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Cities mm ï .3M^L^ S
for the 21st Century

Cities today are home to three-quarters of the world's population. Motors of change and mirrors of
contemporary society, they lie centre-stage in most human activity. But deterioration and often chaotic
infrastructure menace their inhabitants and make urban centres undesirable and unsafe. How can

cities be saved from this fate?

Improving urban quality of life requires new visions of what cities are, and can be. Social disaffection,
poverty, joblessness, environmental deterioration and economic decline - these problems are
exacerbated by the difficulties of local communities in adjusting to structural economic change and
by the labyrinth of urban problems. Decision-making must be shared among private-sector
entrepreneurs, citizens' groups and government at all tiers to address problems of modern architecture,
resource conservation, voter apathy, welfare expenditure and the globalisation of trade. Can
participation and integration be achieved on urban issues or policies that have a direct impact on
cities?

In this eclectic arena of city life, taking effective steps toward improvement is daunting. This report
addresses these issues and challenges local and national authorities, urban dwellers and entrepreneurs
to unite their efforts to improve the city.

(04 94 01 1) ISBN 92-64-14287-8, 1994, 178 pp.
France: FF160; elsewhere: FF210 US$39 DM63

-Urban Energy Handbook
Good Local Fractlce

How can urban energy be better managed? Today, cities in OECD countries are responsible for
60-80% of all energy use. Local pollution is palpable, but urban energy use also makes a significant
contribution to global environmental damage. What are the technical, managerial and institutional
options available to address energy-related environmental problems in cities?

This publication is user-friendly. Its core is made up of varied case studies from over 40 cities in
1 6 countries. Each of these provides basic demographic, geographical and economic characteristics
of the city and its energy structure, the initiatives undertaken and conclusions drawn, including
quantified results. Some of these case studies concentrate on decision-making, some give precise
results (for example, in terms of reducing energy-related emissions by a given percentage over a given
period of time), others are ongoing. All of them present initiatives aimed at linking environmental
concerns and energy-related decisions, and are followed by names of contacts, making this an excellent
source of information for any city-planner, policy-maker, industrial representative or conscientious
citizen interested in tackling this serious problem.

The collection of good practices presented here makes no claim to be exhaustive, but it identifies
some of the most effective ways to address the link between energy consumption and urban
environmental quality.

Countries covered: Austria, Brazil, Canada, China, Denmark, France, Germany, Italy, Japan,
Luxembourg, the Netherlands, Sweden, Switzerland, Turkey, United Kingdom, United States.

(04 95 01 1) ISBN 92-64-14335-1, 1995,230 pp.
France: FF190; elsewhere: FF245 US$46 DM75
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Making Lifelong
Learnïhg
a Reality for All

Jean-Claude Paye, Secretary-General of the OECD

Clearviews about the nature of the challenges and

opportunities facing education and training
systems emerged when, in September 1994, OECD
ministers of education met to exchange ideas

about the future of education in the context of The OECD
Jobs Study. These challenges and opportunities are derived
not only from technological innovation, globalisation and
an increasing emphasis on the importance of knowledge as
a basisfor economic and socialprogress, but alsofrom what
may be termed the 'internal dynamics' of growth in
education systems.

During much ofthis century considerable effort went into
the building of a sound base of learning in primary

schooling. Lower-secondary education was subsequently
expanded and reformed. Next came the broadening of
upper-secondary education and the opening-up of higher
education to ever-widening groups oflearners. Today many
OECD countries are close to achieving universal upper-

secondary education, and some have expanded their intake
into higher education to half or more of the age-groups
leaving secondary schools.

In view of the odds against motivating young adults to

stay on in formal education for ever-longer spells, the
development of mass education systems may well be

The OECD OBSERVER No. 193 April May 1995 4

considered an unparalleled success. But at a time when
education and training systems are confronted by new and
urgent priorities, the question must be asked whether a
radical re-orientation ofpolicy is now calledfor.

Based on a thorough analysis of long-term trends, The

OECD Jobs Study argues that many social and economic
ills- unemployment and social polarisation among them -
are the unfortunate result of the failure of societies to
adapt to a world of rapid change in technology and
communications, trade liberalisation, investment and

capital movements, and intensified global competition. In
this new world, social and economic well-being depends

heavily upon the human factor and the knoivledge base.
The average educational attainment of the labourforce

has continued to rise, with broadened and prolonged

schooling, as new, better qualified workers enter the labour
market and older, less qualified, workers withdraw. But the

demandfor new, often high-level skills continues to mount.
In aging societies, the number of highly qualified entrants
into the labour market each year is not sufficient to satisfy
this demandfor new skills and qualifications.

At the same time, many young people continue to leave
school without an adequate foundation of skills and

knowledge, and face a painful transition to work, in a



Education

context of high unemployment and high turnover in
employment that result neither in stable job attachments nor

in continuing education and training. Many workers are

ill-equipped to face the pressures of adaptation and

adjustment in their fobs. (It is estimated that one-third ofall
adults in most OECD countries have attained only basic

standards of literacy and numeracy.)

Upgrading the skills and qualifications of the population
cannot be based on the piece-meal adjustment and reform
of isolated sectors of education. Because the pay-off from
education reform is long-term, because many actors and

institutions are involved, and because the dismantling of
barriers at one level of education all too often creates new
barriers at another, an adequate strategy must be long-term

and systematic, and it must straddle the interests of many

participants. In such an approach, education has to be seen

not merely as an end in itself but as a means of achieving
the wider objectives- cultural, social and economic -

associated with the increasing importance of knowledge in
modern economies and societies.

Continuing to expand education and training systems

that rely upon learning opportunities limited to early life-
'more of the same'- will not suffice as a strategyfor meeting
today's challenges. Indeed, there is growing support for a

strategy based on aflexibleframework oflife-long learning.
extendingfrompre-schooling, through all stages ofeducation
at primary, secondary and higher levels, to continuing

vocational training in educational and labour-market

institutions, informal learning on the job, and self-directed
and co-operative learning at large in society. Much has been
said over the years about life-long learning but. in truth, il

is still a reality only for a tiny segment of the populations of
the OECD countries. The huge task now facing OECD
governments is to make it a reality for a progressively

expanding part of the population, so that it eventually
becomes a reality for all.

There are certainly obstacles to be overcome ifa systematic

approach to life-long learning is to be effectively
implemented. The first is the inability of initial schooling to

provide all students with a high-quality and relevant

foundation of skills and knowledge that provides the
appropriate basis for life-long learning and work. Another

is that current education and training systemsfail to address

the increasingly diverse demands for learning opportunities,

with high quality and relevance. A third is the high cost of
education and training provision relative to competing
demands on both public and private resources. Efficiency
will have to be improved, not only by redistributing and

controlling costs and improving effectiveness through a
re-inforcement oflinkages throughout life-long learning, but
especially bypromoting self-directed learning in places other

than educational institutions. This can be facilitated by

making use of new technologies and the opportunities
presented by multi-media.

Addressing all of these issues will require a coherent and
determined approach to policy in a range of areas - an

approach that goes beyond the education and training

policies pursued by education ministers and builds upon
co-ordination among education, employment, labour and

social policies. Indeed, a major re-thinking of the role of
government itself in education and training is required,
since a shift in emphasis from formal education in publicly
sponsored institutions to self-directed and co-operative
learning environments presupposes an appropriate sharing
of responsibilities among the different stakeholders in
education and training.

The stage is thus set for the next meeting of the OECD

Education Committee atMinisterial level, in Paris inJanuary
1996. Developing a flexible, yet coherent and inclusive,
approach to learning for life represents a mafor challenge
for the countries of the Organisation. Tailing to address this
challenge now risks jeopardising the broader economic,

social and cultural goals to which OECD countries are

committed: fighting exclusion and promoting democracy,
enriching culture and encouraging broad participation in

a high-skills, high-productivity strategyfor economic growth
and job creation.
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Comparing
Educational

Output
Norberto Bottani

The OECD is about to publish a set of indicators on education,
all sectors and all levels taken together, illustrated by more than
a hundred tables and overfiftygraphs. These indicatorsprovide
a unique collection ofcomparable data on the education systems
in the OECD countries, and in the Czech Republic, Hungary,
Poland and Russia.1

The necessity of information to guide
education policies increases accord¬
ing to the nature and complexity of
the problems to be solved. Educa¬
tion has become such a colossal acti¬

vity that maximising the quality with which it
is managed requires indicators that are as
unambiguous as possible, that can be rapidly
updated, that are easy to use for analytical pur¬
poses, and that can be understood and used by
the general public. When the 'man in the street'
studies published price indexes or figures for
unemployment or the volume of gross national
product, he generally interprets these statistics
in a relatively sophisticated way and understands,
for example, that a change in the consumer price
index can reflect exceptional variations in the

Norberto Bottani is head of the Unit for Educational

Statistics and Indicators in the OECD Directorate

for Education. Employment, Labour and Social Affairs.
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prices to be paid for a particular product, such
as oil.

With education the situation is completely
different. Some indicators do exist, of course,
but the use of statistics is not as advanced as in

other sectors. The 49 indicators the OECD has

produced therefore offer new signposts and pro¬
vide new instruments that can be used to man¬

age the education systems in different countries.

The Demand

for Comparability
The value of these indicators is largely

derived from the comparability of the data on
the results obtained by education systems and
on how they operate. Even though the product¬
ion of comparable education statistics poses real
problems (and not everything can be measured),
comparability is very useful from an analytical

6
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Fotogram-Stone/Myron Taplin

point of view: it means the results obtained by
each system can be assessed more accurately,
their respective strengths and weaknesses can
be identified and. last but not least, the statistics

can be used to guide government policy.
There are also other reasons behind the in¬

creased demand for comparable data, the first
being the concerns about the quality of educa¬
tion that have grown up over the past decade.
Since 1983 - the date of publication of the
famous report A Nation at Risk which exposed
the crisis affecting the education system in the
United States - all countries, although to differ¬
ing degrees, have had to question the objectives
of the services provided by their different edu¬
cation systems, or at least give them serious
thought. As a result, the importance of certain
phenomena is often exaggerated, leading in turn
to inaccurate assessments and emotion-charged
reactions which distort the debate. The use of

international comparisons and criteria for
universal evaluation can help to avoid these
problems.

The crisis in the labour market and the acute

problems posed by unemployment also, of
course, explain why more attention is now
being paid to comparable data on the develop¬
ment of human resources.2 In view of the role

of education in economies heavily reliant on
knowledge, improvements and enhancements
in terms of the quality and efficiency of educa¬
tion and training systems have become an abso¬
lute priority: 'a high-productivity, high-wage job
strategy can work only with qualified people to
fill the new jobs. People must have a solid
education'.3

In spite of the differences that exist between
the economic, political and administrative con¬
ditions in the countries that took pail in the study,
comparisons here help to provide a better
understanding of the framework of problems
facing the authorities in the different countries
and to guide education policy. This is true, for
example, of basic vocational training in Germany,
the United Kingdom and France. The first two
countries use divergent models: in 1992, there
were relatively few young people in Germany -
the 15-24 age-group accounted for only 12.8%
of the total population - and most of them were

Figure 1

Direct Public Expenditure
on Education,' 1992
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able to receive lengthy, high-quality vocational
training. In the United Kingdom, by contrast, the
15-24 age-group represented 14.1% of the popu¬
lation but their vocational training had little in
common with that administered in Germany. In
the United Kingdom, in 1992. 11.2% of young
people in this age-group were unemployed, com¬
pared with only 3-3% in Germany. France is in
the middle, with a similar percentage of young
people to the United Kingdom (14.6%), who are
offered a wide range of opportunities in voca¬
tional training, and an unemployment rate (7.1%)

I Education at a Glance: OECD Indicators , OECD

Publications. Parts, forthcoming 1995. Hungary, Poland
mill the Czech Republic are taking purl in lite OECD
Partners In Transition' t PIT) programme.

2. See pp. 12-19.

.i.Tfie OECDJobs Study: Facts, Analysis, Strategies
OECD Publications. Paris. 1994.
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FOCUS

Indicators on Public Opinion
The OECD is publishing, as another 'first-ever',
indicators on the expectations and opinions of
the general public on education, continuing
training - a genuine breakthrough in the rust
field ofadult education - and the characteristics
of the teaching profession.

These indicators ofpublic opinion are based
on dalci gathered during a survey conducted in
laie 199.) and early '94 in 12 OECD countries,
based on a sample ofapproximately a thousand
adults aged 18 and overfrom each country. The
countries taking pari in this experiment worked
together to produce a joint questionnaire, agree¬
ment on how to go about the survey, and a
strategy far analysing the data which was used
to sort out and compile the seeeu indicators.

All the indicators reveal both strong similari¬
ties and profound differences in public opinion
on schools and education in general'. They show.
for example, that there is relative unanimity on
the imparlance to be accorded to foreign-
language leaching. On average, 79% of the

90

Importance Given to Foreign tanguages, 1993-94
% of answers 'essential' or 'very important'
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Source: OECD
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people surveyed in the 12 countries
taking pari thought that foreign lan¬
guages were an essential or very import¬
ant sub/eel during compulsory schooling
in loiter and upper-secondary educa¬
tion. Bui there were two significant ex¬
ceptions, the I idled Slates and the United
Kingdom, where the percentage teas
scarcely over 50%.

Continuing Induing is recognised in

the OECD sliuly on employment as play¬
ing a central role in the creation of
highly skilled and highly paid jobs. Ob¬
viously, basic education cannot provide
the sole basis for the development of
human resources.

'The education indicators contain a

wide range of information which enables
the reader to obtain some idea of the
structures and staffing arrangements
characteristic of continuing training,
one indicator provides information on
training levels assessed in terms ofyears
of study per occupation and per branch
of learning. Another gives statistics for

adult enrolment on general
or vocational training

courses, excluding university
or non-university higher
education. 'The rales ofenrol¬
ment in continuing training

are calculated on the basis of
those adults having followed
a training course {luring a

period of 12 mouths or four
weeks preceding the date of
the survey. The dala gathered
in this way reveal, not sur¬
prisingly, that in the 25-34
age-group, the enrolment
rales for continuing training
are higher than in the 35-44

or 45-64 age-groups.
'/'lie fad dial continuing

training essentially benefits
those who are already well-
educated rallier than those

wilh more pressing training require¬
ments must give cause for concern.

In most countries, the percentage <;/
sliitleuls on continuing training
courses who have already followed a

tertiary education course is three or
four limes higher than the per¬
centage of adults educated to
primary-school level or one cor¬
responding lo lower-secondary ethi¬
cal ion. Thai the majority of people
receiving continuing Induing in the

Distribution of Job-related

Continuing Training by Educational Background,

Ages 25-64

12-month period

Canada

Finland

France

Germany

Norway

Sweden

Switzerland

United States

4-week period

Denmark

Ireland

Spain

United Kingdom

I

0 40 60 100

Early childhood, primary
and lower-secondary education

Upper-secondary education

Higher education

Source: OECD

OECD countries hare been educated to a level

equivalent to that attained at the cud ofsecond¬
ary schooling is an important sign that continu¬
ing training is geared towards their require¬
ments rather than those of the less well-educated.

The OECD OBSERVER No. 193 April May 1995
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which is also situated between the rales in the

oilier two countries.

The Difficulties

of Diversity
The difficulties governments face when they

try to reform the education system in their
respective countries are mainly due to the
plethora of different players and institutions
involved. To a large extent, these systems still
lack clarity in terms of their size, their economic
importance and their overall costs. Ii is now
generally recognised that it is not possible to
limit them to establishments in the public
sector- formal education administered in pri¬
mary and secondary schools and establishments
supplying higher education - since opinions vary
considerably as to where this world begins and

Table 1

Educational Expenditure
by Type of Institution,' 1992
% of GDP

Institutions

public public

only and private

North America

Canada

United States

7.2

5.7

7.4

7.0

Pacific Area

Australia 4.5 5.5

Japan 3.6 4.8

European Community
Denmark

France

Germany (ex-FRC)
Ireland

Netherlands

Portugal
Spain
United Kingdom

6.2

5.1

3.7

5.7

1.7

5.2

4.2

4.1

6.7

5.9

4.9

5.7

5.0

5.2

Other Europe-OECD

Finland 7.9

Sweden 6.7 6.8->

Average 5.1 6.1

Central and Eastern Europe 777
7.3Hungary 7.3

.. not available

1. All levels of education combined.

Source: OECD

Table 2

Participation in Formal Education,' 1992
Number of full-time students as % of population aged 5-29

Ml levels

Primary
Upper

secondary

except early
and lower

secondary
Higher Undefined childhood

education

North America

Canada 36.4 11.6 10.1 - 58.0

United States

&yyyi

35.9 9.5 8.7 - 54.2

Pacific Area

Australia

japan
New Zealand

7.8 1.1 55.733.6 13.2

39.2 10.4 5.9 _ 55.6

European Community
Belgium 30.8 15.4 7.5 0.1 53.9

Denmark 32.6 13.0 9.4 - 54.9

France 35.8 12.3 9.0 1.3 58.4

Germany (ex-FRC) 29.5 12.0 8.9 - 50.3

Germany 31.1 11.0 7.7 - 49.8

Greece 33.9 11.2 4.9 - 50.0

Ireland 40.6 10.5 5.1 0.3 56.4

Italy 26.1 16.0 7.8 - 50.0

Netherlands 34.3 12.7 7.4 - 54.4

Spain 30.8 17.2 8.6 0.3 56.9

United Kingdom 35.0 12.7 4.2 - 51.9

Other Europe-OECD
Austria 26.7 14.5 9.3 - 50.5

Finland 36.0 14.4 10.4 60.8

Norway 31.3 15.1 8.2 54.6

Sweden 32.0 10.7 7.5 50.2

Switzerland 32.0 11.7 5.0 49.1

Turkey ,:, . ..
31.5 5.4 2.8 H 39.7

Central and Eastern Europe

Czech Republic 32.7 15.3 3.3 - 51.2

Hungary 31.4 15.0 2.3 - 48.7

Poland 35.5 13.4 3.7 - 52.6

Russia 32.3 6.8 6.0 - 45.0

- not applicable

1 . Public and private.

Source: OECD

where ii ends. There is profound disagree¬
ment between the OECD countries on. for

example, how to define the pre-school
sector and adult-education institutes.

The education indicators presented by
the OECD aim to broaden horizons, cover

a wide spectrum of educational services,
and provide the most comprehensive data
currently available. They include, for ex¬
ample, data on private éducatif in. as yet very
limited since it is still impossible to obtain
satisfactory information on the part of pri¬
vate education that receives no stale sub¬

side. The indicators also include training
organised within companies and ihe grow

ing number of training and education activities
run for profil which have sprung up in all OECD
countries. For the first lime, the report also con¬
tains information on a complete range of private
spending on education, including direct pur¬
chases by households of educational goods and
services (even il only four countries - France,
the Netherlands. Spain and the United Slates -
were able to .supply dala at this stage).

Another component of education systems
about which little is known is research and

development (R&D), despite its crucial import¬
ance for growth, employment and international
competition. The value and importance of R&D
in the education sector is not yet as clearly

9 The OECD OBSERVER No. 193 April May 1005
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established or accepted. The very fact that
R&D is a highly sensitive and controversial
area of education policy is a further reason
not to ignore it. So. again for the first time,
the OECD has produced information on
staff employed in R&D in the education
sector and on education spending devoted
to R&D. Only nine countries' were able to
supply such data, but the information pro¬
vided opens up an important area which
will have to be closely monitored in the
future.

An Instrument

of Analysis
The 49 indicators have been selected

according to their political significance. The
aim is therefore not to provide a full range
of data on all aspects of the education sys¬
tems but to present data that -are as accu¬
rate and reliable as possible and which help
to convey the state of health of the systems
studied.

Some of the indicators serve to demonstrate

the economic importance and size of modern
education systems. The figures give only an
order of magnitude which, in any case, will be
an underestimate since, as already mentioned,
several sectors of education are not included in

the statistics in their current slate. In most of the

OECD countries, between 3 and 6% of the work¬

ing population are employed in the education
system (both leaching and non-teaching staff) -
in other words, as many as.
if not more than, those em¬

ployed in agriculture.
The importance of edu¬

cation from an economic

viewpoint can also be seen
from the volume of re¬

sources invested: approxi¬
mately 12% of all public-
spending goes on educa-

figure 2

Expectancy of Schooling for a Five-year-old Child, 1992

0 5 10 15 20

Germany (ex-FRG) L| ye
France

Netherlands

Denmark

Belgium

Spain
Finland

1 1

Canada

Norway
7 1 -
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Greece
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United Kingdom

Czech Republic
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Turkey
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0 5

H Full-time

Source: OECD

years

Full-time equivalents

4. Australia Austria Canada.

Finland, Ireland, the Nether¬
lands, New Zealand, Sweden
and the United Kingdom.

