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Market Access After tine Uruguay Round:
Investment, Competition and Technology Perspectives

How can policy-makers best promote and secure the openness of markets to global
competition today? As globalisation deepens economic integration, the boundaries
of the trading system are reaching deep inside national borders. Policy-makers
therefore have to take a much broader, integrated and co-ordinated approach to
market access than that which prevailed even as recently as during the Uruguay
Round. Such an approach must both meet the functional requirements of globally
active firms and promote general economic efficiency by encompassing the conti¬
nuum of trade, investment and competition policies and the domestic regulatory
conduct of nations. To improve the benefits from the competition-enhancing object¬
ives of the multilateral trading system, this new approach to market access aims to
roll back and ultimately remove the anti-competitive practices, both public and
private, that unduly restrict the ability of firms to contest markets on a world-wide
scale.

Building on a 1 995 publication, New Dimensions ofMarketAccess in a Globalising
World Economy, and the second of a three-part series, this book covers these broad,
systemic issues. Nine papers by leading international experts address the key chal¬
lenges arising at the nexus of trade, investment, competition and technology policies.
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Governments have to explain to their citizens the
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The Imperative
of Free Trade
Donald J. Johnston, Secretary-General of the OECD

Theliberalisation oftrade andforeign invest¬
ment has stimulated innovation, encour¬

aged efficiency andpromotedgrowth . Open
trade has been a driving forcefor stability
andprosperity. It has been apreconditionfor

the'fowteen-fold expansion in world trade in goods since

1950 and a six-fold increase in world product-ion. As
closed trade ushered in depression and war in the 1930s,
open trade has paved the way for continued post-war
growth andprosperity. It has brought immensegainsfor
consumers in terms of new products and pro-ducts of
better quality and lowerprice. It hasforcedproducers to
adjust, but those adjustments are necessary to reap the
benefits from trade and technological change. The
winners byfar outnumber the losers in this process.

Managing such change and dealing with the human
anxieties that go with it require special efforts.
Governments have to explain to their citizens the
advantages of the open, rules-based trading system,
particularly when there are protectionist calls for
adjustment and innovation to stop. The arguments
against open trade that tend to be heard in the developed

economies often raise the spectre ofmassivejob losses to
'unfair' low-wage competitors in developing countries.
But trade with those countries in fact offers enormous

opportunities and, as with all trade, mutual benefit.

OECD economies have made efficiency gains from
their access to lower-cost suppliers, and they havefound

new and dynamic marketsfor their own goods and ser¬

vices. Moreover, growth in the developing and trans-ition
economies offers enormous markets for the future. By
2010, for instance, there will be more than a billion

consumers in developing countries with per capita

incomes exceeding those ofsome OECD countries today.
The developing world already absorbs about a quarter
ofOECD exports. By early next century thatfigure should
rise to about a third.

From its inception the OECD has been committed to

contributing to the expansion ofworld trade on a multi¬
lateral, non-discriminating basis, as well as contribu¬

ting to sound economicgrowth in member as well as non-
member countries. The OECD must continue the solid

analytical work which can help the World Trade

Organisation (WTO) to move forward on trade

liberalisation, stressing the importance ofensuring that
the non-OECD countries, particularly those in transition,
becomefully integrated into the global trading system.
But it is also importantfor the OECD to helpgovernments
to sell the message ofthe benefits offree trade not only to
bureaucracies and politicians but to others who shape

public opinion. Ultimately it is the citizen who has to be
reached- and to be reassured both that trade-induced

The OECD OBSERVER No. 201 August/September 1996 4



Editorial

changes are beneficial for society and that society is
committed to helping thosefaced by adjustment.

Tloe importance, and inevitability, ofchange has been
stressed in many aspects of OECD work, including the
OECD Jobs Study. In the context of jobs and

unemployment, OECD countries have committed
themselves to a series ofmacro-economic andstructural-

policy recommendations to improvejobprospects. These
recommend-ations take account of the necessity that

economies, industries andfirms adjust, but also stress
the import-ance ofhelping individuals to adapt through
better education and training policies in the context of

life-long learning.
The OECD also has an important role to play in re¬

cognising that the nature of trade is changing and is
thereby throwing up new issues that require discussion
and agreement. The trade agenda of the future must

move well beyond the traditional issues oftrade between
national economies to meet the demands ofa globalising
one.

Investment issues are at the forefront. Firms invest to

trade and trade to invest. About a third of all trade in

goods across borders takes place within firms. The old
model of manufacture in one country and sale in

another has given way to an international process of

manufacture, assembly, finishing and marketing which
leap-frogs national boundaries. This makes the old
concept ofgoods ofnational origin less and less relevant,
a change reflected in the way thatfirms do business. The

decisions on whether to set up a business in a foreign

market (marketpresence) or to exportyourproduct there
(market access) depends on the global strategy of the
firms concerned. That calls for rules of the game that
provide for national treatment of both foreign and
domestic suppliers and non-discrimination between
foreign suppliers for both market access and market

presence.

There has already been apartial multilateral response

in the form of the incorporation of investment-related
disciplines in the General Agreement on Trade in

Services (GATS) and the Trade Related Investment

Measures (TRIMs) Agreement in the WTO. The OECD was
also asked in 1995 to launch negotiations on a

Multilateral Agreement on Investment (MAI) within the

OECD with the aim of reaching an agreement by mid-

1997. The MAI would provide a comprehensive
frameworkforforeign direct investment, widening the

scope of existing liberalisation and providing legal
security for international investors. The proposed
agreement would seek to ease market access, essentially
by embodying the principle of national treatment
(foreign investors having the same legal treatment as

national companies) in a multilateral context. The MAI
would be open to all OECD countries, and to non-

member countries, who are being consulted during the

negotiation process. In view of the importance of
investment to the development process, it is to be hoped

that the agreement will be subscribed to by a large
number ofcountries. Investment, after all, like trade, is

to the advantage ofboth theproviderand recipient alike.
Tloe OECD is uniquely adapted to carryforward this

kind of work. Its analytical capacity is proven. And it
has already shown that it can apply that analysis to
practical ends. The emphasis has to move from theory to

practice, where international trade is an issue ofthe most
pressing global concern. That is why the OECD has to

focus its efforts on the new trade agenda. The work-
initiated on new dimensions ofmarket access, the MAI,

trade and competition, trade and the environment,

trade, employment and labour standards, and bribery

will help develop credible policies and approaches to

facilitate further liberalisation. It will also encourage
confidence in the communities of the OECD countries
that trade liberalisation is indeed in their interests.

5 The OECD OBERVER No. 201 August/September 1996



Qlobalisation, Trade
and Competition
Crawford Falconer and Pierre Sauvé

The globalisation ofmarkets has confronted governments with
the importance ofpromoting the values and principles of
competition - both domestically and internationally - and of
developing a much broader understanding of the concept of
market access than that which applied even as recently as the
Uruguay Round. This approach has to embrace the continuum

oftrade, investment and competitionpolicy, its chieffocus being
on stemming anti-competitivepractices - public orprivate - that
impede and distort the openness of markets to international
competition.

Almost a decade has elapsed since the
inception of the Uruguay Round.
During that time, political and eco¬
nomic changes - most spectacularly
in a large number of transition and

developing economies but also within the OECD
area - have emphasised the values of market-
based competition. In developed and develop¬
ing countries alike, the domestic policy frame¬
work has centred on a number of initiatives

directed at enhancing market forces by redefin¬
ing the boundaries of government intervention,
regulation and encouraging structural change in
major economic sectors, not least through pri¬
vatisation, flexibility of the labour market, and
the reform of tax, social-security and other related
policies.1

Those ten years have also seen an important
world-wide push towards the liberalisation of
trade and investment regimes and, through the
adoption of outward-oriented strategies, genu-

Crawford Falconer and Pierre Sauvé work in the

Division of Policy Interrelations in the OECD Trade
Directorate.
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ine efforts to integrate the transition and devel¬
oping economies into the world economy. Many
of these countries have also signalled their
commitment to reform by instituting laws and
policies to stimulate competition. By choosing
market-based approaches, they increasingly share
with the industrial countries a high stake in
ensuring the functioning of competitive markets
across the globe. Without discounting the differ¬
ences which still exist in the way countries
understand the notions of 'efficiency' and 'com¬
petition', the overriding principle of this conver¬
ging policy framework has been the promotion
of increased efficiency through competition, both
domestically and internationally, with a view to
providing a sounder basis for sustainable and
employment-creating economic growth.2

Trade

and Investment

Together with the move to the market, another
defining feature of the world economy is the

6

increasing globalisation of business operations.
Linking production, technology and marketing
along value-added chains in an increasingly
borderless environment, it has sharply height¬
ened competition in product and factor markets
throughout the world, stimulating improvements
in productivity and growth. Policies directed at
protecting and supporting 'domestic' firms and
products have become more difficult to imple¬
ment, not least because of the difficulty of identi¬
fying 'national origin' with any real meaning in a
globalising world. The growing - and mutually
reinforcing - links between trade and investment
as means of doing business are a fundamental
characteristic of globalisation. This development
has altered the scope and meaning of 'market
access' which, in the period after the Uruguay
Round, is increasingly viewed as defining the
conditions governing the access to foreign
markets and the presence there of goods, ser¬
vices, investments, ideas and business people
alike.3

As a result, a more coherent and internally
consistent set of non-discriminatory trade and

/ Assessing Structural Reform: Lessons for the
Future OECD Publications, Paris. 1994.

2. The OECDJobs Study: Facts, Analysis, Strategies.
OECD Publications. Paris. 1994.

3. America Beviglia Zampetti and Pierre Same. 'New
Dimensions of Market Access: An Overview', in New
Dimensions ofMarket Access in a Globalising World
Economy, OECD Publications. Paris, 1995.

4. Robert Z. Lawrence. 'Towards Globally Contestable
Markets '. in Market Access After the Uruguay Round-
Investment. Competition and Technology Perspect¬
ives. OECD Publications. Paris. 1996.

5. Multilatéral Agreement on Investment: Progress Report
by the MAI Negotiating Group, available free of charge
from the Capital Movements, International Investments
and Services Division of the OECD Directorate Jot-
Financial, Fiscal andEnterpriseAffairs; see also the 1996
OECD Ministerial Communiqué. The OECD Observer.

No. 200. June'July 1996.

6. See pp. 25-28 and Sam Paltridge, 'Upwardly Mobile
Telephony'. The OECD Observer. No. 196. October/
November 1995.

7. Donald A. Hay, 'Anti-competitive Practices, Market

Access and Competition Policy in a Global Economy'
and Merit E. fanotv, 'Public and Private Restraints That

Limit Access to Markets', in Market Access After the
Uruguay Round: Investment, Competition and Tech¬

nology Perspectives.



Analysis

investment disciplines is re¬
quired with which the activities
of globally active firms can be
underpinned. The promotion of
such neutrality between trade
and investment - access and

presence - as means of doing
business marks the realisation

that they have become inher¬
ently complementary means of
contesting markets.1 Coming in
the wake of the last decade's

surge in cross-border investment
activities (Figure, p. 8), this re¬
cognition played a fundamental
role in prompting the OECD
countries to launch negotiations
aimed at reaching a high stand¬
ard Multilateral Agreement on In¬
vestment (MAI) by mid-1997, an
objective the central importance
of which was re-affirmed at the

Ministerial meeting of the OECD
Council in May this year.1 An
effective MAI would also help
pave the way for the eventual
incorporation of a comprehen¬
sive set of investment disciplines
within the multilateral trading

system.

Regulatory
Impediments

Another central feature of the

global economy is the growing
international importance of a series of issues
previously considered to be mainly or entirely
the business of domestic policy or regulation.
Such implications have already arisen, or are
likely to arise, in a number of policy domains,
including industrial, taxation, labour and envi¬
ronmental policies. In particular, the conduct of
governments in activities such as the regulation
of telecommunications networks'' and services,

the granting of support for regional develop¬
ment or R&D, the design and/or enforcement
of health, safety and environmental standards

or the application of licensing requirements to
service providers may exert a strong impact on
conditions of access to and presence in
markets.

Many countries, particularly in the OECD area,
have for a number of years tried to enhance ef¬
ficiency by reforming domestic regulation. Yet
the market-access implications of such changes -
that is, the degree to which domestic regulatory
conduct promotes or inhibits trade and invest¬
ment opportunities - have only recently begun
to elicit closer international scrutiny. The OECD

has therefore embarked on an

ambitious inter-disciplinary study
aimed at investigating the

economy-wide implications - on
growth, employment, innovation,
market access, consumer welfare

and government efficiency - of
domestic regulatory conduct. The
central objective of this analysis,
whose main findings are also to
be presented to OECD Ministers
in 1997, is to ensure that regula¬
tory reform leads to lasting im¬
provements in economic perform¬
ance while retaining the benefits
of the regulation.

Competition
Policy

A further set of issues arises

from the impact of anti-competi¬
tive activities by businesses - con¬
ducted with or without govern¬
ment involvement, support or con¬
trol - in the global economy. Such
behaviour includes, inter alia, ex¬

clusive arrangements between
manufacturers and retailers, preda¬
tory practices, market foreclosure
(through control of distribution
channels or essential facilities, for

example) and strategic conduct to
deter entry (for instance, 'deep dis¬
counting' for a short period or fi¬
delity rebates which exclude new

entrants), all of which can affect the international

competitive process and impair opportunities for
market access and presence."

Various market structures, such as strategic
alliances and joint-ventures in high-technology
sectors (aerospace, pharmaceuticals, computers
and information technology, for example), as well
as interactions between private companies and
government - not least the operation of public
monopolies, standard-setting procedures, statu¬
tory or tie facto exceptions to the application of
competition law, and state aids - may have

7 The OECD OBSERVER No. 201 August/September 1996



Globalisation, Trade
and Competition

similar effects. Furthermore, corruption and its
impact on global business have also become
prominent in international debates, reflected
most recently in the OECD Ministerial deci¬
sion on bribery.

Fostering competition is ultimately in the
interest of the consumer. Such an objective
typically falls within the purview of domestic
public policy, of competition law in particular,
and should represent a unifying theme for
domestic policy-making as a whole. Although
there has been a recent trend towards conver¬

gence in domestic competition regimes and in
their coverage, especially within the OECD
area, there are still differences that may affect
market access and compétition." And it is ob¬
viously desirable that there be as much coher¬
ence as possible between domestic and multi¬
lateral policy objectives. It may therefore be
timely to examine seriously whether a meas¬
ure of coherence in international rules is

feasible and desirable.9 Indeed, the emphasis on
market-based approaches and competition val¬
ues in domestic policy is equally desirable inter¬
nationally. Moreover, lack of (or constraints on)
market competition can give rise to international
friction.

In recognition of the central complementarity
of trade and competition policies in a globalising
environment, the OECD governments at the 1996
Ministerial meeting approved the establishment
of a Joint Group on Trade and Competition. Its
work programme will mainly tackle further analy¬
sis of how the coverage, substantive criteria and
enforcement of competition laws can affect con¬
ditions of access to and presence in markets,
examine the effects of trade measures and poli¬
cies on competition, and consider options on
how best to strengthen the coherence between
trade and competition policies.

The common element linking these issues is
their effect on the nature and patterns of inter¬
national trade and investment flows, and hence

the quality or degree of access to and presence
in markets. The evolving economic landscape is
exerting a strong influence on much of what
has been termed the 'new trade agenda' emer¬
ging after the conclusion of the Uruguay Round.
This agenda gives rise to a series of related policy

Figure

Foreign Direct Investment Outflows,
Exports and Output in the OECD Area, 1985-95
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challenges:
how to raise the prominence of competition

values and principles in the design and opera¬
tion of the multilateral trading system

how to strengthen the multilateral trading sys¬
tem through the development of a credible and
comprehensive set of disciplines on investment
protection and liberalisation

how to deal with government policies and
actions that affect or distort the conduct of inter¬

national business and, in particular, those poli¬
cies previously considered mainly domestic in
nature

how to deal with business practices and market
structures that have the same effect

how best to strengthen public support for, and
enhance confidence in the benefits derived from,

an open and rules-based trading system.

A Competition-oriented
Trade Agenda

Widespread unilateral and regional liberali¬
sation of trade and investment regimes, and the
substantial widening and deepening of the multi¬
lateral trading system achieved in the Uruguay
Round, have much increased efficiency and

welfare in the world economy. Indeed, the
central objectives pursued by the international
trading regime - eliminating discriminatory
treatment in international commerce and pro¬
gressively dismantling impediments to trade
and investment - aim at promoting global
welfare through increased trade and growth.
By striving (although with still too many loop¬
holes and exceptions) towards progressively
freer conditions of doing business globally,
the multilateral trading system furthers com¬
petition and a more internationally efficient
allocation of resources. Nonetheless, a number

of other desiderata, ranging from environ¬
mental protection to the promotion of
employment, social development or techno¬
logy diffusion, are usually taken into account
in domestic policy-making and have to be
reflected in the objectives, design and opera¬
tion of the trading system.

For all the genuine progress achieved dur¬
ing the course of the Uruguay and preceding
GATT Rounds, the multilateral trading system
continues to be confronted with a host of un¬

finished traditional issues and with new and

potentially conflicting demands. Beyond the
commitments undertaken in the Uruguay Round
(the so-called 'built-in agenda'), much remains
to be done to equip the system with the range
of instruments and institutional flexibility required
both to mediate the tensions, new and old, which

may arise or be intensified in a globalising busi¬
ness environment and to promote the efficiency-
enhancing objectives of trade and investment
liberalisation.

