution and
production chains across borders that
enable them both to get closer to their
customers and to exploit cost advant¬
ages in different countries, thus strength¬
ening their competitive position both at
home and in the global market.

Direct

and Indirect Effects

About 70 million people are employed
by MNEs worldwide, some 30 million
of them in foreign subsidiaries. The
volume of employment provided by
MNEs has grown along with the pro¬
liferation of their activities and the growth
in world-wide flows and stocks of FDI.

Yet the rate of growth of the total number
of people directly employed by MNEs
(including their affiliates) has been well
under that of FDI flows and stocks

(Table), partly reflecting the accelerated
trend towards increased capital-intensity

of production and
labour-saving tech¬
nologies. Of course,
part of this discrep¬
ancy can be attrib¬
uted to the fact that,
unlike nominal FDI

figures, employment
by MNEs is not in¬
fluenced by inflation
or currency fluctua¬
tions. It is estimated

by the International
Labour Organisation
(ILO) that direct
FDI-related employ¬
ment accounts for

about 20% of paid
employment in non-
agricultural acti¬
vities in industrial¬

ised countries but for only 2% of total
global employment.2 But employment is
also highly sector- or industry-specific.
Although the share of employment in
foreign-owned subsidiaries has been
expanding in some countries, that may
be attributable to a large extent to
mergers and acquisitions (M&As) that
take over existing jobs rather than
generate new ones.

Direct employment implications are,
of course, only a small part of the story.
Indirect effects include, for example, the
case of 'backward linkages' where FDI
is translated into increased demand for

input from domestic producers, thus
causing an expansion of employment,
or where FDI replaces employment in
domestic production that is no longer
competitive.

FDI is a dynamic process which
therefore plays a part in Schumpeter's
'gale of creative destruction', which lies
at the heart of dynamic and responsive
markets. The labour-market implications
will therefore vary as conditions change.
For example, inward FDI can promote
the restructuring of sectors or industries,
bringing about short-term reduction and
replacement of outmoded, uncompeti¬
tive 'domestic labour'. But the employ¬
ment generated by FDI could, over the
longerterm, involve gains in employment

as resources are redeployed to more
productive uses. Similarly, outward FDI
might initially replace exports, implying
a reduction of employment in the home
country. But improved penetration of
markets and customer service in the host

country could then translate into increas¬
ing demand for the whole range of
products of the investor, creating
employment abroad but also in the home
country through increased production for
export. Moreover, the initial employment
losses may find macro-economic com¬
pensation in the form of more exports
of capital equipment while the production
facilities are being established.

Otherfactorswith an important bearing
on the assessment, such as how FDI

enters a country, further complicate the
analysis. For example, although M&As
(the dominant form of investment in
recent years) may in a first phase reduce
employment through restructuring, they
have also to be examined in light of
what would have happened without it.
Even if redundancies occur after acqui¬
sition, there may have been more
job-losses without it.

Empirical
Evidence

Clearer understanding of the implica¬
tions of FDI for employment is limited
by the lack of data in most OECD
countries. Case studies carried out for

individual sectors or firms do not provide
a consistent answer as to whether or

not FDI has a beneficial net effect on

labour-market performance for individual
countries. The analytical approach has
generally been static, although FDI is
a dynamic process. The focus has been
either on inflows or outflows of FDI;

instead, the appropriate analytical per¬
spective should be determined by the
fact that most countries simultaneously
export and import capital for direct
investment. Most of the few available

studies - for countries, sectors, or

companies - cover periods when FDI
flows were still of a smaller relative

2. Aurelio Parisotto, 'Trends in Employment in MNEs'
in Foreign Direct Investment and Employment
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magnitude and the current trends had
not yet emerged.

Although the data for the United States
are far better, the results of empirical
analyses there have remained ambigu¬
ous, too. The debate on FDI outflows

to Mexico under the aegis of the NAFTA
provoked a series of studies on the
employment effects in the United States.
Forecasts ranged from 290,000 to
490,000 industrial jobs to be lost be¬
tween 1992 and 2000 to the creation

of 170,000 net new jobs by 1995. A
new, comprehensive study undertaken
for the United States suggests 'that, at
best, the open US policy on inward and
outward FDI has enhanced the employ¬
ment of US workers, and that, at worst,

it has had minimal adverse impact on
aggregate US employment'.3

Does Délocalisation

Destroy Jobs?
Pressure on policy-makers to deal

with the repercussions of FDI in non-
OECD countries on domestic labour-

markets has increased considerably
the interest in empirical analysis of
délocalisation, especially with FDI out¬
flows from Europe. For example, FDI-
related employment has grown rapidly
in China, where in 1993 6 million

Chinese were employed in foreign
manufacturing, up from close to zero
in 1987. For comparison, manufacturing
employment in Italy or France is between
4 and 5 million. Since much of the

production is export-oriented, the growth
of employment in foreign affiliates is
likely to increase import competition in
the home countries of FDI.

The number of persons employed by
the foreign affiliates of French enter¬
prises was 2,266,000 in 1992, 71%
within the OECD area and 29% outside.4

Affiliates located in south-east Asia and

eastern Europe accounted for 4.6%
(104,000 people) and those in the

3. Sumiye Okubo McGuire, 'Foreign Direct Investment,
Trade, and Employment of the United States' in Foreign
Direct Investment and Employment

4. Bernadette Madeuf, 'Foreign Direct Investment.
Trade and Employment - Délocalisation' in Foreign
Direct Investment and Employment

Maghreb for 3.5% (80,000 people). Of
late, the sharpest rise has been in the
countries of central and eastern Europe
where the number of employees in¬
creased by 47% between 1991 and
1992.

A comparison between jobs created
abroad and jobs lost in certain domestic

industries, such as textiles, could sup¬
port the argument that délocalisation is
the cause of the job losses in those
industries. France's textile industry, for
example, has shed 40% of its workforce
(21 0,000 jobs) in the space of ten years;
and Europe's textile and clothing indus¬
try has lost 434,000 jobs in four years
(representing 70% of the job losses in
manufacturing industry during that
period). It would even seem that, in
France, the pace of this trend increased
between 1991 and 1993.

Nonetheless, to be able to assert with
a reasonable amount of assurance that

délocalisation and loss of employment
are connected, one would have to be

able to prove that these job losses would
not have occurred had there been no

délocalisation. And, indeed, competition
from abroad and the loss of competi

tiveness by domestic firms could well
have had similar repercussions in terms
of factory closures. In many cases, the
opposite is true: relocating part of their
production has enabled the domestic
company to survive. The two main
factors at work in this situation are the

changing pattern of international com¬

parative advantages and the search by
firms for competitive advantage.

There are also a number of conceptual
difficulties that prevent a more accurate
quantification of the impact of de-
localisation. First, definitions are still

somewhat vague. What is it that one
is seeking to measure? Délocalisation
in the strict sense involves the transfer

abroad of a production unit coupled with
the closure of a domestic production.
This procedure involves a sequence of
events: between the closure of a local

production unit and the re-importing of
the foreign manufactures, there is the
whole procedure required to establish
a production unit abroad. This chain of

events makes it impossible to assert
categorically that each job created
abroad corresponds to a job lost at home.
In a broader sense, délocalisation can

The number of Chinese employed in foreign-owned factories went from zero in 1987
to over six million in 1993.

The OECD OBSERVER No. 190 October/November 1994
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mean the transfer of production through,
for example, co-operation and partner¬
ship agreements without equity partici¬
pation or by way of international sub¬
contracting where the lead firm farms

out production but retains responsibility
for design and marketing of the product.
The employment effects of MNEs'
strategies of investment and enhancing
competitiveness are very different in
each of these cases.

Putdifferently, isonetryingto measure
the impact of délocalisation on employ¬
ment (jobs lost at home and possibly
replaced by those gained abroad), or
the impact on trade flows (increased
imports or lost exports), taking into
account that délocalisation in the strict

sense would usually imply re-importation
of the production established abroad?

Economic

Policy Issues
The NAFTA demonstrates how big a

role employment considerations have
come to play in decisions on foreign
investment: for the first time a trade pact
contains side 'agreements' dealing with
labour legislation. The intention is to
maintain a floor under labour conditions

in Mexico to prevent the exploitation of
labour there offering a competitive threat
to jobs in the United States and Canada

when US and Canadian companies
invest in Mexico.

The debate on FDI policy should
therefore focus primarily on approaches
that aim to enhance the potential con¬
tributions of inward and outward FDI to

employment and minimise their potential
costs rather than on those that impose
obstacles to FDI flows.

In general, OECD countries are
committed to liberal FDI policies. Capital
outflows have been completely freed in
all OECD countries, and the regimes
for FDI inflows have been very substant¬
ially liberalised. The remaining restrict¬
ions affect M&As rather than 'greenfield'
investment (newly created production

5. Pierre Poret, 'Mexico and the OECD Codes of

Liberalisation', The OECD Observer, No. 1 89, August/
September 1994.

facilities), and are more common in
individual sectors, such as, typically,
banking or military production, with
restrictions on foreign ownership and
requirements of reciprocity that would
allow access of foreign investors only
to the extent that the other country offers
the same treatment. Legally binding
obligations exist in form of tire OECD
Codes of Liberalisation5 and regional
commitments in Europe and North
America that considerably limit the
scope for policy action.

Indeed, an international framework

and improved international co-operation
for the free flow of FDI (based on national
treatment) is essential to avoid frictions
between governments in a number of
areas. Although a sound framework
would not necessarily reduce cross¬
country asymmetries in the costs and
benefits of FDI, it would certainly in¬
crease the total benefits relative to the

costs.

Concentrating on enhancing the
potential benefits of FDI would largely
disqualify attempts to restrict FDI flows,
directly or indirectly. Restrictive policies
would put at risk the contributions of

FDI to economic welfare through access
to markets, technology and manage¬
ment techniques. MNEs would no longer
be engines of structural change and
efficient organisers of production pro¬
cesses across borders, and the role of

FDI as a powerful engine for promoting
a country's competitiveness would
thereby be weakened.

For employment itself, the likely result
of restrictions on FDI flows can hardly
be desirable. Reduced inflows would

mean fewer opportunities for competitive
employment, and lower outflows would

only postpone anticipated job losses,
which are likely to increase more than

proportionately over time since distort¬
ions tend to affect other sectors as well.

A New

Mercantilism?

Would an asymmetric, 'neo-mercant-
ilistic' approach - with restrictions on
outward FDI and active or even liberal

incentive policies for inward FDI - re¬
present a potential alternative? Such a
policy package would be based on an
unsubstantiated and oversimplified, but

Moving production abroad may be the only way to save a company - and a good part
of its home country employment.

The OECD OBSERVER No. 190 October/November 1 994
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nevertheless typical, as¬
sumption that inflows of
FDI create employment
while outflows destroy it.
Focusing only on the pro¬
motion of inflows would

also underestimate the

pressure for domestic
companies to become in¬
ternational in order to re¬

main competitive. Going
abroad may often be the
only way to rescue the
company - and its domes¬
tic employment. Finally, it
is obvious that a beggar-
thy-neighbour approach
cannot work if applied by
all countries. Many coun¬
tries in Asia, eastern Eu¬

rope, and South America
offer incentives to foreign
investors in exchange for job creation -
a telling indication of the importance
governments attach to the jobs provided
by FDI, directly and indirectly but also
for the broadening competition for for¬
eign savings on a global scale.

So could a case be made for short-

term restrictions? Restrictive policies
towards outflows and inflows could be

tempting in the short term since a
stabilisation of domestic employment -
by slowing down the relocation of jobs
through outflows or reducing competition
from foreign-owned production facilities
in the form of inflows - may be feasible
in the short term, since the costs of

restrictive policies, such as registration
or screening procedures, occur over the
medium term. But even the short-term

benefits are doubtful if, for example, the

close interlinkages with international
trade are taken into account: why would
a foreign supplier not resort to exporting
(more) if he faces restrictions on invest¬
ment in the destination country?

In discussions of economic policy the
emphasis therefore has to be shifted
to the long-term potential of job gains
through FDI. Nevertheless, practical
solutions for the short-term losses may

6. OECD Jobs Study: Facts, Analysis, Strategies
OECD Publications, Paris, 1994.

Engine for employment: in this instance investment in Chile meant jobs

be necessary to gain political support
for liberalisation. The United States, for

example, will implement a programme
to ease the transition of US labour that

may be dislocated in conjunction with
NAFTA. Moreover, the potential conflict
between short-term job losses and long-
term gains will be eased once the
measures identified in the OECD study
on employment and unemployment6 -
not least the improvement of education
and training systems, increased flexibil¬
ity of the labour markets and the
improvement of employment services -
are implemented.

There is generally less unanimity
about whether OECD governments
should maintain their free-trade policies
towards non-OECD countries, particu¬
larly in view of labour conditions in some
of them. Part of the disagreement is on
what exactly is or should be included
in social clauses on labour conditions

and what status such clauses should

have.

Policy-makers in OECD countries
would agree that forced and child labour
are not acceptable. But there is less
unanimity whether or not there should
be provisions on these matters in broader
international agreements on trade and
investment. Social clauses could be

in Germany.

misused by protectionist
interest-groups to reduce
the developing world's
advantages in labour costs
and thus retard its eco¬

nomic advancement.

A number of such re¬

commendations already
exists, such as the 'Tri¬
partite Declaration' of the

International Labour Or¬

ganisation or the OECD
Guidelines for Multinational

Enterprises. The principles
established in these instru¬

ments are sometimes sug¬
gested (by trade unions, for
example) for inclusion in
new agreements on inter¬
national trade and invest¬

ment.

The experience of the role of the
international trading system for growth,
development and employment lends
strong support for an open FDI regime.
Although liberalising FDI regimes would
contribute to a more efficient allocation

of capital worldwide, it provides, of
course, only a necessary condition for
growth of competitive employment
opportunities. That is the responsibility
of each country's economic policies in
the widest sense, from macro-economic

to structural policies that increase the
expected returns of investment to in¬
frastructure and education and training,
to create the conditions in which the

potential benefits of FDI, not least in
employment, can fully materialise.
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Mexico

and Foreign Investment
Marie-France Houde

Mexico is now one of the main destinations
of international investment. The North American Free Trade
Agreement (NAFTA) is the crowning point of Mexico's new
economic policy, a key aspect of which is openness
to inward investment. The commitments on investment
into which Mexico has entered played a crucial role
in its accession to the OECD. It has made a major effort
to meet the standards of liberalisation

recommended by the OECD, although some further
progress remains to be made.1

Mexico attracted relatively little
foreign investment even
before the steep fall in foreign

direct investment (FDI) in developing
countries during the 1980s, and despite
the proximity of the United States, the
world's largest international investor.
The regulatory system inherited from the
1917 revolution and, more generally,
Mexico's economic policies after the
Second World War, which were based

on economic self- ^^^^^^
sufficiency and protect¬
ionism, were hardly
conducive to such in¬

vestment. The debt

crisis, poor financial
management, massive

capital flight and the
1985 earthquake did
little to improve the
situation subsequently.

But in 1985-86 for¬

eign investment in
Mexico began to take off
at a spectacular pace.
From barely $8.5 billion
in 1980 it had risen to

slightly under $15 billion
by 1985. By 1990 ac¬
cumulated investment

(registered or author¬
ised) was in excess of
$31 billion. In 1993 it

Marie-France Houde specialises
in direct investment and trade in
services in the OECD Directorate

for Financial, Fiscal and Enter¬
prise Affairs.

stood at $62 billion and, at the end of
the first quarter of 1994, at over $67 bil¬
lion. Foreign investment in the Mexican
stock market today exceeds $50 billion.
One of the main sources of this growth
has been direct investment (Figure 1).
It is estimated that capital inflows
accounted for 2.5% of GDP and 12.5%

of gross capital formation in 1992, and
they also seem to have accounted for
most of the net growth in investment

$ million

6,000

5,000

4,000

3,000

2,000

1,000

Figure 1

FDI TO MEXICO, 1982-831
million $ and % of GDP

1 . Balance of payments data.
Source: OECD

in Mexico in 1993 and 1994, since
domestic investment has slowed as a
result of the economic downturn and

because firms have had to replace aging
capital goods.

The bulk of foreign investment from
1 989 to 1 993 was from the United States

(70%), a similar proportion to that for
trade (Figure 2). The United Kingdom
ranked second (5.2%), followed by
France (5.1%), Switzerland (5%), Ger¬
many (4%), Japan (2%), Canada (2%)
and Spain (1.2%). Although 30% of FDI
went to industry (especially the auto¬
mobile and electronics industries), the
largest share (40%) was in services
(particularly transport, communications
and financial services). The shares of
wholesale and retail trade (10%) and
construction (2.3%) were also substan¬
tial, especially compared with mining and
agriculture (1.7%). Over two-thirds of
foreign investment has been in the form
of joint ventures with Mexican firms, but
new businesses are also expanding
rapidly.

The factors which explain Mexico's

i^^^^_ increasing attractiveness
as a destination for FDI

are all related, either di-

rectly or indirectly, to the
sweeping, even bold,
reforms undertaken by
the Salinas govern¬
ment, which was elected

in July 1988 on a plat¬
form of modernising the
Mexican economy and
making it highly competi¬
tive. Macro-economic

stabilisation and fiscal

consolidation were pre¬
requisites to this end, and

remarkable progress has
been made. The reform¬

ers have also sought to
modernise the struct¬

ures of the private sect¬
or, none of which, in prin-

1. Mexico became a member of

the OECD on 18 May 1994; see
Christian Schricke, 'Mexico, 25th
Member of the OECD', TheOECD
Observer, No. 188, June/
July 1994.
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Figure 2

FDI IN MEXICO

ciple, will be spared: trade (Mexico be¬
came a contracting party to the GATT in
September 1986), the financial system,
transport, communications, land-owner¬
ship, use of natural resources, intellect¬
ual property, competition law and con-
sumerpolicy. Unilateral liberalisation, de¬
regulation and privatisation have been
the main planks of this strategy. The
Mexican government has also devised
new instruments to encourage foreign
investment: maquiladoras,2 a trust sys¬
tem of ownership (Fideicomisos)3 and
extensive easing of foreign-investment
regulations in 1989.

But the real turning point in the
transformation of Mexico's foreign in¬
vestment regulatory framework was the
NAFTA. By anchoring the Mexican
economy in the North American con¬
tinent and securing its main export
markets, the NAFTA provided the stimu¬
lus for the new foreign-investment
legislation which entered into force on
28 December 1993.

The New

Direction

It was no coincidence that the 1993

Foreign Investment Act was one of the
Salinas government's last major re¬
forms. Mexico had long been identified
with the 'Calvo' doctrine (named after
the Argentine minister who first advo¬

cated it in 1824), which obliged foreign
investors to forgo the protection of their
government in the event of a dispute
involving their holdings in Mexico, even
though the Mexican government never
enforced such a policy. The Mexican
constitution, a result of the revolution

of 1917, gave the nation inalienable
rights over the country's natural re¬
sources and endowed the state with

exclusive operating rights in 'strategic'
sectors. The system of collective owner¬
ship known as ejido, another legacy of
the Mexican revolution, until recently did
not allow companies to own agricultural
land. And until 1989, foreign stakes in
Mexican companies were limited to 49%.
This situation posed a tremendous
challenge to the reformers.

Cumulative Flows by Country (%) 1989-93'

United States	

69.8 ^^^ÊÊÊ

United Kingdom /
5.2

^fc^to-. Other
^WL 10.9

jf^^^ -. Germany
\ ^\ France 4.0

\ 5'1
\ Switzerland

5.0

Cumulative Flows by Industry (%) 1989-93'

Transportatio

Financial Services

15.7

Community Services
17.1

Trade

10.5

-J
23.0

	.y^^k

Other /

4.0
Manufactured /

29.7

1 . 1 993 data cover only January-October.
Source: OECD

The new Foreign Investment Act
marked a radical break with the

past - both in its spirit and content.
Whereas the 1973 Act had aimed at

regulating foreign investment, the 1993
Act sought to promote it, considering that
it had a key role to play in national devel¬
opment. It replaced the complexity and
vagueness of earlier legislation with clear
and precise legal rules which define the
government's prerogatives and simplify
administrative procedures. Its aim is to
place Mexico on a competitive footing
with other countries that are beneficiaries

of FDI.

The 1993 Act (and its supplementing
legislation) is exemplary in other re¬
spects. It not only follows on from the
liberalisation commitments under the

NAFTA, but, with the exception of the
financial sector, it extends them to all

countries. It implements liberalisation
measures which go beyond these

commitments. And when immediate

liberalisation has not been possible, it
provides for future liberalisation which
will give foreign investors conditions of
access that in some cases are better

than those of other OECD countries.

Finally, it extends the scope of the 1992
Act on concluding treaties; this Act
enables Mexico to sign international

2. Maquiladoras are assembly, manufacturing or
contract-work plants operating on Mexican territory.
They can, under certain conditions, import raw materials
or intermediate goods duty-free for the assembly or
manufacture of semi-finished or finished products for
export. There are currently more than 2,822 maquiladoras
located near the US border, in the electronics,
automobile, textile and furniture sectors.