Table 3

Graduates from a Second

Programme in Upper-secondary
Education, 1992

% of population at theoretical leaving-oge

Australia 14.5

Denmark 16.8

Germany (ex FRG) 18.8

Ireland 18.0

Netherlands 5.9

14.3Average

Source: OECD

tion (Figure 1), of which 11% is used for educa¬
tional activities and 1% for student grants. On
average, primary and secondary education
accounts for 7.3% of total public spending and
higher education for 2.8%. The OECD countries
spend, on average, 6.1% of GDP on education,
all levels taken together. The lion's share -
5.1%! - goes to the public sector (Table 1).

The scope of the education sector is even
more apparent from the number of people en¬

rolled in education.

Slightly over half the
population aged between
5 and 29 is in full-time

education, although there
are still considerable dif¬

ferences from one coun¬

try to the next, with more
than twenty percentage
points separating Turkey
(40%) and Finland (6l%).

The differences are

largely clue to the uneven
development of higher

education in the countries concerned: two

students for every 100 people in Hungary,
ten in Canada and Finland (Table 2).

The realisation thai education is now a

mass phenomenon is even more evident
if, instead of percentages for enrolment rales
(which are influenced by demographic
developments specific to each country),
account is taken of the hypothetical length
of time a child of five who started school

in 1991 can expect to stay in education. In
all the countries covered, a child can ex¬

pect to spend more than 1 1 years in edu¬
cation (assuming the way education is
organised remains unchanged). In other
words, young people, on average, will
devote more than half of the period
between the ages of 5 and 30 to educa¬
tion. In some countries, the average already
exceeds 157 years (Belgium. Denmark.
France. Germany, the Netherlands), but in
most it is between 14 and IS years. Turkey
is the only country where the average is
still below ten years (Figure 2).

This lengthy period during which the
majority of young people can expect to stay in
education lakes many forms, of course. School¬
ing has become complicated and tortuous in
structure, with exits and re-entries, much stop¬
ping and starting, and repetition. There is no
longer a clean break between the period spent
in education and the world of work. Surveys
assessing the number of pupils who obtain a
second upper-secondary qualification after hav¬
ing already obtained a first qualification reveal
the same situation. For a long lime this pheno¬
menon went unnoticed; it was assumed that

schooling followed a linear, hierarchical progress¬
ion. Instead, in the seven countries which sup¬
plied the relevant figures, with the exception
of Hungary and the Netherlands, at least 10%
of students neither continue their studies (in

higher education, for example) nor enter
the labour market on completing their
upper-secondary education. Instead, they enrol
on another course at the same academic level in

order to obtain a second qualification in a dif¬
ferent branch and different specialised subject
(Table 3).
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The fact that pupils' exits from edu¬
cation are spread over several years is
merely the other side to the growth and
constant distension of the system. One
of the main advantages of the indicators
is that they monitor this development
and. consequently, enable policy¬
makers to update their perceptions of the
education system and take decisions with
knowledge of the facts.

Background
Noise

Figure 3

Students in Upper-secondary
General and Vocational Education,1 1992

The indicators have been produced
in order to provide decision-makers and
users of the education system with
information on the results obtained.

the way the system operates, the
effectiveness of the service provided, the
problems involved and the outlook. The
production of education indicators is an
exercise which aims to render these sys¬
tems more transparent, enhancing aware¬
ness about them so that action taken can

be more effective, This search for trans¬

parency reflects a radical change in
schools themselves: they have ceased to
be institutions and are in the process of becom¬
ing providers of sen-ice.

The indicators are like a listening device which
can be used to pick up background noise and
identify new- points of reference in the face of
the upsurge in mass education. For the first time
once more, indicators have been included on

the views of the general public on the educa¬
tion system (particularly towards the end of com¬
pulsory schooling) and what the public expects
from the system (Focus, p. 8). This is a signifi¬
cant new feature in the OECD's strategy for pro¬
viding information on education.

Rapid examination of the OECD indicators
reveals major differences between the respect¬
ive education systems in the member countries.
As the variations in unit spending clearly show,
training opportunities and the quality of educa¬
tion are not the same everywhere. Even if the
countries which spend the most (Norway,

New Zealand

Australia

Japan

Spain

Turkey

Russia

Czech Republic

France

Finland

Denmark

United Kingdom

Belgium

Norway

Italy

Netherlands

Switzerland

Poland

Hungary

Austria

Germany (ex-FRG)

Germany

General education

1. Public and private.
Source: OECD

Vocational and apprenticeship

Sweden and the United States) and the least

(Ireland, New Zealand and Spain) are excluded
from the study, the range of spending per
student extends from approximately $2,000 to
more than $4,500 in the primary sector and from
less than $3,000 to over 56,000 in secondary
education.

for higher education, the weighted average
lor the OECD countries is $10,030 per student -
in other words, 49% of per capita GDP. The
unweighted average of the different countries.
which is probably more representative of a 'typi¬
cal' OECD country, is, at S79-t0. much less -
45%. Some countries spend less than S6.000
(Spain. Italy), and others more than double
(Canada. Switzerland, the United Kingdom and
the United States).

There are major differences in access to the
branches of education beyond compulsory-
schooling, which represent one of the critical

areas for education policies that have
reached an advanced stage in their
efforts to develop widespread upper-
secondary education (Figure 3). These
differences are just as wide for students
witli upper-secondary qualifications as in
the case of those with higher qualifica¬
tions.

Educational structures, organisation
and functioning in the OECD area are
tar from uniform. This variety is a posi¬
tive feature, insofar as each education

system has its strengths and weak¬
nesses - and all of them have much to

learn from knowing more about one an¬
other, but the distribution of opportuni¬
ties for training, both between and within
countries, is still strikingly uneven. In
future, it will be necessary to single out
the indicators which reveal these dispari¬
ties so as to identify what causes them
and to study the solutions that have en¬
abled some countries to reduce consid¬

erably the educational differences be¬
tween individual schools. From this point
of view, these education indicators

can be seen as part of the range of
instruments necessary to improve equity in
education.
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Recognising Skills
and Qualifications
Danielle Colardyn and Marianne Durand-Drouhin

Against a background oftechnological innovation, economic
restructuring and keener competition, the improvement and
renewal ofskills and qualifications are critical to economic
development and competitiveness. So thefocus on adapting
skills, broadening qualifications and inventing new methods
and meansfor life-long learning must be constant.1

Benoît Decoux/RÉA

Whatdetermines the educational,

social and professional value
of a diploma? What are the
mechanisms and institutions

that ensure the certification of

initial and further education? Has there been a

shift in the roles and responsibilities of govern¬
ment, business, unions and professional asso¬
ciations? Are the systems and practices in OECD
countries drawing closer together? Above all,
what is at stake for workers and enterprises when
different approaches are recommended?

Multiple and continuous learning processes
must be developed to respond to technological
and economic change, and to the diverse
requirements and interests of learners. The
mechanisms used to assess, certify and recog¬
nise knowledge and expertise must also be
updated. To facilitate the accumulation of
recognised skills2 and qualifications, equivalences
for skills and qualifications have to be continu¬
ously defined and redefined, whether acquired
in school, at work, or elsewhere. A 'common

language' and negotiating institutions are necess-

Danielle Colardyn and Marianne Durand-Drouhin
work in the Education and Training Division of die
OECD Directorate for Education. Employment, Labour
and Social Affairs.
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aiy to 'evaluate' and adjust such skills and
qualifications to demand and conditions in
the labour market.

Most OECD countries should now be

developing qualification systems that are
more flexible, open and coherent. They
should display three basic features: trans¬
ferability within the education system,
'visibility' for business and professional
associations, and portability on the labour
market.

Training
and Transferability

The skills and abilities acquired in the educa¬
tion system are validated by a range of certifi¬
cates, from diplomas for full courses to credits
certifying the assimilation of a specific 'module'
or part of a course. A major problem in most
OECD education systems lies in the non-recog¬
nition and therefore non-transferability of such
certificates from one sector of education to an¬

other - between apprenticeships, technical edu¬
cation and general education, for instance, or
between initial and further education. In practi¬
cally all the OECD countries, young people with

12

It is sometimes impossible to transfer diplomas
and other certificates between different sectors of

education because they are not recognised.

initial vocational training at secondary level or
adults with qualifications gained in further edu¬
cation still have no access to higher education,
or have to struggle to be accepted. Furthermore,
it is often hard to change subjects or vocational
areas within a sector without beginning the whole
cycle over again (changing trades in an appren¬
ticeship, for instance, or switching to other
studies).

These obstacles are a legacy of the past, when
vocational qualifications were gained almost ex¬
clusively through initial education or apprentice-
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ships, and when distinctive, watertight educa¬
tional tracks reflected the relatively stable divi¬
sion of labour and social hierarchy in the world
outside.

By overhauling or re-organising their certifi¬
cation systems, most OECD countries are now
trying to link together the various sectors and
levels of initial teaching and training to make
the pathways of skill formation more flexible and
effective, providing improved opportunities to
acquire high-level qualifications. By the same
token, unified systems of certification aim at inte¬
grating the skills acquired by adults, in some
cases during their working or social lives, into a
coherent and open system of initial and life-long
education and training." The aim is to build
bridges from one sector to another and one level
to another, without compulsory detours for can¬
didates to 're-learn' what they already know and
have mastered.

In Germany and Switzerland, for instance, first
bridges between school-based education and
apprenticeships aim to improve transferability:
the university-entrance diploma can in some
cases be obtained at the same time as a recog¬
nised vocational qualification. This kind of 'twin¬
ning' allows both routes to be followed simulta¬
neously, thus avoiding long and costly itinera¬
ries. In Canada the assess¬

ment of prior learning, for- occupational qua
labour market.

1 Assessment, Certification and

Récognition of Occupational

Skills and Competences in
Vocational Education and

Assessment and Recognition of

Skills and Competences in

Initial and Further Training.

OECD Publications. Paris, forth¬

coming 1995.

2. The notion or 'competence', in

the sense of 'a capacity to accom¬
plish concrete tasks', is note

frequently'associated with the idea
of skills'.

A Continuing Profess io n a I

Education of Highly Qualified
Personnel . OECD Publications,

Pan's, forthcoming 1995.

4. Assessment and Recognition of
Skills and Competences: Devel¬
opments in France, 1990 (avail¬
ablefree ofcharge from the OECD
Directorate for Education.

Employment, Labour and Social
Affairs).

mally acknowledged in a Portfolio, allows
people to build up a capital of recognised and
certified skills and qualifications, regardless of
where they were acquired. The Portfolio is the
foundation upon which individuals can develop
a training strategy and build a path for their
careers. The recognition of a variety of skills may
thus give access to specific courses or pro¬
grammes in higher education. It is a way of add¬
ing knowledge and know-how to conventional
education while at the same time making the
education system smoother and more efficient.

The Value

of Visibility

To be of use in the workplace, the achieve¬
ments of life-long learning should be visible to
business and professional associations, especially
employers. For young people in search of their
first job and with nothing to show but an initial
education certificate, such visibility is crucial. It
is equally important for adults to be able to indi¬
cate the skills acquired in the education system
and elsewhere so that they can be put to full
use in the workplace.

To ensure the visibility of skills and qualifica-

lifications backed by a certificate can Ik- matched to job classifications in the

tions, some OECD countries have developed
co-ordinating and negotiating institutions where
together government, industry and occasionally
professional associations (particularly those of
engineers) co-operate. There are several modes
of co-ordination. Some, like the Dual system (in
German-speaking countries and Denmark) leave
it to institutions concerned to decide together
on the contents and structure of the qualifica¬
tions they require, to provide guidance on the
different sequences of an apprenticeship and the
standards to be achieved, and to negotiate the
value of the qualifications on the labour market.
In other countries, where initial vocational train¬

ing is provided mainly in schools, the principal
aim of such institutions (such as consultative oc¬

cupational committees in France' or school
boards in Sweden) is to provide information and
guidance for schools on how to adapt the sup¬
ply of training. More recently, less elaborate
co-ordination systems have been set up (in the
United Kingdom and Australia, for instance) to
identify corporate requirements and endorse the
standards derived from them (respectively the
National Council of Vocational Qualifications and
the National Training Board).

Promoting
Portability

Once they are known to
all the individuals and insti¬

tutions in the labour market,

skills and qualifications must
be put to use. that is, they
should serve as a benchmark

when hiring or promoting
people. Certificates help to
make qualifications more
portable from one job
to another, or from one en¬

terprise or sector to another.
In some countries, collective

agreements provide a formal
framework for such

portability.
In Germany, for instance,

certificates of initial vocation-
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al training are highly valued because of the bene¬
fits they bring: conditions and salaries drawn up
by collective agreement, access to advanced vo¬
cational training, and unemployment benefits.
On the other hand, only some further training
programmes available have been awarded for¬
mal recognition (the Meister and Techniker cer¬
tificates), the majority of courses being worth
whatever value is attached to them by individual
enterprises.

More or less formal links between diplomas,
remuneration and working conditions also exist
in other countries on the European continent, in

some cases with explicit reference to the skills
acquired through further training (France. Swe¬
den). In English-speaking countries, on the other
hand, the portability of a qualification is more
often a local affair, negotiated within
a firm and possibly bolstered by the prestige of
the institution awarding the certificate or recog¬
nising the skill or qualification. But there arc-
exceptions, and in several of these countries ef¬
forts are being made to strengthen the links.

The mechanisms determining the value of
skills and qualifications within the education

system or on the labour market, and the
channels through which the various 'actors' con¬
sult one another, are far from identical from one

country to the next. To see how diverse tradi¬
tions and institutions are. one only has to look

at European attempts to harmonise qualifications
and introduce mutual recognition. How do the

implications of different approaches for both
young and adult workers vary from one country
to the next? To answer that question, one must
take a closer look at the meaning of 'qualifica¬
tion' and 'competences' in different countries.

Coherence

v. Flexibility?

I nifk d SNSI 'MIS if ertifi 'ati( )n t insure hat tl esk lis ac ]Uil ed In adi Its. in

some cases durii g heir \ oil in' , or so< lal liv ES, a gra ed into a col 1er -nt

and open system.

Since the 19th century, countries in the north
of continental Europe have been setting up
national systems of vocational qualification and
certification based either on centralised govern¬
ment (as in France) or on self-regulation or

co-regulation by economic 'actors' (chambers
of commerce, trade associations and unions

in German-speaking countries and Scandinavia).
In this part of the

world, a 'vocational

qualification' (qualifica¬
tion professionnelle) is

4 traditionally defined as
the ability to carry out
complex, multidimen¬
sional and interdepend¬
ent tasks. It is based on

the traditional image of
a 'trade' and so refers to

mastery of an entire 'oc¬
cupational field'. The
belief is that to develop
such qualifications
young people have to
follow and complete for¬
mal, structured pro¬
grammes of vocational
education and or train¬

ing. At secondary level,
these range from two
to four years in
duration.

Vocational qualifications, assessed and certi¬
fied through theoretical and practical examina¬
tions, are then recognised by diplomas that may
be national, regional, local or specific to a parti¬
cular branch (say. metallurgy or banking). Quali¬
fications can then be matched lo job classifica¬

tions following negotiations with industry and
trade associations.

The systems prevailing in those continental
European countries have undergone substantial
reform over the past few- decades. An overhaul
of Germany's Dual system, for instance, has led
to the modernisation and broadening of the pro¬
grammes and regulations in initial training and

related qualifications. Of the 900 apprenticeship
trades that were listed in 1970, only some 370
remain. With more multidisciplinary content and
more emphasis on theoretical knowledge and
reasoning, the aim is to arm young
apprentices more thoroughly to deal with the
growing abstraction, complexity and interde¬
pendence of most jobs. These reforms have been
accompanied by massive investment in research,
negotiations with business, unions and public-
authorities, and by experimentation in teaching
methods."

Similar consultation- and negotiation-based
objectives and approaches have guided reforms
elsewhere in continental Europe, such as the
development of alternance { alternating learn¬
ing periods al school and at work) and the
baccalauréat professionnel in France. Sweden
and Finland have opted for the creation of an
'integrated' cycle of upper-secondary education
offering broad v< tcational qualifications, grouped
into a small number of tracks (Fi in Sweden,
11 in Finland), with increased em¬

phasis on general education and work experi¬
ence.

The main objectives are the same everywhere:
lo open up education systems further and make
them more flexibile, improve the quality of skills
and make them more relevant so as to respond
to changing labour demand and to re-orient the

5 Vocational Training in Germany: Modernisation

and Responsiveness. OECD Publications, Purls. 1 99 1

<> Danielle Colardyn, 'Certification in Adult Education',
in T. llusêii and '/'. A'. Postlethwaite teds.i. The inter¬

national Encyclopedia ol Education, 2nd edn., Vol.2.
Elsevier Science. Oxford. 1994.
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development of jobs towards higher skills and
economic performance. In all of these countries,
the certification of initial education is not con¬

fined to indicating the content and level of what
is learnt. It also provides guidance for the pedago¬
gical organisation of learning processes and helps
to motivate young people to complete their
training.

The English-speaking countries, by contrast,
do not have a strong tradition of formal voca¬
tional training, either in schools or in the
workplace. Since the 1980s some of them, like
Australia and the United Kingdom, have been
endeavouring to define vocational qualifications
and have set up unified qualifications systems
(the National Framework for the Recognition of
Training, or NFROT, and the National Vocational
Qualifications, or NVQs, respectively), run by
the Council and Board mentioned above. These

unified systems are meant to assess and certify
vocational qualifications based on the idea of
'skills' or 'competences', defined as the proven
ability to accomplish concrete tasks, identified
by or in co-operation with employers. The rec¬
ognition of such 'competences' is based on stand¬
ards, also drawn up with the help of employers
and setting out the degree of difficulty-, and hence
the ability, required.

Unlike the traditions in continental Europe,
these new approaches try to avoid any system¬
atic reference either to education and training

programmes or job classifications. They attempt
to measure 'competences' in a way that is neu¬
tral (regardless of institution or place of learn¬
ing), relevant and flexible, of use to actors on
the labour market, and adaptable to changing
requirements for skills. They tend to divide pro¬
grammes and qualifications into 'modules' and
'credits'. The diploma crowning a prescribed and
prestructured period of formal learning gives way
to the re-cognition of more partial skills, accu¬
mulated in an order and at a pace that suit the
individual rather than those laid down by the

education system (though it is true that most of
this competency-based modular training contin¬
ues to be provided in. or in close association
with, colleges and other such institutions).

The originality of this approach lies in the
strict separation between the certification of a

skill or 'competence' and the place/time of
acquisition, which might be the school or the
workplace, during initial schooling or further
education. The idea is to accredit precisely
defined knowledge and know-how-, acquired
'somewhere, at some time'. This approach
focuses on outputs; it is not related to educa¬
tional inputs, such as the process, pathways or
quality of teaching and learning.

Sharing
Responsibility

There is indisputable proof that this new
approach, now being developed by most
English-speaking countries, can be beneficial to
adults engaged in further education. In their case,
recognition of 'prior achievements' is a way of
sorting out and clarifying their educational,
vocational, cultural and social experience.6 These
achievements can subsequently be taken into
account when negotiating salaries and conditions
of employment.

But what happens when the approach is
applied to young people in initial training?
A number of concerns are being voiced, First,
tire young are faced with educational choices
but do not have a clear idea of their implica¬
tions. In such a context it is hard to establish a

social and occupational identity that is easily
recognisable in the world of work. The recogni¬
tion of that identity does - or should - entail a
genuine commitment on the part of industry
(especially through collective agreements) and
of adults more generally to acknowledge the
efforts the young person has invested in initial
education.

Second, the division of programmes into
modules and partial 'competences' may perhaps
foster flexibility in the education system to the
detriment of coherent pathways. It could encour¬
age young people to drop out of the education
system early and leave school with a patchwork
of abilities. They would therefore be deprived
of a sound educational foundation which would

subsequently allow them to pursue a qualifying
career path.

Third, in regulating training supply by sub

jecting it to the educational choices of young
people (and their parents), such an approach
discharges government of any reponsibility. In
the end. it makes the 'clients' of the education

system responsible for the quality of training and
its relevance to economic activity.