Recent years have indeed revealed a widen¬
ing gulf between the considerably broadened
scope of issues prospectively appearing on the
trading system's agenda - ranging from calls to

8. See pp. 10-12.

9. Competition Policy in the New Trade Order: Strength¬
ening International Cooperation and Rules - Report of
the Group of Experts. Commission of the European
Communities. Brussels. 1995.

10. Sylvia Ostty, New Dimensions of Market Accesss,

Occasional Paper No. 49. Group of Thirty, Washington
DC, J 995.

11. Rauf Gônenç, 'A New Approach to Industrial Policy'
and Hanspeter Gassmann. From Industrial Policy to
Competitiveness Policies', The OECD Observer No. 187,
April/May 1994.
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address the market-access asymmetries caused
from differences in regulatory philosophies or
practices, to enshrining the right to contest a
market through an established presence, or to
disciplining private anti-competitive behaviour -
and the still limited range of instruments with
which to tackle them. Rolling-back impediments
to market access and presence may therefore
prove increasingly difficult in the absence of a
more balanced and comprehensive approach to
multilateral disciplines. The potential 'assignment
problems' that result from the growing dis¬
crepancy between policy objectives and instru¬
ments is now one of the central challenges
confronting the multilateral trading system.

A Broader

Approach
One way of tackling these challenges is to

consider how best to adapt the multilateral trading
system to the evolving reality of deep integra¬
tion and thus help sustain international business
activities. The pursuit of the core objectives of
the system clearly enhances competition and
welfare. But the scope of impediments, de jure
and defacto, to market access and of distortions
in the international marketplace has nonethe¬
less grown.10 New dimensions have emerged
which go beyond the confines of the tradition¬
ally understood concept of market access, which
had primarily to do with a range of government¬
al barriers at the border. It may thus be desirable
to focus the attention of governments on a more
comprehensive, targeted and co-ordinated
approach to market access, one that aims to pro¬
mote the openness of markets to global compe¬
tition.

The purpose of this broader approach is to
deal more effectively with the realities of the
new dimensions of market access, not least the

wide range of 'behind the border' obstacles that
impede or distort the international flow of goods,
services, ideas, capital and business people. Such
a focus would require the adoption of a balanced
approach to the broad range of potential public
or private impediments to effective access to and
presence in markets, so that the removal of

impediments in any one area is informed by,
co-ordinated with and complementary to efforts
in other areas. For example, the liberalisation of
cross-border trade in consulting engineering serv¬
ices under the General Agreement on Services
(GATS) could be complemented by liberalisation
commitments in the areas of investment, gov¬

ernment procurement, duty-free (temporary)
entry of professional 'tools' of the trade (com¬
puters and software packages or technical equip¬
ment, for example), mutual recognition of
professional licensing regimes and the tempo¬
rary entry of service suppliers.

Such a competition-oriented approach to
market access would, of course, cover traditional
border barriers, both tariff and non-tariff, about

which much of the pre-Uruguay Round trading
system was concerned and which remain import¬
ant despite the progress registered during the
Round. But in a world of deepening economic
integration, conditions of effective access and
presence are increasingly affected by investment
restrictions, domestic regulatory conduct and
structural differences in the functioning of
markets, as well as by private anti-competitive
practices.

It is, of course, unrealistic to expect the con¬
duct of business across borders to be fully
immune from barriers to entry or presence as
there are a number of obstacles that cannot

simply be legislated out of existence - differ¬
ences in culture or tastes, for example, and ad¬
vantages of scale deriving from being first in a
market. But the distinction has to be defined

more clearly and consistently than it has to date
in multilateral fora. Securing the openness of
markets thus requires some effort to ensure that
the competitive process prevailing in a domestic
market is not unduly distorted by anti-competi¬
tive governmental or business activities. Foreign
goods, services, ideas, investments and business
people thus have to be able to benefit from op¬
portunities to compete in that market on terms
equal or comparable to those enjoyed by local
producers.

Not only, then, should anti-competitive gov¬
ernment or private action not impair access to
the domestic market; neither should similar act¬

ions confer 'artificial' competitive advantages to

domestic firms. For instance, the strategic or dis¬
criminatory use of government assistance may
provide a competitive edge to domestic firms,
effectively excluding or impairing the ability of
new competitors (domestic or foreign) to gain
access to or maintain a presence in a national
market.11 It may then also prove necessaty to
introduce international disciplines to control anti¬
competitive behaviour by business.

By underlining the importance of the effi¬
ciency objectives pursued by the multilateral trad¬
ing system, globalisation raises the crucial quest¬
ion of the extent to which the world's govern¬
ments are prepared to see competition values
assume more prominence in policy- and rule¬
making. A compelling case exists for enhancing
the 'competition-friendliness' of the multilateral
trading system. OECD and non-OECD coun¬
tries alike will have to build a consensus along
these lines in the coming years. Their delibera¬
tions will be supported by work undertaken
over the last few years, both within the OECD
and in various other fora, that points to a
broader understanding of the 'new' dimensions
of market access within the policy-making
community.»
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Antitrust Policy
and Market Access
Barry E. Hawk

Guaranteeing accessfor foreign competitors to domestic markets
is one of the most importantfunctions ofa liberal tradepolicy.
But competitionpolicy can also be involved, since the application
of competition laws to business practices that restrict market-
access can help moderate trade disputes. How effectively can
these laws redress such concerns?1

The relative strength or weakness of
national competition laws is a funct¬
ion of four factors. First, there are

substantive rules, governing specific
business practices and arrange¬

ments - for example, prohibiting price-fixing
agreements between competitors. Second, there
is the extent to which such rules can be enforced.

Third, there is the scope of sectorial coverage of
laws and, fourth, the degree to which they can
be applied to government bodies, state enter¬
prises and the conduct of private firms encour¬
aged or sanctioned by governments.

It has been argued that a number of pract¬
ices hinder the access of foreign competitors to
markets. There are 'horizontal' arrangements
among competitors, such as boycotts of foreign
firms, exclusion from trade associations, preda¬
tory use of standards (as when standards are set
by domestic producers with the aim of exclud¬
ing foreign competitors from the market) and
collective exclusive dealing (when competing
producers organise collectively the conditions
under which downstream sellers will deal ex-

Barry E. Hawk is the Director of the Fordham Corpo¬
rate Law Institute. Fordham I Eniversity School of taw.
New York and a member of Skaaden. Arps, slate.
Meagher and Mom: he was recently a consultant to the
OECD.

clusively with them). There are also 'vertical' re¬
straints, not least exclusive dealing between a
supplier and a distributor that keeps out com¬
petitors. There can be abuse of dominance by
single firms or producer associations, leading to
behaviour intended to exclude competition, such
as predatory pricing and fidelity rebates involv¬
ing foreclosure (since the rebates system can be
organised with a view to closing the market to
new entrants).

One difficulty with the use of competition
law to resolve trade disputes is that it can be
applied (or withheld) either for protectionist
reasons or for legitimate' objectives of competi¬
tion policy. Most vertical and abusive practices
are condemned under competition laws usually
only after a fact-intensive analysis of their com¬
petitive benefits and harms in a particular case
(for example, an exclusive-dealing contract).
There is also considerable debate about whether,

and under what kind of circumstances, pricing
practices and other 'aggressive' business behav¬
iour should be condemned.

In contrast, 'cartel' practices are more un¬
equivocally undesirable from the perspective of
competition policy and do not raise the same
kinds of ambiguity as vertical restraints and
'predatory' practices by single firms. A govern¬
ment which applies competition law to cartel

practices in a comparatively relaxed manner is
more likely to do so from protectionist motives.

But differences in the treatment of vertical

restraints and alleged predatory practices can also
rest on entirely reasonable differences about com¬
petition policy (and economics) or the factual
circumstances and market conditions in a parti¬
cular case. The EU's strict position on distribu¬
tion restraints, for instance, is partly based on
the importance it attaches to the goal of integra¬
tion, a consideration absent in other com¬

petition-law systems.

Determining
'Legitimacy'

It is no easy task to determine in practice
whether competition laws are relaxed for reasons
accepted under competition policy or for pro¬
tectionist ones. That in turn raises the hoary
question of what operational criteria are legiti¬
mate' in the enforcement and application of com¬
petition laws.

Agreement between countries on the legiti¬
macy' of the criteria of competition laws is com¬
plicated by shifts in economic theory that can
explain differences in the ways these laws are
applied without necessarily suggesting that pro¬
tectionist motives are involved. Moreover, circum¬

stances can vary considerably from country to
country (for instance, some markets may be more
open and competitive than others, leading to
different judgements on particular practices).

'Legitimacy', indeed, is a fundamental issue
in the policy debate on market access and com¬
petition and more work should be devoted to
identifying and defining internationally agreed
operational criteria. Several that would warrant
discussion of their legitimacy (or otherwise) can
be identified immediately.

1 Antitrust and Market Access. OECD Publications.

Paris, forthcoming 1996.
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The first, and least controversial, is the quest¬
ion of neutrality (or non-neutrality) in the way
that the law treats domestic and foreign firms.
Second, companies may obtain monopoly profits
in foreign markets, but competition authorities
might not feel concerned unless the domestic
market is also affected. Third, some countries

will argue that their 'national champion' in a
particular market deserves protection. Fourth,
would it be legitimate' to impose costs on for¬
eign competitors (for example, through 'excess¬
ive' prices)? The legitimacy' (or otherwise) of a
criterion based on the favourable effects of parti¬
cular practices on exports or balance of trade
should also be considered. Finally, there is the
question of the absence of foreign competition
(including imports) in domestic markets where
there is strong competition on world markets.

Enforcement

and Coverage
The usefulness of competition laws in redress¬

ing concerns about market access depends on

the extent to which they are enforced. Indeed,
much of the international debate has so far

focused on the perceived lack of enforcement
rather than on substantive principles or limita¬
tions in sectorial coverage.

An examination of the comparative degrees
of competition-law enforcement raises a host of
complex and elusive factual and conceptual
issues. The sectorial coverage of competition
laws - that is, whether or not it allows except¬
ions - is another barometer of their usefulness.

One extremely important implication for trade
policy is that the trend toward liberalisation, de¬
regulation and privatisation will make markets
substantially more accessible. The increase in
market access will occur for several reasons, in¬

cluding the diminishing degree of government
intervention (which will reduce both the tempt¬
ation and the opportunity to restrict market
access) and the introduction of competition law
and principles to liberalised sectors, such as tele¬
communications.

The coverage of competition law can be
limited in a wide variety of ways, ranging from
total or partial express legislative exclusion to

relaxed application or deliberately opaque ad¬
ministrative practices. Indeed, the interpretation
of the law is so important that the true extent of
coverage cannot be determined simply from legis¬
lative texts. Case law, administrative practice and
government enforcement-policy must also be
taken into account. But, other than questions of
employment relations (trade unions, for ex¬
ample, are organisations of workers that are usu¬
ally not submitted to the general ban on
cartels), total sectorial exclusions appear rare.
Moreover, where the ordinary rules of competi¬
tion law are relaxed, it is often done only for
precisely defined activities, subject to various
conditions and often also to the intervention of

the competition authority or the courts.
Comparative judgements about legal 'jurisdict¬

ions' - the areas within which sets of laws apply -
should be made only with considerable caution,
for several reasons. First, the degree of enforce¬
ment is crucial. Second, the coverage of compe¬
tition laws can be limited by the competition
authority or the courts, and not only through
legislative action. Third, the sectorial coverage
is considerably complicated by the broad vari-
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ety of regulatory systems and interaction with
competition principles.

The OECD commissioned a study
of 11 'juridictions' to review the
extent to which the competition
laws limit their own coverage
of particular sectors of the
economy, examining
Canada, France, Ger¬

many, Hungary, Japan,

Mexico, Portugal,
Sweden, the United

Kingdom, the United
States and the European
Union. The findings sug¬
gest the following groups
of sectors require atten¬
tion, in ascending order
of coverage:

labour/employment-
related activities

agriculture, fishing, for¬
estry and horticultural
products

energy and utilities
postal services
transport
communications

defence

financial services, insurance and securities

media and publishing
cosmetics, medicines and pharmaceuticals,

natural resources, spirits, sports and other mis¬
cellaneous products.

Government Conduct

Matters, Too

An important factor in assessing whether com¬
petition laws can be used to redress concerns of
market access is the extent to which they can be
applied to government-related conduct. For ex¬
ample, they generally do not apply to 'voluntary
export restraints' which, although privately
applied, are mandated by the trade authorities
of different governments.

The competition laws of most countries do
apply also to their state enterprises. One useful

task for the OECD (and a likely part of future
work) would be to clarify to what extent this is
generally the case in practice and, if so, how
competition laws should be amended so as to
apply clearly and in the same manner both to
private firms and state enterprises.

Unfortunately, the application of competi¬
tion laws to conduct by private (or state) firms
regulated, encouraged or sanctioned by govern¬
ments raises complex legal issues that do not
lend themselves to a simple legislative resolu¬
tion. The legal limitations of competition laws
governing specific government-encouraged
or -sanctioned business practices (boards gov¬
erning the importation of coal or petroleum, for
instance) might have important implications for
the issue of market access. Government agen¬
cies (probably different from the competition
authorities) that wish to encourage or sanction

business practices that hinder market access may
be able to rely on legal defences to help free

domestic firms from the constraints of

competition law.
Moreover, these legal defences may

be available in private actions. Under the
doctrine known as 'foreign compulsion',
for example, an enterprise's conduct can
be exonerated from competition laws

when it acts

upon a state
order. Such

doctrine could

prevent compe¬
tition law from

tackling busi¬
ness practices of
this sort. An¬

other useful task

for the OECD

could be to ex¬

amine such legal
doctrines and

how far non-ap¬
plication of com¬
petition law to

government-sanctioned or -mandated
practices affects market access.

Where difficulties are found to arise from ex¬

ceptions or differences at the juncture of trade
policy and competition law, the OECD is identi¬
fying and assessing options to strengthen the
coherence between both policy areas so as to
resolve such difficulties. With more and more

calls being made for competition rules that have
international validity, the promotion of expert¬
ise in these new issues is increasingly im¬
portant,
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Until recently, few OECD countries had an identifiable policy
for long-term care of the elderly. When necessary, health care
in hospitals was often extended toprovide accommodation. Old-
people 's homesprovided a refugefor the indigent andfrail whose
families could notprovidefor them. Thefamilies that didprovide
care had little access to services such as home helps, meals-on-
wheels and respite care. Socialpolicy towards the elderlyfocused
on supporting their incomes, and on providing minimum
housing and health standards. As the aging of the population
has created a large new constituency of very elderly people,
long-term care has emerged as a major new issue on the social
policy agenda.1

H

this age group, forced the issue of their long-
term care onto the policy agenda of the OECD
countries (Figure, p. 14). 2 Reforms to pro¬
grammes of long-term care have been instigated
in the past decade in Australia, Austria, Finland,
Germany, Japan, New Zealand, Sweden and the
United Kingdom; and other countries, such as
Canada and Denmark, have modified existing
programmes substantially. A number of trends
in services have been discernible, and can be

expected to continue in future years until a new-
balance of services is reached.

First, a consensus has emerged that wards in
general hospitals are not appropriate settings for
long-term care, on either social, professional or
financial grounds. Hospitals have usually proved
to be among the most expensive forms of long-
term care, and do not provide the best environ-

1. Caring for Frail Elderly People: Policies in

Evolution. OECD Publications. Paris, forthcoming 1996.

2. Patrick Hennessy. 'Who looks After the Elderly''. The
OECD Observer. No. 188. June/July 1994.

Patrick Hennessy works in the Social Policies Division
of the OECD Directorate for Education, Employment,
labour and Social Affairs; Joshua Wiener, Principal
Research Associate in the Health Policy Center at the
Urban Institute, Washington DC, was recently a con¬
sultant to the OECD.
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ment for those who have to receive care in an

institution. Here social and fiscal priorities have
been pointing in the same direction, and in most
countries the number of long-term hospital beds
has declined. In the United States, for example,
the number of elderly people receiving long-
term care in hospital is now less than a quarter
of that in 1980, despite the growth in the elderly
population.

Second, in most countries there has been an

expansion of the number of beds in nursing
homes, as an alternative to hospital-based
services, But recently the rate of growth has been
below that of the very elderly population and,
as a consequence, nursing homes have become
more specialised, catering for an increasingly
older and more disabled population which
requires constant care. Systems of pre-admission

, h, r Luxembourg _ Sweden

New Zealand Switzerland

mmmmm Norway » «, . United Kingdom

^^_ Portugal United States

___ Spain

assessment have been improved, diverting less
demanding cases to other services, such as
sheltered housing or home-visiting services. Sys¬
tems of reimbursement have also been changed

to provide different amounts of funding for
residents requiring different degrees of care.

Third, 'traditional' old-people's homes, those
which provide social care to the less handi¬
capped, are being reduced in numbers, at a
dramatic rate in countries such as Norway,
Sweden and the United Kingdom - with, in the
early 1990s, reductions in the number of beds at
around 10% a year. They are being superseded
by improved housing and by services such as
day-care centres and visiting services that
enable elderly people to remain in their own
homes. For old people who develop senile
dementia and are at too high a risk if left alone,

specialised small-scale hostels for
five or six people are increasingly
preferred to larger institutions
where experience has shown that
sufferers become more confused.