3. The trust system of ownership (Fideicomisos) was
created to permit indirectforeign-majority shareholdings
in specific industries (national air or sea transport, gas
distribution, mining, special petrochemicals and auto
parts), to open up Mexico's capital markets and to
facilitate foreign investment in coastal and border
regions. These trusts enabled investors to earn profits
but without the voting rights attached to share-ownership.
They were amended by the 1993 Foreign Investment
Act.
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agreements for the settlement of invest¬
ment disputes.

The New Provisions

on FDI

As a rule, only acquisitions of more
than 49% of the capital of Mexican
companies must still be approved by
the National Foreign Investment Com¬
mission (CNIE) when the total value of
the assets of the enterprises concerned
exceeds $25 million. Foreigners can
create new enterprises under the same
conditions as national enterprises with
the exception of certain highly specific
activities. The new Act also liberalised

the purchase of real estate required for
direct investment, except purchases in
a regulated area (a 100-kilometre strip
along Mexico's land border and a
50-kilometre-wide strip along the coast),
which must be carried out through a
real-estate trust company.

Applications must be acted upon within
45 days and be evaluated solely on the
basis of their impact on employment,
worker training, their contribution to the
country's technology, environmental
protection and their contribution to the

country's production capacity. No ob¬
ligation regarding the outcome -for local
supply, the balance of trade or the
destination of products and transfers -
can be required, which goes well beyond
the commitments entered into by Mexico
in the Final Act of the Uruguay Round.
This new procedure has reduced the
number of projects examined from
60-70 to 4-5 per month.

The Financial Sector

The opening up of the financial sector
was one of the most eagerly awaited
measures, although it was first necess¬
ary to overhaul the financial system
completely and to privatise the 18
Mexican banks that had been nation¬

alised in 1982. Among the measures

taken were the abolition of

the control of interest rates

and the system of compul¬
sory bank reserves, setting
up a universal banking

system, introducing net capital require¬
ments, reforming the stock market and
making the central bank independent.
Since 1 January 1994 all financial in¬
stitutions established in Canada and the

United States regardless of nationality
can set up fully owned subsidiaries,
subjectto individual and/orglobal ceilings
in the case of banks, securities firms,
insurance companies and certain other
specialised institutions (factoring and
leasing companies, and so on). These
ceilings should in principle be removed
by the year 2000, unless the government
exercises its prerogative to extend
safeguard measures through the year
2007. There are also restrictions on the

acquisition of shareholdings in Mexican
financial institutions of the same type
(30 or 49%), but only an authorisation
is required to purchase other institutions.

The Automobile Sector

Foreign investors have also welcomed
the liberalisation of the automobile sector.

Mexico has one of the world's fastest

growing automobile markets, and the
NAFTA gives it access to the entire North
American market. The new Act allows

foreign investors to hold 49% of the
capital of Mexican autoparts companies
as compared with 40% previously, and
up to 100% when foreign companies
have the status of 'national supplier'.
This liberalisation has also been accom¬

panied by an easing of the obligations
on the value or balance of trade in this

sector.

Natural Resources

The provisions on natural resources go
beyond the NAFTA obligations for mining
and deep-seafishing, since these sectors
were liberalised completely, as also was
new investment in agriculture, logging
and nursery forests which traditionally
were reserved to Mexican companies.
Although the provisions for oil and
natural gas are disappointing, since they

have been kept in 'reserved' sectors,

the 40% ceiling on foreign shareholding
in secondary petrochemicals has been
abolished. Furthermore, only five pro¬
ducts are now classified as basic petro¬
chemicals as compared with 13 previ¬
ously. Since 1 986, the Ministry of Energy,
Mines and Federal Industry has been
seeking to reduce the number of petro¬
chemical products subjectto restrictions
and to broaden the range of petrochemi¬
cal activities open to the private sector.

Transport

Major progress has been made in
transport activities with a view to setting
up an intermodal transport system in
North America. Maritime transport has
been liberalised and up to 49% foreign
ownership of companies operating
commercial inland-waterway or coastal
shipping services is authorised in most
cases. It is also possible to own
Mexican-registered vessels by setting up
a company. Foreign investors will be
able to acquire equity in companies
engaging in inland passenger transport,
tourism and shipment between two
points within Mexico (but not cabotage),
initially with up to 49% of the capital
as from 18 December 1995, and later
51% in 2001 and 100% in 2004. Certain

ancillary services are also authorised
and foreigners are allowed to acquire
stakes of up to 25% in national airlines,
taxi aircraft and specialised air services.

Telecommunications, Cable TV
and the Press

There has been no change in the
regulations on basic telecommunica¬
tions, cable television and newspapers,
investment in which remains subject to
a 49% ceiling. But the publication of
magazines and the supply of enhanced
or value-added telecommunications

services are completely free, except for
restrictions on videotex services and

enhanced packet-switched services,
which will be lifted on 1 July 1995.

'Reserved' Sectors

Lastly, there are sectors which for
constitutional reasons will continue to

12 The OECD OBSERVER No. 190 October/November 1 994
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be reserved for the state. These are

oil, natural gas and basic petrochemi¬
cals, public-utility electricity, nuclear
energy and radioactive-ore processing,
satellite communications, postal and
telegraph services, radio technology,
railways, port and airport administration
and supervision, the issuing of banknotes
and the minting of coins. But these
activities represent only 6.4% of GDP,
relatively little compared with other
OECD countries.

Of the 1,155 enterprises which were
controlled by the state in 1982 (including
Telemex, Banamex, Aeromexico and the

steel company SICARA), only 209 had
not been privatised by the end of 1993.
Yet even for these so-called 'reserved'

sectors, the government has imple¬
mented a policy of co-investment and/
or concessions to allow the private sector
to invest in them. The concessions,
which essentially concern public ser¬
vices, can be granted either to Mexican
enterprises or to established foreign
companies.

Remaining
Tasks

The major effort of the Salinas gov¬
ernment to liberalise foreign investment
can serve as a model for developing
countries. FDI in Mexico accounted for

10% of overall FDI in developing coun¬
tries in 1992. Foreign investors have
responded enthusiastically to the gov¬
ernment's measures, and capital inflows
have far exceeded the most optimistic
expectations. President Salinas initially
set a goal of $24 billion for his term of
office (1986-94), but foreign investment
during this period may well exceed
$50 billion. The number and scope of
the restrictions that have been main¬

tained are nevertheless far from neg¬
ligible, even taking into account the
NAFTA transitional period which extends
until the year 2000, and especially when

4. Pierre Poret, 'Mexico and the OECD Codes of

Liberalisation', The OECD Observer, No. 1 89, August/
September 1994; 'OECD Instruments for Promoting
the Liberalisation of Foreign Direct Investment', OECD,
1994 (available free of charge from the Directorate
for Financial, Fiscal and Enterprise Affairs).

Oil is one of the industries as yet kept in the 'reserved sector'.

compared with the situation in the other
OECD countries.

Only a few OECD countries still 'vet'
FDI through acquisition; most of them
require only a simple notification. Except
for the growing use of reciprocity, which
is regrettable, virtually the only restrict¬
ions to establishment in the financial

sector within OECD countries are pru¬
dential considerations. Although there
are still a few sensitive sectors - natural

resources, transports, telecommunica¬
tions, audiovisual production - no other
OECD country excludes, on constitu¬
tional grounds, whole segments of the
economy from foreign investment. The
foreign shareholdings authorised by
Mexico in some sectors - maritime trans¬

port or telecommunications, for ex¬

ample - admittedly are higher than the
thresholds in some other OECD coun¬

tries. Nevertheless, Mexico continues to
have more restrictions than most other

member countries, none of which im¬

poses restrictions as tight as Mexico's
on the manufacture and assembly of
auto parts.

As a result, the reservations and/or

exceptions lodged by Mexico on the right
of establishment and national treatment

are on the whole more numerous and

extensive than the average, even if some
of them have their counterparts in other
OECD countries. The situation is similar

with respect to the reservations lodged
by Mexico under the NAFTA.

The Mexican government argues, not
without justification, that reforms can¬

not be undertaken without taking the
necessary precautions and that disrupt¬
ion must be avoided. It points out that,
by subscribing to the principles of
liberalisation and non-discrimination laid

down by the OECD instruments, Mexico
has committed itself to further liberal¬

isation of its FDI regime. It is for this
reason that it has already extended most
of the liberalisation measures required
by the NAFTA to all OECD countries.
Mexico has also agreed to review the
regulations that apply to the financial
institutions of non-NAFTA countries, and

to consider extending the advantages
of the agreement to all OECD countries,
no later than the beginning of 1998.4

The OECD welcomes the commit¬

ments entered into by Mexico, and
encourages it to continue along the same
path. Mexico's development require¬
ments remain considerable and, as other
OECD countries have realised, FDI is
a major stimulus to growth in an increas¬
ingly global and interdependent world.
FDI is also a means of ensuring 'open
regionalism' in North America.
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RURAL DEVELOPMENT

Niche Markets

for the Rural World

Bernard Lane and Kenji Yoshinaga

The social and economic problems of the countryside have plagued policy-makers for nearly
a century. Governments have developed numerous institutions, programmes and projects

over that time, and yet rural issues are still a pressing concern. One of the possible
solutions being studied by the OECD's Rural Development Programme is an innovative

strategy - 'niche marketing' - which may help boost rural economies.1

In the early years of this century Henry
Ford coined the famous phrase, 'You
can have any color you like, so long

as it's black'. Ford was no niche

marketeer. He didn't have to be: cars

were then a seller's market. Between

1908 and 1927 the basic Ford

Model T sold 1 6 million units world-wide.

But times have changed. Saturated
markets and fierce competition have led
car manufacturers to provide a massive
range of models for their customers.
Ford alone now produces over 30
different models of passenger car, each
with dozens of different colour combi¬

nations and different specifications.
Niche-marketing techniques convince

the customer to buy a particular model,

1. Niche Goods and Services: A Strategy in Rural
Development, OECD Publications, Paris, forthcoming
1994.

with a type of trim and engine and colour
that fits an exact requirement, fulfilling
a dream, impressing the neighbours, and
reflecting the customer's self-image.
Every other major car-manufacturer has
similar policies, seeing the market as
a series of specialised segments. Niche
marketing has also become a standard
tool to stimulate demand for most other

industrial manufacturers.

But unlike industry the rural world has
fought shy of niche markets. Instead,
the countryside has embraced mass
production ever more closely, especially
in the sector that mattered most to it,

agriculture. Agri-business has revolu-
tionised the cheap mass production of
Bernard Lane, Director of the Rural Tourism Unit at

the University of Bristol (UK), is a consultant to the
Rural Development Programme of the OECD Territorial
Development Service, where Kenji Yoshinaga works
on rural policy issues.

such staple produce as wheat, beef,
dairy products, sugar and rice. These
commodities compete on price, and
prices fall with repetitive regularity -one
of the main reasons that the rural world

is in such turmoil. It has to broaden its

economic base to provide more, and
more varied, job opportunities. It also
requires new enterprises to support its
thinly spread shops, schools and pro¬
fessional services. Could the concept
of niche marketing be applied to rural
goods and services as a way forward
for the countryside?

What is

Niche Marketing?
The concept of niche marketing is

based on a series of factors. The first

is the massive rises in disposable
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incomes in the developed world since
the Second World War. Cheapness is
still important in purchasing decisions,
but it no longer dominates. Widespread
education has led to increasingly dis¬
cerning customers. The media have
played a parallel role in encouraging
individuality, and the cult of niche fash¬
ions, carefully marketed, now fills many
hours of TV and pages and pages of
print.

In the last few years, even staple foods
have become niche-market commodi¬

ties. Consumers now do not simply 'buy
bread'. Many choose speciality loaves,
with 'traditional', healthy or exotic re¬
cipes. A medium-sized supermarket in
England will typically have bread baked
in Ireland, Scotland, France, Germany,
Finland, even Canada. Those products
reflect the increasingly sophisticated
tastes of well educated, well-off cust¬

omers who are willing to use their
disposable income to buy exactly what
they want.

These trends open up a whole range
of speciality-product markets to enter¬
prising rural businesses. Several OECD
countries already produce a range of
niche goods and services in some parts
of the countryside (box, p. 16). Each
reflects not the old-fashioned approach

of economies of scale, but a new concept
which seeks economies of scope (which
seek to maximise the contribution of

specialised products and services unique
to a region) for a range of high-value
foods, from specialist producers or
processors. Traditional cheeses, or¬
ganic products, aromatic plants, and
homoeopathic medicines are only a few
of the products available. Each brings

in far more revenue, and provides more
employment, than staple commodities
ever would.

The Flowering
of Floriculture

One of the most fascinating examples
of niche farm production is that of
floriculture in rural Japan. Farmers in
the small town of Amagase on the
southern island of Kyushu used to devote
their tiny 0.67 hectare holdings to
producing rice. New a co-operative has
helped them use local energy from hot
springs to grow roses all year round.
Equally vital, the co-op has linked to
urban co-ops to market their abundance
of roses. Lovers throughout Japan are
now well served with roses for their

partners: the growers of Amagase have
seen their incomes rise by more than
40% in 10 years, and now employ 25
additional people.

Nor is co-operative production a pre¬
requisite. Far from Amagase, in the
snowy north of Japan, a private com¬
pany, Kuroishi Shokubutsuen, grows
over 4,000 varieties of wild flowers on
a mere seven hectares. Founded in

1946, it began expansion and inter¬
national operations in 1985; it now
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A MATRIX OF NICHE GOODS AND SERVICES IN RURAL AREAS

Resource

Natural resources Tradition and cultural heritage Environment and amenity resources

Goods produced using rural Goods produced and marketed Goods produced in areas
natural resources, including using historical cultural because of their high-quality
value-added and processed skills, practices and natural environments

agricultural, sea, river, traditions

forestry and mineral products

High-quality vegetables Crafts such as ceramics Attractive environments, good
and fruits and pottery climate, clean air which may

o
o Traditionally made cheeses Jewellery attract research centres

Organic produce
Medical plants

Embroidery
Rugs

and high-technology enterprises

Local pickles Wooden toys and bowls Goods produced by using local
Dried flowers Traditional costumes energy or scarce resources
Fish paste and dried fish Flax knits such as pure or mineral water

-6 Mineral waters

Services specifically Services based on rural Services making much of the
requiring rural natural heritage and traditions rural environment and amenities

resources including as a marketable commodity
specialised forms
of tourism and recreation

S» Toolmakers, outfitters Historical monuments Holiday villages and rest-
g and guides for hunting, Traditional architectures or retirement homes
to fishing, camping and skiing Local museums Health and fitness centres

Hotels and inns Local festivals and folk dances Conference and training centres
Restaurants serving local Restaurants serving traditional equipped with accommodation
specialities cuisine

Holiday farms
Ecological museums
Natural parks

markets flowering plants world-wide from
its deeply rural base. The company
president realised that niche markets

required special marketing skills: he
renamed the company The Wildflowers
of Wonder' and hired highly qualified
graphic designers to present his pro¬
ducts, successfully, throughout Europe
and North America.

This tale of flower power illustrates
three central points about the niche
marketing of rural products. The market¬
ing, and the products themselves, must
be first class. They must be presented
to meet a growing consumer demand,
and typically one with an up-market
emphasis and high margins, so that
transport and promotional costs do not
adversely affect profits. And enterprises
require leadership and flair if they are
to succeed.

These qualities are obvious enough
to experienced city-dwellers, but were
relatively rare in the countryside. Market¬
ing by individual farms was non-existent
for commodity staples. World prices,

fixed in far-away trade centres, deter¬
mined success or failure. Producers did

not, for example, produce wheat for any
particular high-return segment of the
market. And a wheat farmer with flair

and enterprise was more likely to become
an agricultural politician than an inter¬
national entrepreneurtravelling the world
visiting agents, distributors and trade
fairs.

Craft

Goods

Niche markets for rural products are
not confined to things that grow. 'Heri¬
tage', in the form of craft goods which
draw on rural traditions, is in increasing
demand. The range is enormous, from
the Aran sweaters of Ireland to the

paintings and pottery of the Inuit peoples
of North America. Each provides indi¬
vidual, idiomatic goods, with a high input
of labour and skill. Norway Crafts, an
agency (technically a trust) supported
by the Norwegian government, is a good

example of how networking can make
the most of niche markets for rural goods.
Norway Crafts aims to create 2,000 jobs
through a programme of business-
development, product-improvement,
market-research and distribution. One

of its main activities is the setting-up
and expansion of computerised data¬
bases, covering producers, distributors
and retail customers. Another is provid¬
ing courses and seminars for craft
producers, explaining the special re¬
quirements of markets and marketing.
The agency is expected to receive Nkr
30 million (roughly $4.5 million) in state
support over a period of five years before
it becomes self-supporting.

Special-interest
Tourism

Perhaps the fastest-growing niche
market for rural communities is that of

tourism. More and more well-educated

holiday-makers are turning to the coun¬
tryside for their annual - or increasingly
bi-annual - escapes. Better transport,
an increasing demand for both relaxing,
peaceful holidays and exercise-filled
activity breaks, and the rising fashion
for everything green - all have helped
the growth of rural tourism. Not the least
of these new factors has been that of

high technology. Hang-gliding, rock-
climbing and wind-surfing all rely on high-
tech materials; even the once humble

walking boot is now a sophisticated
modern product. These trends have
helped transform the outdoor world
into a competitive market-place.

Perhaps most remarkable of all has
been the development of the century-old
bicycle into the lightweight multi-geared
mountain bike, a superb rural-transport
toy, and a god-given tool of the rural
niche-marketeer. Cycle-based rural
leisure has boomed. In the United States,

the Rails to Trails Conservancy has put
once redundant railway lines to good
use as cycle-ways across rural America.
In Britain, thriving businesses have been
built on the same simple raw materials:
fine scenery, clean air, quiet roads and
cycle pathways. In Wadebridge, Corn-
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wall, a local business used to repair car
exhaust systems. Now it employs a staff
of three hiring out up to 300 cycles a
day to visitors from its rural base. It has
been so successful that several com¬

petitors have opened up on its doorstep.
Rural tourism illustrates again the vital

element of leadership and flair in niche
marketing, as well as the importance
of well presented heritage, natural or
human. The Canadian province of
Saskatchewan, bigger than England, but
with a mere million people, has long
been the Cinderella of Canadian tourism.

By false repute flat and boring, for many
Saskatchewan is a territory to fly over
between the bustling delights of Toronto
and the splendours of the Rocky
Mountains. Not so.

In Duck Lake, a tiny town on the long
road north from Saskatoon to Prince

Albert, the mayor and his council put
their town on the map by having
house-sized murals depicting the town's
history painted on all available gable-
ends. Then they lobbied the provincial
government to finance a high tower from
which to view the prairie landscape,
complete with artefacts and explanations
about the turbulent but short history of
European settlement there. Duck
Lake is now a regular stop for
travellers.

Further down the same road,
Rosthem has exploited its role in
the development of Canadian
wheats to provide an equally rich
'heritage experience', with a farm
museum and baking products from
what was the defunct railroad

station. Indian history comes to life
at the new Wanuskewin Centre,
where crafts and native skills can

be seen, tried, discussed and

understood - and the resulting
products bought.

New Water

for an Old Irish Canal

How can governments best help
rural areas capitalise on these new
markets? Providing infrastructure
is an obvious means, as at Duck

Lake or at Wanuskewin. Another telling
example is provided by the newly restored
Shannon-Erne Waterway, which this
year will link the lakes of the River
Shannon from Ballinamore in the Re¬

public of Ireland to the Upper and Lower
Lough Erne at Ballyconnell in Northern
Ireland. The canal, 60 km long, which
closed in 1869, has cost both govern¬
ments, the EC's Regional Development
Fund and several international agencies
£30 million to re-open.

It gives access to many additional
lakes, providing one of the finest sites
for cruising in Europe. It is intended to
bring new economic life to the small
farms and towns of the deprived border
counties of Leitrim, Cavan and Ferma¬

nagh. Already, up to 30 new cruisers
are expected to enter the system, hired
out at up to £800 per week in the summer
season. Advance marketing, through
foreign tour-operators, has been very
successful.

But the Irish border canal project
sounds a warning note as well as a
fanfare. One of the criticisms of the

project has been that the niche marketing
has been externally led. Local busi¬
nesses have not been fully involved.

Many of the cruisers are built and owned
outside the area. Much of the revenue

flow from the visitors will be lost to the

area. A small programme of training for
rural communities has now been launched

to try to remedy these defects and show
local enterprise how to build on the
potential of the new waterway. Much
will have to be done if an adequate return
is to be secured on the £30 million

invested in the infrastructure. Top-down'
help can produce quick results, but
research so far seems to indicate that

long-term success also requires
grass-roots involvement, risk-taking and
understanding.

Experience in rural tourism demon¬
strates a number of other critical prob¬
lems in the widespread adoption of
niche-marketing techniques for rural
communities. There have been some

sad failures, either when the product was
not up to market expectations or when
the business or community was unable
to make contact with the critical markets

for their product. And tourism, too,
demonstrates the fickle nature of the

specialist market: destinations must be
regularly repositioned in the market
place, and must avoid environmental
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degradation if they are to remain popular.
All this demands expert management
and leadership as well as efficient
marketing.

Where Next,
and How?

What are the basic factors necessary
for the countryside to develop and
market niche products successfully?
Why have Duck Lake and Rosthern been
successful, while nearby, equally well
placed towns have not? What special
skills do entrepreneurs have to have?
Can training help hone them? How
should that training be carried out? Are
co-operative organisations essential for
success? Or do conventional small

businesses stand a better chance?