The many developments generated by eco¬
nomic and technological change mean that
school systems, and public authorities, can no
longer take sole responsibility for the initial and
further training of the workforce. But over-hasty
conclusions would put the qualification of
future generations at risk. Ways must be found
to share responsibility in a manner that, allow¬
ing for specifying and differences across
countries, both the quality and flexibility of
education and training can be maintained. Of
the innovations now being implemented in both
groups of countries, an outstanding requirement
is to differentiate between training for young
people and training for adults, while preserving
the internal coherence of national training
systems and improving their ability to respond
to demands and opportunities on the job
market.
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Investing
in Human

Capital
Kiel Miller and Gregory Wurzburg

TJie contribution of 'human capital'- workers' know-how- to
productivitygoes largely unreflected in statements ofcompanies'
income and in their balance-sheets. The reason is simple: no
one knows how to define and evaluate it. How, then, can the

costs and benefits offurther education and training for
upgrading it be measured?'

M
any of the terms used to describe
the economy today no longer
reflect reality. Everybody knows
that the lights would go out, the
airplanes would stop flying, and

the banks and many of the factories would shut
down if the computer software that runs their
systems suddenly vanished. Yet these crucial
'intellectual' assets do not appear in any sub¬
stantial way on the world's balance-sheets.
Instead, they are full of 'tangible' assets - build¬
ings and machinery, stocks and financial reserves.

But important structural changes are occur¬
ring in the nature of economic activity, in the
role of human resources as agents for such
change, and in the role of public policy in facili-
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taring the transition. And with increasing
'knowledge-intensity', growth in employment
must be sought through improved productivity
in firms with a solid capacity to innovate and
use technology effectively.2 The initial qualifica¬
tions of workers, and the incentives for invest¬

ing in further acquisition of knowledge show
every sign of assuming more importance as
determinants of performance, not only of indi¬
viduals in labour markets, but of enterprises and
national economies.3

So how does a government measure capital
formation, when much new capital is intellect¬
ual? How does it gauge the productivity of the
knowledge of workers whose product cannot
be counted? And how then can it track product¬
ivity growth? And if it cannot do any of these
things with the relative precision of simpler times,
what becomes of the long-hallowed mission of
government: guiding national economies? But
even if some of these problems of measurement

16

are solved, the phenomena they assess will be
far more difficult to control than in the industrial

economies of old.

National accounts and economic analysis fre¬
quently treat labour as a more or less homo¬
geneous input to economic activity. But the
'simplifying assumptions' about how 'human
capital' is measured and evaluated - the differ¬
entiated skills, knowledge and expertise of
workers - are less readily tenable than ever
because of shifts in economic output in the OECD
countries away from goods towards services and
other knowledge- and information-intensive
forms of output. Because of these shifts, and the
more competitive climate in which economic-
activity takes place, the economic survival of
enterprises, and the employability and earning
power of individuals, depend more and more
on learning as the basis for agile adaptation. But
the tools available to measure and attach eco¬

nomic value to human capital, and the 'invest¬
ment in upgrading it, have not kept up with
these changes.

The changes in the composition of output
and employment have been dramatic. Between
1972 and 1992, the share of civilian employment
in services increased from half to nearly
two-thirds, as output in the OECD countries tilted
increasingly towards them. Employment shares
in knowledge- and information-intensive serv¬
ice sectors grew especially quickly. In the United
States, for example, employment in financing,
insurance, real estate and business services grew
nearly four times faster than overall employment,
and more than twice as fast as employment in
community, social and personal services. In
France, employment in financing, insurance, real
estate and business services grew twice as fast
as overall employment. Simultaneously, manu¬
facturing employment fell from 36% to 29%, and
agriculture employment fell by nearly half to less
than 7%.

/. Riel Miller. Investment Knowledge and Knowledge
Investment: Tlie Need to Rethink Human Capital
Information and Decision Making Systems. OECD
Publications, Pahs, forthcoming 1995.
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OHCn Publications. Paris. 1994.
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low can one measure

indirect costs - for example

production lost when

workers go on training

courses or begin to apply

what they have learned?

But the changes in output tell only part of
the story, because the requirements of qualifica¬
tions within sectors - manufacturing included -
were also rising. As these changes occurred, the
occupational composition of employment was
also changing. Between 1981 and 1991, the
blue-collar share of employment declined by an
average of 3 percentage points, while the white-
collar share rose by more than 6 points. The
fastest-growing of the occupations were those
in professional, technical, administrative and
managerial activities. These occupations are ex¬
pected to continue to be the fastest-growing, if
one judges from the countries for which occu¬
pational forecasts are available. In the United
Kingdom, for example, they are the only jobs in
which significant growth is expected by the year
2000. In Japan, employment in professional and
technical occupations is expected to grow by
more than 40% before the end of the century.
nearly four times faster than the next fastest-grow¬
ing group, clerical and related occupations. In
the United States, employment in professional
and technical occupations is expected to grow

S by 36% by the year 2005, nearly three
I times faster than craft and skilled manual

I" occupations.
Yet, for all the importance of the

^ knowledge and skills of the workers as
I factors in performance, not only are the
| means for measuring them remarkably

crude; they are also rigidly determined
by certifying institutions.'1 The challenge
for policy-makers is to consider ways to
improve the signals used to indicate the
constantly changing productive capabili¬
ties of the labour force.

Three

Barriers

Three substantial barriers stand in the

way of more efficient approaches to
measuring and valuing human resources
in more knowledge- and skill-intensive
economic activities.

One is a lack of transparency in the
costs of labour, and particularly of

upgrading the qualifications of experienced
workers. As continuous upgrading becomes a
routine part of human-resource management,
labour costs expand beyond the usual wage and
non-wage expenses (social charges, pension and
health costs), to include the direct costs of train¬

ing (course fees, training material) as well as in¬
direct costs (such as the value of production for¬
gone while workers are off the job, and that lost
as workers practise and perfect what they have
learned).

Yet the definition and measurement of these

attendant costs, and the extent to which they
are reported for statistical or tax-reporting pur¬
poses, are highly variable. Sometimes the salary
costs of people participating in training are not
counted. The costs of production forgone when
people leave the workplace to participate in train¬
ing are difficult to measure and rarely captured
except in detailed case-study analysis. It is even
more difficult to evaluate the costs of the initial

lower productivity of workers when they return
from training, and start applying the content of
their training.

17

Remedies to this problem take a number of
forms. The Australian authorities, for instance,

in co-operation with the OECD and with sup¬
port from a number of other OECD countries,
are engaged in the preparation of a manual
intended to improve the consistency of defini¬
tions and measures used in the collection of train¬

ing statistics. In another vein, Finland and
Sweden considered introducing changes to fin¬
ancial accounting and reporting practices by re¬
quiring enterprises to provide details of training
costs on their statements of income and loss.

A second problem is the difficulty of measur¬
ing the productive capacity - the knowledge,
skills and abilities - that workers acquire through
further training and/or experience on the job.
Methods and institutions for undertaking this type
of in-progress assessment' remain underdevel¬
oped, although advances are being made in a
number of countries. Some, such as the Bilan

des Compétences, established through co-oper¬
ation between education and labour-market

authorities in France, aim at evaluating what
knowledge and skills individuals have acquired,
as an aid in job-search and placement. Others,
such as the Assessment of Prior Learning, in
Canada, are carried out by institutions of higher
education to assess what individuals have learned

for the purpose of placing them at an appropri¬
ate point in institutions of formal education, Still
others, such as the National Qualifications Frame-

. work in New Zealand and the National Council

of Vocational Qualification in the United King¬
dom, are intended to relate formal education and

training achievement to a national structure of
vocational qualifications that correspond to pract¬
ical requirements of qualifications in the labour
market.

Although some of these approaches, such as
those found in France, New Zealand and the

United Kingdom, are better adapted to meeting
the immediate demand for precise information
on qualifications that are required in the
workplace, all of them move towards fulfilling
basic requirements for individualised assessment
of qualifications acquired outside the context of
formal education and training institutions.

4. See pp. 12-15.
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Tlic machinery and inventory will be counted on the balance-sheet: what about the workers and the creative
skills they bring to the job?

Even when qualifications can be measured,
there is a third problem in reflecting a realistic
economic value for them. The barriers here are

found in a number of forms. Enterprises cannot
capitalise training costs or the stream of benefits
from upgraded qualifications of workers, to cany
them on the balance sheet of their financial

reports, and to allow them to be depreciated
over the useful life of the skills involved.

The reasons are derived from the fact that

workers - and their qualifications - are not
owned by enterprises, and from the absence of
institutional arrangements, such as bonding
arrangements or insurance, that would allow
firms to exercise a claim on their value. This

prevents them from spreading the costs of train¬
ing over the period of time during which they
enjoy the benefits of the qualifications acquired
by it. This, in turn, distorts the rate-of-return

analysis by which investment choices (tangible
v. intangible) might be evaluated. It under-esti-
mates the apparent rate of return to training by
counting all of the costs, but only those benefits
which are expected in the year in which train¬
ing expenditure is made.

Nor can individuals count on a predictable
return to improved qualifications because wage-
and salary-setting does not usually take system¬
atic account of upgraded qualifications, even
where they are reliably measured. 'Payment for

ability' - wages fixed on the basis of what
workers know and can do - is still rare; instead,

wages are typically linked to the jobs for which
they are hired.

The absence of more sophisticated means for
measuring and valuing human resources, par¬
ticularly the qualifications acquired through ex¬
perience and training, can heighten the risk of
mis-allocation of resources. In the firm, the lack

of data can reduce the importance of rate of
return as a criterion in management decisions
on training and human resources. As a result,

criteria for investments in employées' skills get
crowded oui by other considerations, such as
government-imposed training levies or even
'training targets' established by corporate head¬
quarters, but which do not necessarily have any
bearing on the strategic and tactical requirements
of an enterprise,

For workers the already risky and expensive
decision to invest in the acquisition of skills be¬
comes even more difficult without transparent
and reliable evaluation and recognition of their
current capacity. In general, in circumstances in
which information about qualifications is so
incomplete, where the likelihood of benefiting
from upgraded qualifications is so uncertain, and
where insurance is not possible, it is probable
that the qualifications acquired in training will
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be under-valued, yet another reason that
resources will be allocated inefficiently.

Innovations

in Assessment

The OECD Jobs Study, in urging national
authorities to address factors that interfere with

more effective practices for developing human
resources, suggested that they consider innova¬
tions in financial accounting and reporting pract¬
ices (such as reporting the costs of developing
human resources and workforce qualifications)
and in systems for the measurement and recog¬
nition of skills and abilities (like those found in

Canada, France, New Zealand and the United

Kingdom).
Such changes are consistent with develop¬

ments in business thinking. Companies like Dow
Chemical, the Canadian Imperial Bank of Com¬
merce and Hughes Aircraft are introducing new
methods for evaluating and recording the know¬
ledge assets of their workforces." These pract¬
ices fit well with the shift to quality and team¬
work where sharing ideas and generating new
knowledge are essential for success. Firm-based
financial accounting and reporting practices,
although rooted mostly in an era in which know¬
ledge was easier to manage, are making progress.
For instance, there is experimental use of
human-resource satellite accounts - which

provide detailed information on the development
costs of human resources in income statements,

and breakdowns of qualified staff on balance
sheets - to accompany audited financial state¬
ments, and a growing interest in requiring fuller
disclosure of information on human-resource

development and workforce qualifications. Yet
the durability of these innovations remains un¬
certain without agreed rules or a broader base
upon which to spread risk and collect relevant
experiences.

The increased emphasis on life-long learning
has brought forward a number of policy
responses. The Canadian government, for in-

5. Thomas A. Stewart. Your Company's Most Valuable

Asset: Intellectual Capital'. Fortune Magazine, 3 October
1994.

When people own their expertise,
it can mean that their employers

stance, is organising a National Conference on
Prior Learning Assessment for the autumn to ac¬
celerate the implementation of initiatives already
underway in most provinces. The New Zealand
Qualifications Authority has reached agreement
with higher-education institutions under which
the qualifications they award are now accom¬
modated within the national framework for quali¬
fications. These innovative initiatives to assess

learning beyond the traditional certifying estab¬
lishments point towards a growing demand for
more detailed information for human-resource

management.

For policy-makers the goal is clear. More trans¬
parent information about workers' productive
abilities (their investments in knowledge) is
required in order to improve hiring and training
practices and, ultimately, increase economic
growth. Policies that facilitate efforts to
reconceptualise the management of human capi¬
tal is one way of improving decisions both on
the uses of the asset (stock) and the incremental

investments that either maintain or add to it

(flow). New systems of information about
human capital and decision-making are required
to address a number of pressing questions. What
form of human capital should attract investment?
How does one set the proper incentives? Is there

a way to determine the extent of over- or
under-investment? Is the existing stock of know¬
ledge embodied in people being properly and
efficiently used? Providing the information that
can answer these questions more accurately and
at a lower cost for individuals, firms and

governments will go a long way towards
encouraging the growth of knowledge and learn¬
ing - and the vital innovation that will flow from
them.
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encouraging some degree of privatisation of
industry.3

The education system itself was undergoing
innovative change for two decades before the
Communist regime imploded. The management
of schools was transferred to local authorities in

the early 1970s. A law of 1985 empowered
schools, colleges and universities to control and
manage their own affairs to a substantial extent.
Teachers secured the right of veto over the nomi¬
nation of school principals. The traditional
system of regular inspection was suppressed
because it was too constrictive.

With the advent of a 'civil society' in 1989.
the outstanding question was

Since the early 1960s reviews of
national education policies in
member countries have been a

prominent and regularfeature ofthe
OECD's work. A parallel series of
reviews is now underway in the
countries of central and eastern
Europe, in collaboration with the

OECD Centre for Co-operation with Economies in Transition.
In 1992 a review of policies for higher education in
Czechoslovakia was completed. ' But Hungary is thefirst country
in central and eastern Europe to have asked for its entire
education system to be reviewed.2

Hungary's recent experience of
change is important not only for
the other central and eastern

European countries (CEECs) in
transition to a market economy

but also for many OECD countries beset by a
number of similar problems. For although the
process of transition is necessarily characterised
by a set of unique phenomena, the CEECs are
nonetheless faced with the same far-reaching
consequences of structural unemployment, rapid
technological change and international economic

The OECD OBSERVER No. 193 April/May 1995

pressures as the advanced industrialised coun¬
tries. Since the early 1980s Hungary has been in
the vanguard among the CEECs in opening up
its economy to external competition, adopting a
policy of decentralisation and deregulation, and

John Lowe used to work in the Education and Training
Division of the OECD Directorate for Social Affairs,

Manpower and Education (now the Directorate for
Education, Employment, Labour and Social Affairs),
where he was responsible for the reviews of national
education policies; he is now a consultant to the
OECD.

Demand lor university places - here at

Debrecen - is around twice as high as the

number currently available.

whether the national system of education and
training would be capable of making an effect¬
ive contribution to the installation and function¬

ing of the kind of political, social and economic
order to which the country now aspired. Its readi¬
ness obviously depended to a large extent on
how the pre-transition system was organised and
operated.

Compulsory schooling of eight years' dura¬
tion - from the ages of six to 14 - comprised the
equivalent in OECD countries of primary educa-

l.Review of Higher Education: The Czech and
Slovak Republics . OECD Publications, Paris, forthcom¬
ing 1995.

2. Review of Educational Policy: Hungary. OECD
Publications. Paris, forthcoming 1995.

J. See pp. 35-39-
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tion and the first two years of lower
secondary. Although it did not contrive
to bring all the pupils up to the desired
standard of academic achievement in

the required time - indeed, it offered
an encyclopaedic, overloaded syllabus
and used rigid methods of teaching and
learning - it had nevertheless played
an essential role in creating equal edu¬
cational opportunities for all young
people, at least in terms of the alloca¬
tion of resources.

The upper secondary cycle, devoted to pre¬
paring pupils for university entrance, could be
faulted (as, indeed, in some OECD countries)

for clinging to an old-fashioned curriculum that
was weak in the provision of modern languages,
economics and information technology. But it
was still judged to be successful when assessed
in the light of its predominantly academic
objectives. Good performance standards were
maintained, particularly in mathematics, as
attested by the high rating of students in inter¬
national evaluations of educational performance.

Vocational education was generally held by
employers to be unsatisfactory. At the end of
compulsory schooling, about half the age-group
were trained for employment as semi-skilled or
skilled workers by means of an apprenticeship
system in which industry and commerce were
close partners. The courses on offer - of two to
three years - were narrowly utilitarian and did
not permit deferred, let alone immediate.
admission to further education. Industrial restruct¬

uring during the 1980s and the closure of
numerous firms, especially in heavy industry,
from the beginning of the '90s, undermined this
system. Many firms ran out of resources for train¬
ing, and an increasing number of young
people, seeing no point in committing themselves
to two or three years of continuing education
and training with only faint prospects of a job at
the end, took their chances in the short-term

and poorly paid sector of the labour market.
Technical training, leading to a combined

academic and vocational qualification at the com¬
pletion of the upper secondary cycle, was obliged
to start narrowing its curriculum and the range
of specialised programmes it offered. It had also

The school system is decentralised to a degree rarely

countries, which permits the emergence of alternative

to cater for intermediate technical training
designed for students staying on after compul¬
sory schooling who did not wish to aim al uni¬
versity admission or pursue other academic
studies.

Access to post-secondary education - univer¬
sities offering a master's degree or specialised
non-university institutions offering professional
qualifications, such as agriculture and health
administration - was limited by a strict Humerus
clausus. Only half of the candidates gained a
place. As in several OECD countries, such as
Australia. Canada and the United States, an

attempt had been made since the 1950s to
satisfy the excess demand by providing part-time
studies, including distance-learning facilities. But
this sendee was dispensed in such an uninspired
way as to devalue its reputation. Adult-education
programmes were also ill-adapted to real learn¬
ing requirements, since as a rule they used the
same curriculum and style of instruction as the
schools.

Higher education was fragmented, including,
besides the multi-disciplinary universities, a con¬
siderable number of small, single-discipline in¬
stitutions. Some traditional faculties had been

turned into professional schools, having shed
their research functions or, at least, their research

interests directly linked with teaching. Pure
research was conducted under the aegis of the
Academy of Sciences in separate centres, while
applied research was commissioned by several
ministries and often carried out inside firms. And

though the social sciences and education had
received substantial financial support since the
early 1970s, research in the liberal arts was
neglected. Moreover, the divorce between teach¬
ing and research prevented the universities from

offering post-graduate studies and left
the Academy of Sciences with a virtual
monopoly of doctoral and equivalent
programmes.

Easing
into the Transition

ther

Whatever the demerits of the

pre-transition education system, it had
already enjoyed a decade of relative liberalisa¬
tion. As a result, the individuals and institutions

involved in education were becoming accus¬
tomed to facing up lo and overcoming difficul¬
ties and were thus disposed, in the main, to re¬
spond flexibly to the imperative demands and
unforeseen consequences of the move to a mar¬
ket economy.

A law of 1990 confided the ownership of
schools to the local authorities - mainly, in pract¬
ice, municipalities. Various amendments to
existing legislation were designed to give a spur
to pedagogical innovations and the re¬
organisation of school structure and manage¬
ment. Private education was sanctioned and the

churches were allowed to recover their former

schools. Three further years of political debates
and technical analyses culminated in parliament
enacting a series of framework laws in 1993,
covering the whole range of initial schooling,
vocational education and training after school
and higher education.

The school system is now decentralised to a
degree that is rare in comparative international
terms. Local authorities determine their own

goals, design their own auricular reforms, and
largely control their own financial resources.
Schools enjoy considerable autonomy. This
approach produces diversity and a certain dyna¬
mism but it hinders co-ordination and effective

evaluation in the community and by regional
authorities. The system is also facing serious
extraneous challenges, not least extremely
uneven patterns of population growth across the
country and a variety of fundamental changes in
local government organisation.

The vertical and horizontal structures of

schooling are in a state of flux. New types of
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school, both in organisation and curriculum, keep
emerging. Pupils in secondary education are
making career choices at an earlier age, and as a
result the distribution of enrolments over the

range of models is rapidly changing.
Indeed, the transitional economic and social

context for the development of both compul¬
sory and post-compulsory schooling is unusu¬
ally complex. That highlights the lack of a clear
vision of the goals of the school system, the ab¬
sence of a general design to cope with flexible
strategies and procedures, and the want of basic
data to allow the regular appraisal of individual
schools and evaluation of the education system
as a whole. Consolidating the several streams of
upper secondary education, including vocational
and technical education and training, will be
difficult, as will strengthening the provision of
adult education, though both are highly desir¬
able. There should also be a balanced inter¬

action between the centre and the periphery in
controlling and managing the system.