Fourth, many countries are
now including the families of frail
elderly people within their care
plans. For example, there has been
a fairly rapid growth in provision
of respite care, whereby elderly
people spend short periods in resi¬
dential care to provide a break for
family care-givers.

Although the infrastructure of
supportive services has grown,
earlier hopes that they could di¬
vert a large number of the most
disabled elderly people from ex¬
pensive nursing homes have been
scaled down. There are a number

of reasons. First, there are many
more disabled elderly people al¬
ready living in the community than
are likely to enter nursing homes,
most of whom will have some en¬

titlement to receive the new serv¬

ices; so far, 'targeting' those most
at risk has had only limited suc¬
cess. Second, maintaining disabled
elderly people at home usually re¬

quires the 24-hour surveillance and support of
other family members and does not rely solely
on formal services, Family support of elderly
people is already extensive and unlikely to be
able to be further expanded. Indeed, one of the
more welcome trends in home-care services has

been the increased security for family carers who
hitherto received little help from services.

In most countries, therefore, the goal of home
and community-based care is now couched in
terms of providing better services than hitherto,
at broadly similar cost, rather than finding a low-
cost alternative to nursing homes.

Entry to nursing homes, furthermore, often
occurs not after a long period of decline in
personal functioning but with a sudden loss of
faculty because of injury or illness, followed by
a spell in hospital to receive acute care. Many
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placements to nursing homes are therefore made
from the hospital rather than directly from the
community. As a result it has become clear that
health services, such as post-acute care and
rehabilitation, as well as community social
services, are necessary to prevent long-term in-
stitutionalisation. But in most OECD countries

these health services have not yet received the
priority they deserve, perhaps because aging is
still seen as a process of slow and inevitable
decline. But their scope for curbing escalating
social and fiscal costs may be considerable.

The type of service infrastructure which will
be required in a society with many more very
elderly people, and its potential and limitations,
is thus now becoming clearer, and there is a
considerable degree of consensus emerging
around the pattern that is evolving. Yet there are
considerable and as yet unresolved differences
around an equally pressing issue: who will pay?

Reforms

in Financing
The growing demand for long-term care,

especially in the expanding nursing-home
sector, has led to considerable pressures on
traditional funding mechanisms, not least on
hospital budgets and programmes of social
assistance. In recent years many countries have
considered the options for reform, often at a time
of severe fiscal pressures. That has not made
the process of reform any easier: there is no
surplus for distribution to new services, and a
deliberate and sometimes painful process of
trade-off has resulted. And there are difficult

choices ahead if the OECD countries are to

develop a new infrastructure for long-term care
that will be capable of supporting the burgeon¬
ing numbers involved.

3. For fuller details, see Joshua Wiener, 'Private Sector

Initiatives in Financing long-term Care', in Caringfor

Frail Elderly People: New Directions in Care. OECD
Publications. Paris. 1994, and Joshua Wiener, laurel

H. Illston and Raymond Hanley, Sharing the Burden:
Strategies for Public and Private Long-Term Care
Insurance, The Brookings Institution, Washington DC,
1994.

4.Hannes Suppanz. 'Spotlight on New Zealand: Reform
of the Public Sector', The OECD Observer. No. 200.

June/July 1996.

Formal services are not enough to maintain disabled elderly people at home - it usually requires the
24-hour surveillance of a family member.

Private insurance for long-term care has grown
more important in some OECD countries,

especially Japan and the United States, during
the past decade. But the first ten years'
experience of private insurance in the United
States has revealed a number of barriers, both in

supply and demand, which appear likely to
curtail the growth of individually purchased
insurance.3 In particular, the cost of the policies,
the length of time they must be held before
benefits will be paid, and the experience of a
high rate of drop-out by policy-holders before
maturation, all suggest that private individual in¬
surance will remain a relatively limited element
in the financing of long-term care. Although gov¬
ernments may be able to encourage new
models of private insurance (employer-spon¬
sored plans, for example), that itself may be not
without public costs, either in tax expenditures
or in more generous terms of public financing
to reduce the degree of risk to the insurer (and
hence the cost to the purchaser). It appears likely
that public systems will have to continue to bear
most of the cost burden, and, in this light, a
number of OECD countries have embarked on

a programme of long-term care reform.
The reforms have tended to fall into two

groups, broadly divided by whether the country
concerned has a system of mainly tax-funded
health and social services (Finland, New

Zealand, Sweden and the United Kingdom, for
instance) or whether it has a health system based

mainly on social-insurance contributions levied
on employers and employees (such as Austria,
France, Germany and Japan). In the first group,
issues of efficiency and effectiveness for tax
outlays have been paramount. In the second,
identification of new sources of finance for long-
term care has been a matter of growing policy
debate. In both groups, the importance of
keeping some control of total costs has been a
severe constraint on these discussions.

Several of the countries where health care is

tax-funded have opted for a system of block
grants to cover most long-term institutional and
community services, to enable both general cost
control and a supply of services that is more
closely related to individual requirements. That
has entailed moving away from specific
subsidies to local governments for nominated
sendees (in the Nordic countries) and away from
a social-assistance entitlement linked to

institutional care (as in the United Kingdom)
towards a more flexible system, whereby the
finance that is available may be used to 'buy'
from a range of services depending on the
requirements of the client. In New Zealand,
the health-care system has been restructured
to provide similar flexibility in supply of serv¬
ices.4

This system is sometimes referred to as a
'capped budget' one, but the description is only
partly correct. The authorities concerned are free
to redirect finance from other services for which
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they are responsible (for local governments, for
instance, from education, housing; and for health
authorities, from hospital sendees), but receive
a capped grant from central government, based
on a population formula, to cover all these
services. There is therefore flexibility wdthin a
wider financial package rather than a budget cap
for long-term care. Brit although services for long-
term care are not themselves budget-capped,
neither are they protected from other pressures
on expenditure. More flexibility has been
achieved, but at the cost of some vulnerability
of 'soft' services, such as those to the elderly, in
the face of competing demands.

Several of the countries with a health and

welfare system which is broadly based on a
social-insurance model have adopted a
different approach. There, the lack of insurance
coverage for long-term care on a broadly similar
basis to other health services has emerged as a
major political issue, with strong demands from
the people at risk (or the following generation)
for new forms of coverage. This public pressure
is unlikely to diminish in an aging population; it
is estimated, for example, that by 2020 over 50%
of the electorate in the European Union
countries will be aged SO or over. Pressures from
the costs of long-term care that fall on other
budgets (social-assistance or hospital budgets,
for instance) have also led to demands for new

forms of financing from those responsible tor
these policy sectors.

These changes have occurred in a wide range
of countries. In 1993, Austria replaced the exist¬
ing set of federal and local cash allowances for
care with a unified system of long-term care
allowances. In 1994, Germany legislated for a
new branch of social insurance to cover long-
term care, to be introduced over 1995 and 1996.
Last year France announced an extension of the
existing care allowances, to be payable to
people both looked after at home and in
institutional care, to be introduced in 1997.

Luxembourg has declared in favour in principle
of an extension of funding for long-term care
services and is currently considering a model
for an extension to social insurance. And in

Japan, the Council on Aging has conducted an
enquiry into the available tax and benefit

options, and their report is being considered by
the authorities.

It seems likely that extended public finan¬
cing of long-term care will be a feature of the
welfare system in all of these countries by the
end of the decade, despite current fiscal con¬
straints requiring retrenchment in other parts of
the welfare state.

Whither

Change?
The options that countries are considering will

be influenced by many factors - among them,
current structures, fiscal constraints and political
priorities. But it is possible to propose a number
of goals by which reforms should be judged. All
are important, but they are not all mutually rein¬
forcing; indeed, some trade-offs will be required.

First, the most important goal is to treat long-
term care as a normal risk of living and of grow¬
ing old. Findings from welfare systems as
different as those of Sweden and the United States

suggest that the probability that someone aged
65 will need to enter a nursing home at some

point is around 40%; the risk of needing other,
less intensive, forms of service would be far

higher. For too many elderly people in OECD
countries, the pain and anxiety of becoming
disabled are compounded by worries about pay¬
ing for care. A first priority is therefore to estab¬
lish reliable mechanisms of payment for care, so
that people will know how they will pay for
services should they need them.

Second, the available finance should be

focused to provide coverage against the
catastrophic costs of long-term intensive care.
In particular, the financial impact is considerable
when families have to meet nursing

home fees. All health systems are having
to re-consider their priorities, but those which
provide generous help to younger people but
require high payments when the patient is old
and chronically sick could be judged to be fail¬
ing on a fairly fundamental basis.

Third, reform should aim at creating a more

balanced delivery system, so that demand is not
channelled into particular types of care merely

because places are available. In particular, the
balance should tilt towards services - such as

home health care, personal domestic care, meals-
on-wheels and day-care sendees - that support
people in their own homes. At present, public
expenditure on long-term care is in all countries
overwhelmingly for nursing home rather than
home care.

Finally, any new reform system must be
affordable in terms of both public and private
spending. Expenses that fall in the private
sector are expenses nonetheless even if they fall
heavily on individual families rather than being
pooled across the tax base as a whole.

The obstacles in the way of long-term care
reforms that require new resources should not
be underestimated. The example of the United
States, where health-reform proposals failed to
be enacted in 1994, indicates the difficulties to

be encountered when fiscal constraints require
trade-offs in which existing beneficiaries may
lose. In many countries, proposing tax and
contribution increases may be politically
impossible, and, when compensating savings are
required for new benefits, it is clear that voters
with entitlements do not relinquish their
benefits lightly. But the demand for long-term
care is increasing and will continue to increase.
Postponing the policy response may simply store
up bigger problems for the future.
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Why Promote
Renewable Energyt?

Jane Ellis

All the member countries of the International Energy Agency
promote renewable energy in someform or other, although its
relative importance, the type ofenergy targeted, and the strength
ofpromotion variesfrom country to country. Some variation is
also seen in the mix ofpromotionalpolicies employed by different
countries, although particularpolicy types- such asfinancial
incentives and a guaranteed marketfor renewable electricity -
are moreprevalent than others. But despite recent reductions,

the cost of renewable energy is relatively high and will have to
fall further if it is to becomefully competitive with alternative
forms ofsupply. }

Renewable energy can be derived from
a variety of sources - geothermal.
wind, solar, tidal, wave, biomass,

municipal and industrial waste.2
Renewable energy has been promoted

in some OECD countries since the 1970s. But

although the concerns for energy security and
the heavy dependence on oil - the main initial
stimulants for development of renewable energy -
still have relevance today, the world has changed
radically. The IEA countries3 have moved from
an era of high prices for energy and concern
over energy (and particularly oil) supplies to one
of relatively low prices and more transparent
global energy markets. Moreover, one of the most
important aspects of 'renewables', electricity gen¬
eration, is undergoing a period of rapid change
as electricity markets are liberalised.

The environmental concerns that emerged in
the 1980s (acid rain) and 1990s (climate change)
are now the most commonly cited reasons
behind the promotion of renewable energy, al

though issues of flexibility and diversity in the
supply of energy, economic concerns such as
regional development and the export potential
of renewable-energy technology (such as 'stand¬
alone' photovoltaics to help meet electricity de¬
mand in Asia"1) are also important.

Renewable energy is often more expensive
than more traditional sources, and the higher costs
of harnessing it have prompted government inter¬
vention to promote it, often through government
expenditure on R&D and/or by introducing
favourable economic or fiscal measures such as

capital or output subsidies, tax breaks, and so
on. Technical improvements and larger markets
for renewable energy have indeed succeeded in
lowering costs, sometimes dramatically, over the
last decade. But low energy prices mean there is
still a price differential between most forms of
renewable energy and other energy sources,

Jane Ellis works in t]
sion of the Internatk

gy and Environment Divi-
;rgy Agency at the OECD.
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especially the low cost and flexibility of electri¬
city production from combined-cycle gas-
turbines.

A Basket

of Policies

The use of renewable energy and the rela¬
tive importance of different renewable sources
vary substantially between countries, the main
influences being:

the domestic availability and cost of non¬
renewable energy sources - coal, oil, gas and
nuclear power, as well as hydropower

the rate of growth of demand for electricity
and other energy sources

the national policy framework for renewable
energy

the physical, economic and market potential
of renewable energy (in turn related to country
size, climate and geography).

Since the beginning of the 1990s many IEA
governments have introduced policies intended
to create a more favourable climate for renew¬

ables. Although the mix varies (the box, p. 18,
gives examples of policies used to promote wind
and solar electricity), some are more widespread
than others. In general, measures taken to pro¬
mote renewables fall into eight categories.

A range of economic and fiscal incentives aims
to stimulate markets for renewable energy, either

/ Policy Aspects of Renewable Energy in IEA
Countries. IEVOECD Publications. Paris, forthcoming
1996.

2. Hydropower is excluded here as the policy questions
surrounding large hydro schemes (which account for

most hydropower in the IEA area) are differentfrom those
surrounding other renewable energyprojects. Small-scale
hydro projects are also excluded in this orerriew as IEA

statistics do not distinguish between the two.

J. The IEA includes all OECD countries except for the

Czech Republic. Hungary. Iceland and Mexico.

4. See pp. 21-24.
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Renewable Energy?

FOCUS

Encouraging Wind and Solar Electricity

Austria

Photovoltaic systems benefit from a subsidy of
80. 000 schillings per installed kW (from 1 992)
and premium buy-back rates in some areas of
Austria.

Denmark

Capital subsidies of 15% (capped at 200.000
crowns) are available to replace obsolete wind-
turbines. An output subsidy of0.27 crownsper
kWh is paid for all wind electricity.

Germany
Buy-back rates of 90% of average consumer
end-prices are available for wind-energy
installations below 500 kW. The ratesfor larger
installations are 65%.

Italy
Premium buy-back rales (varying by renewable
energy source) are available for the first eight
years ofoperation. Guaranteed minimum rates
are subsequently available.

Japan
Rooftop photovoltaic systems up to 4kW benefit
from a capital subsidy of 50% for residential
buildings and 67% for commercial buildings

by making its economics more favourable for
investors or by encouraging consumers to buy it
by keeping the price low. These are the most
common measures used by governments to pro¬
mote renewable energy in the short term; indeed,
experience to date has shown that they can have
a significant short-term stimulus on the amount
of renewable energy harnessed.

Capital subsidies on the purchase and instal¬
lation of renewable energy systems are available
in some IEA countries, frequently set up as a
capped percentage subsidy - 50% of rooftop
photovoltaic systems in Japan, for example, and
35% of wdnd turbines in Sweden. Some govern-

'ttp to a maximum of ¥900,000per kW). Guar¬
anteed buy-back rates for photovoltaic electri¬
city are set at consumer end prices. Ambitious
targets for renewable energy use in 2000 and
2010 have been set out by the government

The Netherlands

Two pilot projects for 'green electricity' have
been set up. and the government has set ambi¬
tious targetsforfuture use of renewable energy.

Sweden

Wind-energy systems benefit from a capital
subsidy of 35% (up from 25% in 1991-93) for
turbines of less than 60 kW. There is an output
credit of 0.09 crowns per kWh and guaranteed
electricity tariffs (not yet fixed).

United Kingdom
Renewables orders under the Non-Fossil Fuel

Obligation fay premium rales for a guaranteed
period. 'Rales vary for each project but ranged
from 3.98-5.29 pence per kWh in the latest
order).

ments have used capital subsidies as a means
for 'pump-priming' specific technologies and
have discontinued this incentive after a period
of time (as with wind energy in Denmark, where
capital subsidies were phased out a decade
after their introduction).

Other financial incentives including tax ex¬
emptions, credits and deferrals, are in common
use in several IEA countries (not least Canada

and Japan). Some countries also provide incent¬
ives for feasibility studies for renewable-energy
projects.

Second, favourable and/or guaranteed elec¬
tricity markets are also important. Buy-back

rates - the tariff that independent power-pro¬
ducers obtain for sales of electricity to the grid -
and the regulations governing these rates have a
major influence on development of renewable
electricity markets. How high (or low) payment
for renewable and other electricity is varies
between countries (and sometimes within a coun¬

try), Some countries guarantee a market for a
certain amount (up to 100%) of renewable-gen¬
erated electricity at a minimum rate, sometimes
the 'avoided cost' when utilities do not have to

produce electricity themselves. Other countries
pay a subsidy per kWh produced, as well as
offering guaranteed markets for the electricity
produced (as in some parts of the United States,
for example). As a result, some countries guar¬
antee premium rates for renewable electricity,
others only parity with prices for electricity gen¬
erated from other sources, or less. Germany, for
example, pays premium prices for wdnd electri¬
city, under the Electricity Feed Law (EFL), as does
the United Kingdom, where the Non-Fossil Fuel
Obligation guarantees predetermined electricity
prices for certain government-selected renewable-
electricity projects - recently, for example, elec¬
tricity from small wdnd turbines was guaranteed
a market until 2014 at a price that averaged 5.3
pence/kWh, Unsurprisingly, premium prices have
proven effective in increasing the interest of inde¬
pendent producers in such projects. But the cost
can be high: the EFL in Germany was estimated
to cost utilities DM170 million in 1994 and DM225

million in 1995 for wind-electricity payments
alone.

Third, 'green' pricing-schemes, whereby con¬
sumers can opt to pay more for renewable elec¬
tricity, are being set up in Australia, the
Netherlands, Switzerland and the United States.