For governments the questions posed
by the opportunity of specialist markets
are many and complex. How can
assistance policies be devised which do
not distort the market and which are

transparent? What forms of private/
public-sector partnership have proved
most effective? What regulatory regimes
are necessary? Several main issues
stand out.

First, it is already becoming apparent
that niche-market development cannot
be divorced from wider rural policy. To
be successful, general rural policies
have to provide better transport and
telecommunications, education and train¬

ing facilities and enterprise support. And
success will depend on rural policy
finding the right blend between public
and private sectors, short- and long-term
inputs, national, regional and local in¬
stitutions and organisations, and grass¬
roots and top-down approaches.

Second, there is the question of syn¬
ergy. Can production for niche markets
develop synergy amongst local pro¬
ducers to help develop a special form
of territorially based rural production?
Ben & Jerry's, for example, an ice-cream
company based in rural Vermont, has
managed to capture 36% of the $400
million luxury ice-cream and frozen
yoghurt market in the United States. It
has transformed the prospects of Ver¬
mont's dairy farmers, but it has also
promoted rural tourism in the state,
becoming a major attraction in its own
right, attracting over 250,000 visitors per
year, many of whom go on to spend
and stay longer in the area. Are syn

ergies like this a one-off oppor¬
tunity, helped by (in this instance)
Ben & Jerry's high profile in the
media, or are they more widely
available? And if they are avail¬
able, how can they be achieved
in other places?

Third, there is the question of
long-term success. Can rural busi¬
nesses find enough niche mar¬
kets?

Development in the countryside
is a difficult but endlessly fasci¬
nating process. The rural world is
not just an empty land-bank
awaiting development. Often it is
an immense reservoir of local,

national and international heritage.
It may be natural, it may be man-
made, and it may be the non-
physical heritage of human tradi¬
tion. Conservation must be care¬

fully balanced against resource-devel¬
opment. Niche marketing presents a
special challenge for local people to
create new businesses and expand their
income while preserving their rural
inheritance.

I

I
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Capturing the Value
of Rural Assets

Philippe Muheim and Priscilla Salant

Rural areas throughout the OECD countries are home to a rich variety of amenities that are
increasingly valued by the general (and usually urban) public. They range from remote,
pristine wilderness, through carefully tended landscapes steeped in cultural heritage

to ancient historical monuments. Not all lend themselves to direct commercial exploitation.
How can the economic benefits of such amenities be retained for the people who live there -

and this inheritance simultaneously be maintained?1

The demand for rural amenities

is growing. Over the past two
to three decades rising incomes

have given town-dwellers both the time
and the wherewithal to investigate and
enjoy the countryside far more deeply.
Indeed, even the knowledge that such

amenities exist for future generations to
enjoy brings a 'non-use' value that is
hard to quantify but still an essential
part of their importance.

Rural economies throughout the
OECD area have often lagged. But this
growing interest in the countryside now

offers its inhabitants new economic

1. The Contribution of Amenities to Rural Devel¬

opment, OECD Publications, Paris, 1994.

Philippe Muheim is a regional economist in the
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economist at Washington State University, was until
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Bears or motorways? If the value of rural amenities were more accurately perceived, it could help
resolve conflicts of this kind.

opportunities. One way to this end is
the straightforward commercial exploit¬
ation of rural amenities through tourism,
the siting of enterprises in attractive
areas, or the extended sale of local

produce and cultural artefacts by way
of 'niche marketing'.2 But this kind of
approach is not always possible, often
because the economic potential of many
amenities is reduced by the extent to
which they exhibit the characteristics of
public goods - that is, 'consumption'
does not reduce their availability; and
non-paying 'free riders' cannot be ex¬
cluded.

Public Interest

and Externalities

A rural amenity, such as a landscape
of scenic or historical value, is usually
maintained by individuals or communi¬
ties. But they often have no way of
extracting payment from everyone who
benefits from it - ramblers, bird-watchers
and whoever else enjoys 'use value',
as well as the urban resident hundreds

2. See pp. 14-18.

or thousands of miles away to whom
'non-use' value accrues. Often, there¬
fore, providers cannot capture the full
market value of their property. The same
reasoning can be applied to unique
natural habitats, such as the vast forests

in the north-western United States, and
historical sites, such as castles or

battlefields, even though some of them
charge for entry.

In other words, amenities involve

'positive externalities' (or uncaptured
benefits) that are not reflected in market
prices. As a result, the market does not

always give an incentive to preserve or
protect such amenities. And in the

absence of accurate pricing, public-
goods economics argues that amenities
will be undersupplied whenever their
value to society is higher than their
market price -the wildlife sanctuary may
be worth more as a sanctuary than for
its harvestable timber, and the use-value

enjoyed by visitors may bring no con¬
current benefit to the provider.

Non-use value compounds the prob¬
lem: many people who appreciate, say,
a scenic river valley and its surrounding

THE 'LANDSCAPE

CENTIME'

The production of hydro-electricity is a
major source of income for many moun¬
tain municipalities in Switzerland. Be¬
cause the dams often flood areas of

special environmental value, conser¬

vation interests sometimes oppose
construction or extension projects. To
resolve such conflicts policy-makers
have recently considered a policy
mechanism called the 'landscape
centime'. The principle is that munici¬
palities should be compensated when
they preserve an amenity valued by a
much broader circle of beneficiaries

and forgo income they would otherwise
earn. In practice, it means levying a
tax on hydro-electric energy produced
domestically and with the revenues,
creating a fund to compensate munici¬
palities that do not build new dams.

This example illustrates the main
issues in the debate about amenities.

Often, such landscapes are located in
areas with few economic opportunities
besides hydro-electric production. Be¬
cause of the public-goods nature of the
amenity, local residents are not in a

position to capture its value. Terri¬
torial spill-over compounds the diffi¬
culty, since local residents are not com¬

pensated for preserving a site
valued by people living outside the
immediate area. Establishing an
appropriate compensation mechanism
could help remedy these problems and
contribute to economic opportunity by
improving local finances.

Such a mechanism may appear logic¬
al but it is not easy to implement. Many
problems have to be dealt with and

many questions answered - to what

extent, for example, should an amen¬
ity such as a mountain landscape be
preserved in its natural state? Should

the destruction of an amenity be pe¬
nalised or its provision compensated?
How much compensation is required
to 'buy off development? Should the
state or consumers finance such com¬

pensation? All these problems are eco¬
nomic in character but have to be

solved in the political arena.

territory might live far away, never pay
admission fees, never spend money at
local restaurants and hotels, and never
consider moving to live nearby. The
result is called 'territorial spill-over':

20
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uncompensated benefits flow from
people in the region to others who live
far away.

If public-interest amenities are used
up rather than maintained - if timber
is harvested rather than preserved, for
example - owners can exact much
higher prices from consumers. 'Internal¬

ising' spill-overs by pricing -which brings
external factors into economic decisions,

thus reflecting marginal cost more
accurately - allows a balance to be
struck between the advantages of
immediate 'consumption' and the
long-term preservation of the amenity.
Rural communities can then capture the
increased value of amenities, which thus

become assets for rural develop¬
ment - capital with which to build a more
diverse and stable economy.

The pricing of amenities must reflect
their value both in direct, economic

terms - measured by what consumers
are prepared to pay - and in terms of
the benefits from deferred

consumption. Pricing would
provide an incentive both to
preserve existing amenities
and to upgrade land, build¬
ings or other facilities to
produce new ones. It would
also allow rural inhabitants

to obtain an appropriate return
for the value of the amenities

under their control.

The prerequisite is en¬
forceable property rights
(which by definition are diffi¬
cult to apply to public goods).
How property rights are
allocated determines whether

people can negotiate to
capture the value of an amen¬
ity or, instead, whether dis¬
position and compensation
are out of their control. When

it is clearly owned by local
residents - a small fishing
village, say -the people who
decide whether to preserve
its attractiveness are the

residents themselves. They
might sell their property to
developers or continue as

before, earning their livelihood from
fishing and small tourist-related services.
If government decides that society at
large is interested in preservation, it
could offer some incentive to the resi¬

dents to deter them from selling their
property and destroying the amenity
(box, left). Hence, if the benefits from
preservation exceed the cost of com¬
pensation, government might purchase
development rights to all or part of the
village, thus compensating residents for
income forgone. In doing so, all parties
are better-off than if no transaction took

place. In economic terms, compensation
is thus an efficient solution to the problem
of preservation.

When local residents do not own the

amenity, whether they are compensated
or not is a matter of equity rather than
efficiency that will be settled in the
political arena. With, say, forests that
provide habitat for endangered species,
the state has ultimate sanction on

whether the land is used to harvest

timber or set aside for wildlife preser¬
vation (or other amenity purposes). If
this second option is chosen, it is up
to government to judge whether or not
to compensate the groups affected by
restictions on their economic activities.

Policy
Implications

Policy mechanisms may thus be
required to govern the demand for
amenities in a way that compensates
rural inhabitants appropriately. The ap¬
propriate mechanism for internalisation
will either be market-based or will take

the form of a compensation scheme if
the government deems that market
exchange is insufficient protection for
rural amenities.

In the absence of a market, govern¬
ment has to estimate society's demand
foramenities, since prices cannot express

The destruction of an amenity could reduce the 'natural heritage' both for current and future generations.
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it. It makes an approximate calculation
of how much people are prepared to
pay for preservation. It then has to
develop and implement non-market
mechanisms whereby demand is trans¬
lated into direct compensation for local
residents or communities. Indeed, when

The amenity value of a forest could be higher than that of the wood
it produces.

amenities have predominantly public-
goods characteristics and markets thus
offer less opportunity for capturing their
value and promoting economic develop¬
ment, governments and rural interest-

groups can reasonably argue for a

system of compensation - analogous
to the polluter-pays principle - to
maintain the value of rural amenities.

In most OECD countries there are only
a few locations whose significance
extends over a very wide territory -
national parks, say, or designated 'world

heritage sites', in¬
ternationally recog¬
nised for their

unique qualities.
Governments

therefore cannot

allow them to de¬

teriorate, since

people far beyond
the local commu¬

nity would be af¬
fected. For ameni¬

ties with relatively
fewer public-goods
characteristics and

territorial spill¬
overs, local or re¬

gional policy inter¬
vention is more ap¬
propriate. It should
be concerned with

enhancing thevalue
of amenities so that

local communities

can maximise job-
creation and im¬

prove their living
conditions.

The extent to

which amenities

show public-goods
characteristics will

dictate how much

(or little) the mecha¬
nisms of inter¬

vention can be

market-oriented.

Whenever possible,
the solution is to

establish markets

that allow pricing or
user-charges to be applied, either to
amenities from which free-riders can be

excluded or to the production and
consumption of private goods that are
closely related to the provision
of amenities. Interest-groups may play

a significant role by representing seg¬
ments of the population. In practical
terms, non-governmental organisations
(such as wildlife societies) may buy
property rights in specific amenities,
thereby compensating providers on behalf
of the beneficiaries. Sometimes, of
course, government may introduce
taxes and subsidies to compensate
those individuals or institutions that

provide the remainder of the country with
amenities.

A policy response to the demand for
amenities that also improves the eco¬
nomic opportunities for rural people is
not easy to formulate. Although the
problems and trade-offs are generally
understood, there is little knowledge on
which to base recommendations for

specific interventions. Further study
should help answer questions about who
should be compensated under a bene-

ficiary-pays-principle, who should pay
and in what form, how the degree of
compensation should be determined,
and how rural people might convert
compensation into self-sustaining,
market-based economic activities.
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The Real Costs

of Liquid Biofuels
Laurie Michaelis
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roduced

from a variety
ofagricultural foodstuffs
and other crops,
have been suggested as
an 'environment-friendly'
substitute for traditional

fuels, not least petrol
and diesel. How do their

costs - direct

and indirect - compare?1

G overnments in the OECD area

are currently considering
legislation to encourage the

use of agricultural surpluses to make
liquid 'biofuels' - in particular ethanol
from maize, wheat and sugar crops or
rapeseed oil methyl esther (RME or
'biodiesel') from oilseed rape. The
measures proposed include mandating
the use of 'renewably produced' com¬
ponents in reformulated petrol and tax
exemptions for biofuels.

For 15 years and more enthus¬
iasts - agricultural lobbies at the fore¬
front - have been calling for such moves.
What has changed recently is that
governments are facing a variety of new
problems which have led some to take
the biofuel option more seriously.
Although most energy analysts agree
that biofuels would be more expensive
than petrol or diesel, the main argument
for using biofuels is simple: OECD
countries as a group produce more food
than they consume, and in some coun¬
tries it is stored at enormous expense,
or exported at prices lower than the cost
of production (this dumping also
scuppering markets in the importing
countries). Why not, therefore, use the
grain mountains and wine lakes to make
fuels which can be substituted for oil?

The best market for an oil substitute,

moreover, is in the transport sector,
where the retail price of fuel is almost
high enough to cover the cost of
producing biofuels.

Advocates also argue that burning
biofuels will reduce the consumption of
fossil fuels, thereby bringing down car¬
bon dioxide (C02) emissions.

Among the several types of crop-
derived fuel, ethanol and RME have the

largest near-term markets, because they
are easily produced from existing crops
and may be used as additives to fuel
for existing, unmodified engines. Ethanol
can be made from any crop that contains
sugar or starch, including wheat, maize
and sugar-beet.

World-wide, Brazil is the largest pro¬
ducer and user of liquid biofuels, mainly

1. Biofuels, IEA/OECD Publications, Paris, forth¬

coming 1994.
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in the form of ethanol from sugar-cane.
In the OECD area the United States

has the largest biofuel market, in which
petrol, sold in several states as 'gasohol',
contains ethanol made from maize. This

ethanol replaces about 0.5% of US petrol
consumption. A mixture of state and

federal subsidies as well as tax exempt¬
ions, supports the production of ethanol,
which can help to meet environmental
standards for petrol. In Europe it is made
on a much smaller scale from a variety
of crops including cereals, sugar-beet
and potatoes. Furthermore, there is

growing interest both in Europe and in
North America in producing ethyl tertiary
butyl ether (ETBE) from ethanol: ETBE
blends better with petrol than ethanol
does, and offers bigger environmental
advantages; in particular, it gives lower
evaporative emissions.

There are several factories already
working or now being built in Europe
to convert rapeseed oil to RME (in
Austria, France and Italy, for example).
RME can be a direct substitute for diesel:

it contains next to no sulphur, and so
may arouse interest where restrictions

on the sulphur content of diesel are very
tight.

Reducing
Oil Use?

Throughout the 1980s, analysts and
lobbyists argued over the energy that
could be saved by substituting ethanol
for petrol. A vehicle that runs on a petrol/
ethanol mixture is using less petrol. But
things are not so simple, since energy
is required to produce the ethanol. A
'full fuel-cycle' analysis is necessary to
understand the full effect of using
biofuels. This involves calculating
energy-use all along the chain of fuel
production and use, examining overall
fossil-fuel consumption when biofuels
are produced and used, and doing the
same for petrol and diesel before making
comparisons.

For biofuels this analysis includes
calculating the fuel required to generate
any electricity involved in biofuel process¬
ing, as well as the energy used in

extracting and transporting the fuel to
the power station. It also takes account

of the energy used to make pesticides
and fertilisers for crops, the energy
consumed by ploughing, by sowing,
harvesting and transporting the grain.
Of course, full fuel-cycle analysis is also
required for petrol and diesel, taking
account of the energy involved in exploring
foroil, extracting, transporting and refining
it, and distributing the resulting products.
This type of analysis shows that, in some
existing production processes, more
energy is used to make the ethanol than
is saved by substituting it for petrol.

Balancing
the By-products

One of the most difficult and important
questions to deal with is how to account

for energy contained in the by-products
from biofuel production, most promi¬
nently a high-protein cake usually sold
as animal feed: although the biofuels
are expensive, they would be even more
so without the sale of this feed. In some

instances, indeed, the by-products can
generate more revenue than the biofuel

itself. Some analysts have simply
ignored these by-products in their energy
balances; others have accounted for

them in a variety of ways: what would
happen, for example, if the by-products
were burned as fuel and the energy thus
released counted as part of the overall
energy balance of biofuel production?
This would make the energy balances
for most biofuels look very good. In
practice, the by-products are unlikely to
be sold as fuels - they are much more
valuable as animal feed. So a more

accurate picture of the energy balance
emerges in examining the probable
alternative source of animal feed if the

biofuel by-products were not available.
Soya meal would be an alternative

animal feed to the 'distillers dried grains
with solubles' (DDGS) produced as a
co-product with ethanol from maize or

wheat, to the rapeseed cake which is
the main by-product of RME and to the
sugar-beet pulp left over when ethanol
is made from sugar-beet. Accounting for

the 'avoided energy use' from biofuels
requires a calculation of how much soya
meal would give the same amount of
protein as in DDGS and rapeseed cake
and of how much energy would be
required to produce the soya meal. The
conclusion to be drawn from these

computations is that the overall energy
consumed as coal, oil, gas and nuclear
power in ethanol production from wheat

or maize can in some cases be higher
than the energy saved by substituting
it for petrol.

Full fuel-cycle analysis, moreover,
brings out differences between the

biofuels: although making ethanol from
maize or wheat might consume as much
energy as the ethanol replaces, ethanol
from sugar-beet can give nearly 30%
energy savings and RME can give over
35% energy savings.

Cost

Comparisons
Although there is now considerable

experience of ethanol production from
maize in the United States, few distill¬

eries have been built to produce it from
wheat or sugar-beet, and most are on
a small scale, which makes it hard to

estimate the probable costs of large-
scale production. In the United States
the production cost of ethanol from maize

is 500 or more per litre of petrol
substituted (at the current price of
maize), which compares with an average
spot price of petrol on the world market
in 1991 of about 17.50 per litre. In
Europe, the wheat grain that could go
to make ethanol is twice as expensive
as maize in the United States, which
would put the price of ethanol at around
80-1000 per litre of petrol substituted.
Sugar-beet ethanol would have a similar
cost, in the range 70-1000 per litre of
petrol substituted. RME (which replaces
diesel) is rather cheaper in Europe, at
about 50-600 per litre of diesel re¬
placed - below the retail pump price
of diesel in some countries but still well

above the world wholesale market price
(about 1 7.50 per litre, the same as petrol,
in 1991).
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These calculations are com¬

plicated by agricultural sub¬
sidies (in this case to maize,
wheat, rapeseed and sugar-
beet), which distort the rela¬
tive costs of biofuels. Without

government intervention, in
Europe RME would be the
most expensive biofuel at
100-1400 per litre of diesel
substituted, while wheat
ethanol would cost 50-600

per litre of petrol substituted.
Agricultural intervention in
Europe thus results in the
impression that RME is
cheaper than wheat ethanol
(although three times as ex¬
pensive as diesel fuel); with¬
out agricultural subsidies,
wheat ethanol would be

cheaper than RME (at five
times the cost of petrol).

Environmental

Advantages?
Ethanol and its derivative,

ETBE, can be used as ad¬

ditives to petrol to reduce
emissions of carbon monoxide and

hydrocarbons. These emissions contri¬
bute to the formation of ozone which,

at ground level, is harmful to people,
animals and plants. ETBE is more
expensive than ethanol but it gives lower
exhaust emissions and fuel containing
it has less tendency to evaporate. It is
likely to be used mainly in places where
oil companies are required to produce
'reformulated' petrol, designed to give
lower pollution than conventional petrol.
Refiners more often use methyl tertiary
butyl ether (MTBE), which is already a
standard additive to petrol, both to raise
the octane rating of petrol and to reduce
emissions. MTBE is made from metha¬

nol, which is usually made from natural
gas but could in theory be made as a
biofuel from wood.

RME can be used to reduce pollution
from diesel engines. Some of the smoke
and particles in diesel exhaust are made
up of sulphur compounds, from sulphur

After hydro, wood provides the largest share of renewable-source
(dis)advantages.

in the fuel. As RME contains only minute
amounts of sulphur, the exhaust from
engines using it can contain up to 30%
less particles than ordinary diesel ex¬
haust. If engines are properly retuned
to work on RME, they can also emit
slightly less carbon monoxide and NOx.
The alternative to RME would be very
low sulphur diesel fuel, which can be
produced in refineries. But it is more
expensive, and takes more energy to
produce, than ordinary diesel.

Liquid biofuels could also have an
effect on emissions of C02 and other

greenhouse gases. No net C02 emiss¬
ions are produced by burning biofuels
themselves: any C02 emitted when the
biofuels are burned is simply re-absorbed
by growing crops; but, of course, the
life-cycle emissions depend on the fuels
used to run the biofuel factories. In the

United States, it is mainly coal, both
for ethanol distilleries and for the

power-stations that supply them with

electricity in the OECD area - with attendant

electricity. If coal is the main fuel in
ethanol distillation, C02 emissions can
rise when ethanol is substituted for

petrol; if natural gas is used, C02
emissions fall.