Two issues in particular have to be tackled
urgently - the defective application of the cur¬
riculum and the poor condition of vocational
education and training. The growing discrepancy
between declared goals and reality, which is
masked by a lack of evidence as to how the
curriculum is being applied in practice, makes
reform on a national scale imperative. The
sea-change in Hungarian society and politics adds
to this urgency. The participation of such out¬
side interests as employers in curricular design
and development is strongly recommended.

The sector of the education system which has
been most drastically affected by the upheavals
of the last few years is vocational training. The
transition from a centrally planned state-
controlled economy to a market one has entirely
washed away the foundations of the training sys¬
tem - the training schools for skilled workers -
that were based upon a manufacturing industry
now in sharp decline. And the situation is aggra¬
vated by the lack of national policy co-ordination,
particularly between the ministries of education
and labour.

The absence of a clear-cut definition of goals
and functions in higher education can be attri¬
buted to the fragmentation of the system itself.

The dual system of universities and colleges
offers undergraduate programmes of differing
lengths and is further divided by the different
sources of funding and supervision. In 1992, 73%
of students attended institutions administered by
the Ministry of Culture and Education, 11% by
the Ministry of Health, 8% by the Ministry of
Agriculture, and 8% by other agencies.

Enrolment is low, estimates ranging from
11 to 15% of the relevant age-group, compared
to 20-30% in western Europe. Moreover, expan¬
sion has slowed over the last decade and much

demand goes unsatisfied. And of the candidates
admitted (fewer than half in 1991), approximately
half went to universities and half to the colleges
or non-university sector.

Small single-discipline universities have to be
integrated with the separate research centres in
order to create viable universities. It is essential

to develop a non-university sector of short-cycle
institutions. Access to higher education should
be expanded. Staffing and financial resources
should be used more efficiently, with talented
staff better rewarded to prevent a decline in the
quality of teaching and research.

The creation of alternative short-cycle
non-university institutions could be accompanied
by a regional approach to control and manage¬
ment, and closer links between school and adult

education. The very institutions of higher edu¬
cation would benefit from redesign. Above all,
there has to be co-operation among all those
involved, a co-ordinated legislative framework,
strategic policy development, and overall respon¬
sibility for the system vested in the Ministry of
Culture and Education.

In the majority of OECD countries con¬
sensus-building, transparency and accountabil¬
ity have also become policy imperatives. The
political parties should thus try to make sure that
their manifestos on education, training and
research are genuinely informative and widely
distributed. The government could ensure that
information on the education system and its
performance be disseminated throughout the
country so as to stimulate a continuing public
debate on educational matters and encourage
employers, unions, and professional and scienti¬
fic associations to express their views on the

development of human resources in society at
large. To this end, the government should
establish a high-ranking body drawn from busi¬
ness, the unions and the appropriate ministries
with a view to promoting a better understand¬
ing of the changing relationship between
education, the labour-market and the economy
as a whole.

To meet the demand for accountability, a
nation-wide system of school evaluation -
supervised by an independent central agency -
should be introduced to monitor the activities

of schools and other 'suppliers' in the light of
national aims and guidelines. And an independ¬
ent national council could chart the progress of
post-secondary education, including the relevant
sectors of adult education. In tandem, the Minis¬

try of Culture and Education could usefully pub¬
lish a regular report - preferably annually and at
least biennially - on the condition of education.

The accumulated knowledge of how the edu¬
cation and training system works and of its
inter-relationship with the other social and eco¬
nomic sectors should thus be used by a newly
established network of guidance and counsel¬
ling agencies to help existing and potential
students to choose for themselves the best

possible learning opportunities.

Reforming education and training is a vital
strategic goal in the restmcturing of Hungarian
society, creating a new civil order, establishing a
market economy, reinforcing the scientific and
technological knowledge-base, and providing the
kind of education and training required for
Hungary to take its place among the member
states of an enlarged European Union.
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Agricultural
Reform

in Sweden
Sture Àstrôni

At the beginning of the 1990s Sweden oHK.
embarked on a major reform of its
agricultural policies. The governments of * ~ '-'
OECD countries had been discussing the reform ofagriculture
since the early 1980s, but until recently very few of them had
gone beyond debate to action.' The Swedish decision, and the
process ofadjustment itfostered, have been ofspecial interest to
policy-makers elsewhere, particularly since at the time Sweden
embarked on itsprogramme ofreform it wasproviding support
and protection to its agriculture sector - as measured by the
Producer Subsidy Equivalent (PSE)2 - well above the average
for OECD countries. In 1991, for example, Sweden 's net PSE
was 64%, compared with 48%for the EC and 42%for the OECD
as a whole.

The recent reform of agricultural policy
in Sweden was undoubtedly affected
by international pressure for policy
adjustment. The agreement at the
OECD Ministerial meeting in 1987 on

the principles and actions for market-oriented
reform of agricultural policies and annual moni¬
toring of policy developments in OECD coun-

Sturc Aslrdni worked, until recently, in the Country
Studies Division 1 and Structural Adjuslmc-nt Division

of the OECD Directorate for Food. Agriculture and
Fisheries.

tries was a milestone in the international debate.

And the Uruguay Round negotiations of the GATT
on agriculture, which were proceeding in paral¬
lel, had an important influence, even ahead of
their conclusion, in shaping public opinion and
the expectations of policy-makers about the
nature and scale of reform likely to be agreed.

But structural problems in the Swedish
economy itself were the source of more im¬
mediate pressure for changes to agriculture
policy. By the late 1980s Sweden was suffering
from high rates of inflation, escalating public ex-

23

penditure and a worsening external balance.
Indeed, inflation in Sweden had been fuelled

especially by its highly protected and regulated
agro-food sector. It therefore became one of the
first sectors targeted for structural reform, along
with financial, taxation, housing and competi¬
tion policies.

In 1989, the government launched a major
review of its food and agriculture policies, most
importantly through a Parliamentary Working
Group on Agricultural Reform, which drew on
the academic literature and work from inter¬

national agencies (including the OECD) and
commissioned studies from government
agencies. This process subjected Sweden's
agro-food policies to intense scrutiny. Particular
attention was paid to whether the aim of food
self-sufficiency, which had its roots in the
notion of defence preparedness, was still rele¬
vant. Overall, the review concluded that

agricultural-policy objectives could be achieved
with a rather different policy mix: less reliance
on highly distorting price support and more use

1 Agricultural Policy Reform and Adjustment: The
Swedish Experience. OECD Publications, Purls, forth¬

coming 1995.

2. Agricultural Policies, Markets and Trade 1993:
Monitoring and Outlook. OECD Publications, Purls.
1994.
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of targeted payments, either to ease short-term
adjustment or to meet particular objectives (for
example, in environmental protection).

The Working Group reported in the autumn
of 1989. The main focus of its recommendations

was that far more emphasis be given to the im¬
plications of policy measures for economic effi¬
ciency, to consumer and taxpayer interests, and
to the environmental implications of agricultural
production. Full internal deregulation of Swed¬
ish agriculture was proposed over a period of
three years, with producers to be compensated
in the interim through temporary direct payments.
The thrust of these recommendations was en¬

compassed in a parliamentary proposal and, with
some amendments, the changes were agreed in
June 1990 for implementation from 1 July 1991
onwards.

The centre-piece of the final package was
deregulation of domestic markets. Guaranteed
intervention prices, export subsidies and the
associated administrative structures were to be

phased-out over five years. The government
assumed that a complementary reduction in
tariffs on imports would occur as a result of con¬
clusion of the Uruguay Round, then expected to
flow from a ministerial meeting in Brussels in
December 1990.

To ensure that adjustment took place in
socially acceptable conditions, the package
included a scheme that made

grants available for the conver¬
sion of land which had been

used for the production of
price-supported commodities to
different purposes, in particular
to more extensive livestock pro¬
duction. Income payments were
also used to cushion farmers

against the costs of adjustment.
In the crops sector they were in¬
tended to compensate for the
planned phasing-out of regulated
prices through to financial year
(FY) 1992/93. Livestock pro¬
ducers were already receiving
payments per head of livestock
from the autumn of 1989 as com¬

pensation for the freeze in prices

hal tl-

flowing from the 'standstill' decision at the
mid-term review of the Uruguay Round negotia¬
tions under which governments agreed not to
increase support for their farmers pending a
GATT outcome. These payments were contin¬
ued into the period of reform pending a conclu¬
sion of the Uruguay Round. When it became
clear during 1991 that the conclusion of the trade
negotiations would be further delayed, Sweden
decided on an interim adjustment to its policy
package in the form of a unilateral decrease in
tariffs on imports - by 10% on average - to re¬
move a growing gap between border prices and
internal market prices as the deregulation pro¬
ceeded.

As the reform continued, some further

changes to the programme were introduced as
it became increasingly likely that Sweden would
join the European Union (EU). A commission of
enquiry was appointed late in 1991 to consider
the implications of EU membership for agricult¬
ure. Following its report, the government altered
its policies from FY 1993/94 to ease a possible
transition to the provisions of the EU's Common
Agricultural Policy (CAP), not least by continu¬
ing direct payments in the crops sector (similar
to the EC compensation payments that came into
operation in July 1993 after the reform of the
CAP). The headage payments for livestock pro¬
ducers were also continued. In addition, export

al value-added in the food processing industries has increa;

all in farm-gate prices has not been fully transmitted lo the

subsidies were re-introduced for some livestock

products, and administered prices were con¬
tinued in the crops sector instead of being
phased-out as planned.

Effects

and Costs

Farm-gate prices fell by around 6% on aver¬
age from 1989 to 1993 as the original reforms
were applied. Prices for processors and con¬
sumers increased, though at a much lower rate
than the general rate of inflation in the Swedish
economy, thereby achieving one of the main
objectives of the reform. Total income to the
sector as a whole was largely unaffected by the
policy changes; indeed, it increased during 1990
and 1991, fell slightly in 1992 - mainly because
of a drought - and increased again in 1993 to
around 1989 figures (in nominal terms). At the
same time, the number of farmers fell, with the

result that total income per farmer rose. The
growth in average farm size accelerated in both
crop and livestock sectors, and the number of
holdings, and the volume of agricultural invest¬
ment and of employment all fell. These devel¬
opments suggest that part-time farming increased
as part of the adjustment process.

There was an immediate fall in the supply of
milk between 1990 and 1991.

along with a shift to more exten¬
sive production of beef on past¬
urage with suckler cows in re¬
sponse to the new set of policy
incentives. The supply of milk in¬
creased again marginally in 1993,
probably in response lo the pros-
peel of Swedish accession to the
EU and concern on the part of
farmers to establish future quota
entitlements under the dairy
regime of the CAP. Total grain

1 plantings decreased by some
I 180.000 hectares since 1989 but

5 the desired reductions in prod-
| uction. which il had been hoped
; would eliminate the necessity for
5 costly exports, have not been
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achieved. Indeed, the costs of export subsidies
remain high (1.4 million kroner in FY 1993/94).

In the 'upstream' and 'downstream' industries
associated with the farm sector there has been a

marked decrease in employment. The industries
supplying tractors and other agricultural
machinery were affected by a sharp fall in
demand. That prompted a series of mergers and
acquisitions, which strengthened the position of
the producer co-operatives in these markets. A
good deal of structural change in the processing
industries has also taken place, with employ¬
ment clown by a tenth and a number of plant
closures or mergers. Product development and
marketing have assumed more importance in
commercial strategies, perhaps in anticipation of
fiercer competitition after accession to the EU.

This rationalisation notwithstanding, it seems
that the food processing industries have been
able to capture some of the benefits of reform
intended for consumers: their share of total

value-added in the sector has increased and the

fall in prices 'at the farm-gate' does not appear
to have been transmitted fully to consumers.
Imperfect competition on Sweden's relatively
small consumer markets, along with virtually
undiminished protection from imports, seem to
be largely to blame.

The reforms also took account of the impact
of agricultural production on the environment,
although policy measures to limit adverse effects
had been in place since 1985, chiefly in the form
of a programme aimed at halving the use of pesti¬
cides. A similar programme to reduce nitrate leak¬
ages was introduced in 1989. The main instru¬
ments in both cases were levies on inputs,

advice from government agencies and regula¬
tion. Pesticide and fertiliser usage dropped
markedly until 1992, through a combination of
reduced acreage and a drop in input intensity -
interestingly, without any fall in yields. The re¬
form programme and the earlier environmental
initiatives of 1985 and '89 thus appear to have
been complementary in their effects and
successful in bringing about the desired out¬
comes.

The assessment of the general effectiveness
of these reforms is complicated by two
exogenous factors: the application for member

ship of the EU and the prolongation of the
Uruguay Round. Although the debate about EU
membership did not lead to changes in agricult¬
ural policy until FY1993/94. it is likely that the
prospect of adopting the CAP regimes would
have influenced producer expectations even in
advance of programme adjustments. That could
be a partial explanation, for example, of the rela¬
tively muted reduction in total area planted
despite policy incentives in the crops sector. And
the delay in concluding the Uruguay Round
meant that the expected reduction in protection
for Swedish agricultural products against imports
did not occur. In addition, direct payments were
provided to livestock producers for much longer
than originally intended. The combined effect
of these two factors generated uncertainties about
future developments which led to increases in
spending on agriculture and mitigated the
intended effects of the reform.

With hindsight, the Swedish experience sug¬
gests that the producers were over-compensated
for the price reductions that actually incurred. A
safety net designed to compensate for loss of
income might have been less costly, more equi¬
table and less distorting of production than the
package of measures implemented.

Further, the reform process underlines the risk
of escalating costs. Unanticipated government
spending arose for several different reasons,
ranging from exogenous factors such as except¬
ionally good harvests or developments in world
prices that led to the re-introduction of some
export subsidies or the extension of direct pay¬
ments initially intended to be temporary. The
cost of agricultural support remains an import¬
ant issue in Sweden since public debt and the
budget deficit have grown faster in relation to
GDP than in any other OECD country in recent

years.

The main thrust of the reform was domestic

deregulation - in expectation, of course, of a
parallel reduction in protection through the GATT
talks. Hindsight suggests that a programme which
unilaterally incorporated complementary reduct¬
ions in border protection for agricultural pro¬
ducts would have been more predictable and
persuasive in stimulating adjustment in Swedish
agriculture.

Sweden's policy-makers were aware that
changes should take place throughout the food
chain for the full benefits of reform to be

achieved. To this end a special competition law-
was passed for the food sector in advance of a
more general overhaul of competition policy. But
it is not easy to design effective policies to en¬
sure competitive outcomes in protected markets
that are dominated by a few firms - which
reinforces the importance of reductions in im¬
port protection as part of an overall programme
of staictural reform.

The results of reform of agricultural policy in
Sweden are difficult to evaluate. The period since
the reform package was implemented has been
brief and it coincided with important fundamental
adjustments in the economy in general, which
makes it difficult to isolate the impact of changes
in sectoral policy with much precision. The pro¬
longation of the Uruguay Round negotiations and
the anticipation of Sweden's membership of the
EU also altered the course of events. In a sense,

the Swedish reform programme stopped at a criti¬
cal stage, when market intervention was about
to be abolished. In the light of the referendum
in favour of Sweden's entry to the EL", and thus
the application of the CAP in Sweden from
1 January 1995, the effects of the earlier reforms
will remain the subject of some speculation. At
the very least the Swedish agro-food sector will
make the transition to the EU having already
weathered a period of rationalisation and with
volumes of support (measured by the net PSE at
52% in 1993), considerably closer to those pre¬
vailing in the Union than before its national pro¬
gramme of reform.
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New Coals

for Regional
Policy
Rémy Prud'homme

For many OECD countries, the reduction of regional
disparities in output, unemployment and income is a ,. j
majorpoliticalgoal, a contribution to- or a condition
of- national cohesion. In no one country, though, is
the reduction of interregional disparities seen as the only or
even theprimary objective of regionalpolicies.1

The times when economic growth was
taken for granted, and when regional
policy was concerned simply with
where to direct it, are gone. Regional
policy is now expected to promote

growth throughout the entire country by encour¬
aging competitiveness and regional self-suffi¬
ciency.

The concept of interregional disparities' must
now be given a wider meaning. They exist not
merely in income or unemployment between
regions, since new types of imbalance are
appearing - in the quality of the environment,
in infrastructural endowment, in educational

opportunity, in the availability of capital or in
access to expertise. These are, so to speak,
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'upstream' disparities, affecting the context in
which enterprises and local governments oper¬
ate. Reducing them will thus make it possible
for businesses and local administrations to com¬

pete on a fairer basis. That also offers a way of
eliminating potential conflict between the reduct¬
ion of disparities and the promotion of growth:
the reduction of disparities in development
potential (not in development) is itself likely to
contribute to growth,

The new disparities are also within regions,
not only between them. The suggestion that there
are well-off regions which can be neglected and
problem regions which require help is a clumsy
simplification. In reality, there are problem
areas in most well-off regions, and well-off
areas in many problem regions. Indeed, the most
dramatic differences are often to be found within

single areas, particularly in large cities. Regional
policy must therefore often become sub-regional,
and cannot be divorced from urban policy.

26

Another objective of regional policy is to ease
sectoral and structural adjustment. Increased
globalisation, rapid technological progress, and
major geopolitical changes all lead to the dis¬
appearance of entire lines of activities (textiles,
say) -which, fortunately, is often associated with
the appearance of new lines of activities (such
as electronics). This process -the working of
Schumpeter's 'gales of creative destruction' - has
often a marked regional dimension. The enter¬
prises that have to disappear, or to shrink, tend
to be located in the same areas (shipbuilding
and mining are examples); and there is no
reason that the enterprises that will develop
should appear in the same place. Even when
this restructuring benefits an economy as a whole,
it can hit some regions particularly hard. The
problem is especially acute for the reduction of
defence activities, which in most countries are

disproportionately located in a small number of
areas. It is also particularly serious for the coun¬
tries of central and eastern Europe, where the

/ "ThirdInformalMeeting ofOECD Ministers Responsible
for Régional Policy'. Schriften zur Regionalpolitik unci
Raumplanung, No. 25. OECDand Government of'Austria,
Federal Chancellery. Vienna. 1994 (available in English
and German).
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structural adjustment required is many times
bigger than in OECD countries.2

Adjustment should be encouraged locally and
regionally as well as nationally. But too brutal
an adjustment can be dangerous. A local
economy is a concentration of specialised skills
and of enterprises organised in networks, each
benefiting from the presence of the others, And
if a large enterprise, or most of the enterprises
of a sector, disappears, many if not all nearby
enterprises suffer. A vicious circle can easily be
started, ending in the economic collapse of the
entire local economy, with high unemployment,
wastage of human skills, under-use of infrastruct¬
ures. Intervention in the form of regional poli¬
cies - through subsidy, infrastructural endow¬
ment, training programmes and so on - may
therefore be justified to prevent or cushion
dramatic local or regional shocks.

Devolving
Responsibility

Until recently regional policy was the respon¬
sibility of central government. Nowadays, very
few-, if any, of the goals of regional policy can
be reached without the close co-operation of
lower tiers of government, of enterprises and of
other countries.

Local and regional governments have a key
role to play. The French government, for in¬
stance, considers that regional administration is
the most appropriate institution to bring together
local forces and to determine the specific place
of each region in both national and European
contexts, in terms, for instance, of product mix.
Cantonal governments have always been the
major element in the Swiss confederation, and
will continue to play a dominant role in regional
policy. The Australian government favours a
'bottom-up' approach, in which slates and cities
help themselves develop. In Finland, develop¬
ment tasks which were previously the responsi¬
bility of provincial state offices have been trans¬
ferred lo regional councils or co-operating
bodies of municipalities.

Private enterprise is equally important in
regional policy, particularly in the form of small

and medium-sized enterprises (SMEs). There was
a time, around twenty years ago, when regional
policy was focused on large, often international,
enterprises - frequently car-building companies -
and on attracting them to designated areas. This
sort of 'exogeneous' policy is on the wane.
Instead, 'endogeneous' policies now focus on
the role that must lie played by the creation and
the development of local SMEs. Entrepreneur-
ship, rather than heavy-handed government, has
become the key to regional development.