This is obviously a financially attractive measure
for governments and utilities, as it involves only
limited financial commitment on their part. The
Netherlands has reported genuine interest in the
pilot schemes set up, even though the financial
implications for consumers are substantial. None¬
theless, since all these projects are relatively new
and, moreover are available only in parts of a
handful of IEA countries, their global impact on
the uptake of renewable energies is likely to be
limited.
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Regulations, standards and planning measures
are a fourth means of encouraging increased use
of renewable energy. For example, deregulation
of the electricity industry has facilitated access
for independent producers of renewable power
to the distribution grid, which is a prerequisite
to encouraging renewable-electricity production
through favourable buy-back rates. Some coun¬
tries (Italy and Japan, for instance) have also ini¬
tiated measures to facilitate the planning/siting
of renewable-energy systems, since the absence
of standardised planning requirements can mean
that each turbine has to be approved individu¬
ally, resulting in lengthy procedures and discrep¬
ancies in standards.

Fifth, voluntary actions can range from formal¬
ised and binding negotiated agreements between
government and industry or utilities to more in¬
formal approaches aimed at encouraging renew¬
able energy' and are increasingly being used as
part of the mix of measures in place to promote
renewable energy. The range of VAs is extremely
diverse: some emphasise increased dissemina¬
tion of information; others take the form of more

formal or binding agreements (such as the re¬
quirement of the Dutch electricity companies to
produce 3% of electricity from renewable sources
by 2000).

Sixth, information and education programmes
to promote renewable energy have been initi¬
ated by more than half of the IEA countries. But

the scale of such campaigns varies enormously,
and most are either general in nature or aimed
at domestic uses of renewable energy, such as
solar water-heaters or heat-pumps.

A seventh policy measure is found in the use
of targets for future renewable-energy use and
have been set by over half of the 23 IEA govern¬
ments. The targets vary in nature and can be
expressed in terms of renewable energy use (as
in Greece), relative importance (in the Nether¬
lands the percentage of renewables in the total
energy supply, and in Japan the total fuel used
in transport), generating capacity (Japan) or
number of units installed (Switzerland). The

presence of a centralised plan and/or target for
many renewable sources may in itself encour¬
age increased use of renewables, by (for
example) centralising sources of information on
financing, and may also help to co-ordinate pub¬
lic and private decision-making on renewable
energy. Targets may indirectly help renewables
by raising general awareness (of the public or of
financiers) towards renewable energy.

5. Voluntary Actions for Energy-related CO, Abate¬
ment. IEA/OECD Publications, Paris, forthcoming 1996;
Lee Solsbery and Peter Wiederkehr, 'VoluntaryApproaches
forEnergy-related CO,Abatement'. The OECD Observer,
No. 196, October/November 1995.

6. The costs of renewable energy- unlike other forms-
are highly site-specific, so that it is difficult to quantify
the average cost gap between renewable and other energy
supply.

Lastly, national R&D programmes for renew¬
able energy are in place in all IEA countries
except Luxembourg, although wide disparities
exist between countries both in the extent of

funding and the energies supported. In 1994,
the total of national R&D for renewables in the

IEA countries stood at $700m (almost 8% of

total energy R&D), the majority of which was
spent on solar energy applications.

Barriers

to Growth

The largest barrier to increased use of renew¬
able energy is its cost, despite the reductions
achieved over recent years.6 But other obstacles,
particularly for renewable electricity, include
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Figure

Renewable Energy in the OECD Area,1 1994

Energy Supply (Mtoe) Electricity Generation (TWb)

1. Excluding hydro.
Source: IEA

subsidies and other support for competing con¬
ventional fuels (especially coal and nuclear
power). Lack of full-cost pricing when determin¬
ing the cost of competing energy supplies also
hinders the development of renewable energy
since the cost of environmental impacts are usu¬
ally not included in energy prices. High discount
rates disadvantage projects with high capital costs
but low running costs (such as renewable elec¬
tricity schemes). And the increasing deregulation
of the electricity industry in many of the IEA coun¬
tries is stimulating competition between electri¬
city suppliers, sometimes on a short-term price
basis. Since renewable electricity is often more

7. System integration includes the cost of connecting

(sometimes remote) generating systems to the electricity
grid. Capacity back-up is required because some sources
of'renewable energy (wind,forexample) are intermittent-

if there is no wind, there is no electricity. Since electricity
cannot easily be stored, generation has to equal instant¬
aneous demand. When wind electricityfails, supplyfrom

some other source (coal orgas, for example) has to replace
it. These stations are necessarily on stand-by even if they

do not generate any electricity.

Solid Biomass [- Gas/Liquid Biomass

Solar/Wind Municipal Waste

LJ Ceothermal l_l Industrial Waste

expensive than electricity from other fuels, that
could hinder its development (unless, of course,
governments set up other schemes, such as pro¬
tected market shares). And there are costs from

system integration and capacity backup." Other,
non-cost barriers, especially the imperfect flow
of information and the lack of integrated plan¬
ning procedures and guidelines, also inhibit the
uptake of renewables.

The contribution of renewable energy to the
total primary energy supply of the OECD is small,
but the amount of renewable energy harnessed
has been growing over recent years to stand at
155.2 Mtoe (million tonnes of oil equivalent) in
1994 (3.6% of total energy supply). This amount
is made up mainly of biomass (Figure), wastes
and geothermal energy. Wind and solar energy
currently account for only a tiny proportion of it,
but are the fastest growing renewables in the
IEA area. In Germany, for example, the genera¬
tion of electricity from wind has grown from 113
GigaWatt hours (GWh) in 1990 to 1,428 GWh in

1994 (enough to light more than 4 million
German households for a year), and the growth
rate for wind energy in the United Kingdom was
almost 250% a year over the same period.

Some policies, particularly premium prices
guaranteed over several years, have succeeded
in increasing renewable-electricity production
and capacity rapidly, showing that investors wall
invest in such projects under favourable eco¬
nomic conditions, despite regulatory barriers.
Recent policies have also demonstrated that com¬
petition can bring down the costs of renewable
electricity substantially over a short period of
time. But sharp increases in electricity product¬
ion from renewables have, to date, been

achieved only at a cost and often with dis¬
tortions to energy markets.

Governments have to improve the environ¬
mental performance of the energy sector while
maintaining a low-cost and reliable energy sup¬
ply. Whether the newer policy approaches to
promote renewables can help achieve this aim
in an era of increasing pressure on national
energy budgets has yet to be determined. But
the impetus for more widespread use of renew¬
able energy may increase if new commitments
to limit or reduce greenhouse-gas emissions
beyond the year 2000 are introduced. In that
event, governments may choose to accelerate or
strengthen policies that promote renewable
energy.
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Long-term Trends
in Asian Energy
Fatih Birol and Tomohiko Inui

The rapid growth of many Asian economies is likely to have a
substantial impact on energy markets, both domestically and
abroad. There are also implicationsfor the environmentpolicies
and investmentpatterns of the OECD countries.'

China, East Asia and South Asia - the

dynamic Asian regions (DARs) -
have a remarkable record of high
economic growth, stronger, indeed,
than any other region of the world

during the last decade with an average annual
8%, compared with 2% elsewhere. And the three
major developing countries with the largest
populations - China, India and Indonesia - are
in the process of implementing structural reforms
aimed at linking them more closely to the global
economy.

The importance of the DARs in the global
economy is also growing rapidly: 25% of world
GDP in 1995, approximately twice as high as in
1973. The Chinese economy, measured in terms
of purchasing power parities, is already the
second-largest in the world. And since the 1970s,
the DARs' share in world population has been
more than 50%, with around 3 billion people,
China alone accounting for 1.2 billion.2

Accompanying the substantial growth in eco¬
nomic activity has been a rapid increase in energy
consumption, which, coupled with the rich coal.
oil and gas reserves with which some of these
countries - not least China, India, Indonesia and

Malaysia - are endowed, makes them one of the
most important regions in international markets.

Fatih Birol and Tomohiko Inui work in the Economic

Analysis Division of the International Energy Agency
at the OECD.

The DARs currently account for about 18% of
total primary energy demand, implying a sub¬
stantial gain of almost 10 percentage points in
the last two decades (Table 1 ). mainly because

of their rapid economic development. Total pri¬
mary energy demand in China increased three¬
fold in the last two decades, and that of East
Asia fourfold. The DARs have the lion's share of

world demand for solid fuels, not least because

China consumes so much coal. It increased to

more than 30% in 1993. tip from 18% in 1973.

The DARs as a total have also experienced very
high growth in oil and gas consumption, the
demand for each growing three and nine times
respectively between 1973 and 1993- Total elec¬
tricity generation has increased more than five
times in the same period. And the DARs now
account for more than a fifth of the world's carbon

emissions, compared with a tenth in the 1970s.

/. World Energy Outlook, IEA'OECD Publications,
Paris, 1996.

2. See pp. 28-32.

3. These projections refer only to the commercial energy
sector and exclude the consumption of traditional fuels
or biomass, such asfuel wood, animal and vegetal wastes,
and bagasse. Indeed, one of the striking features of the
energy markets of the DARs is the continuing extensive
consumption oftraditional fuels. Although estimates vary
widely, it is known that biomass continues to meet a

substantial proportion of the region s energy demand.
particularly in households - especially in rural areas,
where a largepart ofenergy demand is met by traditional
fuels, although it is true also (fa large number of the
urban poor. Tlje poor quality of data on the use of
traditional fuels and biomass prevents its inclusion in

energy analysis.
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Since their strong economic growth can be
expected to continue, the long-term implications
for trends for energy consumption are likely to
be substantial, as is the impact on a series of
related issues, such as environmental problems,
investments in energy infrastructure, security of
supply and trade. Developments in these energy
markets, moreover, are expected to have a grow¬
ing impact on international ones. As with any
projection, a number of assumptions have to be
made, in this instance combining those on base¬
line GDP and population growth with rising
world energy prices and historical trends in
energy-efficiency (Figure 1).

One of the major results of projections made
by the International Energy Agency (IEA) is the
strong increase of energy demand in the DARs,
with energy demand tip by 5% a year to 2010 - a
substantial market gain in total world demand,
and 45% of the increase between now and then.

The share of DARs could thus exceed a quarter
of world energy demand by 2010. In absolute
terms total primary energy demand in China is
expected to double over the projection period,
and the increases in East and South Asia to

increase by more than that.3

Table

Shares of the Dynamic
in the World

%

Asian Regions

ifffjmi yjlpal

CDP in PPPs' 13 23 36

Population 52 53 53

Primary Energy
Demand 8 18 26

Solids 17 34 47

23

11

11

Oil 6 15

5

5

Gas 1

Nuclear 1

Hydro/Others 1 BUM 7

Electricity Output 6 15 23

C02 Emissions 10 22 31

Net Dependence
on Imported Oil

1. Purchasing Power Parities.

Source: IEA

12 37 65
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Figure 1

Growth in Cross Domestic Product by Region
% per annum

China

I East Asia

1 South Asia

Other DCs

OECD

980-95 995-2010

Source: IEA

In spite of the strong increase in primary
energy demand, one of the notable - and endur¬
ing - aspects of the DARs' energy profile in aggre¬
gate terms is the very low energy-consumption
per capita. The expected average energy con¬
sumption per person in 2010 in China and East
and South Asia will be 1.1, 1.2 and 0.4 tonnes of

oil equivalent (toe) respectively - substantially
lower than that of OECD countries in the 1970s

(about 4 toe per person) or the current OECD
figure of 4.6 toe (even allowing for traditional
fuels).

There are some exceptions. Per capita energy
consumption in several of the higher-income
economies of East Asia currently exceeds that of
some OECD economies: South Korea, Hong Kong
and Chinese Taipei, for example, consume more
energy per person than Portugal, Greece and
Turkey, Generally, there is a very strong relation¬
ship between per capita energy consumption and
GDP in the DARs, as in most of the developing
economies.

Fuel

Profiles

Coal and oil will continue to dominate markets

for primary fuels, with more than 80% of pri¬
mary energy demand in 2010. On a global scale,
it is projected that the current share of the DARs
in world demand for solid fuels wdll increase from

_ 4

a third to about a half by 2010. China
plays a special role in both DAR and
world demand for solid fuel, particu¬
larly since the current quarter-share
of China in world coal consumption
is expected to reach nearly a third
by 2010. Similarly, India, also a
major producer of coal (third after
the United States and China), is pro¬
jected to contribute to some 17% of
the region's solid fuel demand in
2010. Most coal use in the region is
expected to be in industry, in par¬
ticular for iron and steel production,
as well as in power generation - wdth
severe environmental implications,
both regionally and globally.

Another important outcome of the projections
is the long-term oil outlook of the region. The
oil demand of the DARs is expected to increase
substantially up to 2010, with an average annual
growth rate close to 5%. The DARs will account
for about 60% of the increase in developing-
country demand for oil between 1993 and 2010
(Figure 2). Since their oil production is expected
to be sluggish, their dependency on imported

supplies is likely to increase. The DARs currently
import around 40% of their oil consumption, a
figure expected to grow to 65% in 2010, the bulk
of it from the Middle East.

East Asia currently consumes the most oil of
all developing regions, wdth demand expected
to rise rapidly by around 4% as an annual aver¬
age, resulting in a demand for over 10 million
barrels per day (mbd) in 2010, by when the
current regional dependency on oil imports of
50% is expected to rise to over 75%. South
Korea is the largest oil consumer in East Asia,
and, since it has no reserves of its own, it is one

of the major oil importers in the world, with an
import volume of crude of around 1.6 mbd in
1994 and a dependency that year on imports
from the Middle East of 77%. Korea's depend¬
ence on Middle Eastern oil is likewise expected
to increase substantially.

Indonesia and Malaysia are the two largest
oil-exporting countries in the region. Indonesia
is a mature oil-producing country, wdth only a
limited potential for increasing its current capa¬
city of around 1.5 mbd. Crude-oil production in
Indonesia will gradually decrease, and its impact
on the oil market will decline. Malaysia, which

Figure 2

Increase in Annual World Oil Demand,1993-2010

South and Central

America

3.4%

OECD

9.1 mbd

1. Millions of barrels per day.
Source: IEA

Developing countries
18.4 mbd'
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produced 0.8 mbd in 1995, is facing fast-grow¬
ing domestic demand, threatening its status as
an exporter.

The current volume of oil production of all
countries in the region is about 6.4 mbd, a figure
expected to grow to 7.6 mbd by 2010. This
increase in oil supply is quite low compared to
the expected high increase in demand in the
region. Most of the projected increase is there¬
fore going to be met by imports. The current
dependency of South Asia on imports - 61% of
total demand - is therefore projected to increase
to almost 90%. India, as an important oil pro¬
ducer and the largest consumer in the region, is
expected to become increasingly dependent on
imports, its current 55% dependency projected
to grow considerably, imposing a serious foreign-
exchange burden on the economy.

Oil demand in China is also expected to grow
strongly, at 5% per annum, The projected oil
demand in China, at around 7 mbd by 2010, com¬
bined with the projections for oil production,
suggest that the country may have to import over
2 mbd of oil in 2010. The shift in the sources of

Chinese crude imports is therefore important.
Before 1992 China's imports primarily came from
Asia, but since 1993 the volume of crude imports
from the Middle East exceeded those from Asia.

China thus becomes a more important player in
the world oil trade.

The main factors behind the strong growth in
oil demand are, obviously, strong economic
growth, urbanisation and the growing desire for
mobility. But there are other reasons, among them
the absence of gas infrastaicture in most of the
countries and relatively low prices for domestic
petroleum products. In contrast with the OECD
countries, oil will continue to be an important
fuel in all end-use sectors, particularly in build¬
ings and transportation. The transition from
traditional fuels (wood, animal and vegetal waste,
and so on) to modern ones (electricity, oil, gas
and coal) helps to explain the high growth of
demand in the buildings sector. But the main
determinant of the expected high growth in trans¬
port is the low rate of vehicle ownership.

Electricity consumption in the DARs is like¬
wise expected to continue to increase sub¬
stantially. The projected growth rates for demand
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Figure 3

Annual Increase In World Carbon-Dioxide Emissions, 2010 over 1990
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OECD China
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1. Million tonnes

Source: IEA:

in East Asia, South Asia and China are 6.0, 7.0

and 6.2% per annum between now and 2010 -
even higher than the rates for total primary energy
demand as a whole. As a result, the DARs' share

in world electricity generation - predominantly
from coal - is expected to rise from the current
15% to around a quarter by 2010.

A large amount of new generating capacity
will therefore have to be built, requiring sub¬
stantial investments. The total power-generation
capacity in the region could increase by around
580 GW by 2010, necessitating investments of at
least $450 billion. Even though a sizable pro¬
portion of investments is now being devoted to
the power sector, in the absence of new policies
many countries in the DARs may have difficulty
generating enough funds to permit the necess¬
ary expansion. In most of the DAR countries,
the electricity-supply industry is publicly owned
and perceived both by governments and con-

35.3%

Developing Countries
7,612 MT

stimers to be a public service. As a result, it is
dependent on government for investment funds
and pricing. Electricity tariffs in some countries
are substantially lower than in international
markets.

Environmental

Implications
A major aspect of the growth in energy de¬

mand is its impact on the environment. The long-
term trends in the CO, emissions of the DARs

are of central importance not only for the region
itself but also for the world as a whole. By 2010
total CO, emissions from the developing regions
of the world are likely to overtake those from
the OECD area. The DARs are major contribu¬
tors to global carbon emissions, and their share
is likely to increase substantially, accounting over

the next 15 years for around 50% of the increase
in world emissions of CO,.