Sugar-beet ethanol and RME have
lower life-cycle emissions of C02 than
ethanol produced from maize and wheat,
as one might expect from their lower
energy input. But when all greenhouse
gases are taken into account the picture
becomes more complicated. Per tonne
of biofuel, rapeseed requires more
fertiliser than wheat or sugar. Nitrogen
fertilisers break down in the soil to make

nitrous oxide (N20, popularly known as
laughing gas), which is a very powerful
greenhouse gas. The amount of N20
thus produced is very difficult to measure
but may contribute as much as a third
of the overall greenhouse effect from
RME production. Ethanol production
gives less N20 emissions than RME,
although N20 can still make up as much
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as 20% of the greenhouse-gas s
emissions. 2

en

Although some biofuels may
produce less greenhouse-gas
emissions overall than petrol
and diesel, they have other
environmental impacts which
might not occur if surplus
agricultural land were used to

grow trees or simply left as
wilderness. Intensive agricult¬
ure is often cited as a source

of nitrate in drinking water, both
from fertilisers and from animal

wastes. Soil erosion, too, can

be increased by intensive
farming. There does not seem
to be a conclusive environ¬

mental argument for or against
using biofuels.

Cost-effective

C02 Abatement?

If one takes agricultural
subsidies as given, and al¬
though there is no clear en¬
vironmental benefit from

biofuels, does the threat from

greenhouse-gas emissions
change the equation? The costs
of avoiding C02 emissions when the
biofuels are substituted for petrol and
diesel works out to well over $200 per
tonne of C02 for maize ethanol in the

United States, and over $100 per tonne
for RME in Europe. These costs are
very high compared with other options
for reducing C02 emissions (such as
using gas, or even wood, instead of coal
for power generation). The same
'life-cycle' analysis of energy consump¬
tion and subsequent emissions can be
carried out for the use of wood, either

in producing methanol or generating
electricity. Methanol can be converted
to MTBE, which is widely used as a
petrol additive. The full fuel-cycle cost
and emissions come out of an analysis
rather better than those for maize

ethanol, although the cost is still two
or more times that of petrol.

Generating a kilowatt-hour of electri¬
city from wood results in only about

Biofuels can make a substantial contribution to reducing pollution -
cost?

10-20% of the greenhouse-gas emiss¬
ions that result from existing electricity
generation in Europe or the United
States. The electricity comes out at
20-80% more expensive than power
generated with existing fossil fuels
(assuming no subsidy to wood pro¬
duction). With the exception of
hydro-electricity, which contributes 16%
of OECD power supply, wood waste from
forestry, pulp mills and sawmills already
provides the largest share of renew¬
able-based electricity in the OECD area.
There is, indeed, considerable potential
for future development of wood-fired
power generation through improvements
in forestry yields, harvesting techniques
and wood combustion technology.

Agricultural yields have risen at
1-2% per annum in the course of the
century, and crop surpluses may in-

crease in the future (although
R&D is now aimed more at

maintaining yields with reduced
fertiliser application). Costs of
crop production and biofuel

processing are also likely to fall.
The 'bottom-of-the-range' cost
of ethanol would nonetheless

still be about 400 per litre of
petrol replaced - well over
twice the current price of petrol,
and corresponding to crude
oil prices in the region of
$40-50 per barrel. Prices of
this order are not expected by
some market analysts before
2020, and most expect prices
to be much lower until well into

the 21st century. So a
cost-effective, long-term strat¬
egy for biofuel development is
likely to involve not surplus food
crops but fast-growing trees
and grasses planted expressly
to be harvested for fuel pro¬
duction. Existing government
R&D priorities in many OECD
countries already reflect this
view of the future.
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Energy Demand
in Developing Countries

Energy demand
in the developing countries
is growing as a proportion
of world consumption.
Which sectors are primarily
responsible?
How do patterns
of consumption compare
with the OECD countries?

And what barriers have

to be overcome to improve
energy-efficiency?1

Energy consumption in the devel¬

oping world has grown far
more rapidly over the last twenty

years than in the OECD countries, al¬
though from a considerably lower base.
In 1971, the OECD countries accounted

for 64% of world energy demand and
the developing countries for 15%, the
balance being attributable to the coun¬
tries of the Communist bloc. By 1991,

Karen Schneider

the latest year for which data are
available, the balance of demand had

shifted to 53% and 27% respectively.
Global oil demand, which continues to

form the largest component of total
energy demand, has shown a similar

pattern, and both trends are expected
to continue.2 By 2010, the developing
countries could account for almost 40%

of world energy demand and an even
higher share of world oil demand.

In general, increases in developing-
country energy demand have been
underpinned by growth in population, in
economic activity and in per capita
incomes; and underlying the growth in
economic output has been rapid expan¬
sion in industrial activity. Combined with
the increasing rates of urbanisation
evidentthroughoutthe developing world,3
these factors have led to sharp increases
in the demand for motorised transport.
In most countries, the growth in energy
demand has outpaced that of GDP,
leading to increases in aggregate energy
intensities.4 Energy consumption per

The depletion of fuelwood resources has hit rural residents, who have to travel further and further
from home to find supplies.
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capita in most non-OECD countries
nonetheless remains well below the

OECD average (Figure 1).

Traditional

Fuels

Traditional fuels or 'biomass' -defined

to include fuelwood, bagasse (the
cellulosic residue left after sugar is
extracted from sugar cane), charcoal,
and animal and vegetal wastes - play
an important part in satisfying energy
demand in developing countries. But the
exact importance of these fuels is difficult
to measure since many of them are
collected informally, and the available
statistics therefore tend severely to
underestimate their consumption.

It is nonetheless clear that biomass

continues to satisfy a substantial pro¬
portion of total energy demand (Fig¬
ure 2). But in many areas growth in bio¬
mass consumption is restrained by
several factors, not least being physical
availability - the depletion of fuelwood

resources, for example, has become
a serious problem for some rural
residents in parts of sub-Saharan
Africa and South Asia as the distance

between available supplies and dwell¬
ings increases.

Moreover, since biomass is con¬

sumed to a large extent in rural areas,
increasing urbanisation also acts as
a constraint on consumption. Indeed,
it is the pace of the transition from
traditional to commercial energy forms

j 1. Energy in Developing Countries: A Sectoral
Analysis, IEA/OECD Publications, Paris, 1994.
This study is based on an examination of 21
countries, including the most important energy
consumers in Asia (excluding China), Latin America
and Africa. Together, they accounted in 1991 for
86% of total energy consumed in those regions.

2. World Energy Outlook, 1994 Edition, IEA/
OECD Publications, Paris, 1994.

3. Nicole Massignon, The Urban Explosion in the
Third World', The OECD Observer, No. 1 82, June/

| July 1993.

| 4. Energy intensity is a broad measure of the amount
of energy required to produce a unit of GDP, usually

, calculated as tonnes of oil equivalent per $1,000.

Karen Schneider works in the Non-Member Coun-

£ tries Division of the International Energy Agency
: at the OECD.
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Figure 1

PER CAPITA ENERGY CONSUMPTION, 1991

tonnes of oil equivalent

Source: IEA

that will remain one of the major factors
driving total energy demand over the
coming years.

The Importance
of Industry

Industry accounts for the major share
of commercial energy demand in most
developing countries, reflecting the
dominant contribution of ^^^^
industrial activity to GDP
growth as well as growth
in the share of energy-
intensive industries. Even

though in many countries
the service sector is be¬

coming increasingly im¬
portant, the volume of

industrial production has
continued to expand
strongly in most of them,
accompanied by growth
in energy demand. Struct¬
ural changes have also
contributed: iron and steel

and chemicals (as well
as non-ferrous metals and

non-metallic mineral

products to a lesser
extent) have increased
their share of total indus¬

trial output. Indeed, there

is some evidence of a shift in the

overall location of energy-intensive
industries from OECD to

non-OECD countries: the OECD's

share of global iron and steel
production, for example, fell from
66% in 1971 to 50% in 1992.

There is, furthermore, no clear

evidence that energy efficiency in
the sector has improved substan¬
tially. Only in the most advanced
of the developing economies
do efficiencies in the main energy-
intensive industries approach
those of the best-performing OECD
countries. In the iron and steel

sector, for example, energy inten¬
sity in South Korea and Taiwan
is around the same figure as in
Japan and the United States, but
in India it remains about three

times higher.

Increased activity in the transport
sector has also contributed substantially
to the growth in energy demand,
especially over the 1980s, and particu¬
larly so in the high-growth, high-income
East Asian economies such as South

Korea and Taiwan. In view of its reliance

on liquid fuels, transport accounts for
an even larger share of oil demand in

SO
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Figure 2

SHARE OF TRADITIONAL FUELS IN TOTAL ENERGY CONSUMPTION

50 f

Source: IEA

these countries. Both trends are likely
to continue as per capita incomes rise
and as alternative fuels such as natural

gas are substituted for oil in other
sectors.

The Impact
of Transport Policies

In road-transport, strong upward press¬
ure on fuel consumption has come from
the growth in numbers of passenger cars
and freight vehicles. Although there is
a direct relationship between average
per capita incomes and the number of

vehicles (Figure 3), it can vary widely
between countries, especially at upper
income brackets. This variation often

occurs as a result of government policies
that affect both the direct and indirect

costs of transport services. There are
taxes or subsidies to diesel and gasoline,
and policies that alter the price of
vehicles, through, for example, tariffs on
imported vehicles to protect local indus¬
try. Other policies can affect costs
through the provision of transport infra¬
structure, such as an adequate road
network or a viable system of public
transport.

In Singapore, for example, where per
i^h^^^^b, capita incomes in 1991

were over US$14,000,

vehicle-ownership
rates were roughly the
same as in Malaysia,
where the average
income was only
US$2,500. The differ¬

ences largely reflect
government policies in
Singapore, which are
explicitly directed to¬
wards minimising the
growth in the vehicle
population in order to

control urban congest¬
ion and environmental

damage and include,
among other instru¬
ments, high taxes on
both the capital and
running costs of pri¬
vate vehicles.
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There has also

been strong growth
in the intensity of
transport activity in
the developing coun¬
tries, measured as

passenger kilo¬
metres per capita or
freight-tonne kilo¬
metres per unit of
GDP. But in terms

of both vehicle num¬

bers and transport
activity, most devel¬
oping countries fall
well behind similar

measures for the

OECD countries and

there is much poten¬
tial for energy con¬
sumption in trans¬
port to rise.

On average, more¬
over, vehicles are
less fuel-efficient

than those in OECD ^^^^^^^
countries. Among
many reasons there is the fact that
domestic production of motor vehicles
often concentrates on older, less efficient

models. In India, for example, the
average fuel-economy of new, domes¬
tically produced vehicles is 12-14 litres
per 1 00 kilometres, compared with around
8.2 litres per 1 00 km in the United States.
In addition, the average age of the
vehicle fleet in developing countries is
usually higher than in the OECD area,
exceeding 15 years in many Asian
countries. High and rapidly increasing
urban congestion also contributes to
lower fuel economy, as do low main¬
tenance standards and poor road con¬
ditions. These tendencies are partly
offset by the smaller average size of
vehicles and the high growth in motor
cycles and three-wheelers in some

countries, especially in Asia.
The other burgeoning area of transport

demand is the aviation sector. The

absolute volume of fuel consumption
here is relatively low when compared
with road transport but growth in both
passenger and freight transport has

Figure 3

CAR OWNERSHIP AND PER CAPITA GDP, 1990
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been rapid, outpacing that of GDP by
considerable margins in many countries.
Substantial improvements in fuel eco¬
nomy in aircraft over the last twenty
years, especially in Asia (where traffic
growth and fleet expansion have been
strong), have combined with improved
load factors and more efficient opera¬
tional practices to moderate the growth
in fuel demand.

Residential

Demand

The residential sector has made a

lesser, although still sizable, contribution
to the growth in demand for commercial
fuels. But if traditional fuels are included,
residential demand becomes much more

important since the majority of biomass
is consumed by households, chiefly in
the form of fuelwood and waste products.
In spite of rapid increases in residential
demand over the last twenty years, per
capita energy consumption by house¬
holds remains well below the OECD

average, even in the highest-income

developing econo¬
mies, in the coun¬

tries of East Asia, for

example, consump¬
tion averaged 0.1
tonnes of oil equi¬
valent (toe) per per¬
son in 1991, com¬

pared with an OECD

average of 0.8 toe.
The two central

factors which have

led to higher house¬
hold consumption of
energy, and espe¬
cially of commercial
energy, are increas¬
ing urbanisation and
the growth in per
capita incomes, both
of which are closely
correlated. At the

same time, house¬
hold electrification

rates have increased

^^^^^^^^mm rapidly in manycoun-
tries and reflect the

impact both of rural electrification pro¬
grammes and of growth in urban
populations. Yet the degree of access
to electricity supplies still varies
enormously, ranging (in 1990) from
around 12% in Bangladesh to 100% in
Hong Kong, Singapore, South Korea and
Taiwan.

The expansion in electrification rates
has been accompanied by increased
penetration of electric lighting and ap¬
pliances, but in most developing coun¬
tries they remain low by the standards
of the industrialised world. Even in the

higher-income economies, the penetra¬
tion of sophisticated appliances such as
air-conditioning is limited. In South Korea,
only 9% of households have air-
conditioning, compared with over 60%
in climatically similar Japan.

Growth in residential demand has also

been encouraged by policies which have
often kept energy prices uneconomical^
low. Electricity prices in particular have
often been used as an instrument of

social policy. The scope for household
energy consumption to continue rising
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in conjunction with incomes is huge, and
it will be an important factor in meeting
the development aspirations of the
low-income countries.

Improving
Energy-efficiency?

In view of these different pressures,
energy demand in all the developing
regions is estimated5 to increase at an
average annual rate of over 4% between
1991 and 2010 - more than doub¬

ling - and will account for two-thirds of
the increase in world energy demand.
The consequences will be substantial,
both for the developing countries them¬
selves and for the global energy system.
Meeting the energy demands of less
developed economies will, for example,
require the mobilisation of financial
resources on a large scale, either from
domestic sources (where they may
already be constrained by a debt burden),
through the involvement of multilateral
financial institutions, or by increasing
private-sector participation in the energy
sector. That will be especially important
in power generation, where the require-
5. World Energy Outlook, 1994 Edition.

The link between rising income and car ownership
change the costs of transport.

Energy-intensive industries have shifted to developing countries, pushing up energy demand.

ments for capacity expansion are sub¬
stantial and the costs of provision are
high.

Rising energy consumption will also
contribute to global environmental prob¬
lems, calling for concerted action on
behalf of both the developed and
developing world. Both problems will be
exacerbated by the low efficiency of
energy use that is characteristic of many
developing countries. Indeed, improve¬
ments in energy-efficiency across all
sectors are likely to offer the biggest
opportunities to moderate the increase
in energy demand.

The potential savings from improve¬
ments in efficiency are large, but to
achieve them will require the dismantling
of a range of barriers. Chief among them
is the pervasive underpricing of energy,
but the policies which shelter domestic
industries from competition and which
impose taxes on the importation of
energy-efficient machinery and equip¬
ment also have to be tackled.

can be distorted, or even removed, if policies

OECD countries can play a potentially
important role in disseminating energy-
efficient technologies to the developing
world - which will require the establish¬
ment of effective institutions such as

patent systems to protect intellectual
property and measures to facilitate
international capital flows. Until some
of these barriers are overcome, the

potential contribution of new techno¬
logies to energy efficiency in the
developing countries will remain sub¬
stantially under-realised.
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Global Cities

and Economic Growth
Josef W. Konvitz
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With the accession of Mexico

to the OECD earlier this year,
the OECD area includes the

three largest cities of the
world: Mexico City, New York
and Tokyo, together with their
suburbs and satellite cities,
have between them over 45

million inhabitants, more than
18 of the 25 OECD countries.

When Osaka-Kobe-Tokyo,
Tli'fw/i**T

B^^9 I

Chicago and Istanbul are

World city, global city, mega-
city or cosmopolis - what¬
ever the name, the very large

city remains different from all others, and
is the urban type most closely associated
with the growth of the global economy.
The very largest cities in the OECD are
very wealthy and highly productive.
Metropolitan Tokyo generates twice as
much wealth as Brazil, and nearly as
much as the entire United Kingdom.2
The GDP of China is only slightly higher
than that of Los Angeles, and Dusseldorf
and the Ruhr are worth about as much

in GDP as all of Indonesia. GDP per
capita in OECD countries is well above
average in their megacities. Why? They
offer economies of scale, easier access

to finance, a larger number of better-
paying jobs and more jobs in general,
and more of the industrial and

Josef W. Konvitz works in the Urban Affairs Division

of the OECD Territorial Development Service.
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* « mega-cities amounts to more
* than 100 million people - or as
T many people as lived in the

entire world only a thousand
rs ago. In these nine cities

... be found no less than 11%

of the population of OECD
ntries. How has the

ja-city grown, and what
jonses will it require

service-sector jobs that have higher
returns.

In 1900, London was the only city in
the world with as many as 10 million
inhabitants. In 1 992, there were 1 4 cities

with over 10 million. By the year 2000,
23 cities, 18 of them in developing
countries, will have crossed this thresh¬

old.3 No one can predict what the
consequences of urban growth on such
a scale will be, for the people living there
or elsewhere. Throughout history, regu¬
latory efforts by government to restrict
the size of cities, in terms of population,

1 . The OECD and the Commonwealth of Australia are

organising jointly a conference on 'Cities and the New
Global Economy' to be held in Melbourne on 21-23
November 1994; a publication will appear after the
Conference is held.

2. Rémy Prud'homme, 'Les sept plus grandes villes
du monde', Paper No. 94-8, Observatoire de l'économie
et des institutions locales, Université de Paris XII, 1 994.

3. Nicole Massignon, 'The Urban Explosion in the Third
World'.The OECD Observer, No. 182, June/July 1993.

area, or both, have always failed. In the
past, economic growth has been largely
responsible for controlling poverty and
unmanageable social and environment¬
al problems. The challenge for the future
lies in fostering conditions in cities that
will be favourable to economic growth.

The Impact
of Globalisation

Although there is no direct correlation
between city size and economic import¬
ance, it is clear that the very largest
cities enjoy their disproportionate role
in the world economy because of their
impact on demand, and because they
provide the broadest range of interlock¬
ing services and networks.

Size is both relative and absolute. In

the Renaissance city, a city with 1 00,000
inhabitants, such as Venice, could be

a world city; today, a town of that size

The OECD OBSERVER No. 190 October/November 1994 31



URBAN AFFAIRS

Size is relative - two or three million inhabitants can be enough to give a city global economic importance.

is a regional market centre at best. In
1992, Paris, with 9.4 million inhabitants,
was the 17th largest agglomeration in
the world; if its population reaches 9.6
million in 2000, as is now estimated,
it will rank 25th or 27th in the world.

Istanbul, already the 25th largest
metropolis in the world, may gain as
many people in a year as Paris expects
to add in nearly a decade - and yet,
despite its lower ranking in the future,
Paris will still remain a mega-city.

The critical threshold that allows a city
to participate in the global economy may
be as low as half-a-million inhabitants.

Some of the most highly urbanised
countries often have only one major city,
which often has only 2 or 3 million
inhabitants, and yet their dynamic
economies support trade and foreign
investment, technological innovation, and
the headquarters of major companies:
the Netherlands (with Amsterdam),
Belgium (Brussels), Denmark (Copen¬
hagen) are all small countries with one

large city. Hong Kong and Singapore
are virtual city-states. Canada and
Australia are highly urbanised countries
(judged by the percentage of the popu¬
lation living in cities) with only a few
large cities and considerable expanses
of uninhabited territory. Two-fifths of the
manufactured exports from the State of
New York are produced in Rochester,
which is one of the top ten exporting
cities in America; and the World Sym¬
posium on Trade Efficiency will be held
on 1 7-21 October this year in Columbus,
Ohio - both metropolitan areas with only
a little over 1 million inhabitants each.

Luxembourg, with a population under
500,000, is nonetheless the eleventh-

largest financial centre in the world, with

over 200 banks handling investments
across the globe.

A wider range of cities can participate
in the global economy because
globalisation has changed the way they
perform. First, because of changes in
transport systems and in commercial

services, more cities can ex¬

change goods and services
directly, rather than through an
intermediary such as Chicago or
New York, London or Frankfurt.

Second, globalisation has helped
cities become more specialised
economically because they no
longer have to produce as much
for local consumption only, and
because companies can find
markets elsewhere more easily.
Third, it has exposed cities to
fiscal and financial pressures to
reduce the volatility and inflation¬
ary tendencies of housing and
property markets. Tokyo and
London, for example, may be¬
come less competitive as host
cities to international businesses

if property costs there do not fall.
Fourth, globalisation has accentu¬
ated the importance of cultural
and ethnic diversity in cities as
a factor in their openness to
trade, international inter-urban

migration replacing rural-
to-urban. People from other cul¬
tures make it easier for busi¬

nesses to understand different markets.

Changes in Urban
Form and Function

The shape and structure of cities and
the quality of design - from the 'macro'
scale of infrastructures to the 'micro'

scale of neighbourhoods and buildings -
can have a major effect on the product¬
ivity of firms, the strength of the labour
market, and on environmental costs and

benefits. Three trends are affecting the
form of cities, with implications for their
economic performance and functions. All
three show how the property sector, with
strong financial links to the global
economy, is bringing change to cities
in an effort to anticipate social and
economic demand.