Increasing attention is being paid to the role
of intermediate or co-operative private bodies -
chambers of commerce, local banks, centres for

the exchange of information (both private and
public), institutions supplying venture capital,
commodity markets, trade fairs and exhibitions.
Many of the countries of central and eastern
Europe, in particular, where such institutions
were scarce, are especially eager to see them
appear, and happy to note that they are begin¬
ning to develop.

Central governments nonetheless still have
an important, if new. role to play, to facilitate
and co-ordinate the action of others. They used
to be soloists: they have to become conductors.
This role is reflected in the new tools of regional
policy.

New

Tools

There is widespread disappointment with
some (or most) of the traditional tools of regional
policy. In particular, grants and subsidies to
enterprises, once one of the main tools of act¬
ion, now stand accused of inefficiency, even of
being counter-productive, since they can reduce
motivation and create a culture of dependency.
The new approach to regional policies obviously
calls for new instruments.

The first of these is co-ordination. Vertical

co-ordination - between central and lower tiers

of government, between the European Union
and its member states or their regions, between

2. tiiluin li. Kapstein and C. Marshall Mills.
Conversion In Russia's Regions', The OECD Observer,
So. 192. February/March 1995.

government and business - can take many forms.
In France, for example, 'planning contracts'
(contrats de plan), signed jointly by the central
government and the regions, define develop¬
ment programmes and list the infrastructure
investments both pledge to undertake in the next
five years. Australia is trying to involve the
regions in national decision-making. And in
Germany involving the Lander in policy formu¬
lation is a constitutional requirement.

There is also horizontal co-ordination of the

activities of different regions, or of different
municipalities in a given urban area, or more
generally of other local institutions and organi¬
sations. Bui it is not automatic, and can be facili¬
tated by the central government, through the
provision of institutional frameworks, or moder¬
ate financial incentives, as with, for instance, the
communautés de villes in France.

Third, there is horizontal co-ordination

nationally. Many national policies established for
good sectoral reasons fail to take into account
their regional impact and thus may not be in
line with the objectives of regional policy. Some
policies, for example, implicitly favour large
urban areas: research and development policies,
assistance to housing construction, higher-edu¬
cation programmes. And national budgets can
have regional implications - an increase of
petrol tax for example, is likely to bear more
heavily on rural areas than on densely popu¬
lated cities.

But. whatever the extent of policy co-ordina¬
tion, the decisions of private enterprises and
local governments will be taken, and bear fruit,
only if business operates in a supportive envi¬
ronment - of which the most important element
is infrastructure. Infrastructure cannot be pro¬
vided by enterprises themselves, because its
benefits are dispersed. In many cases, too, as
with roads, il cannot be entirely provided by
local and regional governments alone, because
of its network effects, and also because local

governments in poor areas usually have little
spare cash. Yet there are differences as to the
types of infrastructure that central government
should provide.

The 'traditional', basic types of infrastructure -
roads, say - are still necessary in many conn-
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As old activities, like

mining, disappear, new
technologies are changing

the comparative

advantages

of outlying areas.

tries, particularly central and eastern Europe.
There are many typical examples of 'hard' infra¬
structure. The Trans European networks pro¬
posed by the European Union, for instance,
largely consist of highways and high-speed trains.
And in Turkey the most important regional de¬
velopment effort, the South East Anatolian
Project, rests on the construction of gigantic dams
and irrigation networks. But interest is strong
also in 'soft' infrastructure, in information and

education or training. The relative importance
of 'hard' infrastructure probably declines with
the extent of development, although the less
advanced countries cannot afford to ignore the
softer forms, nor can the more advanced ones

neglect their harder infrastructure.
A further instalment in the new approach to

regional policy involves the provision of advice
and information. Enterprises, particularly when
located in problem areas, are often short on
information and ideas, about, say, technologies
or markets. This problem is especially serious
for SMEs, which are precisely the type of enter¬
prises required for regional development (larger
enterprises, obviously, can acquire information
more easily). Markets can provide some of this
information. But in practice, the market for
information is not very efficient; it can usefully

be supplemented by government intervention,
by providing free or subsidised advice, at least
at the beginning of a period of development.

Labour-market assistance falls in the same

category. In practice, local labour markets are
not always efficient, since the supply of skills is
often ill-adapted to demand, and also because
information about supply and demand is 'sticky'.
Government action in retraining the workers of
declining industries can smooth the transition.
In both cases, these new policies are aimed not
at supporting declining or threatened old activi¬
ties but at favouring the development of
promising, often high-tech, new ones.

The shift in emphasis from action by central
government to involving local and regional gov¬
ernments has financial implications. Weaker
areas have a weak tax base, whatever form local
taxation takes, which means fewer resources. In

the absence of countervailing transfers from
central budgets, these areas are therefore disad¬
vantaged in what they can do to promote devel¬
opment, and the ones which require it most are
those who can provide less. Competition
between regions, which is desirable in itself, can
thus become unfair. The development of a
system of transfers through the national budget
to the weaker local and regional governments is

a necessaty corollary of the increased independ¬
ence of sub-national governments. Yet it is a
delicate issue. Sufficiently large transfers are
necessary to compensate differences in tax bases.
But excessive transfers are dangerous because
they decrease local and regional incentives and
encourage inefficiency.

The fifth instrument of the new regional policy
is pricing. People and enterprises should pay,
inasmuch as possible, the full costs of the goods
and services they consume; by the same token,
local consumption should be paid for locally.
That condition is particularly important for large
cities, where the benefits accaiing to companies
and households are usually higher, as are costs,
particularly of transport, environmental services
and welfare. These urban costs should not be

borne by weaker regions outside the cities.

A 'new model' of regional policy is thus
emerging. It now has a variety of objectives -
competitiveness and employment as much as
the reduction of disparities. It has a range of
targets - urban as well as border areas, not now-
only marginal parts of countries. It involves a
number of institutions - local and regional gov¬
ernments and business, not only central gov¬
ernment. It uses a large number of policy instru¬
ments. Not least, regional policy will rely more
on the economic and social potential of every
area of OECD countries, though it often will have
to be stimulated, facilitated, co-ordinated, and
otherwise aided. This will be the new role of

central government - a more modest one, but it
is also more complex, and certainly no less
important, than in the past.
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Tax, Transition
and Investment
David Holland and Jeffrey Owens

Direct investment byforeign companies canplay an important
role in helping the former Communist countries evolve toward
a market economy. It can supply them with scarce capital and
bring in up-to-date technology and management techniques.
It can also improve access to western markets forproduction
from the region and aid theprocess ofprivatisation. For many
of these countries, the volume offoreign investment to date has
been low. As a result, several of them have sought ways of
encouraging such investment, including the provision of tax
incentives. But it is usually more important to identify and
remove impediments to investment within the existing tax
system.1

The tax system of a country can influ¬
ence the amount of foreign direct
investment (EDI) it attracts. But tax

considerations are relatively unim¬
portant compared to other factors.

Would-be investors first look to the basic eco¬

nomic and institutional situation in a country.
The lack of investment in the economies in trans¬

ition (EITs), both in central and eastern Europe
and the former Soviet Union, has arisen because,

although firms were attracted lo the potential
markets of the EITs and by the relatively low-
cost, skilled labour available there, there were

other aspects - such as uncertainty in the policy
direction of governments and the transitional state

David Holland is in charge of the On it for Co-operation
with the Economies in Transition in the Fiscal Affairs

Division, of which Jeffrey Owens is Head, of the
OECD Directorate for Financial. Fiscal and Enterprise
Affairs.

Companies with

capital-intensive

projects - here the
Hilton Hotel in

Budapest - expect
to be able to offset

losses against

profits until they

reach long-term

profitability.

of the legal framework for a market economy -
which inhibited large-scale investment. There are
also some basic characteristics of a tax system
which can impede FDI.

As a rule enterprises focus on the general
features of the tax system in making their invest¬
ment decisions. And a number of tax

features in the EITs are deficient from the point
of view of the private sector. Experience has
shown that tax incentives on their own cannot

overcome these problems.
In many cases the tax laws in the region con¬

tain features that are hangovers from the system
that obtained under the Communists. They in¬
clude provisions that are related to the budget¬
ary control of enterprises or price formation rather
than form part of an appropriate tax base. Po¬
tential foreign investors find them unfamiliar and
anomalous because they can cause the tax base
to diverge from OECD norms, imposing taxa¬
tion that is inconsistent with business

realities.

The first of these features is the regime for
the depreciation of assets. Many of these regimes

I Taxation and Foreign Direct Investment: Tlie

Experience of the Economies in Transition . OFCD
Publications, Paris. 1995
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Some tax incentives may £

might well have occurred

are essentially remnants
from the system of bud¬
getary control, and therefore
tended to be complex and
unnecessarily detailed, often
with over one hundred dif¬

ferent categories of asset. In
addition, the rates of depre¬
ciation permitted are low
compared to general pract¬
ice in OECD countries.

The treatment of ex¬

penses is another cause for
concern. Businesses expect
to be able to deduct reason¬

able expenses. In some
cases, deductions for some

expenses, such as wages and
interest, were restricted. For

private-sector firms, these ex¬
penses are entirely normal
costs and should be allowed

for tax purposes.
A third consideration is how business losses

are carried over. It is usual for large capital-
intensive projects to generate losses in their early-
years, because of the high costs of starting-up,
training and early marketing. Firms naturally
expect to be able to offset these losses against
their profits so that they do not begin to pay tax
until they are in a position of cumulative profit¬
ability. In some cases, restrictions on carrying-
over losses meant that firms would pay tax even
when they were suffering a cumulative net loss.

A fourth factor in decisions to invest is the

transparency of tax law. Taxpayers expect to be
able to predict the consequences of their act¬
ions on their tax liabilities. That requires clear
laws that are stable over time. In a number of

countries, the tax laws were not clearly written
and moreover were subject to frequent revision,
making long-term business planning difficult. In
particular, uncertainty adds to the perceived risk
of undertaking major capital-intensive projects.

The administration of lax law is as important
as the law itself. The move toward a market

economy has put real strains on the ability of
the tax authorities to provide timely and consist¬
ent interpretations of the law. They are faced

o investments,

any case.

in the importation of everyday products, whit I

with a rapidly changing business environment,
with many new firms to audit and assess. These
firms, moreover, do not have the close relation¬

ship with the state that the major state-owned
enterprises used to have. As a result, the tax
authorities are offered less information, and the

firms have a bigger incentive to reduce their tax
burden. Tax authorities, too, are affected by the
frequent changes in the law. which make it dif¬
ficult to apply the law consistently. In some cases
the application and interpretation of the law-
varies throughout the country. These problems
are a further serious obstacle to long-term
business-planning.

Taxes on business inputs, property and other
non-income bases present another problem.
These taxes are payable even if no profits are
made and often act to raise the cost of basic

inputs. In particular, the application of
social-security taxes to the wages of expatriates
raises the cost of employment, and the levy of
border charges on the importation of capital
equipment can discourage investment,

The EITs should also consider the interaction

of their intra-regional tax treaties with those
between countries of potential investors. More
co-ordination and co-operation among the EITs

| in negotiations would im-
s> prove the effectiveness of a
$ network of treaties.

Experience
of Incentives

Many of the EITs have
used tax incentives to attract

EDI. Their experience has
been consistent with that of

the OECD countries, which

is that incentives are not a

very effective means to that
end. Moreover, they cannot
overcome the other, more

fundamental problems in the
tax system that are inhibiting
investment. Such incentives

have nonetheless imposed
serious costs on the EITs that

have to be considered relative to the modest

benefits they have conveyed.
The most immediate is that tax incentives by

their nature impose a revenue cost on govern¬
ment. For the most part this cost is wasted, since
in the main the incentives go to investments that
would have been made in any event. For the
EITs there is an argument during the period of
transition that EDI would not occur without the

incentive, so that the revenue cost can be met

by future tax income. But the experience of the
last few years is that the incentives go to invest¬
ment in short-term, speculative projects, such as
product importation, which would occur even if
there were no tax incentives. The incentive is

thus pure windfall for the companies involved.
Tax incentives in the EITs have allowed

serious tax avoidance, which has added

considerably to their revenue cost. That is a
result, at least in part, of the deficiencies in
their design and also of the difficulties the
authorities have faced in auditing taxpayers
during the transition period. The revenue
forgone because incentives have been used to
shelter domestic income from taxation un¬

doubtedly exceeds by far the incentives provided
to 'legitimate' FDI.
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The Budapest Centre is one of several where the OECD is giving tax officials from the economies
in transition advice in the design, operation and management of modern tax systems.

Incentives also introduce complexity into the
tax system, in part because of the rules them¬
selves and from the technical amendments that

tax authorities must introduce to combat the

resulting tax planning. Complexity imposes costs
on administrators and taxpayers alike and in¬
creases the sense of uncertainty of tax results
faced by potential investors. This in turn deters
the investment the incentives are intended to

attract.

A further difficulty with tax incentives is that,
once they are introduced, they create a clientele
for their continuation and expansion. Indeed,
that many OECD countries continue to have
some tax incentives after the tax reforms of the

1980s is less a testament to their effectiveness

than evidence of the political difficulty in re¬
moving them once they have been introduced.

The main form of incentive used in the econo¬

mies in transition has been tax 'holidays', where
no tax is payable on profits earned for a speci¬
fied period after an investment has been made.
These have suffered from a number of serious

deficiencies. First, they have often been badly
targeted, offering most benefit to short-term,
quick-profit businesses, such as the trade sector
(restaurants, for example). They have not suc¬
ceeded in attracting major capital-intensive

projects, which typically have losses during the
start-up of their operations and thus cannot bene¬
fit from the holiday. For such projects the tax
system that will apply in the longer term is of
more importance to their ultimate profitability
than short-term tax incentives.

Tax holidays, moreover, are particularly sus¬
ceptible to tax planning. In many cases the bulk
of the revenue forgone from the holiday is not
linked to productive long-term investment. In
particular, domestic firms are able to arrange their
affairs so that they can shelter domestic income
with incentives intended to attract foreign in¬
vestment. For example, fictitious foreign busi¬
nesses can be created and some assets trans¬

ferred to them. Transfer pricing techniques (for
example, selling products at non-market prices),
can then be used to shift profits from the tax¬
able segments of the domestic business to the
business enjoying the holiday. Thus income that
should be subject to taxation is the prime bene¬
ficiary of the incentive intended to attract FDI.

The interaction with the tax system of the
home country of the investor has also to be con¬
sidered. In some cases, the introduction of in¬

centives merely results in a transfer of the tax
base to the home country, through the opera¬
tion of foreign tax-credit systems. In the past,

many OECD countries have mitigated this effect
through the use in tax treaties of 'tax sparing',
whereby the home country treats the income
earned abroad as if it had borne a full tax

burden and so does not eliminate the advantage
of the tax incentive. More recently, some coun¬
tries have moved away from allowing tax
sparing as they recognise that it can allow
unintended reductions in taxation arising from
increasingly sophisticated international tax
planning.

The principal conclusion arising from the ex¬
perience of the economies in transition is that
they should concentrate on removing aspects of
the tax system which constitute impediments to
FDI rather than tiy to develop tax incentives to
attract it.

Countries will nonetheless find it necessary
to introduce some tax incentives, perhaps re¬
flecting a desire to accelerate FDI before the trans¬
ition to a market economy is complete or
simply as a response to the political situation. If
such limited incentives are to be introduced, there
are a number of lessons that can be drawn from

experience to date.
The use of a moderate form of investment

allowance offers advantages over tax holidays.
Such incentives are of most use to more capital-
intensive investments; they also encourage less
tax avoidance since their value is limited by the
amount of the investment. And if tax holidays
are to be used, they should be well targeted -
and have provisions which strictly limit the possi¬
bility of avoidance. They should be used only
as an incentive for business creation, since they
are inefficient in encouraging investment.
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foreign
Investment

in Russia
Barbara Peitsch

The Russian economy is attracting more and
more direct investment by foreign
companies, which are already responsible for hundreds of
thousands ofjobs. But insufficiencies in the legalframework -
and its tendency to sudden change- may prevent investment
expanding as rapidly as it might.1

l'hc rich oil and gas reserves in Siberia account for its attracting a handsome share of
foreign direct investment.

At the end of 199-1. foreign direct
investment (FDD in the Russian

Federation had reached nearly
$4.0 billion/ The bulk, in terms of

value, has gone into energy and
mining, followed by manufacturing, trade and
services (Table). Companies from the United
States have been the most important investors
in Russia, both in value and in number of projects.
Investors from Germany, Austria and Finland are
also well represented.

By region, northern Russia (the oblast3 of
Arkhangel) and Siberia (primarily the oblast of
Tyumen) have attracted the lion's share of FDI,
thanks to their rich oil and gas reserves. The
Moscow, St Petersburg, and Ural regions have
also fared well because of their relatively
well-developed industrial base. Otis Elevator
International, for instance, purchased 55% of a
factory in St Petersburg to manufacture lifts which
it also installs and services in Russian commer¬

cial and residential buildings. In the Ural region,
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investments have been made in engineering and
machine building, in addition to mining and
metallurgy. The Moscow region has attracted
more than 75% of the total number of projects
undertaken since 1991.

There are, indeed, no fewer than 14,000

registered projects, 80% of which specialise in
intermediary services. FDI has thus created
300,000 jobs to dale and, according to the
Russian Ministry of Labour, employees of joint
ventures and foreign-owned companies are
between one-and-a-half times and twice more

productive than those who work for state-owned
enterprises. Enterprises with foreign investment
were responsible for 17% of total exports last
year, and are expected to account for even more
in the future. In Hungary, which has secured
the most FDI in the formerly Communist coun-

Barbara Peitsch is an economisi in the Capital
Movements, International Investment and Services

Division of the OECD Direct orale tor Financial, Fiscal

and Enterprise Alfairs.

tries, enterprises that have attracted foreign
investment now account for more than 25% of

exports.4

Although up to the end of 1994 Russia had
been able to attract only half the amount of FDI
that Hungary has, its inflows to date compare
favourably with those of the other Newly
Independent States of the former Soviet Union
(NIS). So far Ukraine is the only other former
Soviet republic that has been able to secure more
than SI billion in FDI. The total FDI attracted by
Russia, and its rate of growth over the past three
years, are not inconsistent with those of other
previously closed countries, such as China (now
attracting well over $20 billion a year), when
their economies were first opened to foreign
investment.

FDI inflows into Russia have nonetheless been

relatively modest, given the size of its economy.
Russian FDI as a percentage of gross domestic
product (GDP) was roughly 1.7% in 1994. com¬
pared to 15% in Hungary, 7% in the Czech
Republic, and 3-8% in Poland. Russia's low-
performance can largely be ascribed to the lack
of economic and political stability. Hyper¬
inflation has led to the extreme instability of the
ruble against the major western currencies. The
Ministers of Economy and Finance and the Gov¬
ernor of the National Bank have been changed
several times as has the administrative responsi-
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bility for the management of FDI. In addition,
since 1991, a plethora of more than 100 laws,
amendments, resolutions, instructions and Presi¬

dential decrees have been issued in an attempt
to strengthen the legislative and organisational
basis for FDI.

FDI inflow is nonetheless forecast by the
Ministry of Economy to reach between $2 and
$3 billion in 1995, and between $5 billion and

$6 billion in 1996. The Russian government
would like to see this figure exceed S10 billion
per year by the end of the century.

The Legal
Framework

The current Russian Law on Foreign Direct
Investment was adopted inJuly 1991 and is based
on the 1989 Soviet Joint-Venture Law. A Soviet

Law on Foreign Direct Investment, similar in
content to the Russian Law, was also passed by
the Central Committee in July 1991, but with the
fall of the USSR two months later, the Soviet Law,

which would have taken precedence over the
Russian Law in the event of conflict, was never

applied in practice.
Although the 1991 Russian Law on FDI is

based on the Soviet Joint-Venture Law, a number
of important differences exist. The Joint-Venture
Law. for example, allowed foreign investors to

Table

FDI by Region and Sector,
January-September 1994
million $

mi^^^^Ë

Arkhangel 433.0

Moscow 60.8

Tyumen 24.5

Irkutsk

St Petersburg 12.1

Fuel industry 484.1

Trade and services 68.2

Construction 41.8

Timber- and wood-oroci«ssina 22,4'ï
|7-:î1;77|777

Source: Russian State Committee for Statistics

purchase only a minority share (less than 50%)
in existing enterprises, while the FDI Law per¬
mits 100% foreign ownership. The Joint-Venture
Law did not provide for tax relief or other
investment incentives. The FDI Law was

amended in 1993 to allow for some relief on

profit taxes, payroll taxes, and/or the tax on
retained earnings. In all cases, tax concessions
are discretionary and a variety of conditions
applies.5

The Russian FDI Law provides protection for
investment in several ways. It allows for the full
repatriation of profits, invested capital and wages
of expatriate employees in hard currency. In the
event of nationalisation or expropriation, it
guarantees compensation - in hard currency -
equal to the amount of the investment. It pro¬
vides a three-year guarantee against changes in
legislation that would adversely affect a foreign
investor. The Russian Law also honours all

'bilateral investment' and 'double taxation'

treaties and international conventions signed by

1 Investment Guide for the Russian Federation.

OECD Publications, Paris, forthcoming 1995.