Among all developing countries, China will
remain the largest single source of CO, emiss¬
ions and is projected to more than double its
emissions (by around 2.7 billion tonnes) by 2010.
China's projected increase in emissions (Figure 3)
is therefore only slightly lower than the projected
increase for the whole of the OECD.

The rapid increase in emissions from the DARs
is a result not only of high growth in energy
demand but also of the structure of the fuel mix.

The energy markets of DARs rely heavily on coal,
the most carbon-intensive of all the fossil fuels.

And the poor quality of coal and standards of
low energy-efficiency exacerbate already high
carbon emissions.

The outlook for energy in the DARs to 2010
highlights their growing importance in world
energy markets. But the impact will be felt further
afield. The dependency of the region on imported
oil is expected to reach a very high point, with
increasing reliance on the Middle East. And since
many countries in the DARs may find it difficult
to generate sufficient funds from domestic savings
to cany out the investments necessary to ex¬
pand power-generation systems, they wall have
to attract foreign funds. This in turn may require
a good deal of economic deregulation. The ex¬
pected dramatic increase in C02 emissions of
DARs indicates that initiatives by OECD coun¬
tries alone to reduce global emissions cannot be
sufficient to solve this global problem.
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How Competition Helps
the Internet
Sam Paltridge

Telecommunications policies that allow competition among
service-providers are bringing down the cost of access to the
Internet and expanding the number ofpeople who use it.'

There is growing recognition of the
importance of information infrastruct¬
ure for economic and social develop¬
ment. OECD governments are increas¬
ingly formulating policies that aim to

harness the potential of the convergence of com¬
munication and information technologies to
improve sendees in health, education and other
sectors and to boost national competitiveness.

One of the most prominent developments
resulting from this convergence of information
and communications technologies has been the
Internet. For some commentators the Internet has

become the harbinger of an information super¬
highway. There are two reasons that this view is
gaining currency. First, the convergence has led
to an enormous expansion in the sendee possi¬
bilities accessible through the Internet, including
the audio/video capabilities that can be built into
applications. The second reason is the growing
economic and social activity that is taking place
as access to the Internet becomes more widely
available. From its origins as a communication
technology used by the military and academia,
the Internet has now become a tool that can be

used by business and the general public (box,
p. 27).

A central tenet of most government policies
on the information infrastructure is ensuring the

Sam Paltridge works in the Information, Computer and
Communications Policy Division of the OECD Direct¬
orate for Science, Technology and Industry.

widest possible access to sendees for business
and residential users. Although access to the
Internet is commonly viewed as rapidly expand¬
ing, only a small percentage of people in the
OECD area have access to the available sen-

ices. By January 1996 there were 9.5 Internet
hosts per 1,000 people in the OECD area. If these
hosts provided access to an average of seven
people each', it is possible that only one in 15
inhabitants in OECD countries could access some

part of the Internet. But averages of this sort tend
to obscure the very uneven speed of develop¬
ment across the OECD area.

In the countries leading the development of
expanded access to the Internet the ratio of access
is more than one in ten inhabitants (Table). For

the eight OECD countries with the lowest pene¬
tration of Internet hosts, the ratio is below one

in 50 inhabitants. If these countries wish to take

advantage of the enabling capabilities of net¬
works such as the Internet to achieve the ob¬

jectives of information-infrastructure initiatives
(generally in health, education, and so on), they
must urgently address the extent to which their
underlying communication policies influence cur¬
rent rates of growth in access.
1. The Information. Computer and Communications
Policy IICCPJ Committee homepage on the OECD world
wide wet) site is at http://www.oecd.org/dsti/sti_ict.btml.
The full report on which this article is based. Information
Infrastructure Convergence and Pricing: The Internet',
can be downloaded free from this site.

2 II is impossible to tell bow many people have access
to the Internet through host computers. The multipliers
commonly used range from five to leu: the OECD uses
a multiplier of seven.
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Commercialisation of the Internet is indeed

increasing. But in many countries much of the
underlying telecommunication infrastructure
remains under monopoly control. From this
simple premise stems an enormous range of
issues, from the pricing structure, the sheer avail¬
ability of infrastructure and the potential for anti¬
competitive behaviour.

Of the 27 member countries of the OECD

only eight allow competition in the infrastruct¬
ure of the public switched telecommunication
network (PSTN). In the other OECD countries

Table

Internet Hosts

January 1996'

Finland

per 1,000 inhabitants

41.2

Iceland . :, ^ ,,: 33.5

United States 23.5

Norway 20.5

Australia 17.5

Sweden s_M
' ' .. ' ' ;. ::'\" . '

17.2

New Zealand 15.4

Canada 13.0

Switzerland 12.4

Netherlands 11.4

Denmark 10.0

United Kingdom -'S'/WÊiÊI^-'i 7.8

Austria 6.6

Germany 5.6

fuxembourg 4.6

Ireland
^HttflflBIJjjjJJJHflfllHBHBflHBHHfll

: : .'. 4.2

Belgium 3.1

France 2.4

japan 2.2

Spain 1.4

Italy 1.3

Portugal 0.9

Greece 0.8

Mexico 0.2

Turkey 0.1

1 . Weighted by 1 993 population; the analysis was
undertaken before the Czech Republic and Hungary
joined the OECD.

Source: OECD
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the Internet

20 _

Figuret

Internet Access and Market Structure, 1991-96'

,'" Markets without infrastructure competition

: OECD average ' V ,;

Markets with infrastructure compétition

Figure 3

Dial-up Internet Access

1991 92 93 94

1 . July figures (January for 1 996).
Source: OECD

Internet Access Providers (lAPs), and their cust¬

omers, have no choice in who provides the
telecommunication network facilities. This dis¬

tinction is critical because, on average, the pen¬
etration of Internet hosts is five times higher in
competitive than monopoly markets - and the
gap is growing (Figure 1). One of the main
reasons for the gap in performance, as might be
expected, is that much lower prices are avail-

Figure 2

Annual Cost of Internet Access via teased tines'

No infrastructure competition

Infrastructure competition

_s 20

15

PTO charge (peak rates)

Internet access providers' charge

800 1,000

IPPP for 240 hours per annum

1,200 ,400 1,600

5,000 10,000

SPPP

15,000 20,000

1. 56/64 Kbit/s.

Source: OECD

Source: OECD

able in competitive
than monopoly

*~~" ""we markets.
The two most

common ways

users are currently
accessing the Inter¬

net are through dedicated connections (leased
lines) and dial-up connections (using a personal
computer, a modem and the PSTN). In 1995 the
average price for leased-line access to the Internet
in countries with monopoly provision was 44%
higher than where there was competition
(Figure 2). The impact of higher leased-line prices
in monopoly markets not only raises the cost of
direct connections to the Internet but the entire

cost of the underlying infra¬
structure. When IAPs have to

pay steep charges to public
telecommunication operators
(PTOs), they must pass these
costs on to business and resi¬

dential users.

In 1995. IAP prices for dial-
up services were on average
nearly three times more expen¬
sive in countries with monopo¬
lies than those wdth competitive
markets (Figure 3). Experience
has shown that lower prices are
not the only benefit of a com¬
petitive market; innovation and
responsiveness to customer de¬
mand have proven equally im¬
portant.3

If the Internet, or similar sendees, are to play
a central role in information infrastructure, the

evidence indicates that newr pricing structures
for use of communication networks are necess¬

ary. Pricing structures built around use of net¬
works for voice telephony are often unsuitable
for the new environment. With current structures,

indeed, many of the aims outlined by OECD
governments could be implemented only at very
high cost.

The charging practices in monopoly telecom¬
munication markets can discourage business
from locating outside urban centres, employees
from opting for tele-work and rural communi¬
ties from benefiting from information infrastruct¬
ure, because they have to pay long-distance rates

, Figure 4

Local Charging Practices and Internet Access

900

800.

700.

I'M », '":"

Canada

OECD average

| 600
sxft

:::

_ 50°- iilli

:

;:

... f ; *
§ 400.

8: 300.
***

' ,.,_v ...
200.

100.

0
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of local of local of local residential .

calls calls calls telephony
basket

Source: OECD
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to access sendees. In competitive markets, by
contrast, solutions are being found. IAPs in the
United Kingdom, for example, are providing 'vir¬
tual points of presence' through arrangments with
long-distance carriers to cany traffic to central
points, so that their customers don't have to pay
long-distance rates to access their facilities if not
located in the local calling area. As a result, callers
in all parts of the country can reach the Internet
at the cost of a local call.

BACKGROUND

A Quantum Leap in Communication

The Cost

of Monopoly
Traditional use of telecommunication net¬

works does not produce widespread variations
in the cost of telephony in the OECD area, based
on different charging practices for local calls,
because most telephone calls are relatively short.
But some users of the Internet can pay PTOs up
to ten times more than others for five hours of

local calls per week. For example, a user in
Canada, where local calls are unmeasured, can
access the Internet for an indefinite time for a

fixed charge. Consumers in other countries,
because timed local charges exist in the majority
of OECD countries, pay far more for the same
service (Figure 4). Accordingly, although there
is little difference between the price Canadian
users pay for ordinary telephony (a mix of local
and long-distance calls) and the OECD average,
they can go on-line at much lower cost than
consumers in most other OECD countries.

The cost of a standard basket of on-line ser¬

vices is therefore increased by the current trend
of rebalancing call tariffs, which lowers long-dis¬
tance charges and raises local charges. Users in
monopoly markets are worst affected, even
though the additional price they pay is already
far higher than the average for competitive
markets.4

3. Mobile Cellular Communication: Pricing Strat¬
egies and Competition ICCP No. 39. OECD Publica¬

tions, Paris. 1996: Sam Paltridge, Upwardly Mobile
Telephony'. The OECD Observer. No. 196. October,
November 1995.

4. YuJi Kato mut Sam Paltridge. Telecom Tariffs and
the Move to Markets'. The OECD Observer No. 191.

December 1994/fanuary 1995.

'The Internet is an interconnection of mure than

50.000public andprivate networks world-wide
that use a common communication protocol.
Over 90% of these networks are in the OECD
area. The Internet has been grafted onto the
world's public and private telecommunication
networks through a myriad of leased lines. The
'backbone networks' of the Internet are over¬
whelmingly made up of capacity owned by the
world's public telecommunication operators
(PTOs). The communication protocol which
provides a common language for inter-opera¬
tion between networks is called TCP/IP (Trans¬

mission Control Protocol-Internet Protocol).

The origins of the Internet began with the
Advanced Research Projects Administration

(AREA) of the US Department of Defense in the
Sale 1960s. The TCP/IP technology was devel¬
oped to provide a standard protocol for
ARPAnet users to communicate and share com¬

puting resources. In the mid-1980s the US

National Science Foundation (NSF) adopted
the sameprotocol when it created the NSFnet in
order to provide high-speed communication
between supercomputer centres. At this time
interest was growing among other US govern¬
ment agencies, the wider educational commu¬
nity and business. As the controls were relaxed

over who could join the Internet, a growing
number of universities, research laboratories
and commercial enterprises from around the
world were connected.

The relaxation of the so-called 'acceptable
use' policy encouraged many organisations

operating as not-for-profit providers of Internet
connections to make the transition toproviding
links for commercial enterprises and access for
residential users. These organisations became
the first commercial Internet Access Providers

(IAPs) by leasing capacity from PTOs to provide

Internet backbone networks such as NSFnet.

Business customers who require leased line

access to the Internet, by way of IAP facilities,
generally buy this capacity from PTOs. This
enables, for example, a dedicated link for a
service provider to create home pages that can
be accessed by users. Residential and small
business customers mostly use a personal com¬
puter (PC) equipped with a modem and access

services through the PSTN- known as dial-up
Internet access.

A major turning-point in the development of
the Internet came with the creation of user-
friendly navigational tools over the World Wide
Web (WWW). These 'browsers' enable users to

treat data on Internet as a cohesive whole by

fetching data, determining what it is and
configuring it for display. In 1993 thefirst such
tool to have a major impact on the growth of
the Internet, named Mosaic, was developed by
the National Center for Supercomputing
Applications at the University ofIllinois. Mosaic
created a graphical interfacefor users that sim
plified Internet navigation and the research
prototype- distributed free over the Internet -
gained an estimated two million users in the

following year. In April 1994 the principal
architect ofMosaic was one ofthefounders ofa
commercial company. Mosaic Communica¬
tions (renamed Netscape Communications in
November 1994).

In July 1991 there were 535.000 hosts con¬
nected to the Internet. Internet hosts are com

puters acting as an information and commit ni
cation server with a direct connection to the

Internet. By January 1996 there were more
than 9.1 million Internet hosts in OECD

countries.
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There is growing evidence that monopolies

do not encourage innovation in pricing policy
and responsiveness to new demands as quickly
as markets with infrastructure competition.
Moreover, monopoly rents for PTOs may be so
high that they have little incentive to develop
the required infrastructure in a timely fashion;
or, if it already exists, they may not make it avail¬
able at low-cost rates because it could provide a
platform for competition from alternative sendee
providers.

Regulation should be modified to reflect both
current technological capabilities and market
realities. Otherwise, the PTOs and other sendee

suppliers will face bigger obstacles in restructur¬
ing to take advantage of new opportunities and
converging markets. In addition, new network
patterns of use, and the resultant rebalancing of
prices, will require an increase in PTO efficiency.

Governments have to adopt policy frame¬
works that encourage innovation in pricing and
responsiveness to the demands of users. Intro¬
ducing competition to incumbent PTOs, through
cable-television networks offering Internet and
other telecommunication sendees, for example,
is one tool available to boost efficiency and en¬
courage innovation. Without these changes.

sizable barriers to the development of wide¬
spread access to information infrastructure, and
the new applications made possible by very rapid
technological change, will remain in place.»

Barrie Stevens
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The embrace ofpolicies to liberalise markets has started China
on a path of rapid growth . Further reforms would accelerate
this economic transformation - a process in which China's
trading partners have a role to play.1

In only a decade and a half. China has
transformed itself from a dormant, intro¬

spective giant into a dynamic powerhouse
of major potential significance to the
world economy. Output has expanded

at an average rate of nearly 10% and total exports
at 17% annually. With an estimated one-fifth of
the world's population, China now accounts for
almost 4% of world merchandise trade and a sub¬

stantial share of global production,
This is a remarkable accomplishment by any

standards. It is the fruit of a strategy, initiated in
1978, to embark on far-reaching economic liberal¬
isation and to integrate China into the world
economy. Following the success of experiments
with market reforms, most notably in the agri¬
cultural sector, and with the increased exposure
of the economy to foreign investors and freer
trade in special geographical zones, China's door
has swung further open. A sustained series of
reforms has continued the process, including most
recently the declared intention of the Chinese
government to allow convertibility of the cur¬
rency well ahead of schedule, step up reforms of
the state-owned enterprises, and press ahead
vigorously with tariff reductions.

The reforms have been able to build on, and

interact with, a range of critical economic and
social assets. Standards of literacy among the
workforce were high, resenes of coal huge, the
agricultural base was strong, and reforms quickly
led to rising farm incomes which permitted higher
rates of saving among the rural population in

Barrie Stevens is the Deputy Head of the Advisory Unit
to the Secretary-General of the OECD; the unit man¬
ages the OECD International Futures Programme and
organises the Forum for the Future Conferences.

the first years of reform. Indeed, it was high sav¬
ing rates by households which helped to sustain
the high investment rates (around 40% of GDP
in the early 1990s) on which rapid growth has
fed. Moreover, large inflows of foreign direct
investment (FDD, totalling $34 billion in 1994,
have been an important source of foreign tech¬
nology and improved management techniques.

The foundations for continued expansion of
the Chinese economy thus appear to be in place.
But can current rates of expansion be sustained,
and what are the implications both for China
and the world economy?

Structural

Obstacles

Infrastructural deficiencies are likely to prove
important stumbling blocks. It is estimated that
bottlenecks in transport already cost around 1%
of GDP, and little improvement is likely in view
of a decline of investment in transport infrastruct¬
ure from 1.7 to 1.0% of GDP between the 1980s

and early '90s. Similarly, demands on energy pro¬
duction will rise substantially, and particularly
electricity generation, where it could grow at up
to 6-7% per year to 2010.- In terms of financial
infrastructure, the difficulty to be faced is that,
although China has emerged as a major player
on global financial markets, its domestic capital
markets, banking sector and financial senices
are underdeveloped.

The volume of capital inputs is unlikely to
pose a problem in the coming years provided
that saving rates hold up. China has to move tip
the specialisation ladder away from simple
labour-intensive products (such as textiles and
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the 2 ht Century
clothing, footwear, toys, travel goods) towards
more sophisticated high-quality goods (not least
telecommunications equipment, electrical equip¬
ment, machine tools) across a wide range of
advanced technologies and industries. That will
require a considerable investment in human re¬
sources over the next 10-20 years to secure the
necessary indigenous scientific and technologi¬
cal foundations, the broad base of skills and the

organisational expertise.
Even at rates of growth slower than those

currently experienced, China faces serious envi¬
ronmental problems. Most of the costs of pollu¬
tion are borne internally: for example, only about
20% of industrial waste and 15% of sewage flow¬
ing into China's rivers is treated. But there is also

considerable cross-border pollution, mainly
because of the heavy reliance on coal and the
consequent emissions of carbon and sulphur. The
Chinese government has made substantial efforts
since the early 1980s to reduce environmental
damage.3 But given the prospect of continuing
population pressures, rapid industrialisation, a
tripling of power generation (from 150 GW in
1991 to 430 GW in 2010), and a doubling of car-
ownership by the end of this century, the prob¬
able environmental impact will pervade every
sector of the Chinese economy.