The first is 'suburbanisation', a tend¬
ency which began in the nineteenth
century and is still strong. The suburban
population in the 39 metropolitan areas
of the United States with populations
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over 1 million increased by 55% from
1970 to 1990, while the population in
the city centres increased by a mere
2%. As densities drop, more people in
urban areas are benefiting from more
space per person. But because of

changes in family structures - there are
now more households headed

by single persons -more hous¬
ing units are required to ac¬
commodate the same size of

population as before. In ad¬

dition, many urban activities
are now more space-intensive:
shopping centres and parking
lots, streets, schools and hos¬

pitals take up more land than
similar facilities two genera-
tionsago. Butsuburbanisation
also makes more difficult the

improvement of common fa¬
cilities for transportation, edu¬
cation and the environment.

Suburban development is a
factor even in countries such

as Sweden and Japan, where
there are strong controls on
land use and where the con¬

version of rural to urban land

is more difficult than in the

United States.

Second, a new pattern of
urban development emerged
in the 1980s: a phenomenon
now called the 'edge city'.
Although most visible in the
United States, it is also ap¬
parent in Canada, Japan and
in many rapidly developing
countries as well. It involves

a decentralising redistribution
of economic, civic and trans¬

port activities as a pattern of
polycentricity replaces the con¬
centration of functions in the city centre.
Examples include Tysons Corner near
Washington, DC, or La Défense and
Marne-la-Vallée either side of Paris.

These developments are often created
by companies working on a large scale.
With five million square feet or more
of office space, 600,000 square feet and
upwards of retail space, and more
workers than residents, an 'edge city'

in the United States is no mere suburb,
since it can be as large as many
medium-sized cities. And like a central

business district in a traditional city, an
'edge city' provides jobs to workers who
live elsewhere; employers have more
at stake there than their workers. This

Mtetropolitain
as the entire

Tokyo produces almost as much wealth

United Kingdom.

pattern produces local fiscal efficiency
because 'edge cities' raise more in tax
revenues than they are required to
provide in services. Both 'edge cities'
and suburbs raise questions about how
tax revenues raised in one part of an
urban region where social costs are low
can be spent in other areas where
communities cannot meet their own

requirements.

Third, and simultaneously, there are
countervailing tendencies toward the

efficient use of already built-up urban
districts as governments and businesses
alike seek to capitalise on the invest¬
ments already made in older central-city
areas. This trend is especially evident

in countries such as the Nether¬

lands where land is scarce, but
it is also happening in Canada
and Australia, where further

suburban development might
raise social and environmental

costs.

Cities are changing shape
as their functions evolve. That

should not be surprising: each
new era in the world economy
since the Renaissance has

produced new urban forms

and life-styles. The process is
a creative one. The functions

that today have to be accom¬
modated in the global city
include housing for a mobile
workforce, communications,
inter-urban transportation,
manufacturing and distribu¬
tion, institutions for research

and education, and the politic¬
al frameworks for reaching
decisions about collective

resources and investments.

These may be traditional urban
functions, but globalisation has
modified the types of environ¬
ment appropriate to them and
the rate of economic and

technological change that
affects investment.

The challenges to policy lie
in the implications of spatial
change. How can the econo¬
mies of agglomeration be maxi¬

mised? How can cities best attract and

retain people and firms? To what extent
is the competitiveness of firms affected
by conditions in the cities in which they
are based? How can urban development
contribute to social and environmental

progress? Are cities prepared to con¬
tribute and adjust to the next phase of
economic growth? Several OECD gov¬
ernments, including Australia, Canada,
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Brussels is another global city - although not because of its size.

France, Germany, the Netherlands and
the United States, are sponsoring re¬
search on these types of questions.

What Government

Can Do

Economic growth also gives rise to
new problems as well as to more
effective solutions. Business investment

is anything but spatially uniform, so that
government policies on a wide range
of local issues from housing to education
guide growth to particular places. In an
increasingly interdependent world, gov¬
ernments cannot formulate urban policy
as if it were purely a matter of domestic
relevance. Their point of departure should
be to recognise that national sectoral
and macro-economic policies alone
cannot account for the differences in how

urban economies perform.
Globalisation implies a redistribution

of roles and responsibilities on urban
matters at all strata of government if
they are to adopt cross-sectoral, inte¬
grative strategies on transportation and
housing issues, become more open to
public participation in environmental
affairs, and generate innovative policies

and plans on education, labour-markets
and research. This challenge affects
small and large cities alike, but it is
particularly difficult to meet when urban
areas extend over many municipal
jurisdictions, when large cities represent
an electoral force of national potency,
and when public investments for urban
development can only be met with
contributions from the national budget.

People are often resistant to the
change that accompanies the increased
openness of the world economy, not
least because it raises fears about their

jobs. Government can help, not by
slowing down the rate of change, but
by providing economic, environmental
and educational policies that help people
cope with it. The difficulty lies in learning
how to make policy for something as
permanent as a city within a context
of uncertainty. Policy therefore has to
allow flexibility. In social affairs and
housing that can be achieved through
measures that facilitate the integration
of migrants into communities and the
work force. Education and research are

important in helping the adaptation of
labour to changes in both the service
and the manufacturing sectors. Planning

and land-use policies should enhance
the latent adaptability of existing and
new spaces to unanticipated social,
economic and technological develop¬
ments. But government should have a
vision of the city of the future, lest it
simply respond to change in an ad hoc,
incremental way that ultimately wastes
time and money.

From this list of issues, it would appear
that existing policies, both national and
local, are inadequate to meet the urban
challenges of globalisation. Yet one
should not jump to the conclusion that
urban problems, especially those asso¬
ciated with rapid change, will simply
escalate. History shows that people,
responding to changing prices in mar¬
kets, learn to cope with and solve
problems that are as difficult to anticipate
as they are complex. But it takes a
special government effort to make urban
problems the focus of innovation.
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Spotlight on

Germany
Overcoming Structural Hurdles
The major imbalances that con¬

tributed to the recent recession

in Germany - slow growth in
world markets, high domestic wages and
the tightness of macro-economic
policy - are on course for correction.
But the possibility that the recession
might have been partly structural in
origin, and that problems of competi¬
tiveness and unemployment are more
deeply entrenched than can be ex¬
plained by cyclical factors of demand,
have generated renewed debate about
the long-run attractiveness of Germany
as a location for investment and pro¬
duction.'

Cost-competitiveness is slowly being
regained through flexibility in aggregate
wages and employment, a characteristic
strength in evidence during the recent
recession. Productivity on a per-hour
basis is still the best in Europe, and
Germany remains strong in traditional
exports of quality engineering products,
mainly to the European market. But since
1979 there has been a marked decline

in total factor productivity growth in
manufacturing relative to Germany's
main competitors outside Europe, the
United States and Japan. As a result,
German productivity growth has been
decelerating faster than the OECD
average and Germany is no longer the
world leader in the sectors that it formerly
dominated - chemicals and machinery
and transport equipment.

The main problem seems to be that
innovative capacity in the German
economy is relatively weak, which may
leave the country at a competitive
disadvantage in some high-technology
sectors of international trade, such as

computers and advanced pharma¬
ceuticals. At the same time, the structural

shift from manufacturing to the service
sectors of the economy has been
markedly smaller than in other countries,

1. OECD Economic Surveys: Germany, OECD Pub¬
lications, Paris, 1994.
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and employment in services has been
growing rather slowly.

Supply-side
Rigidities

Inflexible labour markets bear part of
the blame: a rigid wage-structure that
does not adequately reflect inter-firm and
inter-sectoral productivity differentials
has resulted from a centralised wage-
bargaining system. Perhaps most im¬
portantly, the contract wage, which acts
as a de facto minimum wage, has often
priced low-skilled workers out of the job
market. At the same time, high tax rates
and unemployment benefits which are
generous by international standards
have reduced incentives to get back into
the labour market. Stiff rules on worker

dismissals have undermined the incent¬

ives to firms to hire and take risks. A

marked decline in working times has
likewise reflected growing labour costs.

The supply side has been further
weakened by high costs stemming from
impediments to competition and excess¬
ive regulation, exacerbating the prob¬
lems arising from wage inflexibility. A
major instrument of protection is sub¬
sidies, the cost of which, by one estimate,
amounts to around 4-5% of GDP,
equivalent to the entire transfer burden
to eastern Germany. Such subsidies not
only keep taxes high but also impede
adjustment across a range of traditional
industries, not least shipbuilding and
steel but also agriculture. In services,
long-standing state involvement and
restrictive regulations in such areas as
transport, telecommunications and
energy provision have acted as barriers
to market entry.

By 1995, the overall tax-to-GDP
ratio - exacerbated by the higher taxes
and social charges required to cover the
costs of reunification - is expected to
exceed 45%, the highest among the
major industrialised countries. Social
charges will rise to nearly 40% of pre-tax
wages. Tax increases have pushed up
pay settlements and, coupled with the

Lufthansa is among the public assets being prepared for privatisation.
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impact of indirect taxes, have thus had

unfavourable repercussions on prices
and on corporate capital formation.

Inflexibility
in Allocating Resources
Commercial banks play an important

role in both the allocation of resources

to firms and the monitoring of company
performance, since banks supply the
bulk of external financing and repre¬
sentatives from creditor banks sit directly
on companies' boards. Atthe same time,
equity markets are underused and
underdeveloped. A system of this kind

does yield clear benefits, such as a lower
cost of capital, thanks to better inform¬
ation-sharing between banks and firms.
But it also has costs: for example, young
firms with no ties with established banks

(a problem especially in eastern Ger¬
many) often experience financing diffi¬
culties; and there may be insufficient
market discipline over investment, as
well as a tendency towards conservatism
in banks' financing decisions.

But regulatory policies are also to
blame for lagging economic dynamism.
The establishment of new firms is

hindered by lengthy licensing pro¬
cedures, where waits of two years are

common. These often reflect stiff

environmental regulations and popular
resistance to new technologies, such
as biotechnology and gene manipu¬
lation.

The German system of youth training
does an impressive job of preparing
young people for skilled positions in
industrial firms, and is credited with

keeping youth unemployment low. But
recently youth-training programmes
have come under fire for offering
instruction in too narrow a range of
skills and for being slow to respond
to changes in technology and industrial
structure.

The response has been to shift part
of the problem to the universities. The

university system, which was designed
for less than 1 million students, now
has to cope with more than 1 .8 million.
And not only has the number of new
entrants exploded but the time taken
by students to complete degree re¬
quirements has also lengthened. The
result has been a growing budgetary
burden, accompanied by calls for a
reappraisal of the role of education

and training in the strategy to improve
the competitiveness of the German
economy.

The Agenda
for Reform

To alleviate supply-side rigidities, the
German government has committed
itself since the mid-1980s to a pro¬

gramme of deregulation, tax reform and
privatisation. Services, especially finance,
transport and communication, are being
liberalised, either in response to tech¬
nical progress or within the context of
the EU single-market programme. But
there is still much to be done.

One of the main tasks of supply-side
reform is to scale back the public sector
and bring the tax burden back down
to at least pre-unification size. The
government's main tool to this end is
a 3% limit on annual expenditure growth.
But the phasing-out of subsidies in
western Germany, despite some
progress, should remain a priority. And
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The training system has kept youth unemployment low -but does it offer too narrow a range of skills?

new subsidies required to facilitate the

transition in eastern Germany should
carry strict time-limits. The government
is committed to reducing the corporate
tax burden, with the view to attracting
foreign investors and keeping German
capital at home. Accordingly, the cor¬
porate tax rate and the top rate of income
tax for business profits have been
recently reduced. Nonetheless, with next
year's reimposition of the 7Vz% 'solidar¬
ity' income-tax surcharge (to finance the
costs of reunification), the corporate tax
burden will remain unchanged on bal¬
ance on both corporate and personal
tax bills.

Another main target of medium- and
long-term reform is social spending.
Projections of population aging imply
that by the year 2030 over 60% of total
wage costs would be consumed by
social-security contributions without
preventitive action. Pension reform in

1 992 addressed part of the problem, but
more policy action will probably be
required later on to prevent contribution
rates from rising to the point at which

people will be deterred from working.
Further distortions arise from the evasion

of contribution payments and abuse of
benefits within the shadow economy.
The government has launched an ini¬
tiative to target social benefits more
efficiently and improve controls in
unemployment benefits, social-security
contributions and tax-payments, as well
as to reduce benefit entitlements, close
tax loopholes and abolish several tax
concessions -with some success. Even

so, the re-establishment of a balance
between benefits and work incentives

remains a long-term task.
Labour-market reform has been ad¬

vanced recently by the removal of legal
obstacles to more flexible working
schedules and longer working hours. It
is now up to employers and workers
to use these new opportunities to boost
growth. They should also work towards
opening-up wage differentials across
firms and industries, an important pre¬
condition for development of the service
sector, as well as towards the adjustment
of vocational training curricula. The way

should also be cleared for the effective

minimum wage to fall to rates that
would price low-skilled workers back
into the market. Job-protection regu¬
lations, though recently eased by the
extension ofthelawallowing fixed-term
contracts, still discriminate against
risk-taking small and medium-sized
businesses and could be further

relaxed.

Germany has made real progress
in privatising public assets and in
reducing unnecessary regulations -
including substantial reform of the
national railway and postal services
and preparation for privatisation of the
state airline Lufthansa - but it could

go farther and faster. For example,
the tendency of the western Lander
to have major share-holdings
in business concerns risks spreading
to the eastern Lander and should be

reversed by the divesting of all
existing properties linked with busi¬

ness activities. Moreover, the pro¬
posed reforms in the retail sector do

not go far enough to allow the growth
of part-time employment, since the
opening hours for shops remain tightly
regulated. Finally, development of the
capital markets would help stimulate
more innovative investment, the recent

law against insider trading being a step
in the right direction.

Implementation of reforms along these
lines would go a long way towards
improving the German 'model'. It is all
the more important because construct¬
ing a market economy in the eastern
Lander is essential to reducing the
burden on productive resources in the
west. Unification should thus be taken

as an opportunity for invigorating the
forces of entrepreneurship and innova¬
tion.
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Denmark

The Economy Takes Off
Sveinbjorn Blondal and Hans Christiansen

The macro-economic environ¬

ment in Denmark has changed
markedly in recent years. Infla¬

tion has fallen to rates not seen since

the 1950s and is currently one of the
lowest in the OECD area; current-account
surpluses have been recorded since the
early 1990s after 27 consecutive years
of deficits; and weak output growth has
given way to a robust recovery. But this
picture is marred by the fact that

unemployment has continued to rise, to
a record figure of 121/2% of the labour
force in early 1994.1

The improvement in the other eco¬
nomic conditions could not have been

achieved without adherence to a firm

stabilisation policy over several
years -starting with the so-called 'potato'
diet in 1986. The long-standing com¬
mitment to keeping the krone on a par
with the core European currencies has

INDICATORS

5

%

GDP

change from previous year

4

Denmark

OECD average

3

|
? 1

1

0

1 1 1

UNEMPLOYMENT

% of labour force

Denmark

OECD average

II1..1I

CONSUMER PRICES

o change from previous year
CURRENT BALANCE

% of GDP

Denmark

i OECD average
Denmark

OECD average

13

12

11

10

1986 87 88 89 90 91 92 93 94 95 1986 87 88 89 90 91 92 93 94 95

4

3

2

1

0

-1

-2

-3

-4

-5

-6

1986 87 88 89 90 91 92 93 94 95 1986 87 88 89 90 91 92 93 94 95

underpinned expectations of low inflation
in the future and, by steering a course
of restraint, fiscal policy has played an
important role in the restoration of

confidence in future financial stability.
But since the period of policy austerity
coincided with spontaneous spending
restraint in the household sector, do¬

mestic demand slumped and the expan¬
sion of economic activity was dependent
on foreign demand.

Recessionary tendencies gave way to
a strong recovery in the second half of
1993. Increased consumer confidence

and declines in long-term interest
rates -which are very important because
of the Danish tradition of financing
owner-occupied housing with long-term
fixed-rate bonds - contributed to sharp
increases in household spending and
helped to reverse a slide in business
investment. At the same time, a pick-up
in foreign demand translated into strong
export growth. Most indicators point to
output growth gathering further pace in
1994.

From Policy-easing
to Inflation?

Activity has been boosted in 1994 by
a significant relaxation of fiscal policy,
officially estimated to add up to 11à%
to GDP growth. After taking office in
early 1993, the centre-left majority
government agreed on various meas¬
ures to spur economic growth and to
break the rising trend in unemployment.
The main element was a tax reform,

to be phased in gradually from 1994
to 1 998, reducing personal-income taxes
and increasing payroll and 'green' taxes.

1 OECD Economic Surveys: Denmark, OECD
Publications, Paris, 1994.
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In the long run the reform is expected
to be revenue-neutral, but a considerable

part of the tax cuts have occurred in
1994 whereas the offsetting increases
in government revenues are to be
introduced more gradually. This tempo¬
rary tax-cut is estimated to increase
household disposable incomes by around
11/2% in 1994.

Further policy measures have stimu¬
lated demand in 1 994. Public investment

scheduled for 1995 and 1996 has been

broughtforward, and measures to step-up
the retraining of unemployed people, as
well as spending on education, have
increased public consumption. Addition¬
ally, household spending has been
boosted by the granting of tax incentives
to encourage rescheduling of household
mortgage debt which, in conjunction with
the decline in interest rates in the second

half of 1993, has eased households'

liquidity.
Is there a danger that the policy

stimulus, which comes on top of an
already buoyant economy, may rekindle
inflationary pressures? Given the high
unemployment, it could be argued that
the economy should be able to deliver
sizable increases in output before facing
labour shortages. But the high unem¬
ployment rate is not a good measure
of slack in the labour market, since a

large part of the unemployed may not
have sufficient incentives to seek work,

even if demand picks up. Estimates of
the 'structural' unemployment rate vary
from 8% to 101/2%, implying that the
'non-structural' unemployment rate is
currently in the range of only 2 to 41/2%.
Though inflationary pressures should be
contained in the near future, there is

a clear risk of inflation accelerating as
demand picks up very fast.

Labour-market

Reforms

The high rate of structural unemploy¬
ment is the most pressing economic
problem in Denmark. This 'hard core'
of the jobless is partly an unwanted side
effect of generous assistance to the
unemployed. High benefit payments, up

The capacity of the economy to create wealth depends on the business environment.

to 90% of previous earnings, have
weakened the motivation for the unem¬

ployed to find jobs in order to maintain
and to improve their living standards.
This disincentive effect has been com¬

pounded by the very long periods in
which benefits continue to be paid, and
the right of the unemployed to reject
job-offers incompatible with their edu¬
cation and previous occupation. Training
and offers of temporary jobs have aimed
at improving job prospects for the
unemployed, but there are some doubts
as to the effectiveness of these meas¬

ures.

The desire to reduce structural un¬

employment has recently prompted
reforms of labour-market policies. Efforts
have been increased to give timely
training to individuals who risk
very-long-term unemployment, and more
emphasis has been put on providing the
very-long-term unemployed with skills
and labour-market experience. The
system of unemployment benefits has
also been modified: the possibility of
renewing entitlements to benefits by
participation in public employment pro¬
grammes has been abolished, and
benefit periods have been limited to
seven years. Compensation rates have

nonetheless been left unchanged since
the government is not prepared to accept
the social consequences of cutting
benefits.

The authorities have also sought to
encourage job rotation and training by
introducing publicly paid schemes of
leave for both the employed and the
unemployed. Under the schemes it is
possible to take a leave of up to one
year for education, child-care or sab¬
batical purposes, and receive an allow¬
ance equal to 80% of maximum unem¬
ployment benefits. The schemes imme¬
diately gained huge popularity, with more
than 50,000 persons (almost 2% of the
labour force) being on leave by June
1994, most of them on parental leave.
Although increased job rotation could
serve to reduce long-term unemploy¬
ment, there is some concern that

large-scale withdrawal from the labour
market will increase the risk of labour

shortages in the immediate future.

Business-sector

Policies

There is growing recognition that the
wealth- and employment-creating capa¬
city of the economy depends on the
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business-sector environment. Govern¬

ment policies towards the business

sector in the past have been largely
characterised by non-intervention, a
policy stance which has been successful

judging by criteria such as profitability
and ability to adjust to a changing
environment. Yet other performance
indicators have given rise to some
concern, not least the failure of the

business sector to create jobs in past
decades and the concentration of in¬

dustrial activity in slow-growing sectors.
These disappointing aspects of

business-sector performance have re

cently led to several new government
initiatives. Small and medium-sized com¬

panies, perceived as the prime genera¬
tors of new jobs, have been given
increased access to venture capital and
state guarantees for loans. Private com¬
panies, particularly in the service sect¬
ors, have been invited to participate in
joint ventures with government agen¬
cies. Finally, the government has at¬
tempted to compensate national enter¬
prises for their general lack of size by
increasing educational and R&D effort,
and by assisting with the creation of
industrial networks between companies

undertaking joint activities. Although
these initiatives should enhance the

natural dynamism of the business sector,
special care will have to be taken to

ensure that they do not distort compe¬
tition or reduce market discipline.
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the United Kingdom
The National Health System

Since the beginning of the 1980s
the United Kingdom has pur¬
sued a series of wide-ranging

structural reforms aimed at enhancing
the flexibility of the economy through
increasing the role of competitive forces
where possible, and dealing with per¬
ceived market failures through improved
regulation. One recent, and well pub¬
licised, reform package is that of the
National Health Service.1

From its inception after the Second
World War the National Health Service

(NHS) has provided the British popu¬
lation with health care at a reasonable

total cost to the economy. The ratio of
spending on health care to GDP - 6.7%
in 1992 - was among the lowest in the
OECD area, yet UK health standards

Yutaka Imai

appear to be generally in line with those
achieved in other countries.