2. Estimatedstockasof31 December1994;figuressupplied
by the Russian Stale Committee on Statistics, based on

commitments. I! is not unusualfora committed investment
in the energy sector lo be in excess of St billion. All
other statistics on FDI performance in the Russian

Federation have been provided by the Russian Ministry
of Economy, unless otherwise stated.

An investment is considered to constitute FDI when

a lasting relationship is established between a legalperson
or entity resident in one country (the foreign investor)
and an entity resident in another country (the

foreign-investment enterprise), in which the foreign
investor obtains a controlling interest, '/'his type of
investment can be contrasted with I[foreign ) portfolio
investment, in which the investor is not interested in

exertingsignificant influence overmanagementdecisions.
Extremely low prices have encouragedforeign partici¬

pation in portfolio investment to rise. Portfolio investment

from abroad into Russian equities and government
securities was nearly $800 million in the first half of
1994 (figures from Morgan Stanley): indeed, according

to the Russian Privatisation Agency, portfolio investment
in equities alone may have reached $200 million during

the first quarter of last year, and up to $300 million
per month in the third quarter. But since the invasion
of Chechnya foreign portfolio investment has declined
sharply, demonstrating how much more vulnerable it is
to such events than FDI.

3- There are 89 regions in Russia, most of which are
'oblasts'. akin to American states.

4. See pp. 35-39 and Marie-France Houde. Foreign

investment in Hungary'. The OECD Observer. No. 189.

August/September 1 994.

5. See pp. 29-31.

FOCUS

Russia and the OECD

At the OECD Ministerial Meeting in Jane
1994, a 'Declaration on Co-operation
between the OECD and the Russian Federa¬

tion' was signed. This historical agreement
has led lo the development of a number of
activities specific lo Russia. For EDI, the first
iras a Symposium ou FDI in the Russian Fed¬
eration, held in Moscow in lateJune 1994 to
inform the OECD and ils member countries
of the current stains of the legal and institu¬
tional framework for investment, both
nationally and regionally. The Symposium
also allowed western investors lo communi¬

cate their concerns and interests lo govern¬
ment officials, lo collect information on in¬
vestment opportunities and lo seek advice on
how to secure the required authorisation
and approvals, financing for their invest¬
ments, and on how lo qualify for govern¬
ment-sponsored investment incentives.

As a follow-up to the Symposium. Ihe
OECD hosted a meeting to review Russia's
draft investment lau- and related legislation
in Paris in October. Senior officials repre¬
senting the Duma, the Ministry of Economy,
and the Institute of Stale and Law. who had
drafted the legislation, met members of the
OECD's staff and Us Committee on Interna¬
tional Investment and Multinational Enter¬

prises (CIME) to examine the draft lairs and
redraft important elements based on feed¬
back from the Committee. This meeting pro¬
vided an opportunity for OECD countries lo
comment on the next wave ofFDI legislation
in the Russian Federation. II also led lo the

creation of an Expert Croup, composed of
Russian officials and OECD and external
experts. The Group met for the first time in
December 1994, and meetings are continu¬
ing in 1995.

The drafting of an investment guide for
Russia began in October 1994.' The guide,
which will he written by a team of Russian
experts and will contain special contribu¬
tions from the International Chamber of
Commerce, will assist companies interested
in doing business in Russia. In addition to
providing detailed background information.
not least a chapter devoted to energy and
mineral resources, it will also outline the

current legal and regulatory framework for
foreign investment and will assess invest¬
ment risks and opportunities.

1 Investment Guide for the Russian Federation.

OECD Publications, Paris, Forthcoming 1995.
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the Soviet Union. In addition,

Russia has negotiated a number
of its own treaties since 1991.

The Russian FDI Law includes

an important clause on 'national
treatment', which states that

enterprises with foreign participa¬
tion should be treated no less

favourably than domestic enter¬
prises in like situations. But
Russia does not adhere com¬

pletely to the principle of national
treatment as understood among
OECD countries, since related leg¬
islation often conflicts with the

FDI Law and imposes additional
requirements or restrictions on

foreign investors.
All foreign investment in the Russian Federa¬

tion must be registered with the appropriate
authorities. FDI in some sectors - such as bank¬

ing, insurance, and heavy industry when
damage to the environment could result - also
requires authorisation, in some cases from more
than one ministry and/or other administrative
body. As in most of the other former Soviet
republics, the defence sector is closed to
foreign investment, as is gambling. Other
restrictions exist, but the lists change often.

Figure

Foreign Investment
in Four Countries in Transition

%ofCDP

15

9 -

6 "

3 "

Hungary

Czech Republic1

Poland

Russian Federation

1991 1992 1993

1. 1991 and 1992: Czech and Slovak Federal Republic.
Sources: OECD and national sources

Banking is one of the sectors where FDI requires prior authorisation.

In 1993 and 1994, a series of amendments to
the FDI Law and Presidential Decrees was intro¬

duced. A comprehensive set of amendments was
drafted by Parliament (the State Duma), the gov¬
ernment, and the Institute of State and Law within

the Academy of Sciences, which historically has
played a central role in drafting legislation
related to economic activity, this past summer,
and is currently undergoing redrafting before it
will be considered by the Duma this spring.
Although these amendments are a step in the
right direction, there are still a number of prob¬
lems that should be addressed.

The hierarchy of laws in the Russian Federa¬
tion is confusing. The relationship among con¬
stitutional laws, federal laws. Presidential decrees

and provincial laws is not clear. Foreign invest¬
ors have to know which take precedence and
under what circumstances. Other aspects which
require further elaboration and/or clarification
include executive authority, conditions for
entry, national treatment, investment protection,
taxation and investment incentives, and

land-ownership and use.

In early 1994, President Yeltsin passed a
decree to encourage private investment, both
domestic and foreign. If an investor is able to
demonstrate that there will be a return on the

investment within two years, and is able to raise

12

1994

Hi £ at least 20% of the equity domes-
s tically, the Russian government

| will then also provide 20% in state
1 assistance. The remaining 60% is

to be financed through commer¬
cial bank loans.

The government's commit¬
ment to the attraction of FDI is

evidenced in the creation last

summer of a 'Consultative Coun¬

cil on Foreign Investment',
chaired by the Prime Minister,
Viktor Chernomyrdin. Other
prominent members of the Coun¬
cil include the Deputy Prime Min¬
ister, Anatoly Chubais, and the
new Economics Minister, Yevgeny

Yasin. Fourteen large western
(mostly American) multinationals, all of which
have invested in Russia, have been invited to

participate in the work of the Council. There
are three working groups within the Council.
The first examines the 'investment climate' in

Russia, including internal barriers to investment
such as customs duties and the high tax bur¬
den, and is chaired by the Finance Minister,
Vladimir Panskov. The second, which is respon¬
sible for identifying the external barriers to FDI
in Russia, is chaired by the Minister of Foreign
Economic Relations, Oleg Davidov. The final
group will promote Russia's image abroad. The
Ministry of Foreign Economic Relations, since it
has a well established network of commercial

representations abroad, was initially saddled with
that task. Now, as a result of the changes in the
government late in 1994, Economics Minister
Yasin has inherited this working group.
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Industrial
Evolution

in Hungary
Helgard Wienert

Hungary, ahead of other countries of central and eastern
Europe, embarked on a wide range ofreforms during the 1980s.
Yet there was very little restructuring and re-orientation of
existingfirms, not many newfirms entering, and not many old
ones bowing out. Indeed, in comparison with market economies,
the amount of structured

facturing and around 13% by the public utilities;
mining produced about 2% (1990 data). The
largest manufacturing sectors were food and
beverages (21.2%), chemicals (20%), metals and
metal products (10.6%) and machinery and
equipment (17.3%). Measured by labour pro¬
ductivity, chemicals were strongest in 1990, with
textiles and clothing among the weakest sectors.

During 1990-93 Hungary's officially recorded
GDP declined, falling by. respectively, 3.5%,
11.9% and 4.3% between 1990 and 1992, but

only by 2.3% in 1993, suggesting that output was
starting to stabilise after the deep recess¬
ion of the previous three years (Table 1). This
trend was confirmed in 1994 when growth
exceeded 2% (according to preliminary figures).
Inflation, at 22.5% in 1993. continued to be a

problem, remaining above 20% in 1994. Regis¬
tered unemployment averaged about 13% of the
labour force in 1993 but fell back to 10.4% at the

end of 1994.

1. Industry and Industrial Policy in Hungary, OF.CD
Publications. Paris, forthcoming 1995.

change was remarkably small.
But restructuring - the
movement of resources from
one sector to another - is a

vital element in any strategy

for creating a competitive
industrial sector. 7

Hungarian industrial output grew
rapidly in the 1960s and 70s but
slowed down markedly in the
'80s as the economy stagnated.
By 1990 industry accounted for

around 30% of GDP. And within industry - manu¬
facturing, public utilities such as electricity, gas
and water, and mining and extraction - 85% of
industrial output was accounted for by manu-

Helgard Wienert worl
the OECD Directorate

Industry.

s in the Industry Division of
for Seienee, Technology and
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Since 1992, the general decline in industrial
output has stopped, and the output of several
major sectors - not least iron and steel,
vehicles, office and computing equipment, plas¬
tics, publishing and printing - has started to
increase, in some instances extremely rapidly
(Figure).

Industrial productivity declined in 1990 and
'91 as output fell dramatically ahead of the re¬
quired adjustment in employment. In 1993. the
recovery in gross industrial output (by around
4%) combined with the continued fall in indus¬

trial employment to give rise to a sharp improve¬
ment in industrial productivity, to figures
exceeding the best of the past. These more
favourable tendencies continued through 1994.
That said, industrial output is now growing at
widely varying rates from region to region, in
turn affecting regional unemployment. Budapest
has the lowest unemployment rate in the coun¬
try; the eastern regions show unemployment
rates approaching 20%.

Overall trends in factor use and output since
1989 suggest that industrial output has mostly
been limited by low effective demand rather than
by supply-side considerations, such as lack of
capacity or shortages of inputs, while employ¬
ment has declined least in the most profitable
branches. This is reassuring: it means that firms
are basically responding in a normal, market-type
manner to the signals they
perceive.

Hungary experienced sub¬
stantial inflows of foreign
direct investment (FDI) in

1990-92, of over $1 billion

per year.2 Even though tax
allowances for firms with for¬

eign participation were re¬

duced progressively from
1990 to '93, Hungary attracted
substantially more FDI than
any other central and eastern
European country between
1990 and '93, both in abso¬

lute terms and as a percent¬
age of GDP. Much of this in¬
vestment has supported over
17,000 new joint-venture

companies, operating in such sectors as distri¬
bution and retailing, food processing,
hotels, engineering, and many others, with sub¬
stantial foreign participation in privatisation and
in 'greenfield' investments in new Hungarian
enterprises that are wholly-owned subsidiaries
of major international companies. Examples
include Hungary's new car plants, and the
acquisition of Tungsram by General Electric. In
1993, the largest single foreign investment -
about S800 million, representing a 30% share of
the company - was made in the Hungarian tele¬
communications company, MATAV.

The bulk of foreign capital went to manufact¬
uring, which, in 1992, received 62% of total
inflows. In the first half of 1993 this share fell

sharply to 33%. This decline is a matter of con¬
cern since industry is short of management
expertise and foreign technology, as well as of
new investment.

The slowdown in inflows of foreign capital
may be explained by the fact that the firms most
attractive to foreign investors have already been
privatised. Foreign investors may also be con¬
cerned about aspects of macro-economic per¬
formance and the prospects of further devalua¬
tion of the forint.

Hungary still faces a host of problems of struct¬
ural adjustment in fostering a more competitive
and efficient economy. Many firms continue to

Table '

Changes in Output and Structures of Hungarian Industry, 1988-92

Engineering

Metallurgy . .

tight industry

Construction materials

Mining

Chemicals

Electricity

Other industry

Total Industry

(excluding food-processing)
.. not available

Source: Hungarian Ministry of Industry and Trade, 1993

39.7 30.2 22.3

WÈ^M 	

53.0 15.4 15.2

HHH mammÊm

56.5 8.0 9.7

WÊÈÊÊÊÊ . 22.7 .-

85.7 8.1 12.8

36,9' ' :- BHB'i.o 07

53.9 100.0 100.0

engage in activities that are not economic in the
longer term, not least in chemicals, non-ferrous
metallurgy, and pulp and paper. Nor is it clear
whether emerging market forces and institutions
are sufficiently strong to bring about an orderly
contraction, restructuring or closure of firms that
have a limited futtire, or to foster new activités

effectively.
Much of the slow pace of restructuring in

enterprises can be ascribed to past weaknesses
in the capital and financial markets, which limit
the entry of new firms or which burden exist¬
ing ones with inappropriate capital or debt struct¬
ures that inhibit their ability to adapt to change.
These problems include a thin equity market with
high transactions costs, and a loan market that
demands very high collateral and is reluctant to
lend long-term.

A marked increase in the technical sophisti¬
cation of the relatively successful branches of
industry seems likely, including parts of engi¬
neering, much light industry and food process¬
ing. Those considered most likely to decline are
the more traditional ones - particularly in heavy
industry - which either expanded too far in Hun¬
gary's socialist period or whose environmental,
energy and other material costs are too high to
be sustainable. As a result, Hungary's industrial
policy proposes active measures to shift its com¬
parative advantage away from the branches that

looked strongest at the end of
the socialist period toward
those that offer better pros¬
pects of growth in response to
demand from the European
Union and other western

countries.

The Institutions

of Reform

Since 1990, a series of bod¬
ies has been created to take

over specific aspects of indus¬
trial policy. For medium-sized
and large firms, which consti¬
tute the bulk of state assets,

the government established

-0.2

+1.7

+}
+4.7

-0.3
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Textiles and clothing - one of the weakest sectors of the Hungarian economy has so far shown no signs o]
recovery.

the State Property Agency (SPA) to supervise pri¬
vatisation, while the Office of Economic Com¬

petition (OEC), as its name suggests, became
responsible for competition policy. In 1992, the
Hungarian State Holding Company (HSHC) was
also formed to retain the stake of the state in

those companies expected to remain wholly or
partly in state hands in the longer term, mostly
infrastructural firms and research institutes. The

Ministry of Industry and Trade took on the task
of drawing up a medium-term industrial policy,
approved by the government in July 1993, and
known as Ipmpolitika.

The basic orientation of Iparpolitika stems
from the governent's view that Hungary's
long-term economic and political interests are
best served by the earliest possible entry to the
European Union, preferably by the end of this
decade. Industrial policy was also geared to con¬
tinue the high volumes of FDI required to ease
external debt and improve export capa¬
city and competitiveness.

One consequence of the vigorous structural
policy adopted in 1992 was that urgent
measures were required to deal with a number
of especially difficult and pressing industrial prob

lems, particularly those of major industrial firms
facing serious financial crisis, and parts of the
country's infrastructure, including the railways.
In 1992, the government adopted such a pro¬
gramme to support 13 industrial firms, in engi¬
neering, glass, chemicals and other branches,
judged capable of being transformed into a
viable condition within a reasonable period
through debt write-offs, the restructuring of loans
and management changes. The criteria for sup¬
port were international market potential, capa¬
city for operating more economically, and
regional and employment impacts.

Although some firms have already achieved
a stronger financial condition (for example, the
engineering firm Raba), an evaluation by the
Ministry of Industry and Trade suggests that the
government's record of supporting firms in
crisis has in general been mixed, with the most
effective help being provided to firms indebted
to the state, the least effective to those indebted

to the commercial banks.

Hungary's first investment bank, the Hungar¬
ian Investment and Development Bank (HIDB),
was established in 1992. It receives some of the

revenue that the SPA gains from privatisation,

providing thereby some of the resources for
crisis management. The HIDB took over the debt
of 50 firms in the most recent bank and credit

consolidation programme and is actively engaged
in restructuring or liquidating them.'

Currently, measures of industrial protection
that conform to the EC Association Agreement,
such as maintaining certain tariff's for as long as
possible, are being applied as part of Hun¬
gary's response to industrial decline; the Minis¬
try of Industry and Trade will also co-operate
with regional development councils to manage
the regional dimension of industrial crisis.

Pushing
Privatisation

In implementing its privatisation strategy,
Hungary has consistently stressed the import¬
ance of bringing in new management, techno¬
logy and investment, both from domestic and
foreign sources, to revitalise privatised firms.
Largely for this reason, the privatisation pro¬
gramme has been based mostly on selling firms
rather than on the free distribution of shares.

The government's view was that the state budget
should have the first claim on revenues gener¬
ated by privatisation. The programme also
includes measures to privatise shops and other
small businesses; a scheme for municipal
housing; proposals to transfer assets to local
authorities and pension funds: a new law on
co-operatives to facilitate their transformation into
conventional, commercial companies; and laws
on compensation of former owners (mostly in
the form of compensation vouchers or bonds
that can be used to purchase shares in firms being
privatised, to purchase land at auction, or in the
privatisation of municipal housing).

There is an increasing tendency for privatisa¬
tion to be concluded with the help of such com¬
pensation vouchers or a form of management
buy-out. Compensation vouchers valued at

2. Marie-France Houde, 'Foreign Investment it/ Hungary]
The OECD Observer. No. 189, August September 1994.

,). Stilpon Nestorand Scott Thomas. 'Privatisation through
Liquidation', The OECD Observer. No. 192. February/
March 1995.

37 The OECD OBSERVER No. 193 April May 1995



Industrial

Evolution

in Hungary

85 billion forints (about $850 mil¬

lion) had been issued up to the
end of 1993. of which some

16-18 billion forints had bee:]

used to purchase assets in
state-owned companies in the
course of their privatisation. In
addition, 27 million acres of agri¬
cultural land had been transferred

to private individuals in return foi-
compensation vouchers at auct¬
ions, resulting in 330,000 people
acquiring private title to land.

Up to July 1994, the SPA and
the HSHC. which are likely to
merge during 1995. had sold
47% of the former state-owned

stock. The remaining 720 enter¬

prises that comprise the portfolio
of the SPA, valued at approxi¬
mately 280 billion forints, are still
to be sold. In addition, most of

the 166 companies in the port¬
folio of the HSHC. valued at

around 618 billion forints, are to

be privatised completely, and the
remaining 45 or so only partially.

One aspect of privatisation causing some con¬
cern is the increasing share of enterprise

ownership by the banks as a result of the bank¬
ruptcy or liquidation of state-owned and some¬
times private firms, mostly resulting from
debt-equity conversions. An estimated 80 billion
forints of company stock was
in the hands of the banks in

late 1993. Bank and debt con¬

solidation serves to amplify
this tendency. It requires care¬
ful monitoring as it has im¬
portant implications for the
effective governance of newly
privatised firms, especially
when a given bank holds both
debt and equity in the same
firm.

Some changes in privatisa¬
tion policy might help to
boost private investment. For
-/. .See pp. 29-31.

Figure

Hungarian Industrial Output by Sector
1985= 100

0 20 100 120

Mining

Food, beverages, tobacco

Textile, leather, fur

Wood, paper, printing

Chemicals

Non-metallic mineral products

Metallurgy

Engineering

Manufacturing nee1

Manufacturing

Electricity, gas, steam, water

Total

1993

1992

1991

1990

	

0 20 40 60 80 100

1. Not classified elsewhere.

Source: Hungarian Central Statistical Office

instance, more emphasis should be put upon
creating competitive market conditions
post-privatisation, rather than on raising revenue.
An over-emphasis on state revenues inhibits re¬
structuring of the sort that breaks up monoplies
and tends lo leave protected market positions in

120

Table 2

Hungarian Exports as Share of Production, by Sector

Mining 3.9 3.3 1.8 3.7

Electricity 0.2 HBO.7 0.2 0.1

Steel 23.4 27.0 26.6 37.9

Engineering 40.4 32.2 45.2

Construction materials 11.8 12.4 15.9 22.3

Light industry 25.7 24.6 24.4 30.1

Food-processing; ' 21.7 i. 22.8 18,1

Total Industry 26.2 23.9 22.3 25.3

Sources: Hungarian Statistical Yearbook, OECD calculations

place. Under these conditions,
newly privatised firms may not
feel the urgency of investing very
much.