There are also a large number of institutional
issues to be tackled. The legal framework is not
well adapted to a rapidly expanding, increas¬
ingly market-based and internationalising
economy; corruption is widespread; and con¬
tinuing reform of state-owaied enterprises sug¬
gests that the social functions and responsibilities
they hitherto assumed in healthcare, education.

pensions, housing and employment will have to
be replaced by alternative approaches. More¬
over, considerable effort will have to be ex¬

pended in maintaining an appropriate balance
between the powers and resources of the centre
and the provinces - many of which now have

/. China in the 21st Century: long-tertn Global
Implications. OECD Publications, Paris. 1996; based

on a conference held under the auspices of the OECD
'Forum for the Future'.

2. Karen Schneider. 'Energy Demand in Developing
Countries'. The OECD Observer. So. 190. Ooctober/

November 1994: see also pp. 21-24.

. J. MichelPotier. China ChargesforPollution '. The OECD
Observer. So. 192. February/March 1995.

The Chinese market has over one billion potential consumers with growing incomes - a solid basis for
economic expansion.

more capacity, and indeed ambition, to deter¬
mine their own economic strategies, often quite
independently of the views and wishes of cen¬
tral government.

A number of additional factors may also prove
to have a considerable influence on China's trans¬

ition, in particular the social and economic risks
inherent in widening regional differentials, the
prospect of large-scale joblessness, and the
potential volatility of the macro-economy. In the
longer term, the implications of an aging popu¬
lation will also have a bearing on China's growth
trajectory.

International

Influences

Beyond these domestic challenges there is
the important question of the extent to which
the external economic environment will shape

29

the Chinese economy. The prevailing view
among experts seems to be that continuing high
growth rates depend substantially on steady and
wide-ranging progress towards China's integra¬
tion into the world economy. A more hospitable
international context for China will play a piv¬
otal role in encouraging further reliance on
market mechanisms. Specifically. FDI inflows and
continued trade liberalisation are two of the cen¬

tra 1 international factors likely to influence how
China grows. Access to international markets wdll

help to meet vital technological requirements and
overcome strains and potential shortages that
might arise in domestic markets for raw mat¬

erial, energy and food; and Chinese imports of
foreign financial and physical capital could off¬
set potential trade imbalances arising from
China's strong export performance in specific,
primarily labour-intensive, manufacturing sectors.

Some experts consider that China would ex¬
hibit high growth even with trade frictions
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Regional crop specialisation could bring market increases in yields across China
the burgeoning population.

as well, in view of

beyond those currently experienced and slower
integration into the global economy. They see
opportunities for a rapid productivity pay-off with
the end of command planning and the overall
expansion of China's domestic market. A general
view that is emerging is that on balance, the
Chinese economy will probably continue along
a high growth path of around 8% a year. Even if
external and internal factors were to combine to

create a much less favourable overall climate, it

seems unlikely that growth rates would fall
below 4-6%.

The Future

of Manufacturing

The overall prospects for growth in China's
domestic consumer markets for manufactured

goods are promising. With over one billion
potential consumers, the Chinese market is huge

and growing incomes will provide a solid basis
for dynamic demand, and especially for mass-
produced, technologically advanced consumer
goods. In export markets, China will probably
continue to build on its past industrial strength
but shift more output towards more technologi¬
cally sophisticated, if still labour-intensive, pro¬
ducts. It is therefore widely expected that, if
global conditions are conducive, China will be¬
come a major supplier of world markets tor a
broad range of technologically advanced goods,
from televisions to machine tools. Lured in part

by China's immense domestic market, joint vent¬
ures by highly export-oriented foreign multi¬
nationals will provide a strong base for China's
global reach. But the pace of the industrial revo¬
lution will depend, in part, on the success in
addressing a range of existing and potential con¬
straints.

To begin with, two obstacles will have to be
overcome in order to ensure adequate supplies

of skilled labour: the intense competition for
qualified personnel amongst the many pressing
and profitable projects outside the industrial
sector (particularly large-scale infrastructure) may
create a severe shortage of skilled labour: and if
the pace of reforms slows down, there is a danger
that the formation of managerial skills will be
impeded as the lessons of hard budget constraints
and accountable corporate governance are left
by the wayside.

Second, further reform of the financial sector

would help firms put their internal capital allo¬
cation on a more strategic footing, not least by
directing the high domestic savings to their most
efficient uses. Reform of the state-owned enter¬

prises, though aimed at reducing the balance-
sheet problems of the banking sector (not least
by rescheduling bad debt), would also help set
the stage for the development of more efficient
capital markets.

Third, much will depend on China's capacity
to modernise its telecommunications and trans¬

portation networks. Upgrading the phone sys¬
tem, for instance, is expected to require more
than doubling the number of installed circuits,
from 61 million in 1994 to 140 million by the
year 2000.

Fourth, liberalising prices in factor markets
and modernising corporate legal systems will
enable allocative decisions to exploit past invest¬
ments in technology and human capital so that
Chinese industry can continue to move up the
ladder of technological sophistication. Continu¬
ing export growth, particularly in labour-inten¬
sive manufactures, is unlikely to pose insuperable
difficulties of adjustment for global markets. On
the assumption that Chinese exports will
continue to grow at roughly the same rate
as in the reform period and that global trade
grows at its average for the past fifteen years,
China could account for only 6% of the world's
merchandise trade by 2010 - close to Japan's
share in 1980 and considerably less than the share
of the other newly industrialising economies in
1990.

But to what extent does China's emergence
raise difficulties for world markets in other areas

of economic activity - not least in agriculture and
energy?
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Can China

Feed Itself?

With 22% of the world's population and yet
only 7% of the arable land, China's agriculture is
faced wdth a daunting task. The country's 1.2
billion population will increase by a further 200
million by 2010, and 300 million by 2025; the
trend to urbanisation is set to continue; and per
capita incomes are likely to rise by between 2.5
and 4.5% annually - all of which can be expected
to bring about important changes in food con¬
sumption patterns. The net result is that total
demand for grain could increase from its present
volume of about 400 million metric tonnes (MMT)

to well over 500 MMT by 2010 and close to 600
MMT by 2020.

Will China be able to meet this surge in de¬
mand? There are several causes for concern.

There have been serious losses of arable land to

non-farm uses (through urban sprawl, for in¬
stance) in recent years. Environmental degrada¬
tion of land and shortages of water (partly
because of underpriced synthetic fertilisers and
supplies of water for irrigation priced at a fract¬
ion of true costs) are becoming increasingly
worrying. Inefficiencies and delays during har¬
vesting, threshing, drying, storage and transport
account for annual losses of an estimated

60-100 MMT of grain. And investment in agricult¬
ural research fell sharply during the 1980s, thereby
weakening the basis for further productivity gains,
at least over the medium term. As a result, the
more pessimistic forecasters predict a substan¬
tial shortfall in China's grain supplies over the
next 20 years or so, which in the worst case could,
by the end of this period, be 100-200 MMT, with
important implications for grain prices on world
markets.

Yet the outlook may not be as bleak as it first
appears. Under-reporting may mean that farm¬
land areas, and in some cases yields, are prob¬
ably substantially larger than the official records
suggest. Yields of some major crops are still
below global averages, and there is also a huge
potential for yield increases through crop spe¬
cialisation across the various regions of China.
Losses during harvest, storage and transport could

be considerably reduced. And substantial gains
in efficiency could be expected from higher in¬
vestment in agricultural research and irrigation.
More moderate estimates therefore put the likely
annual shortfall in grain (mainly wheat) at about
40 MMT, an out-turn which would probably not
affect world food prices unduly, in view of the
large scope for expanding grain production else¬
where in the world.

A Bottleneck

in Energy Supply?
Will China be able to meet rapidly rising

demand for energy with indigenous supplies?
China possesses the world's third-largest coal re¬
serves, on which the economy wdll mainly rely
for its energy supplies in the coming decades.
Primary coal demand (which currently accounts
for more than two-thirds of total primary energy

demand) is expected to increase at a rate of over
3% a year to satisfy rising growth in industrial
output and mounting demand for electricity. Rais¬
ing output to adequate volumes will involve sub¬
stantial investment in the modernisation of

existing mines and the development of new ones,
many of which wdll take time to come onstream.
If, in addition, bottlenecks in rail transport were
to intensify (coal accounting for 40% of rail
freight) and/or the cost of extracting the coal
were to rise significantly above world prices,
China's position could change from that of net
exporter of coal to net importer.

Similarly, demand for oil is likely to surge
over the next 15 years from its current figure of
about 3 million barrels a day (mbd) to around
6.5 mbd, suggesting imports of about 2.8 mbd
by 2010. Faster, more effective exploitation
of potentially important oil fields, such as
in the remote, hostile environment of the Tarim

Basin, could help to reduce the gap by tip to

China produces over a tenth of the world's emissions of greenhouse gas, not least because energy prices
do not reflect true costs.
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China has emerged as a major player on global financial
markets but its domestic capital markets, banking sector
and financial services are underdeveloped.

1 mbd, but this would still leave a shortfall

of some 1.5 mbd. Such developments could
increase the vulnerability of world markets for
crude oil to short-term shocks, but it is unlikely

that their long-term impact on global oil prices
would be dramatic, in view of the capacity of
the world economy to curb energy consump¬
tion, introduce substitutes and bring new sources
on line.

g Improved efficiency and techno-
| logical advances - for which FDI is
| a vital ingredient - could help con¬

siderably to reduce potential
domestic demand and supply imbal¬
ances in energy. At the same time, it
could help to alleviate global pollu¬
tion. China ranks as one of the

largest producers of greenhouse-gas
emissions (11%) in the world, and

its contribution over the next two or

three decades will in all probability
continue to be extensive. For both

energy-efficiency and the environ¬
ment, pricing plays an all important
role, but most energy prices, and
especially electricity tariffs, are well
below economic cost. In 1993, for

example, average electricity tariffs for
industry in China were approxi¬
mately one-tenth ofJapan's, less than
one-third of India's, and half of South

Korea's. There is thus little incentive

to conserve energy and lower
emissions.

China's integration into the world
economy is likely to generate sub¬
stantial benefits over the coming

decades, both for China itself and the
international economy. But, for this
to happen, the integration process
will have to unfold in a context of

enhanced co-operation with China
across a broad range of interrelated
issues, not least in the development
of transportation, energy and com¬
munication infrastructures and in en¬

vironmental issues. To meet its

massive infrastructure demands, estimated to be

in the range of S 1.000 billion for energy alone
over the next twenty years. China will have to
rely on both technological and financial flows
from the rest of the world. Such co-operation

presents an important opportunity to speed-up
the integration of China's domestic economy and
points towards an era of increased international
interdependence. But progress along this path

will depend heavily on reforms that continue
the movement towards market incentives, more

responsive prices and a regulatory framework
that encourages transparency and predictability.

On balance, there is little likelihood that

China's growing importance as an exporter will
lead to prolonged structural surpluses. Short-term
trade and balance of payments imbalances may
occur, but over the long run the import require¬
ments of China's fast growth and its FDI approach
will likely offset its export strengths. Although
trade frictions are bound to arise as firms adjust

to the competitive implications of international
differences in comparative advantage, resolving
such transitional problems is expected to occur
within the context of current and evolving rule-
based institutional systems. What will matter from
a policy perspective is that China pursue a con¬
sistent, market-oriented trade regime and that
other countries abide by international rules and
mechanisms when it comes to disputes over
activities such as dumping. It is important that
growth should foster a rapid convergence of
Chinese domestic methods for regulating the
economy towards the rule-based functioning of
the international trade regime. The key to achiev¬
ing these objectives lies in building trust and
confidence through dialogue and co-operation
that contribute to mutual understanding and the

recognition of shared responsibilities.
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Fiscal Consolidation

and Monetary Policy
John Thornton

Most of the OECD economies are reducing - or are planning
to reduce - their fiscal deficits, mainly by cutting state
spending. That leaves monetary authorities with some delicate
decisions. Should the money supply be eased to accommodate
the resulting fiscal shock? Ifso, by how much? And what are
the likely implications for inflation?

The prospect of a sustained and simul¬
taneous fiscal consolidation in OECD

countries is unique in recent history.
There have been episodes of quite
large year-to-year fluctuations in the

structural fiscal balances of individual countries

over the past two decades, but these have been
relatively minor for the OECD area as a whole,
averaging about 0.3 percentage points of OECD
GDP a year over the period 1974-95 - and they
have rarely taken the same direction for more
than two years in succession. In contrast, if
reasonable success is achieved in implementing
current objectives, a fiscal 'shock' equivalent to
about 3 percentage points of GDP is possible
between 1996 and 2001. Indeed, about 1.4

percentage points of this figure could occur in
1996 as European economies try to satisfy
the fiscal criteria of the Maastricht Treaty (a fiscal
deficit of a maximum of 3% of GDP). An import¬
ant challenge for economic policy is therefore to
determine whether fiscal consolidation pursued
simultaneously in a number of countries poses a
risk of deflation and, if so, whether an active

monetary policy can mitigate this risk without
reigniting inflation.

}- John Thornton works in the Money and Finance Divi¬
sion of the OECD Economics Department.

Determining the appropriate response for
monetary policy is complicated because most
countries have not outlined how and to what

extent they intend to reduce their fiscal deficits.
This makes it difficult to assess how seriously
governments intend to go about the exercise and
thus to judge the size of the likely demand 'shock'
to the economy and the possible response of the
private sector, as reflected in the behaviour of
private savings and investment and the financial
markets. These assessments will be crucial in

determining the timing and scope of any easing
of monetary policy.

Interest and Exchange
Rates

An open economy responds to changes in
monetaiy and fiscal policy in a fairly straight¬
forward way. The short-run direct effect of fiscal
consolidation is to reduce aggregate demand, by
lowering spending by the public sector or by the
private sector, because of tax increases and trans¬
fer reductions. This puts downward pressure on
interest rates and, with high international capital
mobility, the exchange rate depreciates. The
extent to which the direct adverse effect of fiscal

contraction on demand may be offset by lower
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interest rates or a depreciated exchange rate
depends mainly on the size of the economy, the
degree to which other (especially larger) coun¬
tries are pursuing similar policies, and the
exchange-rate regime. Three particular consid¬
erations emerge.

First, large open economies can stabilise
aggregate demand in the face of fiscal contract¬
ion by easing monetary policy, the effects on
output of the two policies tending to cancel each
other out. The difference between the larger and
smaller countries is in the relative importance of
net exports and domestic demand: in small open
economies with independently floating exchange
rates, fiscal contraction results in lower interest

rates and an exchange-rate depreciation which
pulls in net exports to stabilise aggregate demand.

Second, small open economies operating with
fixed exchange rates run the risk of deflation
since they are unable to ensure non-inflationary
growth of aggregate demand with lower interest
rates through net export unless other partners in
the co-operative exchange-rate arrangement also
ease monetary policy.

Third, fiscal and monetary policies undertaken
by a large country have knock-on effects on other
(smaller) countries through movements in real
exchange rates even if the changed policy mix
does not reduce total domestic demand in the

large country (for example, fiscal contraction and
monetary expansion in a large country are likely
to reduce net exports and aggregate demand in
smaller countries).

These basic rules of thumb are subject to
several qualifications. First, the expectations of
households and firms can affect the timing and
direction of the net effect of programmes of fiscal
contraction. For example, a credible announce¬
ment of fiscal consolidation might lead to an
immediate depreciation of the exchange rate
(under a regime of floating exchange rates) and
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To maintain their credibility, central banks have to stand guard on the money supply - without risking deflation

an increase in net exports before the fiscal con¬
solidation gets underway. Second, the inter¬
dependence of economies means that a simul¬
taneous shift towards fiscal consolidation and

easier monetary policy in a number of countries
may limit the scope for changes in exchange
rates to affect net exports and hence aggregate
demand. Fiscal and monetary policies, moreover,
appear to affect aggregate demand with differ¬
ent time-lags.

The Role

of Monetary Policy
The theoretical and empirical literature sug¬

gests (with many qualifications) that fiscal con¬
solidation is likely to reduce aggregate demand
in the short run but that this effect can be counter¬

acted by easing monetary policy. Results from a
series of simulations using the OECD's large-scale
macro-economic model (interlink') suggest that
three particular considerations for monetary
policy if fiscal consolidation takes place simulta¬
neously in the major OECD economies.

First, since - logically - not all countries can
benefit at the same time from the increased net

exports resulting from a currency depreciation
associated with cuts in fiscal deficits (an import¬
ant factor in single-country consolidation), simul¬
taneous fiscal consolidation is likely to largely
rule out the exchange rate as a mechanism for
increasing net exports to stabilise aggregate
demand. Second, a given degree of monetary
easing in one country in the face of fiscal con¬
solidation is less successful in stabilising aggre¬

gate demand when other countries are also

pursuing fiscal consolidation, mainly because of
the limited scope for increasing net exports.
Third, the choice between tax increases and ex¬
penditure cuts in implementing fiscal consolida¬
tion may have important implications for
aggregate demand in the short run, and hence
for the response of monetary policy. In particu¬
lar, to the extent that increases in indirect taxes

are reflected in future wage-settlements and in
prices as a whole, they reduce the scope tor real
depreciation of the exchange rate to crowd in
net exports.