The reforms adopted three years ago
have nonetheless meant important
changes in the NHS. The aim was to
improve both the efficiency of the system
and patient satisfaction by introducing
an element of competition while preser¬
ving the advantage of the centrally
financed system to keep total spending
on health care under control. Experience
so far suggests that the changes are
encouraging.

The two central features of the UK

system that contribute to cost-control

are, first, its capacity to set and reinforce

Yutaka Imai is Head of Country Studies III in the Country
Studies and Economic Prospects Branch of the OECD
Economics Department.

a budget limit on hospital spending and,
second, the role the family doctor or
general practitioner (GP) plays in avoid¬
ing excessive provision of services. GPs
receive from the government a fixed sum
per patient (capitation) and other pay¬
ments in return for providing general
medical services for their patients.2 The
GP determines whether or not his

patients should be admitted to a hospital
for non-emergency treatment. This
so-called 'gate-keeper' role and the
significance of the capitation payments
(more than half of GP remuneration)
have been important in restraining

1. OECD Economic Surveys: The United Kingdom,
OECD Publications, Paris, 1994.

2. Patients choose their GP but are not allowed to
have more than one GP at a time.
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excessive consumption of medical
services.

Anothercharacteristic of the UK system
that has helped to contain health spend¬
ing is a strict budget limit on hospitals:
before 1991, hospitals received a budget
from central government, and spending
overrunswerenottolerated.Tightbudget
control was obtained through an inflex¬
ible system of allocating funds and was
frequently associated with long queues
and with a lack of sensitivity to patients'
requirements and tastes. More gener¬
ally, the command-and-control system
of the NHS lacked flexibility, incentives
for efficiency, access to financial inform¬
ation (and thus accountability) and choice
of specialist doctors (ophthalmologists,
dermatologists, and so on).

The Main Elements

of Reform

The 1991 reforms maintained the

principles of free access to health care
and tax-based finance but aimed at

reducing supply-side inefficiencies and
increasing consumer satisfaction within
a tight budget by introducing competition
between providers of both hospital and
clinical services. The main characteristic

of the reforms is the distinction between

the purchaser and the provider of the
secondary care (specialist services
usually provided by hospitals).

Under the new system there are two
kinds of purchaser. The first is the 'GP
fundholder', a GP who manages a
budget to purchase a range of services
for his patients through contracts with
hospitals. By the end of 1994 about
one-third of the population will have been
covered by fundholders. Second are the
district health authorities (DHAs). The
role of the DHAs has been changed from
one of organising and providing hospital
care to one of purchasing services
required by the population of the district.

The main changes introduced to the
provider side include increased auto¬

nomy of hospitals, first, through the
granting of trust status and, second, by
obliging all hospitals, regardless of
whether they have trust status or not,
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to earn their incomes by competing for
contracts with DHAs, GP fundholders

and private insurers. The new trusts own
their assets and have their own gov¬
erning body, although they are account¬
able to the Management Executive of
the NHS.

Changes in Spending,
Activity and Efficiency
Initially, at least, the reforms called

for higher spending since it required the
hiring of many more managers and staff
to generate reliable financial information,
to design and negotiate contracts and
monitor their compliance. The NHS
budget was therefore increased in the
years before and immediately after the
reform. The increased spending was
viewed by the government, at least
partly, as an investment that would

maintain and improve the efficiency of
the NHS. From 1995 onwards health

spending is to be brought back to the
low rates of increase seen in the 1980s.

There has been a surge in hospital
activity since the reforms, and not

independently of the increase in funding
(Figure). The total number of in-patients
has increased by an annual average rate
of 5.1% in the three years since fiscal
year (FY) 1 990 (the UK fiscal year begins
in April), compared with a 2.8% annual
average growth in the previous seven.
Even more significantly, there has been
a sharp rise in day surgery (a 1 6% annual
average increase in the three years to
FY1993, more than double the rate

achieved in the seven years before the
reform).

Along with this increase in activity,
there has been an improvement in
efficiency. Comparison of cost-weighted
activity index with volume spending on
hospitals indicates that the annual rate

of efficiency gain has increased since
the reform - from 1.2% per annum
between FY1980 and FY1990 to 1.9%

in FY1992 and an estimated 3% in

FY1993.

By the end of 1 994 nearly all hospitals
will have trust status, discharging DHAs
from their duties of hospital manage¬
ment. Their role as purchasers of sec¬
ondary care services has thus been
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clarified. But in practice, the
separation between DHAs
as purchasers and hospitals
as providers is not yet al¬
ways clear: in many districts
a single dominant hospital
maintains traditional close

links with the DHA and its

officials. In addition, the

purchasing function of the
DHAs remains underdevel¬

oped. Contracting skills and
the detailed medical know¬

ledge required for success¬
ful bargaining with hospitals
are often absent in the DHAs.

And although some DHAs
have developed some con¬
tracting skills, many districts
have continued to rely heav¬
ily on providers in hospitals
to tell them what is required.

Doctors

and Demand

Within the range of serv¬
ices that GPs are permitted
to purchase, they seem to
have been more efficient

than DHAs. GP fundholders

have been more prepared
to choose among providers,
to challenge hospital pract¬
ices and to demand im¬

provements. GPs do indeed

have the medical knowledge
and status to confront hos¬

pital doctors. They also have consid¬
erable flexibility in managing their bud¬
gets in order to improve the quality of
care and attract more patients. One
noteworthy demonstration of this flexi¬
bility is in spending on prescribed drugs,
for GP fundholders are given a limited
sum; they are allowed to use any surplus
for other treatments. This incentive has

visibly slowed the rate of increase
in fundholders' costs over those

of non-fundholders.

Initial indications of the performance
of hospital trusts are encouraging. Most
trusts have met the government's finan¬
cial requirements. Trusts have out

performed other hospitals in increasing
the number of patients treated and in
reducing the number awaiting treatment
for more than a year. These comparisons
are nonetheless inconclusive: the hos¬

pitals that opted for trust status early
on were already the most effective.

Patient Choice

and Satisfaction

From the patients' perspective the
reforms do not appear to have expanded
consumer choice much. Although
patients now have more freedom to
change their GP, limited survey evidence

indicates that they do not
seem to have noticed much

increase in the choice of

specialists available to them.
Nonetheless, recent surveys
of national opinion show
some increase in satisfact¬

ion with the way in which the
NHS is run. The same

surveys also point to a decline
in public dissatisfaction with
certain aspects of hospital
services since the late 1 980s.

Experience in other areas
of policy suggests that shift¬
ing from command-and-
control to a market-based

system is not straightfor¬
ward. The responses of
various individuals and insti¬

tutions in the UK health-care

system, particularly the GP
fundholders, were not en¬

tirely anticipated when the
reform measures were put
into place. On the evidence
available, there is a strong
case for further expanding
GP fundholding; the con¬
tracting capacity of the DHAs
will have to be strengthened;
and the adjustment capacity
and flexibility of the hospital
sector should be enhanced.

Most importantly, competi¬
tive forces should be given
enough time to work them¬
selves through.
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Current Balance" -1.0 -1.3 -1.6

>
_l

<

1993 1994 1995

Gross Domestic Product -0.7 1.5 2.6

Consumer Prices3 4.8 3.9 3.0

Unemployment Rate 10.4 11.7 11.9

Current Balance" 1.3 2.0 2.5

Source: OECD Economic Outlook, No. 55, June 1 994;
for further information, contact The OECD Observer
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1993 1994 1995

Gross Domestic Product 0.1 0.8 2.7

Consumer Prices3 1.0 0.3 0.3

Unemployment Rate 2.5 2.9 2.8

Current Balance" 3.1 2.8 2.5
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1993 1994 1995

Gross Domestic Product 4.8 3.9 3.5

Consumer Prices3 1.4 1.0 1.8

Unemployment Rate 9.2 8.7 8.1

Current Balance" -2.1 -1.2 -0.5
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co

1993 1994 1995

Gross Domestic Product 1.0 1.2 2.7

Consumer Prices3 5.1 4.5 3.4

Unemployment Rate 22.7 24.5 24.4

Current Balance' -0.8 -0.5 -0.8

>
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1993 1994 1995

Gross National Product 6.8 0.6 4.3

Consumer Prices3 51.9 106.0 82.0

Unemployment Rate 8.7 12.6 14.0

Current Balance" -5.5 -2.3 -2.5

O
rr
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O
CD
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X
3
_1

1993 1994 1995

Gross Domestic Product 0.3 1.5 2.6

Consumer Prices3 3.5 2.8 2.5

Unemployment Rate 2.1 2.7 2.5

Current Balance" 4.9 5.1 5.4

Gross Domestic Product

Consumer Prices8

Unemployment Rate

Current Balance"

Notes; Figures in italics are OECD projections
Data for Mexico are not yet available
a. Private consumption deflator; b. As % of GDP (GNP for Turkey)
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1993 1994 1995

2.2 4.3 2.9

1.9 1.4 1.1

6.0 5.6 5.2

2.3 2.2 2.9

z
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a
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to

1993 1994 1995

Gross Domestic Product -2.1 2.7 2.9

Consumer Prices3 6.1 2.4 3.3

Unemployment Rate 8.2 8.0 7.8

Current Balance" -0.2 2.8 4.0

2
o
a

o
z

^

a

LU
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Z
3

1993 1994 1995

Gross Domestic Product 1.9 2.8 3.2

Consumer Prices3 3.5 2.9 2.9

Unemployment Rate 10.3 9.6 8.9

Current Balance" -1.7 -2.1 -2.3
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1993 1994 1995

Gross Domestic Product 0.2 1.4 2.8

Consumer Prices3 2.1 2.1 2.0

Unemployment Rate 8.1 9.8 9.5

Current Balance" 2.8 3.3 3.5
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O
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rr

O
0.

1993 1994 1995

Gross Domestic Product -0.5 1.2 2.3

Consumer Prices3 6.7 5.7 4.4

Unemployment Rate 5.5 6.4 6.9

Current Balance" 1.4 2.2 2 1

Q
Z
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LU

N
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CO

1993 1994 1995

Gross Domestic Product -0.6 1.5 2.5

Consumer Prices3 2.9 1.0 2.5

Unemployment Rate 4.5 4.5 3.8

Current Balance" 8.0 7.3 6.8

to
LU

r-

<
H
CO

Q
LU
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Z

3

1993 1994 1995

Gross Domestic Product 3.0 4.0 3.0

Consumer Prices3 2.7 2.1 3.1

Unemployment Rate 6.8 6.3 5.8

Current Balance" -1.7 -2.1 -2.1

Source: OECD Economic Outlook, No. 55, June 1 994;
for further information, contact The OECD Observer
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New OECD Publications
UE FILL IN THE FORM WITH THIS ISSUE FILL IN THE FORM WITH THIS ISSUE FILL IN THE FORM WITH THIS ISSUE FILL IN

Economy

OECD Economic Surveys

Annual Country Studies
1993-1994 Series

DENMARK

July 1994
See pp. 38-40 of this OECD Observer.
(1 0 94 1 3 1 ) ISBN 92-64-1 41 98-7, 1 50pp.

NETHERLANDS

August 1994
(10 94 21 1) ISBN 92-64-14216-9, 1 10pp.

UNITED KINGDOM

July 1994
See pp. 40-42 of this OECD Observer.
(10 94 28 1) ISBN 92-64-14186-3, 150pp.
France: FF85; elsewhere: FF1 10 US$20 DM33
1994 Subscription
France: FF1, 100
Elsewhere: FF1.200 US$220 DM365

NATIONAL ACCOUNTS,
DETAILED TABLES

II, 1980-1992*
August 1994, bilingual
(30 94 04 3) ISBN 92-64-041 69-9, 590pp.
France: FF540; elsewhere: FF660 US$125 DM210
ISSN 0256-758X

* Also available on magnetic tape

CCET (Centre for Co-operation
with Economies in Transition)

SHORT-TERM ECONOMIC

INDICATORS:

TRANSITION ECONOMIES

Sources and Definitions

August 1994, bilingual
(07 94 05 3) ISBN 92-64-041 74-5, 280pp.
France: FF42; elsewhere: FF55 US$9 DM16
Sent free to all subscribers to Short-Term Eco¬

nomic Indicators Transition Economies (quar¬
terly) *
* Also available on diskette

Development
and Aid

'Development Co-operation Review'
Series

The Development Assistance Committee (DAC)
reviews are regular peer examinations of the
development assistance policies and pro¬
grammes of DAC member countries, and are
unique to the OECD. This series makes avail¬
able the Committee's Summary and Conclu¬
sions as well as the OECD Secretariat reports
prepared for these reviews along with their
supporting statistical material.

Development co-operation policy reviews in
1 994 are planned for Belgium, Canada, Ireland,
the Netherlands, Spain and the United States.

FRANCE

August 1994
(43 94 05 1 ) ISBN 92-64-1 41 62-6, 44pp.

UNITED KINGDOM

July 1994
(43 94 04 1) ISBN 92-64-14125-1 , 54pp.
Each Study:
France: FF40; elsewhere: FF50 US$9 DM16

POPULATION AND DEVELOPMENT

DIRECTORY OF NON-GOVERNMENTAL

ORGANISATIONS IN OECD COUN¬

TRIES

August 1994, bilingual
This specialised Directory provides information
on over 700 non-governmental organisations
(NGOs) in OECD countries and which are
active in population and development. Profiles
of the NGOs describe their aims, their popula¬
tion-education work and activities related to

popu-lation in developing countries.
Cross-reference indexes facilitate access to

information on 'who is doing what and where' in
population and development.
(40 94 01 3) ISBN 92-64-041 71 -0, 460pp.
France: FF330; elsewhere: FF41 5 US$73 DM1 25

Development Centre Studies

MANAGING THE ENVIRONMENT

WITH RAPID INDUSTRIALISATION

Lessons from the East Asian

Experience
David O'Connor

August 1994
This book takes a comparative look at environ¬
mental management experience in five Asian
high economic performers - Indonesia, Japan,
Korea, Taiwan and Thailand. The high cost of
environmental cleaning-up in these countries
points to the importance of placing more
emphasis on prevention, to devise innovative
financing schemes, and to take advantage
of new, lower cost-abatement options.
(41 94 02 1) ISBN 92-64-14181-2, 218pp.
France: FF120; elsewhere: FF155 US$27 DM46

MICRO-ENTERPRISES
AND THE INSTITUTIONAL

FRAMEWORK IN DEVELOPING

COUNTRIES

Christian Morrisson, Henri-Bernard Solignac-
Lecomte and Xavier Oudin

August 1994
Are micro-enterprises and the informal sector in
developing countries stifled by government regu¬
lation? Drawing upon seven detailed country
studies, this book shows that the answer is
largely negative. If, indeed, regulations can
impinge upon an enterprise's activities and
possibilities for expansion and employment
creation, other factors -such as financial short¬

ages - are equally, if not more, important.
(41 94 10 1) ISBN 92-64-14195-2, 232pp.
France: FF140; elsewhere: FF182 US$30 DM55

THE POLITICAL FEASIBILITY

OF ADJUSTMENT IN CÔTE D'IVOIRE
AND MOROCCO

July 1994
Jean-Paul Azam and Christian Morrisson

Though the adjustment measures implemented
in Côte d'Ivoire and Morocco were essentially
the same, they failed in the former and were

successful in the latter. Differing trade struc¬
tures and political traditions explain the con¬
trasting outcomes in these two countries. Al¬
though Morocco was able to diversify its
economy during the adjustment period, Côte
d'Ivoire was not; and where the Moroccan king
was able to maintain national unity, the strains
caused by adjustment in Côte d'Ivoire weak¬
ened political support for the state.

This book explains why and how these pheno¬
mena occurred and draws lessons for the future

both for the two countries studied and for other

developing countries.
(41 94 09 1) ISBN 92-64-14151-0, 110pp.
France: FF75; elsewhere: FF100 US$17 DM30

Development Centre Documents
on Sale

SKILLS ACQUISITION

IN MICRO-ENTERPRISES

Evidence from West Africa

Stace Birks, Fred Fluitman, Xavier Oudin and
Clive Sinclair

Research Director: Bernard Salome

July 1994
Based on collaborative research between the

OECD Development Centre, the World Bank
and the International Labour Office, this book

offers practical and operationally relevant
advice to governments and development agen¬
cies. Its aim is to promote productivity and
employment in micro-enterprises through im¬
proved education and training policies. Though
the analysis is based on surveys of 1,570
entrepreneurs in four West African towns, its
importance for policy-making in developing
countries is not restricted to this region.
(41 94 11 1) ISBN 92-64-14182-0. 100pp.
France: FF50; elsewhere: FF65 US$1 1 DM20

Education

OECD Historical Series

EDUCATION 1960-1990:

THE OECD PERSPECTIVE

George S. Papadopoulos
August 1994
See George S. Papadopoulos, 'An Educational
Agenda for the '90s', The OECD Observer,
No. 168, February/March 1991.
(91 94 02 1 ) ISBN 92-64-1 41 90-1 , 204pp.
France: FF180; elsewhere: FF235 US$40 DM70

Centre for Educational Research

and Innovation (CERI)

OECD Documents

THE CURRICULUM REDEFINED

Schooling for the 21st Century
July 1994
This report presents a comprehensive review of
curriculum reform during the last decade. The
curriculum - the syllabus, programmes taught
and the methodologies and pedagogies used,
assessment - are again at the centre of demo¬
cratic discussion in many OECD countries. The
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problem lies not only in educating the brightest
and the best who can survive any curriculum,
but also in appealing to the rest, especially the
lower 20% who find little relevance in the sub¬

ject matter and methods of work in the school
environment. It is perhaps this group which
requires more innovative ideas and methods
within the curriculum to increase the chances

for a significant and rewarding working life and
reduce the risk of long spells of unemployment.
(96 94 06 1 ) ISBN 92-64-1 41 83-9, 230pp.
France: FF1 30; elsewhere: FF1 70 US$30 DM50

Energy

IEA (International Energy Agency)

ENERGY STATISTICS AND BALANCES

OF NON-OECD COUNTRIES
1991-1992

August 1994, bilingual
Contains a compilation of energy production
and consumption statistics for 85 non-OECD
countries and regions, including developing
countries, central and eastern European coun¬
tries and the former Soviet Union. Data are

expressed in original units and in common units
for coal, oil, gas, electricity and heat. Historical
tables for both individual countries and regions
summarise data on coal, gas and electricity
production and consumption since 1971. Simi¬
lar data for OECD countries are available in the

IEA publications Energy Statistics and
Energy Balances of OECD Countries.
(61 94 23 3) ISBN 92-64-041 77-X, 480pp.
France: FF430; elsewhere: FF535 US$100 DM170

GLOBAL METHANE

AND THE COAL INDUSTRY

August 1994
Part I, entitled 'Global Methane Emissions from

the Coal Industry', contains an inventory of
coalbed methane emissions from worldwide

mining, preparation, transport and storage of
coal. A detailed annex covering the ten largest
coal-producing countries - representing nearly
90% of world coal production in 1990 and total
methane emissions for the world coal indus¬

try - has been calculated by prorating the
methane emission from these ten countries in

proportion to coal production.
Part II, 'Global Coalbed Methane Recovery

and Use: Current Practices and Prospects for
Expansion', examines both the current status
of technology and practices for methane recov¬
ery and the potential for increased recovery and
utilisation of coalbed methane stemming from
mining operations. This part of the study is
based on the economic, technical and regula¬
tory factors that affect decisions on the hand¬
ling of coalbed methane recovery. It also draws
on the expertise and first-hand experience of
coal-industry operators who are routinely
engaged in coalbed methane recovery and
utilisation.