Hungary's share of public in¬
vestment in public expenditures
is low by OECD standards, and a
good deal of public infrastructure
is of poor quality, and in some
instances even visibly deteriorat¬
ing, posing a substantial obstacle
to the increase of private invest¬
ment. These problems are espe¬
cially acute in the transport sys¬
tem, and in telecommunications

services outside the capital.
Budgetary pressures have

meant that government support -
in the form of lax and deprecia¬
tion policy - for investment lias
been limited.4 Although the cor¬
porate tax rate was reduced to
18% in December 199-1. the total

tax burden on business is oner¬

ous, since it also includes high
social -security contributions,
equal to 53% of wrage costs; and

an additional 12% of wage costs goes to cover
unemployment benefits and retraining outlays.

Goals

and Strategies
The objective of industrial

policy - to assure sustained
and rapid growth of industry,
contributing to overall eco¬
nomic growth and facilitating
improvements in standards of
living - should be achieved
through a variety of
measures that increase pro¬
ductivity wherever it is poss¬
ible, and stimulate demand.

especially in export markets.
Efforts to raise productivity
should not, of course, discour¬

age production in Hungary's
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Light engineering? Manufacturing has attracted the bulk of foreign investment, though a recent drop is giving cause for concern.

effectiveness of regional
policy.

In view of the open¬
ness of the Hungarian
economy, it is clear that
investment promotion
should foster activities

that expand export
capacity, not least en¬
couraging firms that did
not previously export to
enter these markets. That

may call for appropriate
forms of insurance,

guarantees and credits.
The extent and nature of

such support will be con¬
strained by the provi¬
sions of the Association

Agreement with the
EC and the obligations
arising from Hungary's
prospective accession to
the World Trade Organi¬
sation.

traditional sectors, except where the new eco¬
nomic environment already makes these uncom¬
petitive. Hungary's relative isolation from west¬
ern technology until very recently and the dis¬
tortions induced by participation in the CMEA
market imply that there is scope for profitably
improving production across a wide range of
industries.

A further goal is to have an industrial sector
able to compete effectively on world markets. It
would be a mistake, then, to push industry arti¬
ficially towards some structure desired by the
authorities - say, one based on a high propor¬
tion of 'sophisticated' sectors such as electron¬
ics, biotechnology and precision engineering, for
instance - unless and until market forces reveal

very clearly that this is the right way for the
Hungarian economy to develop (Table 2). It is
also both impossible and undesirable for either
the authorities or their advisers to propose lists
of future 'successes' for Hungarian industry, since

the policy environment, market positions and
relevant skills and technologies are still
evolving very rapidly. 'Picking winners' will
fail in Hungary as surely as it usually has in
the West.

A shift in the balance of industrial policy
from its present predominantly sectoral focus,
based on studies and reviews of individual

sectors, to one that places more emphasis
on the horizontal and regional dimensions
of policy could be expected to provide more
appropriate support for industry. Rather
than pre-judging which might be the good
and bad sectors, this approach focuses more
on firms in general, creating a supportive envi¬
ronment for the stronger ones to flourish.
In order to manage the regional aspects
of this shift efficiently, an organisational layer
between the government in Budapest and
development agencies, in the counties and
below, could strengthen the co-ordination and
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Greece
Reforming
financial Markets
George Soumelis

The reform of Greek financial markets,
launched later than in most other

OECD European countries - in the
second half of the 1980s, has pro¬
gressed rapidly. In the space of a few

years, the financial landscape has changed radi¬
cally. The reform has affected all categories of
financial activity and in some of them its effects
have been striking. It was nonetheless carried
out too recently for all its effects to have been
felt.1

Before the reform, Greek financial markets

were characterised by a high degree of inter¬
mediation and state intervention; they were
highly regulated so as to fund public deficits and
certain targeted sectors of the economy. To this
end, obligatory investment ratios were set which
restricted the freedom of banks to make loans,

and specialised credit institutions channelled
resources to privileged sectors.2 Financial inter¬
mediation was performed mainly by the
public sector, in the form of large deposit banks
and a few specialised credit institutions. Securi¬
ties markets, both bonds and equities, were
underdeveloped. The narrowness of these
markets accounted for the small number of

operators (securities houses, mutual funds),

whose scope of action was insufficient to allow
them to play an important role in financial inter¬
mediation.

Capital controls isolated Greek financial
markets from foreign ones. Also, the various

George Soumelis works in the Country Studies and
Economic Prospects Branch of the OECD Economics
Department.

institutions involved (banks, insurance com¬

panies, securities houses) had strictly defined
areas of activity. There was a clear-cut division
between banking and insurance services. The
profession of stockbroker was protected. Even
within the banking sector, the activities of the
various institutions were regulated: only deposit
banks were authorised to take deposits, while
some types of lending, such as mortgages, were
reserved to specialised credit institutions. There
was one exception to the compartmentalisation
of the financial sector: under the policy of
industrial restructuring, banks had been encour¬
aged to buy industrial enterprises, resulting in
close ties between industry and banking.

Lastly, the financial system was regulated
through interest-rate and credit controls. Up to
1987, both deposit and lending rates were fixed
administratively. The financial resources of the
economy were channelled either to the public
sector or to certain privileged sectors, via a sys¬
tem of obligatory investment ratios for banks.
These preferential loans were heavily subsidised
and. up to 1987, related interest rates were often
negative in real terms. About three-quarters of
bank deposits were thus earmarked for loans to
privileged borrowers, of which the state was the
largest, accounting for more than 55% in the
second half of the 1980s. In 1985, 10% of

deposits served to finance SMEs, and 25% went
to industrial development,

By inhibiting the play of market forces, the
regulation of the financial system gave rise to
major distortions in the allocation of resources.
Furthermore, the adjustments required in
several sectors of activity (especially industry),

were carried out late, aggravating imbalances still
further. On account of the oligopolistic structure
of the banking sector, stemming from excessive
state intervention, banks' operating costs were
not kept under tight control and margins (com¬
missions, interest rate spreads) were among the
highest in the OECD area. The cost of the ineffi¬
ciency of Greek capital markets was therefore
borne essentially by borrowers and prevented
investment from attaining the volume necessary
to bolster economic activity.

In particular, the previous system seems to
have been the major reason for the lax fiscal
policies of the 1980s and the mounting public
debt. By the end of the 1980s, Greece had the
largest budget-deficits and one of the highest
public debts (as a percentage of GDP) in the
EC. The system of compulsory investments meant
that the state had access to a virtually unlimited
line of credit at a rate of interest that was often

negative in real terms. Financial markets could
not sanction economic policy, and budgets regu¬
larly overshot. In this context, the role of
monetary policy was limited to controlling credit,
and the regulation of bank liquidity was imposs¬
ible, so that the means of combating inflation
were reduced accordingly.

Moreover, Greece's accession to the EEC in

1981 implied that it would participate in the con¬
struction of the single European market in
financial services, by bringing its legislation into
line with Community directives on banking
co-ordination - to allow it to participate in the
single market in banking, by harmonising its
prudential arrangements, and, especially, by
liberalising capital movements. In the event,
exchange controls kept Greece isolated from
euromarkets, and it was untouched by the
major financial innovations of the 1980s.

The reform of the financial system involved
simultaneously a deregulation of the markets and
a strengthening of the prudential supervision of
market participants. Deregulation had five
elements: liberalisation of capital movements; the
freeing of interest rates; an end to credit con¬
trols; decompartmentalisation of financial inter¬
mediation; and the creation of a vast market in

/. OECD Economic Surveys: Greece, OECD Publica¬
tions. Paris, 1995.

2. The public sector. SMEs (industrial centres) and indus¬

trial development (infrastructural industries, certain
regional-development programmes).
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government securities. In line with the require¬
ments of the European Union (EU), capital move¬
ments were gradually liberalised, the last con¬
trols on short-term movements being lifted in
May 1994. Also, from 1987, controls on interest
rates were gradually phased out: from 1988
interest rates became positive again in real terms
for all categories of borrowers and are now at
'market' rates. Similarly, obligatory investment
ratios were abolished one after the other and

banks are now free to allocate loans as they see
fit. Especially, the conduct of monetary policy
changed: direct regulation of liquidity rapidly
gave way to indirect instruments of control
(leading rates) in the interbank market.

The boundaries that traditionally separated
the various sectors of financial intermediation

have now disappeared or become very blurred.
The growing overlapping of banking and insur¬
ance has led to increasing integration of the two
activities. The 1988 reform of the stock exchange
replaced the protected profession of stock¬
broker by the stockbroking firm. Big efforts have
been made since then, and continue to be made,

to widen the equities market, including the
creation of a parallel market for medium-sized
firms, although with limited success to date. In
contrast, the market for government securities
(mainly short-term in the form of Treasury bills
and Repos) grew spectacularly at the beginning
of the 1990s as a result of the overhaul of the

structure of state financing.
Mutual funds, taking advantage of both the

high real interest rates on government securities
and their tax-free nature, have expanded
rapidly - there are now more than forty of them,
compared with three at the beginning of the
1980s. But with the exception of interest-rate and
currency swaps, most types of derivatives
(futures, options, and so on) have not been
introduced in Greek markets. The bulk of the

regulations circumscribing the activity of credit
institutions have been phased out in line with
EU requirements. Credit institutions can now
accept deposits and deal in primary and
secondary securities markets without requiring
the prior authorisation of the Bank of Greece,
although there are still some exceptions for
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certain types of loans (particularly mortgage
financing).

The introduction of a new system of prudent-
ial supervision of the financial sector and its
harmonisation with European standards have
been conducive to the strengthening of sur¬
veillance required in a deregulated environment.
In banking supervision, which is carried out by
the Bank of Greece, the 1992 Banking Act incor¬
porated the Second Banking Co-Ordination
Directive (which lays down net capital require¬
ments, solvency ratios, and standards for
non-financial holdings) and put an end to
certain practices that were prejudicial to the
financial health of banks (provision of new loans
to defaulting borrowers, and so on). Surveillance
of securities markets was also harmonised, and

there are now regulations designed to promote
market transparency and protect investors. The
supervisory body (which also covers mutual
funds) is the Capital Markets Committee. But
although the Committee was made an independ¬
ent regulatory7 body in 1991, it is still not fully
operational. In view of the speed and scale of
deregulation, prudential supervision as a whole
(apart from the banking sector) ought to be
developed. Supervision of the rapidly expand¬
ing insurance market seems particularly inade¬
quate.

The reform has benefited consumers in

several respects, not least by facilitating the use
of credit cards, giving access to the market in
government securities, and through the growth
of financial products and services. But its effects
are only beginning to be felt in other areas.
Intermediation margins remain very high, reflect¬
ing the still limited extent of competition. And
the reform does not seem to have improved
budget discipline. On the contrary, it was organ¬
ised around the requirements of state funding,
which still has a large crowding-out effect on
the private sector, absorbing more than 45% of
national financial resources in 1993. Major
imbalances and distortions remain, in particular
the extent of development of the various
markets, the tax regime that applies to them,
and the degree of modernisation of market
surveillance.
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Ik Australia

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 2.3 6.3

Leading Indicators Dec. 94 2.4

Consumer Price Index Q4 94 0.8 2.5

current

period
same period

last year

Current Balance Nov. 94 -1.70 -0.98

Unemployment Rate Dec. 94 8.8 10.5

Interest Rate Jan. 95 8.45 4.80

m Austria

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 3.4 2.5

Leading Indicators Nov. 94 0.2 8.7

Consumer Price Index Dec. 94 0.0 2.6

current

period
same period

last year

Current Balance Nov. 94 -0.67 -0.64

Unemployment Rate Dec. 94 7.6 8.2

Interest Rate Jan. 95 5.12 5.46

Denmark

period

Gross Domestic Product Q3 94

Leading Indicators Aug. 94
Consumer Price Index Jan. 95

Current Balance

Unemployment Rate
Interest Rate

Q3 94

Dec. 94

Ian. 95

j change
from previous

period
5.6

-0.2

0.1

current

period
1.74

10.9

6.00

year

3.0

10.7

2.2

same period
last year

1.93

12.5

6.20

Germany

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 93 1.5 -0.2

Leading Indicators * Dec. 94 0.3 9.3

Consumer Price Index * Jan. 95 0.5 2.3

current

period
same period

last year

Current Balance Nov. 94 0.35 -0.89

Unemployment Rate * Dec. 94 6.8 6.7

Interest Rate Jan. 95 5.16 5.89

Definitions

Leading Indicator

Consumer Price Index

Current Balance

Unemployment Rate

Interest Rate

A composite indicator, based on other indicators of economic activity (employment, sales,
income, etc.), which signais cyclical movements in industrial production from six to nine months
in advance

Measures changes in average retail prices of a fixed basket of goods and services
S billion; not seasonally adjusted except for the United States
% of labour force - 110 standardised unemployment rate; national definitions for Austria,
Denmark, Iceland, Switzerland and Turkey; seasonally adjusted apart from Austria, Iceland,
Mexico and Turkey
Three months, except for Greece (twelve) and Turkey (six)

Source: Main Economic Indicators, OECD Publications, Paris, February 1995; for further information, contact
The OECD Observer.

Belgium

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 1.8 3.1

Leading Indicators Dec. 94 0.1 6.5

Consumer Price Index Jan. 95 0.4 1.9

current

period
same period

last year

Current Balance Q2 94 1.59 1.66

Unemployment Rate Jan. 95 10.2 10.2

Interest Rate Jan. 95 5.36 6.96

Finland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 1.9 4.5

Leading Indicators Oct. 94 5.5

Consumer Price Index Jan. 95 -0.0 1.9

current

period
same period

last year

Current Balance Q3 94 0.90 0.20

Unemployment Rate Dec. 94 17.3 18.9

Interest Rate Jan. 95 5.85 5.19

*P* ,	
Greece

:::!S!i'ife:-

period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q2 94 0.3 1.1

Leading Indicators Dec. 94 0.9 5.4

Consumer Price Index Dec. 94 1.1 10.8

current

period
same period

last year

Current Balance Q3 94 1.30 1.56

Unemployment Rate
Interest Rate Dec. 94 17.50 20.25

Canada

period
period year

Gross Domestic Product Q3 94 1.1 4.8

Leading Indicators Nov. 94 0.1 6.5

Consumer Price Index Dec. 94 0.2 0.2

current

period
same period

last year

Current Balance Q3 94 -3.32 -5.09

Unemployment Rate Jan. 95 9.6 11.3

Interest Rate Jan. 95 7.70 3.80

% change
from previous

France

period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 0.8 2.9

Leading Indicators Jan. 95 0.4 3.6

Consumer Price Index Jan. 95 0.3 ^ 7

current

period
same period

last year

Current Balance Q2 94 1.29 1.83

Unemployment Rate Dec. 94 12.6 12.4

Interest Rate Jan. 95 5.92 6.32

Iceland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q2 94 -0.3 -0.7

Leading Indicators
Consumer Price Index Jan. 95 0.8 1.7

current

period
same period

last year

Current Balance Q3 94 0.07 0.05

Unemployment Rate Dec. 94 5.6 6.4

Interest Rate Dec. 94 5.47 5.44
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*t Ireland

period
% change

from previous
period year

Gross Domestic Product Q3 94 0.8 5.4

Leading Indicators Oct. 94 0.1 11.8

Consumer Price Index Q4 94 0.1 2.4

current

period
same period

last year

Current Balance Ql 94 0.48 0.90

Unemployment Rate Jan. 95 14.4 15.3

Interest Rate Jan. 95 6.13 5.91

A
Luxembourg

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q2 94 0.4 1.6

leading Indicators Dec. 94 0.4 13.2

Consumer Price Index Dec. 94 0.1 2.0

current

period
same period

last year

Current Balance

Unemployment Rate
Interest Rate

\

New Zealand

f period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q2 94 0.7 3.6

Leading Indicators
Consumer Price Index Q4 94 1.2 2.8

current

period
same period

last year

Current Balance Q3 94 -0.99 -0.61

Unemployment Rate Q4 94 7.5 9.2

Interest Rate Dec. 94 9.56 5.25

Italy

1 ^ period
% change

from previous
period year

Gross Domestic Product Q3 94 1.0 3.7

Leading Indicators Dec. 94 0.3 3.4

Consumer Price Index Jan. 95 0.4 3.8

current

period
same period

last year

Current Balance Nov. 94 -1.28 1.91

Unemployment Rate Q3 94 11.8 10.3

Interest Rate Nov. 94 8.42 9.03

Mexico

period
% change

from previous
period year

Gross Domestic Product Q3 94 -4.9 4.5

Leading Indicators
Consumer Price Index Dec. 94 0.9 7.1

current

period
same period

last year

Current Balance Q3 94 -7.84 -6.58

Unemployment Rate Nov. 94 3.9 3.2

Interest Rate Jan. 95 39.23 10.75

Norway

Wm period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 0.8 3.3

Leading Indicators Oct. 94 0.5 4.1

Consumer Price Index Jan. 95 0.5 2.6

current

period
same period

last year

Current Balance Nov. 94 0.51 -0.11

Unemployment Rate Q4 94 5.3 5.7

Interest Rate Jan. 95 5.76 5.36

Japan

-JpP* period
% change

from previous
period year

Gross Domestic Product Q3 94 0.9 1.1

Leading Indicators Dec. 94 0.4 8.5

Consumer Price Index Dec. 94 -0.3 0,7

current

period
same period

last year

Current Balance Dec. 94 12.81 12.57

Unemployment Rate Dec. 94 2.8 2.8

Interest Rate Dec. 94 2.34 2.08

.' dflfe

Jt3 Netherlands
j£ % change

period from previous
period year

Gross Domestic Product Q3 94 0.5 1.9

Leading Indicators Nov. 94 0.1 7.1

Consumer Price Index Jan. 95 0.2 2.4

Current Balance Q3 94

current

period

2.94

same period
last year

2.12

Unemployment Rate Dec. 94 7.3 7.1

Interest Rate Jan. 95 5.18 5.22

Portugal

period
% change

from previous
period year

Gross Domestic Product Q4 93 1.6 -0.7

leading Indicators Sep. 94 0.6 10.5

Consumer Price Index Dec. 94 0.3 4.0

current

period
same period

last year

Current Balance Q4 93 0.02 -0.58

Unemployment Rate Q3 94 6.8 5.6

Interest Rate Dec 94 10.45 10.98

F * Spain

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 0.6 2.3

Leading Indicators Nov. 94 1.3 13.7

Consumer Price Index Jan. 95 1.1 4.4

current

period
same period

last year

Current Balance Nov. 94 -0.69 1.27

Unemployment Rate Q4 94 23.5 23.5

Interest Rate Jan. 95 8.94 8.77

Sweden

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 0.7

Leading Indicators Dec. 94 -0.5 1.5

Consumer Price Index Dec. 94 -0.2 2.5

current

period
same period

last year

Current Balance Nov. 94 0.12 -0.28

Unemployment Rate Jan. 95 8.2 8.8

Interest Rate Jan. 95 8.02 6.97

JÊ ^Switzerland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 0.3 2.4

Leading Indicators Dec. 94 0.7 4.1

Consumer Price Index Jan. 95 0.7 1.0

current

period
same period

last year

Current Balance

Unemployment Rate Jan. 95 4.4 5.0

Interest Rate Jan. 95 3.96 3.92

pi TURKEY

period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 51.9 -7.9

Leading Indicators
Consumer Price Index Jan. 95 6.8 130.6

Current Balance Q3 94

current

period
2.02

same period
last year

Unemployment Rate Apr. 94 8.3 7.3

Interest Rate Nov. 94 105.76

United Kingdom

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q3 94 0.7 4.0

Leading Indicators Jan. 95 0.2 3.2

Consumer Price Index Jan. 95 0.0 3.3

Current Balance Q3 94

current

period

-0.09

same period
last year

-4.64

Unemployment Rate Jan. 95 8.6 10.0

Interest Rate Jan. 95 6.56 5.39

II United STATES

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 94 1.1 4.0

Leading Indicators Dec. 94 0.7 3.0

Consumer Price Index |an. 95 0.4 2.8

Current Balance Q3 94

current

period

-41.72

same period
last year

-27.86

Unemployment Rate Jan. 95 5.6 6.6

Interest Rate Jan, 95 6.24 3.15
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take over?