As a result, the burden falls largely on lower
interest rates and domestic demand to generate

the recovery in aggregate demand, and mon¬
etary policy may have to be eased more aggress¬
ively than in the case of single-country
consolidations if excessive deflationary pressures
are to be avoided in OECD countries. But achiev¬

ing an aggressive easing of monetary policy is
complicated in practice by the fact that it is pre¬
cisely the countries likely to undertake the
largest fiscal consolidations -Japan and some
of the European countries - that have the least
room for manoeuvre in monetary policy.

Some simulation results for Japan suggest that
the adverse direct effect of fiscal consolidation

on aggregate demand is disproportionately
large - initially because the consolidation is
assumed to take place later than in the United
States and Europe so that the yen appreciates
against these currencies and Japan's net exports
decline. Moreover, Japan was assumed to con¬
solidate by raising indirect taxes w:hich may boost
inflation (although from a very low rate) as the
result of higher wage-settlements and other costs.
In Europe, many countries are members of the

Exchange Rate Mechanism (ERM) and
intend to form a monetary union and
thus have little scope for easing mon¬
etary policy on an individual basis. The
situation is further complicated by the
position of Germany, whose currency
is widely perceived to be the anchor
of the exchange-rate arrangement. The
fiscal deficit and the debt-to-GDP ratio

are less of a problem in Germany than
in a number of other European coun¬
tries and it may have to undertake rela¬

tively less fiscal consolidation in the short term.
Hence, taking only domestic considerations into
account, Germany may require less monetary
easing than may be appropriate for other ERM
members.

The contractionary effects of fiscal consolida¬
tion for OECD economies could be mitigated by
mechanisms linking OECD and non-OECD eco¬
nomies. In this way lower real long-term interest
rates in OECD countries should stimulate demand

in non-OECD economies by reducing the cost of
sening their external debt and by encouraging
capital inflows from OECD economies. In turn.
higher economic growth in non-OECD econo¬
mies should maintain their demand for OECD

exports. In theory, moreover, the OECD econo¬
mies as a group could achieve some real depre¬
ciation of their exchange rates vis-à-vis
non-OECD countries, who would then rely on

capital inflows from the OECD area to maintain
their domestic demand.

Monetary
Complications

The main issues for monetary policy are
whether easing should take place in advance of,
or in line with, fiscal consolidation, and how

much easing will support aggregate demand
without endangering medium-term inflation
objectives. The main difficulties in answering
these questions are in assessing the size of the
likely fiscal shock and determining the response
of the private sector.

The exact size of the fiscal shock is unknown

because many countries have yet to provide

The OECD OBSERVER No. 201 August/September 1996 34



details of their plans for consolidation. In addi¬
tion, even when these plans become available,
some judgement will have to be made by the
central bank as to their credibility in order to
determine the appropriate response in monetary
policy. There will almost certainly be some slip¬
page between the intentions of the fiscal author¬
ity and the outcome itself, with several factors
likely to be relevant in assessing the risk of the
slippage - for example, whether the consolida¬
tion effort emphasises annual targets as opposed
to medium-term objectives; whether the focus is
on cuts in current expenditure and transfers,
rather than cutting public investment and raising
taxes; and whether or not there is political press¬
ure to slow consolidation.

The response of the private sector will be
conditioned, in part, on the composition of the
consolidation and its credibility and on that of
the central bank in its implementation of mon¬
etary policy. Whether governments place the
emphasis on spending cuts or tax increases -
and where the cuts fall and which taxes are in¬

creased - can have important effects on
consumption and investment by the private
sector.

The type of measures taken may also bear
on the credibility of the consolidation effort. The
more credible it is, the further and faster are real

interest rates likely to decline and the quicker
private investment (and hence productivity and
real incomes) is likely to increase. Unfortunately,
even if the magnitude of the fiscal shock is known,
the short-run effects on the exchange rate and
interest rates will not be easy to determine - the
empirical evidence available suggests a variety
of possible responses, partly depending on the
credibility of the consolidation effort and the
reputation of the central bank.

With a fully credible fiscal consolidation, an
immediate easing of monetary policy might be
appropriate, particularly in view of the deflation¬
ary risk involved. It could offer the prospect of
an immediate decline in short- and long-term
interest rates and an early, investment-driven
recoveiy in domestic demand. But for several
reasons it might be advisable to phase the easing
of monetary policy in line with the progress of
fiscal consolidation.

First, a shift in monetary policy that fully and
immediately accommodates the consolidation
might not be necessary if it is clear to the finan¬
cial markets that it will be eased eventually (since
expectations could induce a decline in interest
rates even before the consolidation took place).
Second, plans for consolidation often are not
implemented in full. There is thus a risk that the
central bank will get ahead of the fiscal authori¬
ties and have to reverse course if the fiscal goals
are not achieved, with potentially damaging
effects on private investment and consumption.
Third, such a shift in monetary policy would put
the central bank in a position of having to ratify
the credibility of the consolidation and could
raise questions about operational independence
and credibility of the central bank.

Even if a central bank responded immedi¬
ately to an announced policy of fiscal consoli¬
dation, it might not be able to offset the short-run
effects on aggregate demand because monetary
stimuli appear to take longer to affect aggregate
demand than fiscal stimuli. The empirical evi¬
dence suggests that fiscal actions have their
biggest effects in the initial quarters, while the
average lag of the effects of a monetary action is
12-15 months. A credible fiscal consolidation

would support an easing of monetary policy

sooner rather than later and could be consistent

with achieving monetary-policy goals and also
combating deflationary pressures.

With virtually all countries undertaking fiscal
consolidation, the shock to aggregate demand
in the OECD area is potentially large and unique
in recent history. There may be scope for mone¬
tary policy to stabilise aggregate demand with¬
out jeopardising inflation objectives. But because
there is limited scope for exchange-rate de¬
preciation to boost net exports when OECD
countries are pursuing fiscal consolidation simul¬
taneously, monetary policy has to act mainly
through reductions in interest rates and an asso¬
ciated increase in domestic demand. The timing
and extent of any easing in monetary policy will
be crucial in stabilising aggregate demand.
Although the size of the likely fiscal consolida¬
tion and the long time-lag until monetary policy
affects aggregate demand suggest that the easing
should happen early, this might be complicated
by concern for the credibility of the policies
involved. Moreover, the countries pursuing the
largest fiscal consolidations appear to have the
least room for mantuvre with respect to
monetary policy.
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Spotlight

Portugal
Reforming
the Social-security System
Flavia Terribile

In Portugal, as in other OECD countries,
the gap between social-security expend¬
iture and contributions seems set to

widen over the medium run. enlarged
by deteriorating demographic trends and

what appears to be the emergence of higher non-
cyclical unemployment. The corrective measures
that have recently been taken may not be ade¬
quate to restore financial equilibrium. Reforms
may thus be required to ensure the viability of
the social-security system. To this end. the new
government lias appointed a special commiss¬
ion to prepare a white paper for June 199". Two
broad sets of issues are involved, The first is

one of financial sustainability. insofar as steps
have to be taken to ensure that the funding of
pension commitments does not result in an un¬
acceptable increase in taxation or borrowing. The
second is derived from the structure of benefits

and contributions, which may have to be re¬
designed so as to reduce any adverse effects on
efficiency and equity deriving from current
institutional arrangements.1

Portugal's pay-as-you-go system comprises
two main regimes: the general system, covering
private-sector workers, and the system for public-
sector employees. With 2.3 million pension bene¬
ficiaries and 4.3 million contributors, the general
system is by far the more important. It has three
basic schemes.

The general contributory scheme covers
dependent and self-employed workers outside
the public sector (3.8 million in 1994). Payments

Flavia Terribilc works in the Country Studies 11 Branch
of tlte OECD Economics Department.

made by this regime include pensions for old-
age, invalidity and survivors; insurance against a
temporary loss of income due to sickness, occu¬
pational diseases, maternity and unemployment;
and non-income-tested welfare benefits. Outlays
under the general contributory scheme are fully
covered by social-security contributions.

The voluntary social-insurance scheme pro¬
vides protection to people not compulsorily
covered by the general contributor)' scheme (for
example, housewives and nationals who work
abroad). Benefits comprise old-age, invalidity and
survivors' pensions, death grants and family
allowances.

Indicators

GDP

i change from previous year
Unemployment

% of labour force

Portugal
I OECD average

l.l.llll
90 91 92 93 94 95 96 1997

Portugal
OECD average

Consumer Prices

% change from previous year

90 91 92 93 94 95 96 1997

Current Balance

% of GDP

Portugal
I OECD average

ir

nun
90 91 92 93 94 95 96 1997 15

Portugal
OECD average

90 91 92 93 94 95 96 1997

1.5

1.0

0.5

0.0

-0.5

Source: OECD
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The non-contributory scheme provides mini¬
mum protection to persons not covered by any
of the other two schemes, whose monthly in¬
come is below a certain limit and who are suf¬

fering economic and social hardship. In addition
to the 'social pension' for old-age and invalidity,
the other benefits are not income-tested and

include family allowances, subsidies to young
people and benefits for the disabled. Payments
are revalued once a year by government decree.
Pensioners numbered 156,000 in 1994, while
family-allowances beneficiaries totalled 21.000.

The non-contributory scheme is funded by trans¬
fers from central government.

The system for public-sector employees
covers one million people. Pension benefits are
higher than those disbursed under the general
contributory scheme, although employee con¬
tribution rates are similar. The government funds
the difference between contributions and pen¬

sion expenditure. Budget transfers also finance
forms of insurance against a temporary loss of
income due to maternity, work injuries and
occupational diseases.

Pension Provisions

and Financing
Old-age. invalidity and survivors' pensions

account for two-thirds of current expenditure
under the general system. In line with trends
obsened in other countries, pension outlays have
steadily increased relative to GDP, reaching an
estimated 6.1% in 1994, compared with 4.9% in
1986. Pension benefits in the general contribu¬
tory scheme are earnings-related. They are calcu¬
lated on the basis of a fixed accrual rate, the

reference income (income of the contributor over

a specified period of time before retirement) and
the number of years of contributions. The accrual
rate is a flat 2%, which is high by international
comparison. Since the reference income is the
highest ten-year average income of the last 15
years, there is a weak link between benefits and
contributions, Overall, pensions cannot exceed
80% of assessed income.

1. OECD Economic Surveys: Portugal. OECD Publi¬
cations, Paris. 1996.

In the general system, the current retirement
age is 65 years for men and 63 years for women.
A minimum of 15 years of contributions is
required to qualify for an old-age pension at
retirement age. The total contribution rate corres¬
ponds to 34.75% of the gross wage, of which
23.75% is paid by employers and 11% by em¬
ployees. This global rate is among the highest in
Europe and covers contributions for pensions,
work-related benefits and welfare payments, with
no differentiation being made for different cate¬
gories of insurance. Contribution rates for the
self-employed and special categories of depend¬
ent labour are lower. But both the high amounts
and structure of contributions may have stimu¬
lated tax avoidance and evasion, with arrears

amounting to 2.6% of GDP in 1994. Countries
with similar contribution rates tended to collect

much larger amounts of social-security contri¬
butions than Portugal. In 1994. cash contribu¬
tions in the private sector totalled 7.4% of GDP,
sufficient to cover outlays under the general
contributory scheme. Expenditures under the
non-contributory regime, funded by transfers
from central government, amounted to 1.5% of
GDP.

In order to narrow the gap between contri¬
butions and outlays in the private sector, the
government introduced a number of reforms in
1994-95. including:

a change in the pension formula, lengthening
from ten to 15 years the period which deter¬
mines the reference income, and lowering the
accrual rate from 2.2 to 2%

a gradual rise in the retirement age for women
from 62 in 1993 to 65 years by 1999

a reduction in the contribution rate paid by
employers of 0.75 percentage points, offset by a
rise in VAT rates of 1 point, receipts of which are
earmarked for social security

a reform of the social-security scheme for the
self-employed

tighter eligibility controls on invalidity and
sickness benefits

payment facilities for firms with contribution
arrears

administrative controls and more effective

methods of collection, making evasion of social-
security contributions a crime punishable by

An aging population is expected to put
growing pressure on Portugal's pension
schemes.

imprisonment.

Pension provisions in the public-sector sys¬
tem have been much more generous than their
private-sector equivalent. For employees hired
before September 1993, the reference income is
the income of the contributor in the last month

of service, The retirement age is 60 years, com¬
pared with 65 years in the general system. The
minimum contribution period is five years,
against 15 in the general contributory regime. A
public employee with 36 years of service earns
a pension equal to the salary of the last position
held, a replacement ratio of 100%, which is ex¬
ceptional by international standards. In 1995,
pension payments per beneficiary were more
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be slow to materialise, the

estimated 40 years.

effect taking an

Reducing social-security contributions would
increase the demand for labour.

than twice as large as those made under the gen¬
eral contributor)' scheme, and pension outlays
amounted to 2.7% of GDP, up from 1.1% in 1986.

Public employees' contributions amount to
10% of gross emoluments - 7.5% for old-age and
invalidity pensions and 2.5% for survivors' pen¬
sions. An additional 1% of gross salary is paid
for medical assistance. In 1993-95, contributions

only covered around 50% of pension expendi¬
ture, the remainder being financed by the central
government (1.5% of GDP in 1995). In an attempt
to stem the rising tide of social payments, the
government downgraded the public pension
formula in 1993. Public employees hired after
September 1993 are now subject to the same
provisions as those applicable to the private sect¬
or. But since around 98% of public employees
are currently covered by the previous generous
provisions, savings from the harmonisation will

The Case

for Reform

Over the past ten years, social-security
expenditure has increased more rapidly in Portu¬
gal than in the rest of the OECD, although, at an
estimated 11.8% of GDP in 1995, spending was
still 3.5 points below the OECD average. At
present, the age-structure of Portugal's popula¬
tion does not differ much from the OECD aver¬

age, but adverse demographic changes are
bound to put rising pressure on the system.
Simulations show that, despite the 1993-95 re¬
forms, the gap between overall pension spend¬
ing and contributions will reach 8%% of GDP in
2035, of which nearly 6 points are accounted for
by the general system and the remainder by the
public-sector scheme. The deficit is projected to
widen to more than 10% in 2050. Subsequently,
expenditure may decline slightly, although it will
stay high. In the process, the equilibrium contri¬
bution rate (ECR) - the contribution rate that

balances the pay-as-you-go pension system - will
rise from 18% in 1994 to 25% in 2020,'and further
to 43% in 2050. The general contributory pen¬
sion scheme itself is projected to show a deficit
from 2005, rising to 5% of GDP in 2035.

In view of the high global contribution rate,
containment of spending has to be the primary
means of guaranteeing the solvency of the sys¬
tem. The main avenues for cutting future pen¬
sion expenditure while maintaining the current
pay-as-you-go system would then be:

to reduce the accrual rate and link pensions
to life-time earnings

to raise the retirement age
to reduce privileges granted to specific groups

of workers, in particular, the highly preferential
pension formula applying to public employees
hired before September 1993. A measure which
lowered pensions relative to earnings by 10%
would be roughly equivalent to increasing the
retirement age by five years. In either case, the
contribution rate that balances the pension sys¬
tem would drop to 15% in 2005. rising to

approximately 18% in 2020 (as against 25% in
the base scenario) and 32% in 2050 (as against
43% in the base scenario). Aligning the public-
sector replacement rate on that prevailing in the
private domain would reduce the ECR to 17% in
2005, Overall, the simulations show that none

of these measures alone would be sufficient to

ensure financial equilibrium, calling for a com¬
bination of different approaches.

Measures taken to improve financial
sustainability should also enhance both the effi¬
ciency and transparency of the social-security
system. The guiding principle should be to create
a closer link between contributions and benefits.

As a first step, more differentiation should be
made between income-related and welfare bene¬

fits and, as far as contributions are concerned,

between pension benefits and provision made
for other contingencies such as short-term loss
of income. This would call for a new set of insti¬

tutional financing requirements, taking the pro¬
vision of welfare programmes other than
earnings-related benefits out of the general con¬
tributory scheme and financing them with tax
revenues. This measure should allow social-

security contribution rates to be reduced, with
positive effects on the demand for labour.