(61 94 21 1) ISBN 92-64-1 4203-7, 70pp.
France: FF100; elsewhere: FF130 US$24 DM39

INVESTING IN ENERGY EFFICIENCY

The Role of Third Party Financing
August 1994

On 28-29 October 1993, an International Con¬
ference on Third Party Financing (TPF) was
held in Lisbon to address some of the key
issues related to alternative financing mecha¬
nisms to encourage and facilitate energy-
efficiency investments. The conference included
discussions on a range of related topics, includ¬
ing: the principles and main actors; the import¬
ance of contracts; sources of financing; the role
of education and training; the role of govern¬
ments and utilities in promoting alternative
financing; and the future market for TPF.
(61 94 20 1 ) ISBN 92-64-14208-8, 1 60pp.
France: FF170; elsewhere: FF220 US$40 DM67

OIL AND GAS INFORMATION*

July 1994, bilingual
A comprehensive reference book on current
developments in oil and gas supply and de¬
mand. Contains country-specific statistics for
OECD countries on production, trade, demand
and prices. Data on world production, trade and
consumption of major oil product groups and
natural gas are available in summary tables.
(61 94 12 3) ISBN 92-64-04168-0, 615pp.
France: FF620; elsewhere: FF740 US$125 DM220
* Also available on magnetic tape and diskette

COAL INFORMATION 1993*

August 1994
A compiehensive reference book on current
world coal-market trends and long-term pro¬
spects. It contains analysis and country-specific
statistics for OECD countries and selected

non-OECD countries on coal prices, demand,
trade, supply, production capacity and emis¬
sion standards for coal-fired boilers. The book

also includes a summary of environmental poli¬
cies on climate issues as well as essential facts

on coal-importing and exporting ports and
coal-fired power stations in coal-importing
regions.
(61 94 16 1) ISBN 92-64-14185-5, 550pp.
France: FF560; elsewhere: FF700 US$105 DM220

* Also available on diskette and magnetic tape

ELECTRICITY INFORMATION 1993

July 1994
This annual publication brings together in one
volume basic statistics on the electricity and
heat production industries in OECD countries.
The statistics cover annual OECD data for

prices, production, consumption and trade.
Detailed electricity and heat statistics are also
presented for each OECD country.
(61 94 17 1) ISBN 92-64-14184-7, 500pp.
France: FF290; elsewhere: FF360 US$64 DM110

RUSSIAN ENERGY PRICES, TAXES
AND COSTS, 1993
August 1994
The Russian energy industry may be the coun¬
try's most promising exporter, but it is strug¬
gling to free itself from the heavy regulation and
economic distortions inherited from the Soviet

era. This analysis examines Russian price and
tax policies as well as production costs in 1 993,
and their effect on supply and demand in the oil,
coal, gas and electricity sectors. The study
underscores the broad consensus among both
Western and Russian experts that primary
energy prices should be lifted to world levels. It
offers a framework for addressing the question

about how fast this should be done in a country
undergoing a tremendous social and political
transformation.

(61 94 15 1) ISBN 92-64-14158-8, 70pp.
France: FF100; elsewhere: FF130 US$23 DM40

'Energy and the Environment' Series

CLIMATE CHANGE

POLICY INITIATIVES

I: OECD Member Countries

July 1994
Summarises, in a parallel format for each
country, its position in the international
negotiations on the UN Framework Convention
on Climate Change, their commitments to
stabilise and/or reduce emissions of C02 and
other greenhouse gases and their present and
planned policies to achieve those commitments
in the energy sector. Central aspects of each
OECD country's energy use and production are
given, along with a six-year trend (1987-92) in
their energy demand and energy-related C02
emissions, based on uniformly derived IEA
energy balances and emissions data. A list of
relevant national studies and information on

how to obtain them is included in each section.

(61 94 14 1) ISBN 92-64-14142-1, 226pp.
France: FF230; elsewhere: FF300 US$53 DM90

NEA (Nuclear Energy Agency)

THE ECONOMICS OF THE NUCLEAR

FUEL CYCLE

July 1994
This study updates the 1985 NEA report and
presents a comprehensive analysis of the indi¬
vidual and total costs of the nuclear fuel cycle
for a pressurised water reactor (PWR) to be
commissioned in the year 2000 for both direct
disposal and reprocessing routes. Sensitivity
cases are discussed and fuel cycles of other
reactor types are also considered.
(66 93 14 1) ISBN 92-64-14154-5, 178pp.
France: FF200; elsewhere: FF260 US$46 DM79

Environment

OECD Documents

LIFE-CYCLE MANAGEMENT
AND TRADE

July 1994
Life-cycle or 'cradle-to-grave' approaches are
becoming increasingly popular in environment¬
al policies, and they have implications fortrade.
Life-cycle approaches assess the environmen¬
tal impacts of a product from the harvesting of
raw materials through production, consumption
and reuse or disposal, but this oversight is
difficult to apply to products which travel through
the international trading system.
See Candice Stevens, 'The Environmental
Life-Cycle and Trade', The OECD Observer,
No. 188, June/July 1994.
(97 94 1 2 1 ) ISBN 92-64-1 41 48-0, 206pp.
France: FF100; elsewhere: FF130 US$23 DM40

TOWARDS SUSTAINABLE

AGRICULTURAL PRODUCTION

Cleaner Technologies
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August 1994
This report looks at the major environmental
impacts of conventional agricultural practices,
those environmentally friendly technologies and
practices that address the problems raised by
conventional practices, and the obstacles to
more widespread diffusion of cleaner product¬
ion technologies. It concludes with a discussion
of the actions OECD governments are taking to
further necessary institutional and policy re¬
form and to encourage continued technological
innovation to move the agricultural sector to¬
wards sustainability.
(97 94 13 1) ISBN 92-64-1 41 88-X, 98pp.
France: FF60; elsewhere: FF80 US$14 DM24

Financial, Fiscal
and Enterprise Affairs

OECD Documents

TRANSFER PRICING GUIDELINES

FOR MULTINATIONAL ENTERPRISES
AND TAX ADMINISTRATIONS

Discussion Draft of Part I

July 1994, bilingual
The establishment for tax purposes of appro¬
priate transfer pricing - the pricing at which an
enterprise transfers physical goods or in¬
tangible property or provides services to asso¬
ciated enterprises - is among the most difficult
issues in international taxation. Transfer pricing
is important for both taxpayers and tax admin¬
istrations. It determines the income and ex¬

penses, and therefore taxable profits, of asso¬
ciated enterprises in different tax jurisdictions.
OECD governments recognise that internation¬
ally agreed guidelines on transfer pricing are
necessary to minimise tax barriers to inter¬
national trade and investment.

(23 94 07 3) ISBN 92-64-04170-2, 142pp.
France: FF60; elsewhere: FF80 US$14 DM24

FINANCIAL MARKET TRENDS

No. 58

July 1994
(27 94 02 1), 186pp.
France: FF90; elsewhere: FF1 1 5 US$20 DM35
1994 Subscription:
France: FF235; elsewhere: FF260 US$47 DM90

REVENUE STATISTICS

OF OECD MEMBER COUNTRIES

1965-1993

August 1994, bilingual
Data on government-sector receipts, and on
taxes in particular, constitute basic inputs to
most structural economic descriptions and eco¬
nomic analyses, and are increasingly used in
international comparisons. This annual publi¬
cation provides a conceptual framework for
defining which government receipts should be
regarded as taxes and how the different types
of taxes may be classified. It then presents a
unique set of detailed and internationally com¬
parable tax data in a common format for all 24
OECD countries covering the period from 1 965
onwards.

With 178 tables and 13 charts

(23 94 04 3) ISBN 92-64-041 76-1 , 270pp.
France: FF225; elsewhere: FF290 US$50 DM89

OECD Financial Statistics (Part 2)
FINANCIAL ACCOUNTS

OF OECD COUNTRIES*

FRANCE 1978-1993

August 1994, bilingual
(20 94 25 3), 68pp.

LUXEMBOURG 1983-1993,
NETHERLANDS 1987-1992,
SWITZERLAND 1977-1992

July 1994, bilingual
(20 93 31 3), 76pp.
Each Survey:
France: FF50; elsewhere: FF65 US$12 DM20

1994 Subscription (includes Parts I, II and III):
France: FF1 ,600
Elsewhere: FF1.760 US$320 DM565
* Also available on diskette

TAXATION OF NEW FINANCIAL
INSTRUMENTS
June 1994

The new financial instruments available on capi¬
tal markets have proliferated over the past
decade. But their domestic and international

tax treatment is often uncertain. This report
presents the results of an analysis of the appli¬
cation of domestic laws and tax treaties to four

particular types of instruments: interest-rate
swaps, financial futures, options to buy shares,
and bonds issued at a deep discount. It then
explores the possibility of arriving at consistent
treatment of these instruments to provide more
certainty for both tax administrators and the
financial markets.

(23 94 06 1) ISBN 92-64-14161-8, 111pp.
France: FF70; elsewhere: FF90 US$16 DM28

OECD Reviews

of Foreign Direct Investment

GREECE
June 1994

This publication examines Greece's policies on
foreign direct investment and the role it plays in
the Greek economy. The Review explains the
regulations governing foreign participation in
different sectors, mainly financial services, travel
and transport, fisheries, mining and broadcast¬
ing.
(21 94 51 1) ISBN 92-64-14153-7, 38pp.
France: FF90; elsewhere: FF115 US$20 DM37

1994 Subscription:
France: FF300; elsewhere: FF330 US$62 DM1 10

CCET (Centre for Co-operation
with Economies in Transition)
CORPORATE BANKRUPTCY

AND REORGANISATION PROCEDURES
IN OECD AND CENTRAL

AND EASTERN EUROPEAN

COUNTRIES

August 1994
Bankruptcy legislation is an important tool for
introducing a market discipline to the enterprise
sector. This publication contains four papers on
bankruptcy procedures in OECD countries and
four others on the introduction of such legis¬
lation in countries where economies are in
transition.

(14 94 09 1) ISBN 92-64-14192-8, 144pp.
France: FF120; elsewhere: FF156 US$26 DM46

10 BESTSELLERS

(To order, please use the form inserted

in this issue)

1. OECD ECONOMIC OUTLOOK
No. 55 - June 1994

(12 94 55 1) ISBN 92-64-14103-0
France: FF125; elsewhere: FF160 US$27 DM49

2. OECD ECONOMIC SURVEYS
1993/1994 Series

KOREA

(10 94 39 1) ISBN 92-64-14129-4
France: FF1 20; elsewhere: FF1 55 US$27 DM48

3. THE OECD JOBS STUDY

Facts, Analysis, Strategies
(81 94 07 1) ISBN 92-64-14145-6
France: FF50; elsewhere: FF65 US$11 DM20

4. SCHOOL: A MATTER OF CHOICE
(96 94 03 1 ) ISBN 92-64-1 4087-5
France: FF100; elsewhere: FF130 US$22 DM39

5. OECD REVIEWS OF FOREIGN

DIRECT INVESTMENT:

PORTUGAL

(21 93 53 1) ISBN 92-64-14130-8
France: FF90; elsewhere: FF1 15 US$20 DM37

6. INTERNALISING

THE SOCIAL COSTS
OF TRANSPORT

(97 94 10 1) ISBN 92-64-14141-3
France: FF200; elsewhere: FF260 US$44 DM79

7. ENERGY STATISTICS

OF OECD COUNTRIES
1991/1992

(61 94 09 3) ISBN 92-64-04040-4, bilingual
France: FF235; elsewhere: FF300 US$52 DM93

8. CREATING RURAL INDICATORS
FOR SHAPING TERRITORIAL

POLICY

(03 94 01 1) ISBN 92-64-1 41 12-X
France: FF80; elsewhere: FF100 US$18 DM30

9. THE ENVIRONMENTAL EFFECTS
OF TRADE

(97 94 07 1 ) ISBN 92-64-1 4094-8
France: FF200; elsewhere: FF260 US$44 DM79

10. WOMEN AND STRUCTURAL

CHANGE

New Perspectives
(81 94 05 1) ISBN 92-64-14111-1
France: FF130; elsewhere: FF170 US$28 DM50

The OECD OBSERVER No. 190 October/November 1994 47



Fisheries

OECD Documents

FISHERIES ENFORCEMENT ISSUES

July 1994
As many fish stocks face over-exploitation and
fishermen suffer from low incomes, enforcing
fisheries legislation and observing the rules of
the game become more and more important.
During a two-day Workshop on Fisheries En¬
forcement hosted by the OECD, experts dis¬
cussed a range of practical, economic and legal
issues they face in everyday enforcement work.

This publication is a collection of papers
presented at that workshop. It addresses pract¬
ical issues in fisheries enforcement and pro¬
vides an account of OECD countries' experi¬
ence.

(53 94 01 1 ) ISBN 92-64-1 41 65-0, 254pp.
France: FF130; elsewhere: FF170 US$30 DM50

Industry, Science
and Technology

THE MEASUREMENT OF SCIENTIFIC

AND TECHNOLOGICAL ACTIVITIES

Proposed Standard Practice
for Surveys of Research
and Experimental Development
'Frascati Manual' 1993

August 1994
Monitoring the research and development
efforts of industry, government and countries is
essential to policy-making and analysis. The
Frascati Manual is the basic international source

of methodology for collecting and using re¬
search and development statistics. This new,
fifth edition reflects recent changes in the struct¬
ure of national science and technology systems
and revisions in standard international classifi¬
cations.

See Alison Young, 'What Goes into R&D?', The
OECD Observer, No. 183, August/September
1993.

(92 94 04 1 ) ISBN 92-64-1 4202-9, 290pp.
France: FF250; elsewhere: FF325 US$58 DM99

'Information, Computer
and Communications Policy' Series
No. 34

INTERNATIONAL

TELECOMMUNICATION TARIFFS

Charging Practices and Procedures
August 1994
The pricing structure for the provision of inter¬
national telecommunication services has be¬

come a key issue for policy-makers in recent
years. This report examines the present system
of charging practices, and concludes that it is
inefficient, discriminatory, and results in eco¬
nomic distortions. The report recommends that
priority be given to improving the existing ac¬
counting mechanisms for international switched
telecommunication services.

(93 94 07 1) ISBN 92-64-14197-9, 116pp.
France: FF125; elsewhere: FF165 US$30 DM49

Megascience: The OECD Forum

OCEANOGRAPHY

August 1994
Oceans cover 70% of the globe's surface, are
central to both weather and climate change,
and profoundly affect economic performance in
many areas. Thanks to advances in basic re¬
search in oceanography, it is possible today to
envisage observation of the global ocean, a
monumental task, and one that is far more

difficult than studying the atmosphere. Many
areas remain largely unexplored and far more
data are required. The economy and the safety
of life on Earth today and in the future require
better understanding of the events that occur in
the oceans; mankind has to learn to plan for
what they reveal about the future.

Among several projects of megascience
dimensions discussed at a Megascience
Forum expert meeting on oceanography, present
research on, and plans for, a global ocean
observing system were singled out for discuss¬
ion. Planning is currently under way for what will
eventually become a world-wide operational
system of ocean observation; in view of vast
amounts of information that will be required,
extremely careful planning is essential in order
to avoid waste and unnecessary duplication
and to involve all the countries of the world in its

implementation.
(92 94 05 1) ISBN 92-64-14205-3, 130pp.
France: FF135; elsewhere: FF175 US$31 DM53

'Regional Policies' Series

REGIONAL PROBLEMS AND POLICIES
IN CANADA

August 1994
Confronted with persistent regional inequali¬
ties, the Federal Government of Canada has

put in place a regional-development policy which
is particularly original by virtue of its decen¬
tralised nature, integrated character and
wide-ranging application. This report reviews
the activities of the four agencies concerned
and shows the links established between

sectoral policies and regional actions. In par¬
ticular, it examines the types of measures taken
and the characteristics of the assistance pro¬
grammes undertaken, and evaluates the
results.

(70 94 02 1 ) ISBN 92-64-1 41 93-6, 68pp.
France: FF90; elsewhere: FF1 1 5 US$20 DM36

REGIONAL PROBLEMS AND POLICIES
IN THE UNITED KINGDOM

August 1994
Like other OECD countries, the United King¬
dom is confronted by the problems inherent in
regional socio-economic adjustment. The prin¬
cipal challenges for British regional policy are to
restructure old industrial areas, create employ¬
ment, develop local entrepreneurship and re¬
store the environment. This report examines all
these areas. In addition, it underlines the impor¬
tance that is accorded to the problems of the
inner cities and urban concentrations, to the

growing interaction between regional and tech¬
nological policies, and to foreign investment.
Finally, it highlights the dominant role of the

central administration in the formulation of re¬

gional policy.
(70 94 03 1) ISBN 92-64-14194-4, 82pp.
France: FF90; elsewhere: FF1 1 5 US$20 DM36

CCET (Centre for Co-operation
with Economies in Transition)

INDUSTRY IN THE CZECH

AND SLOVAK REPUBLICS

August 1994
Between 1989/90 and December 1992, the
Czech and Slovak Federal Republic (CSFR)
took substantial steps leading it from a central¬
ised command economy towards a market-
based economy. The complex partition into
two independent republics on 1 January 1993

temporarily diverted attention away from the
measures of the three previous years that con¬
solidated and strengthened the transformation.

Both new independent republics seek to safe¬
guard the achievements inherited from the
Federation and to promote mature institutions
and markets that best meet their own unique
conditions. This report evaluates those policy
measures affecting industry and economic de¬
velopment, examines the fundamental princi¬
ples behind the industrial policy of both repub¬
lics, and identifies specific obstacles to struct¬
ural adjustment in Czech and Slovak industries.
(14 94 07 1) ISBN 92-64-1 41 87-1, 140pp.
France: FF90; elsewhere: FF120 US$20 DM36

Labour Market

and Social Issues

EMPLOYMENT OUTLOOK - JULY 1994

July 1994
See the centrefold of this OECD Observer.

(81 94 08 1 ) ISBN 92-64-1 41 66-9, 208pp.
France: FF225; elsewhere: FF290 US$52 DM89

MIGRATION AND DEVELOPMENT

New Partnerships for Co-operation
August 1994
OECD countries are presently faced with both
increased international migration flows and a
limited capacity to integrate significant num¬
bers of new immigrants. The only adequate
long-term response to these challenges is to
foster sound development in the sending coun¬
tries that reduces the incentive to emigrate.

This publication, based on the Conference
on Migration and International Co-operation
organised in Madrid (29-31 March 1 993) jointly
by the Canadian and Spanish governments and
the OECD, aims to assist policy-makers in
deepening their understanding of the relation¬
ship between migration and development. It
examines and compares the main systems of
migration with respect to their performance and
adaptability to structural change and increased
migration flows, and reviews the control and
selection of entries, and policies designed to
integrate immigrants in several OECD coun¬
tries. It also highlights the importance of new
forms of partnership for co-operation among
the main actors in migration and development,
and broadens the scope for policy by assessing
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the impact of development strategies - the lib¬
eralisation of trade and capital flows, aid and
co-operation, for example - on employment
creation and the reduction of the incentive to

emigrate.
The impact on migration of regional integra¬

tion, foreign direct investment and migrant
remittances, is examined, drawing on ex¬
amples from Asia, North America, sub-Saharan
Africa, the Maghreb, and Europe.
(81 94 09 1) ISBN 92-64-14200-2, 306pp.
France: FF320; elsewhere: FF400 US$75 DM120

Public

Management

Public Management Occasional
Papers

This new series of Public Management
Occasional Papers was launched following
the establishment in 1990 of the OECD Public

Management Committee. It complements the
Public Management Studies published by the
OECD. This series includes specialised reports
prepared as contributions to the work of the
Committee. These reports focus on specific
issues of administrative improvement in areas
such as policy-making, budgeting, human-
resource management, regulatory reform, the
use of market-type mechanisms and perform¬
ance management.

TRENDS IN PUBLIC SECTOR PAY

A Study of Nine OECD Countries
1985-1990

1994 Series No. 1

July 1994
(42 94 51 1) ISBN 92-64-1 41 43-X, 130pp.
France: FF80; elsewhere: FF100 US$18 DM52

PUBLIC SERVICE PAY
DETERMINATION AND PAY SYSTEMS

IN OECD COUNTRIES

1994 Series No. 2

July 1994
(42 94 52 1) ISBN 92-64-14159-6, 92pp.
France: FF60; elsewhere: FF80 US$14 DM24
1994 Subscription (up to nine surveys):
France: FF450; elsewhere: FF495 US$85 DM145

Rural

Development

THE CONTRIBUTION OF AMENITIES

TO RURAL DEVELOPMENT

July 1994
See pp. 19-22 of this OECD Observer.
(03 94 02 1 ) ISBN 92-64-1 41 64-2, 88pp.
France: FF80; elsewhere: FF105 US$18 DM32

Trade

Trade Policy Series No. 4

TRADE AND COMPETITION POLICIES:

COMPARING OBJECTIVES
AND METHODS

July 1994
See Phedon Nicolaides, 'Reconciling Trade
and Competition Policies', The OECD Ob¬
server, No. 187, April/May 1994.
(22 94 03 1) ISBN 92-64-1 41 57-X, 54pp.
France: FF30; elsewhere: FF40 US$7 DM12

Transport

ECMT (European Conference
of Ministers of Transport)

Round Table 95

TRANSPORT INFRASTRUCTURE

AND SYSTEMS FOR A NEW EUROPE

July 1994
As the countries of central and eastern Europe
undergo radical economic upheavals, the
question of pan-European transport is being
brought very sharply into focus. The transport
system cannot be viewed simply in terms of the
volume of traffic moving from one particular
place to another but must be seen as a whole,
both theoretically and pragmatically in terms of
specific projects. What infrastructure is to be
selected? Which method of organising trans¬
port 'markets' is to be preferred? How can
demands logically dictated by urgency - cater¬
ing to expanding traffic flows in spite of inad¬
equate transport networks - be reconciled with
such longer-term imperatives as environmental
protection or integrating central and eastern
Europe into a vast area of cultural and eco¬
nomic relations?

(75 94 06 1) ISBN 92-821-1 192-X, 136pp.
France: FF1 10; elsewhere: FF140 US$25 DM43

ROAD SAFETY EDUCATION

FOR YOUNG CHILDREN

AND TEENAGERS

Fourth Joint ECMT/Council

of Europe Conference
2-4 March 1994 Strasbourg, France
August 1994
Young road users present a major problem in
every country where road traffic is heavy, since
they are at high risk of involvement in a road
accident sooner or later. All efforts to sensitise

young children and teenagers to traffic hazards
and provide road safety education must there¬
fore be unremitting.