This report uses three examples of
diversification in the Netherlands,
Japan and the United States, to examine
the diversification of farmers - other

than those from the horticultural sect¬

or - toward fruit and vegetables. It also
examines the effects of this diversifica¬

tion on the fruit and vegetables markets
as well as on traditional producers, and
analyses the ensuing policy problems.
(51 95 05 1) ISBN 92-64-14253-3, 172pp.
France: FF180; elsewhere: FF235 USS41 DM70

Agricultural Statistics
Economic Accounts

for Agriculture 1979-1992
January 1995
(51 95 01 3) ISBN 92-64-04274-1, bilingual. 246pp.
France: FF190: elsewhere: FF245 US$46 DM75

Review of Fisheries

in OECD Member Countries

1992

Special Survey of Poland
January 1995
'this annual publication describes
major developments affecting the com¬
mercial fisheries of OECD countries:

government policy and action, devel¬
opments in production, processing,
marketing, and international trade.

In 1992, landings and the profitabi¬
lity of fishing for food fish were largely
down from the previous year. By con¬
trast, landings for small pelagics aimed
at the fish meal and oil industries in¬

creased. For aquaculture, the product¬
ion of traditional species such as salmon,
mussels, and oysters either increased or
kept pace relative to the previous year.
The possibility of raising 'new' species
also attracted potential investors to the
industry.

1992 saw little change in internation¬
al trade flows. Flowever, changes in
supply channels, demand levels and
the economic health of OECD countries

led to a fluid situation which will

require monitoring. Marine resource
exploitation issues were brought to the
forefront of the international arena at

the UNCTAD Conference in Rio de

Janeiro.
(53 94 02 1) ISBN 92-64-14255-X, 348pp.
France: FFU0: elsewhere: FF520 US$95 DM165

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

Review of Agricultural
Policies:

Poland

February 1995
This study reviews agro-food policies
in Poland in the period 1986-93- Fol¬
lowing the study on Hungary, it is the
second such review of a non-OECD

country. Together with extensive back¬
ground data, it contains detailed cal¬
culations of the levels of assistance

granted for the main agricultural com¬
modities measured by the Producer
and Consumer Subsidy Equivalents.
See Luis Portugal. 'Restructuring Polish
Agriculture', The OECD Observer,
No. 192, February/March 1995.
(14 95 01 1} ISBN 92-64-14310-6. 300pp.
France: FF230; elsewhere: FF300 US$56 D.M90

Development
and Aid

Development Co-operation
1994 Report*
Efforts and Policies

of the Members

of the Development
Assistance Committee

January 1995
See inside front cover of this issue of

The OECD Observer.

(43 95 02 1) ISBN 92-64-14322-X. 240pp.
France: FF130: elsewhere: FF170 US$33 DM51
The statistical annex is available on diskette

Debt Stocks, Debt Flows
and the Balance of Payments
Joint publication by the World Bank,
Bank for International Settlements,
International Monetary Fund, OECD.
January 1995
(43 94 01 1) ISBN 92-64-14258-4. 258pp.
France: FF150; elsewhere: FF195 US$36 DM59

Education

CERI (Centre for Educational Research
and Innovation)
OECD Documents

Evaluation and the Decision

Making Process in Higher
Education:

French, German and Spanish
Experiences
January 1995
Interest in evaluating higher education
is growing in OECD countries today.

This report focuses on evaluation as an
essential elemenl of an institution's

decision-making processes aimed at
improving the quality of activities. It
reviews higher education evaluation in
three countries with a common tradi¬

tion of strong government authority in
higher education.

The situation is currently changing
and the debates on evaluation devel¬

opment demonstrate a common con¬
cern that evaluation should be inte¬

grated in and enhance the autonomy
of higher education institutions.
(96 94 08 1) ISBN 92-64-14303-3, 204pp.
France: FF80; elsewhere: FF105 US$20 DM32

Energy
IEA (International Energy Agency)
'Energy and Environmental Policy Analysis'
Series

Stockdraw and Emergency
Response Policies
and Management
(Proceedings)
January 1995
Emergency stocks are a key element in
the IEA emergency response. In its
recent histoiy, the 2.5 million b/d IEA
Contingency Plan during the Gulf
crisis of 1990/1991 demonstrated their

effectiveness and importance. Main¬
taining emergency stocks and member
countries' stockholding and stockdraw
policy are a key element in IEA emer¬
gency response. As IEA net oil
imports -notably from the Middle East -
rise inexorably, issues of oil supply
security will demand increasing atten¬
tion from IEA countries.

The proceedings presented in this
volume provide a comprehensive over¬
view of the status and prospects of
emergency stock policy and manage¬
ment.

(61 94 19 1) ISBN 92-64-14209-6, 550pp.
France: FF360; elsewhere: FF450 US$82 DM136

NEA (Nuclear Energy Agency)
'Nuclear Energy and Information' Series

Liability and Compensation
for Nuclear Damage
An International Overview

January 1995
The potential hazards of nuclear power
have been acknowledged since the
inception of the nuclear power indus¬
try. While the risks of accident are low.
the consequences may be both severe
and widespread, affecting the popu¬
lations and environment of many coun¬
tries. This book describes the legal
regime established to deal with the

aftermath of a nuclear accident, and the

reappraisal of that regime following the
Chernobyl disaster. It focuses particu¬
larly on the international regime, but
includes an account of certain national

legislations and of the system of
nuclear liability insurance. Schedules
provide the texts of the major inter¬
national nuclear liability conventions.
(66 94 12 1) ISBN 92-64-14280-0, 224pp.
France: FF2O0: elsewhere: FF260 US$49 DM79

Man-Machine Interfaces

in Nuclear Power Plants

January 199S
The rapid development of advanced
computerised technologies and the
acknowledgment that human factors
significantly contribute to abnormal
events during nuclear power plant
operation, underscore the growing
importance of the interaction between
man and machine.

This report presents the current
thinking about this issue. In particular,
it reviews those aspects of power plant
operation related to the design, evalu¬
ation and licensing of new man-
machine interactions, alarm computeri¬
sation as a support to operators, expert
systems such as artificial intelligence,
man-machine task allocation, and

methodologies for the ergonomie evalu-
ation and validation of advanced

nuclear power plants.
(6694 10 1) ISBN 92-64-24329-7, 140pp.
France: FF150; elsewhere: FF195 USS36 DM59

OECD Documents

Shielding Aspects
of Accelerators, Targets
and Irradiation Facilities

Arlington, Texas (USA),
28-29 April 1994
(Proceedings)
February 1995
Particle accelerators have evolved over

the last half-century from simple de¬
vices to powerful machines, and will
continue to have an important impact
on research, technology and lifestyle.
Today they cover a wide range of
applications, from television and com¬
puter displays in households to the
investigation of the origin and struct¬
ure of matter, Il has become common

practice to use them for material
science and medical applications.

In recent years, requirements from
new technological and research appli¬
cations have emerged: increased
particle beams intensities, higher flex¬
ibility, and so on, giving rise to new-
radiation shielding aspects and
problems.
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These Proceedings review newer
accelerator facilities, identify problem¬
atic aspects concerning radiation shield¬
ing that have to be solved, and indicate
areas where international co-operation
and co-ordination are highly desirable.
(66 95 01 1 1 ISBN 92-64-14327-0, 390pp.
France: FF250: elsewhere: FF325 US$63 DM98

Environment

OECD Environmental

Performance Reviews:

Netherlands

January 1995
'this report is pari of the OECD En¬
vironmental Performance Review Pro¬

gramme which conducts peer reviews
of environmental conditions and

progress in each OECD country. It
scrutinises efforts to meet both domes¬

tic objectives and international com¬
mitments. Evaluating progress in
reducing the pollution burden, im¬
proving natural resource management,
integrating environmental and economic-
policies, and strengthening international
co-operation is also central lo these
reviews. The analyses presented are
supported by a broad range of eco¬
nomic and environmental data,

Environmental performance reviews
of Germany. Iceland. Norway. Portu¬
gal, Japan. Italy and the United King¬
dom have already been published.
(9" 95 01

France:

I ISBN 92-64-14332-7, 164pp.
10: elsewhere: FF180 US$35 DM5

Financial, fiscal
and Enterprise Affairs

Competition Policy in OECD
Countries 1992-1993

February 1995
This report summarises the main de¬
velopments in competition policy and
in the enforcement of competition
legislation in OECD countries, and in
Hungary. Korea. Poland and the
Slovak Republic.
(24 95 01 1) ISBN 92-64-14334-3. 450pp.
France: FF250: elsewhere: FF325 US$60 DM98

CCET (Centre for Cooperation
with Economies in Transition)

Mass Privatisation:

An Initial Assessment

February 1995
Mass privatisation - the rapid large-
scale transfer of state-owned assets to

the private sector - has emerged as the

principal method for addressing the
systemic issues of privatisation in the
economies in transition. Several coun¬

tries have opted for programmes to
distribute state property to the popula¬
tion al large and, in many cases, the
results have been impressive. But many
unresolved issues related to private
ownership of enterprises remain.

This publication presents the meth¬
ods of mass privatisation used in econo¬
mies in transition, in particular in the
Czech Republic. Poland, the Slovak
Republic. Lithuania, Kazakhstan and
the Russian Federation. Ten papers
describe the process and discuss the
results of its implementation as well as
the most pressing issues facing policy
makers in the immediate post-privati¬
sation period.
(l-i 95 03 1) ISBN 92-64-14381-5. 208pp.
France: FF160: elsewhere: FF210 US$39 DM63

Taxation and Foreign Direct
Investment:

The Experience
of the Economies

in Transition

January 1995
See pp. 29-31 of this issue of The
OECD Observer.

( 1 1 05 02 II ISBN 92-64-14371-8, 165pp.
France: FF130; elsewhere: FF170 US$30 DM50

Industry Science
and Technology

Communications Outlook

1995*

February 1995
Presents the most recent comparable
daia on the performance of the tele¬
communication sector in OECD coun¬

tries and on their policy frameworks,
'the telecommunication service indus¬

try continues to show strong invest¬
ment growth and remains highly
profitable. The key role of the sector in
OECD economies is expanding. A
fundamental factor underlying this
success is the continuous application
of new technologies and service diver¬
sification. Although the trend toward
liberalisation of market structures is

continuing, governments have to
respond even more quickly in order to
maximise the benefits from market and

technological developments.
(93 95 08 1) ISBN 92-64-14330-0, 300pp.
France: FF340; elsewhere: FF425 US$83 DM129
'Available on diskette

Industrial Subsidies:

A Reporting Manual
January 1995
This OECD questionnaire on subsidies
is internationally recognised as a lead¬
ing instrument for monitoring indus¬
trial support practices. With its defini¬
tions, methodological conventions and
calculation methods for reporting
industrial subsidies, it represents the
key to international transparency in
industrial subsidies.

The know-how incorporated here,
the product of a collective effort by
OECD countries, makes this the inter¬
national manual on industrial subsi¬

dies.

(70 95 01 1) ISBN 92-64-14318-1, 80pp.
France: FF90; elsewhere: IT115 US$23 DM35

The OECD STAN Database

for Industrial Analysis
1974-1993*

January 1995
The Structural Analysis Industrial
(STAN) database covers 49 manufact¬

uring sectors in 19 OECD countries and
Korea from 1974 to 1993. thereby pro¬
viding the most complete international
data on industrial activity available to
date. STAN contains estimates compar¬
able with national accounts for vari¬

ables of industrial activity: production.
value added, gross fixed capital forma¬
tion, employees engaged, labour com¬
pensation, exports, imports and con¬
stant price value added.

Issued every two years, this publica¬
tion provides an invaluable tool in
international economic research and

analysis. It reflects general trends and
highlights inter-industrial relationships,
and enables the design of industrial
indicators such as shifting shares of
output and employment by industry,
capital expenditures per worker, im¬
port penetration, as well as of detailed
industrial modelling exercises.
With 152 tables.

(92 95 02 3) ISBN 92-64-04272-5. bilingual. 332pp.
France: FF280; elsewhere: FF350 US$68 DM106
'Available on diskette

Megascience:
The OECD Forum -

Particle Physics
January 1995
Particle physics seeks to elucidate the
ultimate structure of matter and lo

describe what happened in the uni¬
verse during the instants following the
Big Bang. Its Standard Model is one of
the great scientific achievements of
the twentieth century. Yet particle
physics research has also developed
tools and techniques that have bene

fited areas as diverse as medicine, com¬

puting and electronics.
Particle physics requires vast human

and financial resources, rarely available
in a single country. Today, in a climate
of budgetary restraint, progress in
particle physics requires ever more
powerful accelerators and ever more
complex detectors in order to answer
the new questions raised by the most
recent advances, which will take scient¬
ists beyond the Standard Model. Find¬
ing those answers will mean even
bigger efforts on the part of scientists
and government funding agencies to
plan the necessary facilities and lo de¬
termine the best way to ensure effective
international co-operation.

A reeenl Megascience Forum expert
meeting discussed the requirements of
the discipline, the preparatory R&D
work that is currently being clone in
laboratories throughout the world, and
how the current or projected forms of
international co-operation could be
adapted for the construction and fund¬
ing of the costly new facilities envis¬
aged. This volume surveys the issues
involved.

(92 95 01 1) ISBN 92-64-14329-7. 200pp.
France: FF250: elsewhere: FF325 US$63 DM98

Safety Considerations
for Biotechnology
Scale-up of Micro-organisms
as Biofertilisers

February 1995
This publication addresses the quest¬
ion of the environmental safety of the
scale-up of micro-organisms developed
by biotechnology for use as biofertilisers.
It describes how the concept of 'famili¬
arity', with micro-organisms as bio¬
fertilisers. the introduced nail, the envi¬
ronment, and their interactions, will

help facilitate risk/safety analysis and
manage possible risks in the context of
scaling up modified micro-organisms
towards commercial release.

(93 95 01 1) ISBN 92-64-14344-0, 58pp.
France: FF80; elsewhere: FF105 US$19 DM31

labour Market

and Social Issues

Flexible Working Time,
Collective Bargaining
and Government Intervention

February 1995
Pressure for increased flexibility in in¬
dustrial relations and labour utilisation

is rising in all OECD countries. The
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current debate surrounds labour/man¬

agement co-operation and negotiation
concerning more flexible working-time
arrangements and the role of govern¬
ment in this area. This report focuses
mainly on three areas of economic
activity: health care, retail trade and the
metal industry. It also discusses, inter
alia, the conflicting and overlapping
interests of trade unions and em¬

ployers, the choices employers have
between 'flexible scheduling' and 'flex¬
ible staffing', and the linkage between
individual working-time arrangements
and company operating hours.
(81 95 01 1) ISBN 92-64-14316-5. 154pp.
France: FF150; elsewhere: FF195 US$38 DM50

Socio/ Policy Studies, No. 15

Private Pensions

in OECD Countries:

Canada

February 1995
In view of their aging populations,
OECD countries are beginning to
re-examine the balance between public
and private provisions for income in
retirement. There is considerable inter¬

est in increasing the contribution from
private sources. However, while there
is abundant documentation on and ana¬

lysis of public pensions systems, much
less is known about the performance of
private plans. This volume, one of a
series of national case studies, describes

the characteristics of private arrange¬
ments in Canada. Their prevalence,
structure, financing and administration,
lax treatment, regulation, and effects
on the distribution of retirement

income are all discussed in detail.

181 05 02 II ISBN 92-61-1 (333-5. iSpp.
France: FFO: elsewhere: FF90 US$17 DM28

Territorial

Development

Urban Energy Handbook
Good Local Practice

January 1995
See inside back cover of this issue of

The OECD Observer

(04 95 01 li ISBN 92-64-14335-1, 230pp.
France: FF190; elsewhere: FF245 US$46 DM75

Trade

February 1995
Dramatic changes in the world economy
in recent years, including strengthened
competition and globalised production
and marketing, are giving rise to a new
generation of trade issues. Their impli¬
cations are not yet well understood,
however. This study explores the evol¬
ving nature and new meaning of market
access in the context of a global
economy characterised by growing in¬
tegration.

The interaction of the triad of policy
fields - trade, investment and com¬

petition - upon which this study
focuses, is emerging as essential lor the
organisation of firms' global activities.
This focus points to the policy- and
rule-making challenges confronting the
multilateral trading system in a
post-Uruguay Round setting.

This collection of papers by leading
experts from government, university
and business circles makes an import¬
ant contribution lo the burgeoning
literature on the New Trade Agenda'.
Il should help both government and
corporate decision-makers belief
understand the continuing necessity of
adapting and evolving the architecture
of the multilateral trading system.
See Anthony Kleitz and Americo Beviglia
Zampetti, 'How Open is World Trade?',
The OECD Observer, No. 191.

December 1994/Januaïy 1995.
( 22 95 02 1 ) ISBN 92-64-14338-6, 250pp.
France: FF150: elsewhere: FF195 US$36 DM59

Transport

OECD Documents

New Dimensions of Market

Access in a Globalising
World Economy

ECMT (European Conference of Ministers
of Transport)

Round Table 98:

Interurban Transport Costs
January 1995
The perspective of pan-European inte¬
gration places interurban freight and
passenger transport alike in key posi¬
tions in our economies. But related

factors - accidents, the many dis-
amenities, wasted energy, and so on -
make the overall cost of such transport
extremely high. Because the internation¬
al division of labour necessarily leads
to heavier traffic flows, detailed ana¬

lyses of the cost of long-distance trans¬
port are essential. Examining the eco¬
nomic and policy issues involved a
must.

'Hound Table 98' gives a clearer
picture of the whole range of interurban
transport problems. It provides both
theoretical analyses and specific ease

studies, and explores such fundament¬
al matters as the social utility of trans¬
port.
(75 95 01 i) ISBN 92-821-1198-0, 128pp.
France: FF120; elsewhere: FFI55 US$29 DM47

Access to Air Travel

for People with Reduced
Mobility
February 1995
Most people take air transport for
granted. But travelling by air for pass¬
engers with reduced mobility can be
very trying. It is difficult lo obtain
essential information about available

services before travelling. Moreover,
airport access, aircraft boarding and
access to on-board facilities all pose
additional problems.

This publication gives an account of
a joint ECAC/ECMT Seminar on im¬
proving access to air travel. It treats all
aspects of the issue, from information
provision, to airport and aircraft
access and staff training, and offers
numerous suggestions for improvements
in this vital area.

(75 95 02 1) ISBN 92-821-1200-4, 138pp.
France: FF130; elsewhere: FF170 US$30 DM50

Road Transport Research

Road Maintenance

Management Systems
in Developing Countries
January 1995
Road transport is an essential factor in
the economic growth of developing
countries. It provides for 85% or more
of total inland and/or border crossing
traffic. Cost-effective road infrastruct¬

ures and their systematic maintenance
are therefore vital.

The report is a follow-up stuck- to
the OECD Manual on Road Monitoring
for Maintenance Management in De¬
veloping Countries, published in 1990
in co-operation with the World Bank.
It deals with road maintenance man¬

agement systems, developing an over¬
all policy that can be implemented
under budgetary constraint, it proposes
guidelines for establishing annual work
schedules and controlling maintenance
expenditure. A training programme for
road maintenance managers, engineers
and technicians is put forward.

This publication together with the
Manual offer a practical tool for main¬
tenance managers and supervisors in
highway departments of developing
countries as well as administrators in

national and international lending
agencies responsible for infrastructure
funding and development aid.
(77 95 01 1) ISBN 92-(h-1 1300-9, 216pp.
France: FF200; elsewhere: FF260 US$ 19 DM79

Employment
Opportunities

OECD Headquarters, Paris

Vacancies occur in the OECD

Secretariat in thefollowing
activities:

Public Administration

Balance of Payments
National Accounts

Agricultural Economics
i Development Economics

Energy Economics
Industrial Economics

Labour Economics

Monetary Economics
Econometrics

Environment

Urban Studies

Fiscal Policy
Nuclear Engineering
Macro-Economics

Nuclear Physics
Education Policies

Social Affairs

Statistics

Computing and Communications

Qualifications:

relevant university degree: at least
two or three years' professional
experience; very good knowledge
of one of the two official

languages of the Organisation
(English and French) and ability to
draft well in that language.

Initial appointment:

two or three years.

Basic annual salary:
from FF 377,000 (Administrator)

and from FF 438,000 (Principal
Administrator), supplemented by
allowances depending on
residence and family situation.
Vacancies are open to both male
and female candidates from OECD

member 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
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