The ECMT and the Council of Europe held a
fourth joint conference on this subject in Stras¬
bourg on 2-A March 1994. This publication,
which presents the Acts of that conference,
compares notes and reviews the economic,
social, and cultural developments over the past
decade in the thirty or so European member
countries of the two organisations. It maps out
a range of strategies to ensure that youngsters
are made more aware of road safety in and
outside of school.

(75 94 07 1 ) ISBN 92-821 -1181 -4, 250pp.
France: FF190; elsewhere: FF245 US$42 DM75

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

m 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 300,000 (Administrator) and
from FF 430,000 (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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The International leotoral Data Base (IIDB)

The ISDB, just revised, provides a unique source of sectoral statistics on a standardised international basis for

professional economists and industrial analysts. It contains standardised data, for 14 OECD countries - Australia,

Belgium, Canada, Denmark, Finland, France, Germany, Italy, Japan, Netherlands, Norway, Sweden, the United

Kingdom and the United States - and for all or most of 30 sectors of the total economy, on the following subjects:

total factor productivity

gross domestic product at current and constant prices and US dollar equivalent

gross fixed capital formation at current and constant prices and US dollar equivalent

total employment

number of employees

compensation of employees at current prices

gross capital stock at constant prices in US dollar equivalent

foreign trade at current prices in US dollars.

For a limited group of countries data is also available on:

ratio of gross operating surplus to gross domestic product minus net indirect taxes

ratio of net indirect taxes to gross domestic product

ratio of machinery and equipment over total capital stock.

The data, on diskette, are in the form of annual time series and cover a standardised period from 1970 to 1992,

although they also include, for a number of countries, compatible series from as early as 1960 or as recent as 1993.
The volume data are in 1985 constant prices and are represented in local currency or converted to US dollars using
1985 purchasing power parities. The sectoral breakdown follows the International Standard Industrial Classification
(ISIC).

Price: FF3J80 £420 US$685 DM1,145

The Business lector Data Base (BSDB)

The OECD Business Sector Data Base (BSDB) contains data for 24 OECD countries related to business sector value

added, employment, investment, factor prices and capital stocks, from 1960 to the present day and are stored in
quarterly form. The underlying data base was developed for use in the analysis of production and supply issues in

the context of the OECD's regular surveys and assessments, and related empirical studies,

The BSDB diskettes are accompanied by user instructions and detailed Sources and Methods material based upon

the OECD Working Paper 'The Measurement of Output and Factors of Production in the Business Sector for the 24
OECD Member Countries' (available free of charge from OECD Electronic Editions).

Subscription: FF2.500 £280 US$455 DM760
2 issues per year in May and October

Statistic/ on diskette lor IBffl-Compatible microcomputers

Diskettes are provided on either 5 'A" or 3W double-sided, double-density diskettes formatted on both sides. Data are

supplied in a compressed format specific to the OECD. The diskettes contain a simple programme for transferring
data into DIF, SYLK, or LOTUS WKS formats. Data can therefore be readily used with such software packages as LOTUS
1-2-3, QUATTRO-PRO, EXCEL and the MS-DOS operating system. Full technical documentation accompanies each

data package.
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OECD Employment Outlook
Editorial

CREATING VIABLE

AND PRODUCTIVE JOBS

Recovery has been underway for some
time in North America, the United

Kingdom, Australia and New Zealand
and is expected to spread to most other
OECD countries during 1994; in Europe
and Japan, it is unlikely to be very
vigorous in the short-term. In spite of
this improvement in the economic out¬
look, 1994 will witness record volumes

of unemployment in the OECD area,
with 35 million people out of work (an
unemployment rate of 81/2%), an in¬
crease of 1 0 million over the 1 990 figure.
Indeed, unemployment in Europe is
expected to continue rising into 1995,
while for the OECD area as a whole

only a modest decline to 341/2 million
in the second half of 1995 is foreseen.1

Unemployment on such a scale
imposes unacceptably high costs in
terms of the waste of economic and

human resources and social distress.

Furthermore, the total number of unem¬

ployed is only one dimension of the
problem. The demographic composition
and the duration of unemployment are

also of major concern. In most countries,
youth unemployment rates are two to
three times higher than adult rates. In
spite of the declining numbers of young
people entering the labour-market during
the 1980s compared with the 1970s,
there is little evidence of real improve¬
ment in their labour-market situation. In

some countries, unemployment is con¬
centrated among the long-term unem¬

ployed and, in others, among a relatively
small part of the labour force who suffer
multiple spells of unemployment which
can add up to long periods of total
joblessness.

In addition, current measures of un¬

employment capture only a part of the
problem. More comprehensive meas¬
ures of labour-market slack, which in¬

clude discouraged workers and those

1. Employment Outlook, OECD Publications, Paris,
1994.

2 OECD Jobs Study: Facts, Analysis, Strategies,
OECD Publications, Paris, 1994.

involuntarily working part-time, could
add 40% or more to the total number

of unemployed in the OECD area.
The OECD Jobs Study, endorsed by

OECD Ministers at their meeting on
7 June, summarised the main findings
of a two-year study by the OECD
Secretariat of the causes of high and

persistent unemployment, and of appro¬
priate solutions. It underscores the
necessity for OECD societies to enhance
their ability to adapt to structural change
and to take advantage of new oppor¬
tunities in order to generate sustained
productivity growth and increases in real
living standards. Success on this front,
combined with policies which improve
the capacity of OECD economies to
create more jobs, especially in the
private sector, will lead over time to
significant cuts in unemployment. The
Jobs Study has developed a compre¬
hensive strategy and detailed policy
recommendations for achieving the twin
goals of higher employment and good
jobs.2

While the policy focus on the creation
of new jobs emphasises high-productivity,
high-wage jobs, many less-skilled ones
will continue to be created in OECD

economies. Detailed medium-term pro¬

jections suggest that a wide variety of
occupations, many requiring advanced
qualifications, but many others requiring
fewer qualifications, will contribute to
employment growth overthe next decade.
These latter types of jobs are essential,
both socially and economically. For
many young people, they can be an entry
into the world of work. But such jobs
should not become traps, locking workers
into low-wage, unstable employment.

Job Creation,
Job Destruction

Economies are in a constant state

of flux as new jobs are created and old
ones are destroyed. This process yields
high rates of job-turnover: about one in

ten jobs in most OECD economies gets
created and a roughly equal proportion
gets destroyed every year. High rates
of job-turnover do not seem to differ
much across countries with very different
net employment performance. In recog¬
nition of its importance, the G-7 con¬
ference on jobs in Detroit in March and
OECD Ministers in June asked the

OECD to strengthen further the under¬
standing and analysis of the process
of job creation and destruction. This work
raises important policy issues in the
creation of new establishments, the

trade-offs between external and internal

flexibility facing businesses and workers
in adjusting to shocks, and the types
of assistance provided to displaced
workers in order to help them find another
job.

Considerable attention has been paid

to the process of firm births and deaths.
It is sometimes argued that new, often
small, firms are the basis of most

job-creation. Creating a higher rate of
firm births is therefore considered to be

an important objective of policy. But
others have argued that job-creation is
highly concentrated among a very small
number of new enterprises and that most
never grow at all. These observations
have given rise to a lively policy debate.

One school of thought suggests that
policy should seek to foster a higher
rate of new business start-ups, leaving
market forces to sort out the successful

firms from the rest. But the track record

of special programmes offering tax
exemptions and subsidies to encourage
new firm start-ups has not been encour¬
aging. Moreover, high birth-rates go
hand-in-hand with high death-rates,
largely among the young establishments
that policy is seeking to foster. If new
(largely small) businesses exhibit such
volatility, the central issue is whether
it is cost-effective to use public funds
targeted simply on increasing enterprise
creation. At the same time, public policy

should move swiftly to eliminate existing
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regulations and practices which hinder
business start-ups.

Another school argues that policies
are required to nurture the minority of
new firms that appear most likely to
succeed and to create durable, product¬
ive jobs, and that factors which seem
to enhance the survival of new firms

are access to expert advice on mar¬

keting, financial accounting and mana¬
gerial strategies, as well as the devel¬
opment of long-term ties with customers
and suppliers. Such relationships have
been evident in successful industrial

districts - in parts of northern Italy, for
example, where governments have also
played an important role in facilitating
co-operation. Yet there is little empirical
evidence on how much such factors

increase business survival rates at the

margin. The case for selective intervent¬

ions rests on the ability of policy-makers
to determine both operational criteria by
which to identify the most promising new
firms and the kinds of aid which will

maximise their chances of success. At

a minimum, it is important to ensure that
industrial policy does not unduly favour
established larger firms at the expense
of new small firms.

Because empirical knowledge of these
issues is limited, governments should
invest more in evaluating what works,
and what does not, in fostering business
start-ups and creating an environment
within which the maximum number of

new firms can grow successfully and
create jobs. There is also considerable

scope for international co-operation to
pool evaluation results and experiences.

Some job turnover is a natural part
of the process of economic growth and
structural change. But the high rates of
turnover observed in most OECD econo¬

mies do entail substantial costs. First,
as last year's Employment Outlook
emphasised, high labour-turnover can
deter both businesses and workers from

investing optimally in skill training.3 The
result can be even more labour turnover

as workers look for better job oppor¬
tunities in other firms, in effect validating
the firm's decision not to invest. The

relative lack of skills can, in turn, affect

the ability of firms to adapt to change
via internal flexibility as opposed to
external adjustment. Second, perma¬
nent job losses often lead to substantial
cuts in income for those affected as their

accumulated firm-specific skills lose their
value. Third, when turnover is associated

with large-scale redundancies or plant
closures, there may be substantial costs
borne by regions and communities which
are not fully factored into the decisions
of the firms in question.

Concerns about high rates of turnover
lead to two important policy issues:

the role(s) of governments and/or
collective bargaining arrangements in
providing some degree of employment
protection as a way of dealing with these
costs

the role of active labour-market policies
in assisting the matching of workers and
businesses.

Across OECD countries, firms face

widely varying requirements in terms of
giving advance notice on mass redun¬

dancies and/or making severance pay¬
ments and consulting with worker re¬
presentatives on ways either to mitigate
the economic costs of lay-offs or to find
alternatives to job losses. The outcomes
of such policies - both in efficiency and
equity - are intensely debated.

Advance notice and consultation over

workforce reduction or redeployment/
retraining can improve labour-market
efficiency by providing more information
to economic agents. In principle, they
enable labour-market authorities to target
counselling and placement services
before jobs are lost. If advance notice

and consultations do effectively increase
the costs of redundancies to firms, it
may induce enterprises to look for more
creative solutions to problems of work
organisation than simply dismissing some
workers to hire others. And when job
losses are unavoidable, advance notice

gives workers time, while they are still
employed, to seek alternative employ¬
ment.

3. Employment Outlook, OECD Publications, Paris,
1993.

Where provisions for employment
security entail significant restrictions on
enterprises or make redundancies very
costly, collective bargaining structures
which include some form of consultative

function at the workplace can help to
reduce the burden placed on enter¬
prises. In some countries, consultation

requirements on employment adjust¬
ment through 'social plans' allow firms
discretion as to who will be made

redundant, rather than obliging them to
follow strict rules of seniority. Some
collective-bargaining arrangements also
serve to provide 'collective goods', such
as training and skill formation. Insofar
as such provisions give rise to a more
skilled and adaptable workforce, their

costs can be reduced because the ability
of firms to adjust to change via the
internal redeployment of workers can
be enhanced.

Employment-security provisions do
involve costs, and a delicate balance

has to be struck. If they are too stringent,
businesses may become reluctant to
hire, to the particular detriment of
first-time job-seekers and the unskilled

unemployed. At the same time, employ¬
ment security encourages long-term
relationships between workers and their

firms which, in turn, favour on-the-job
training. Governments, along with
business and unions, have to weigh the
benefits and costs of such policies. The
Jobs Study spells out some options for
achieving this balance.

With high rates of job-turnover, it is
crucial that workers who lose jobs do
not lose contact with the labour market.

The case for both a progressive transfer
of resources away from passive in¬
come-support to active labour-market

measures, and for increasing their
effectiveness, remains compelling. A
shift from passive to active measures
could involve somewhat higher public
spending in the short run since there
are start-up costs associated with the

large-scale expansion of active meas¬
ures. But more effective active meas¬

ures can reduce unemployment, thereby
reducing the call on income support.



The design of active measures is
crucial to their effectiveness. The suc¬

cessful ones are either those that are

targeted on specific groups in the labour
force or that are designed to remedy
specific labour-market problems. More
systematic evaluations of labour-market

programmes are urgently required in
orderto increase the likelihood of success.

The recent decision by the Canadian
authorities substantially to increase their
evaluation research should be emulated.

Public authorities have to be able to

conduct thorough assessments of local
labour-market requirements and create
partnerships, where they do not exist,
between employers, workers and their
representatives, and the public employ¬
ment services in the design of active
measures. Thus, in some countries

(Canada and the United States, for
example) governments at all levels are

looking at ways in which they might aid
the creation of sector-specific training
and job information consortia. Australia

has recently set up a task force to
develop local partnerships for imple¬
menting active measures. Other coun¬
tries should follow their lead.

Governments should also consider the

extent to which receipt of income-
support ought to be conditional on
participation in active measures, and at

what point in the search for a job. That
is already the case in some countries,
(Norway is one), and moves in that
direction are under way in others (such
as Australia and Denmark), especially
foryoung people. Mechanisms for appeal
or other safeguards against administra¬
tive errors will be important in minimising
problems from such conditionality. For
those with dependents, conditionality
can pose a dilemma in the absence of

other supporting measures (such as
adequate child-care).

The School-to-Work
Transition

Youth unemployment remains high in
most countries despite an apparent
improvement in youth rates relative to

adult rates over the 1980s. Young
people's participation in the labour market
has been on a trend decline in many
European countries, often to extremely
low rates. In some instances, this figure
reflects increases in school-enrolment

rates. Indeed, policy in a number of
countries seeks to encourage young
people to complete upper-secondary
education or to acquire a vocational
qualification. Countries that had the

highest rates of early school-leaving in
the early 1980s have made the most
marked improvement. This is a welcome
trend, but more effort is still necessary.

Increases in staying-on rates are a
hopeful sign for the future, as they
indicate higher educational attainments
of new labour-force entrants. Yet the

school-to-work transition remains an

acute problem for young people in many
countries. While some shopping for jobs
is to be expected as young workers seek
to find afirm foothold in the labour market,
differences across countries in the ease

with which young workers settle into
stable jobs are considerable, indicating
inefficiencies in the process of transition.

The 'dual system' of apprenticeship
in countries such as Austria, Germany
and Switzerland has attracted much

attention as an effective way to integrate
young people into work and to impart
skills. But the institutional specificities
of the dual system and its long-standing
historical roots mean that it cannot easily
be transplanted to other countries. Yet

there are other examples of effective
school-to-work transition - as Japan
demonstrates. One ingredient common
to both approaches is strong school-
employer-student links. Such links can
help to ensure that education remains

relevant to labour-market requirements,
thereby leading to better matches of
young workers with firms. Yet creating
these links where they do not yet exist
can be difficult. For example, several
countries which lack them, such as

Sweden, the United Kingdom and the
United States, are attempting to expand
enterprise-based training for youth, but
are having difficulty finding enough

employers who are willing to participate.
There are several other lessons from

successful systems. First, it is important
to set clear standards for the recognition,
assessment and certification of initial

training - a lesson which has been duly
noted in Australia. Such standards play
a positive role because they are the result
of collectively defined, negotiated and
agreed training regulations. They reduce
the risk for young people of investing
in training and also minimise the hiring
risks for firms.

Second, the dual system provides for
joint investment in costly training; young
people are paid a low allowance during
their apprenticeship - often between
one-fifth to one-third of a skilled worker's

wage, depending on the sector and year
of apprenticeship - which is negotiated
by unions and employers. This helps
to induce firms to provide sufficient
training slots.

Finally, it is important that vocational
education and training should not be
regarded as second-class compared
with more academic studies. To this end,

a range of measures, including teacher
selection and preparation, partnerships
in the design of courses, reform of
assessment systems and accreditation
procedures, and provision for both vo¬
cational and academic studies within the

same institution, are required to ensure
equal status.

Upgrading the Skills
of Adult Workers

In all countries, some 80% of the

workforce of 2005 is already at work.
If OECD countries are to move towards

more high-skilled, high-wage jobs, they
must develop effective policies to ad¬
dress the barriers that prevent both firms
and employees from investing in and
utilising skills and competencies. It is
especially important to assist less-
qualified workers to upgrade their skills.

It is generally accepted that market
forces alone are unlikely to overcome
the considerable uncertainty about costs
and returns facing individual firms and
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workers to invest in skills, or be adequate
to cope with the free-rider problem -
one firm's skill investments adding to
the pool of skills for other firms to 'buy
in' more cheaply than if they had done
it on their own. Much of the debate on

policy has centred on financial incentives
to increase on-the-job training.

Some countries have adopted training
grants/levies in an attempt to encourage
firms to invest more in training. A national
grant/levy may avoid some of the prob¬
lems of free-riding and change ingrained
attitudes towards recognising the import¬
ance of training, but the overall effect¬
iveness of nationally based schemes has
been questioned. There are consider¬
able problems associated with deciding
what should count as legitimate 'train¬
ing', and the administrative costs related
to the importance of setting standards
and monitoring them are typically high.
And, to date, they have not been
particularly successful in stimulating
training for unskilled workers. There is
much scope for improving existing grant/
levy systems, especially as concerns
unskilled and other disadvantaged
workers. One possibility is to earmark
part of the levy specifically on that part
of an enterprise's workforce earning
below a certain threshold. If the funds

were not spent, they would go into a
training fund available to these workers.
In addition, there is some evidence from
Denmark and the Netherlands that

either collectively negotiated or
employer-based training levies in indi¬
vidual branches can function success¬

fully.
Payroll tax concessions (or other kinds

of subsidies) to firms for adults registered
for externally validated training are
another alternative. The major concerns
with such a scheme, besides the quest¬
ion of whether it is to be revenue-neutral,

include the risks of duplication and the
necessity of monitoring firms closely to
make sure that workers registered as
undergoing training are in fact being
trained. Individual training vouchers have

4. OECD Jobs Study: Facts, Analysis, Strategies,
p. 7.

also been advocated. But there are many

question marks about this proposal, too:
who should have access to a voucher,

for what amount, for what kinds of

training; and for what period and with
what status in the labour force should

individuals be eligible? Vouchers would,
at least, empower workers as regards
what training to take and where to do it.

Facilitating long-term employment
attachments between workers and firms

can help to create a climate more
favourable to training - as the example
of the long-term employment system in
Japan testifies. Japanese employers
have adapted to low unemployment
rates and are therefore reluctant to lay¬

off permanent workers during cyclical
downturns because firms that do so have

more difficulty in hiring scarce workers
in the upturn. In exchange, considerable
mobility within companies is required of
Japanese workers; temporary, but
sometimes permanent, transfers to other
companies is also a feature of this
system. Furthermore, macro-economic
policy plays a role in sustaining long-term
employment relationships when it
succeeds in creating a stable and
credible macro-economic environment,

thereby encouraging firms to invest in
such relationships.

Collective bargaining can also play a
key role in promoting long-term attach¬
ments. To the extent that collective

bargaining arrangements promote the
stabilisation of employment, they can
strengthen incentives to upgrade skills.
Unions typically lower the turnover of
labour and reduce 'quit rates' over and
above the effect of their higher wages.
But a beneficial union effect on skill

upgrading depends crucially on having
flexible systems of job classification, as
narrow systems limit the scope of work
that any particular employee is expected
to do. Multi-employer bargaining often
includes agreements for the joint regu¬
lation of skill training and the structure
of wage awards for its successful
completion. Both can reduce labour-
turnover and lead to a more flexible

workforce.

It is important notto emphasise training
simply for training's sake. Little will be
accomplished if workers' skills are up¬
graded and then they return to the same
kind of tasks as before. Not only must

workers' skills be upgraded, but also jobs
(work organisation) must change to
match them. Knowledge of the deter¬
minants of work organisation, especially
as it responds to the forces of globalisation
and the new technologies, is still evolv¬
ing. Making the best use of new tech¬
nologies evidently requires not only
highly qualified workers, but also flexible
production systems and employee-
employer relations which encourage
mutual commitment to upgrading skills.

'Governments are faced with design¬

ing and redesigning a range of policies
across the economy and society in order
to help foster - or in some cases, stop
hindering - adaptation to evolving ways
of production and trade. But govern¬
ments cannot meet the challenge alone.
A high degree of social consensus will
be needed to move forward with the

necessary changes. Businesses, trade
unions and workers need to be inno¬

vative to develop the new products,
processes, and ways of working that
will create new jobs, and help shape
skills to fit with the jobs of the future.'4

Institution-building, involving govern¬
ments, business and unions, is thus an

essential component of a strategy to
foster a high-productivity, high-wage
growth path for OECD countries. Inevi¬
tably, results will take time, but it is only
through a coherent and comprehensive
set of policies both for increasing firm-
and job-creation and socially desirable
investments in skills and competences
that success will be achieved.
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