Contribution rates should also differentiate

between insurance categories, with a view to
strengthening the perceived link between contri¬
butions and benefits. The restructuring should
also aim at harmonising rates across different
categories of income-earners and lowering em¬
ployers' contributions relative to employees'
contributions. Such a reform would reduce

allocative distortions and horizontal inequities,
helping to improve labour-market outcomes in
the longer run.
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* Australia

period

Cross Domestic Product Q1 96

Leading Indicator Mar. 96
Consumer Price Index Q1 96

Current Balance

Unemployment Rate
Interest Rate

*

Feb. 96

Mar. 96

Apr. 96

) change
from previous

period
1.9

1.0

0.4

current

period

-1.30

8.5

7.55

year

4.0

-0.6

3.7

same period
last year

-1.82

8.7

Belgium

period

Cross Domestic Product 1 994

feading Indicator Mar. 96

Consumer Price Index May 96

Current Balance

Unemployment Rate
Interest Rate

Q4 94

Apr. 96

Apr. 96

% change
from previous

period

0.7

-0.2

current

period
3.87

9.4

3.20

year

2.2

-4.0

1.9

same period
last year

4.07

9.3

5.32

Denmark

'
period

%ch

from p
period

ange
revious

year

Cross Domestic Product Q4 95 -0.2 1.4

feading Indicator (an. 96 0.5 -2.3

Consumer Price Index Apr. 96 0.3 2.0

current

period
same period

last year

Current Balance Q4 95 -1.63 -0.12

Unemployment Rate Apr. 96 8.9 10.1

Interest Rate Apr. 96 3.70 6.80

Germany

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 95 -0.4 1.0

teading Indicator Apr. 96 0.4 -1.5

Consumer Price Index Apr. 96 0.1 1.5

current

period
same period

last year

Current Balance Feb. 96 0.47 -1.57

Unemployment Rate Feb. 96 9.0 8.1

Interest Rate May 96 3.29 4.59

Austria

period
% change

from previous
period year

Gross Domestic Product Q4 95 0.0 0.3

Leading Indicator Apr. 96 0.2 1.6

Consumer Price Index Mar. 96 0.5 1.8

current

period
same period

last year

Current Balance Mar. 96 -0.29 -0.65

Unemployment Rate Apr. 96 7.2 6.5

Interest Rate May 96 3.21 4.66

«I* Canada

period

Gross Domestic Product Ql 96

Leading Indicator Apr. 96

Consumer Price Index Apr. 96

Current Balance

Unemployment Rate
Interest Rate

Q196

Mar. 96

May 96

% change
from previous

period
0.3

0.3

0.3

current

period

-3.62

9.3

4.78

year
0.6

2.8

1.4

same period
last year

-4.78

9.6

7.50

Finland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 95 -0.4 2.3

Leading Indicator Jan. 96 -1.2 -7.4

Consumer Price Index Apr. 96 0.2 0.7

current

period
same period

last year

Current Balance Mar. 96 0.32 0.28

Unemployment Rate Mar. 96 16.3 16.2

Interest Rate May 96 3.76 5.87

Greece

period
.

%ch

from p
period

ange
revious

year

Gross Domestic Product 1994 1.5

Leading Indicator Mar. 96 -1.3 -1.9

Consumer Price Index Apr. 96 1.3 9.2

current

period
same period

last year

Current Balance Dec. 95 0.17 -0.13

Unemployment Rate

Interest Rate Apr. 96 13.30 16.50

Definitions and Notes

Cross Domestic Product Seasonally adjusted
volume series except for
Czech Republic and Portugal

Leading Indicator A composite indicator,
based on other indicators

of economic activity
(employment, sales, income,
etc.), which signals cyclical
movements in industrial

production from six to nine
months in advance

Consumer Price Index Measures changes in
average retail prices
of a fixed basket

of goods and services
Current Balance I billion; not seasonally

adjusted except for
Australia, the United
Kingdom and the United
States

Unemployment Rate % of total labour force -
110 standardised

unemployment rate;
national definitions for

Austria, Czech Republic,
Denmark, Iceland, Mexico,
Switzerland and Turkey;
seasonally adjusted apart
from Turkey

Interest Rate Three months, except for
Greece (twelve months)

Source: Main Economic Indicators, OECD
Publications, Paris, June 1 996.

Czech Republic

period
% change

from previous
period year

Gross Domestic Product Q4 95 -5.3 5.0

Leading Indicator
Consumer Price Index Apr. 96 0.7 8.5

current

period
same period

last year

Current Balance Q1 96 -0.54 -0.22

Unemployment Rate Apr. 96 2.9 3.0

Interest Rate May 96 11.83 10.36

-»A _
France

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 1.2 0.9

Leading Indicator Apr. 96 0.6 -1.0

Consumer Price Index Apr. 96 0.2 2.4

current

period
same period

last year

Current Balance Q4 95 3.62 2.57

Unemployment Rate Apr. 96 11.9 11.6

Interest Rate May 96 3.90 7.47

£§l
Iceland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product 1995 2.0

Leading Indicator
Consumer Price Index May 96 0.6 2.8

current

period
same period

last year

Current Balance Q1 96 0.00 0.03

Unemployment Rate Apr. 96 4.5 5.2

Interest Rate May 96 6.50 7.10
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Il %;.:; :: . Irelan D

period
% change

from previous
period year

Gross Domestic Product 1994 6.7

Leading Indicator Mar. 96 0.7 1.3

Consumer Price Index Q196 0.4 2.0

current

period
same period

last year

Current Balance Q3 95 1.56 1.16

Unemployment Rate Apr. 96 13.0 12.8

Interest Rate Apr. 96 4.96 6.81

ITAIA

J period
% change

from previous
period year

Gross Domestic Product Q4 95 -0.9 2.3

Leading Indicator Apr. 96 -0.7 -2.6

Consumer Price Index May 96 0.4 4.3

current

period
same period

last year

Current Balance Dec. 95 2.26 2.46

Unemployment Rate Q3 95 12.1 10.9

Interest Rate May 96 8.92 10.45

§ JAPAN

«jfi»r*' Period
% change

from previous
period year

Gross Domestic Product Q4 95 0.9 2.2

Leading Indicator Apr. 96 0.9 4.6

Consumer Price Index Apr. 96 0,7 0.4

current

period
same period

last year

Current Balance Mar. 96 12.63 13.80

Unemployment Rate Mar. 96 3.1 3.0

Interest Rate Apr. 96 0.62 1.55

Luxembourg

period
%ch

from p
period

ange
revious

year
Gross Domestic Product 1994 13

Leading Indicator Apr. 96 0.6 -2.7

Consumer Price Index Apr. 96 0.3 1.5

current

period
same period

last year

Current Balance

Unemployment Rate
Interest Rate

Mexico

period
% change

from previous
period year

Gross Domestic Product Q4 95 2.5 -6.8

Leading Indicator

Consumer Price Index Apr. 96 2.8 36.9

current

period
same period

last year

Current Balance Q4 95 -0.46 -7.31

Unemployment Rate Apr, 96 5.9 6.0

Interest Rate May 96 31.07 54.71

ilÉSi
Netherlands

period
% change

from previous
period year

Gross Domestic Product Q4 95 0,2 1.7

Leading Indicator Apr. 96 0.2 1.5

Consumer Price Index Apr. 96 0.1 2.0

current

period
same period

last year

Current Balance Q4 95 3.57 4.28

Unemployment Rate Feb. 96 6,6 7.0

Interest Rate May 96 2,70 4,49

New Zealand

jSf period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 95 0.6 2.2

Leading Indicator
Consumer Price Index Q1 96 0.5 2.2

current

period
same period

last year

Current Balance Q4 95 -0.71 -0.75

Unemployment Rate Q4 95 6,1 7.3

Interest Rate Apr. 96 9.22 9.22

Norway

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 95 1.1 3.5

leading Indicator Oct. 95 0.4 -1.3

Consumer Price Index Apr, 96 0.3 1.0

current

period
same period

last year

Current Balance Q3 95 1.16 0.79

Unemployment Rate Q4 95 4.3 5.3

Interest Rate May 96 4.76 5.67

Portugal

period
% change

from previous
period year

Gross Domestic Product Q4 94 1.0 0.1

Leading Indicator Jan. 96 -0.1 -1,0

Consumer Price Index Mar. 96 0.4 2.4

current

period
same period

last year

Current Balance Q4 94 -0.94 0.02

Unemployment Rate Q4 95 7,1 6.9

Interest Rate Mar. 96 7.96 11.02

sjSJjIgl
f,;.': % Spai>

w
period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 95 0.4 2,6

teading Indicator Mar. 96 0.8 -2.1

Consumer Price Index Apr. 96 0.6 3.5

current

period
same period

last year

Current Balance Mar. 96 -0.16 -0.85

Unemployment Rate Q196 22.7 22.8

Interest Rate May 96 7.47 9.38

Sweden

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 95 -0.4 1.7

Leading Indicator Mar. 96 -0.9 -2.6

Consumer Price Index Apr. 96 0.2 1.0

current

period
same period

last year

Current Balance Mar. 96 0.68 0.52

Unemployment Rate Jan. 96 9.2 9.6

Interest Rate May 96 6.19 8.77

fc WITZERLAND

J Pf11' period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 95 -0.1 -0.2

feading Indicator Apr. 96 0.7 3.4

Consumer Price Index May 96 -0.3 0,8

current

period
same period

last year
Current Balance Q195 5.83 6.13

Unemployment Rate Apr. 96 4.5 4.3

Interest Rate May 96 2.00 3.32

TURKEY

period

t Q4 95

period year
Gross Domestic Produc 0.1 6,4

teading Indicator
Consumer Price Index Apr, 96 6.7 80.8

current

period
same period

last year

Current Balance Q4 95 -2.35 0.34

Unemployment Rate Q2 95 7.2 8.4

Interest Rate May 96 85.68 80.94

% change
from previous

United Kingdom

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 0.4 1,9

Leading Indicator Apr. 96 -0.3 -1.5

Consumer Price Index Apr, 96 0.7 2.4

current

period
same period

last year

Current Balance Q4 95 -3.57 -0.89

Unemployment Rate Mar. 96 8.3 8.8

Interest Rate May 96 6,02 6.72

fed States

period
period year

Gross Domestic Product Q1 96 0,6 1.7

Leading Indicator Apr. 96 0.1 3.6

Consumer Price Index Apr, 96 0.4 2.9

current

period
same period

last year
Current Balance Q4 95 -31.07 -43.28

Unemployment Rate Apr. 96 5,4 5.6

Interest Rate May 96 5.36 6.02

% change
from previous
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For the Record

OECD Economic

Outlook

Highlights
Cyclical divergence in the economic

situations of OECD countries has

remained as their economic expan¬
sions have evolved: the economy of
the United States has experienced a

'soft landing', characterised by sustainable growth
and stable inflation: activity picked up in late

1995 in Japan, reflecting supportive monetary
and fiscal policies and the correction of the yen's
excessive appreciation last year; and growth
slowed significantly in key European countries
in the second half of the year as domestic
demand weakened.1

The short-term outlook is for more conver¬

gence across the main OECD regions, with con¬
tinued sustainable growth in the United States, a
more sustained recovery in Japan and a pick-up
in Europe (Table 1). In the United States, the
recent rise in long-term rates will help to hold

growth to a sustainable pace, In Japan, short-
term interest rates remain low, and the return of

the value of the yen to positions more in line
with fundamentals has effectively eased mon¬

etary conditions. In Europe, short-term interest
rates have fallen significantly in many countries;

the lagged adverse effects of the worldwide
run-up in long-term rates in 1994 and of cur¬
rency tensions in Europe in 1995 have passed;
and the inventory cycle that contributed to weak¬
ness in several countries in late 1995 and early

1. OECDEconomic Outlook No. 59. OECDPublications.

Paris. May 1996.

1996 appears to be spent. The recent rise in long
rates may nonetheless dampen activity. Outside
the OECD area, growth is expected to be buoy¬
ant, particularly in the dynamic Asian economies
and China, but increasingly in other areas as well;
consequently, export opportunities remain
favourable.

Most OECD countries have come close to

achieving the medium-term goal of price stabi¬
lity: in 1996. inflation should be below 3% in
19 OECD countries (Table 2). It remains import¬

ant that monetary policy safeguard the gains
made on this front. One of the important
lessons from macro-economic management dur¬

ing the past decades is that the primary object¬
ive of monetary policy should be the
achievement and maintenance of price stability
over time: fine-tuning' real economic activity runs

the risk of compromising this ultimate goal. But
in a situation where there is significant slack in
output and labour markets, little prospect of in¬
flationary pressures and a pressing necessity'' for
fiscal consolidation - a situation that appears to

exist in some key countries in continental

Europe - judicious use of monetary easing could
help to raise output and employment without

generating inflationary pressures.
To avoid possible turmoil in financial markets,

such easing can be justified in a way that places

it in the medium-term context of price stability.
Improved institutional frameworks for monetary
policy - including, in some countries, more inde-

41

pendence and accountability for the central bank
or a more explicit medium-term framework for
monetary policy - could help to enhance and
sustain its credibility and reduce the risk that a

cut in policy-controlled interest rates would ad¬
versely affect medium- and long-term market
interest rates or put unwanted strong downward
pressure on exchange rates. On the other hand,
in a situation where the economy is operating,
and is projected to remain, at or very close to its
potential - as appears to be the case in the United
States - the central bank should err on the side

of caution, bearing in mind that monetary policy

affects the real economy with a long and vari¬
able lag and that there is uncertainty about the
magnitude of its effects on real activity and in¬

flationary pressures. In Japan, the easy stance of
monetary policy should be maintained, given the
prospect of continued large output gaps, despite
the projected recovery of domestic demand.

The most urgent macro-economic policy

requirement in most OECD countries is to inten¬

sify the process of restoring the health of
public-sector finances. Reducing budget deficits
and reversing the rise of debt-to-GDP ratios
would re-establish the sustainability of fiscal poli¬
cies, which will help to reduce long-term real
interest rates and ease the persistent tensions
that have resulted from an imbalance between

monetary and fiscal policy. But the pace of defi¬
cit reduction in the short term depends to some
extent on current and prospective economic
conditions.

In the United States, plans have been formu¬
lated to balance the budget by early in the next
decade and it will be important that the govern¬
ment and Congress follow through by agreeing

on the specific measures that will ensure
success. Given the favourable cyclical position
of the economy, there would appear to be little
short-run risk in implementing such measures

as quicklv as possible. Indeed, putting concrete
measures in place would enhance the credibi¬

lity of fiscal consolidation, with favourable
effects on real interest rates that would be bene¬

ficial to the United States and to the rest of the

world. Canada has already made significant
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Table 1

Growth of Real GDP in the OECD Area

ffl§Hïttilwï%î

36.83 3.5

' . / :' ...
. - . .:. // '

. .' ; ' . . ;'.:.,' :. .; / . '

United States 2.0 2.3 2.0

Japan 14.85 0.5 0.9 2.2 2.4

Germany 8.45 2.9 1.9 0.5 2.4

France 6.45 2.8 2.2 1.0 2.4

Italy 6.06 2.2 3.0 1.7 2.3

United Kingdom 5.61 3.8 2.4 2.2 3.0

Canada 3.25 4.6 2.2 2.1 3.4

Total/average
of above 7 countries 81,50 2.8 1.9 IS 2.3

Australia 1.73 5.2 3.1 3.1 3.3

Austria 0.84 3.0 1.8 0.8 1.5

Belgium 1.07 2.2 1.9 1.0 2.4

Czech Republic 0.56 2.6 4.8 S.6 5.8

Denmark 0.56 4.4 2.6 1.1 2.7

Finland 0.48 4.4 4.2 2.4 3.5

Greece 0.62 1.5 2.0 2.2 2.3

Iceland 0.03 3.5 2.0 3.6 3.4

Ireland 026 6.4 7.7 6.0 5.0

Luxembourg 005 3.3 3.7 1.9 3.0

Mexico 2.73 3.5 -6.8 3.0 4.0

Netherlands 1.54 2.7 2.4 1.6 2.6

New Zealand 0.29 4.1 2.2 2.7 3.4

Norway 0.49 5.7 3.7 4.2 2.4

Portugal 0.63 0.8 2.5 2.3 2.7

Spain 3.08 2.1 3.0 2.3 2.7

Sweden 0.90 2.6 3.0 1.3 2.0

Switzerland 0.92 1.2 0.7 0.5 1.7

Turkey 1.71 -5.5 7,3 4.5 5.0

Total/average
of above 19 countries 18.50 2.3 . 1,8 2J 11

Total OECD 100.00 2.7' 1,9 Zl 2.5

North America 42.82 3.5 1.5 2.3 2.3

OECD Europe 40.32 2.5 2.7 1.6 2.7

EU 36.60 2.8 2.5 1.4 2.5

Total/average OECD
less the United States 63.17 2.2

Figures in italics are provisional.

1.9

progress in its ambitious programme of deficit
reduction at a time when economic activity ap¬

pears to be recovering.
In Japan, substantial discretionary fiscal ex¬

pansion has helped to sustain demand for some
time, but the deficits and volumes of public debt
that have resulted are unsustainably high and

they will have to be corrected
over time, particularly in view
of population aging, which will
strike Japan sooner and more
sharply than elsewhere. Deficit

reduction should begin soon,

and proceed as rapidly as the
underlying strength of domes¬
tic demand allows.

EU countries have to be

firmly and jointly committed to
reducing structural budget defi¬
cits beyond 1997 to well below
3% of GDP. With such commit¬

ments ensuring the credibility
of fiscal policy, governments
can use automatic stabilisers to

deal with short-term economic

weakness without undermining

the process towards European
monetary union.

In many countries, tax bur¬

dens and the distortions they

cause are already high. When

this is the case, the scope for
further increases in tax rates is

limited and the burden of fiscal

adjustment will therefore have
to fall to a large degree on ex¬
penditures, including transfer
programmes. In most countries,

increases in transfer payments
have contributed importantly to
the progressive deterioration of
fiscal positions and, in the years
ahead, population aging will
put significant further upward

pressure on some programmes,

particularly public pension
plans but also, in some coun¬

tries, public-sector health-care financing. More¬
over, in many cases, the design and generosity

of transfer systems, as well as the taxes necess¬
ary to pay for them, have undermined economic
incentives, including the incentives to work, to

hire workers and to acquire skills. One result
has been an erosion of the tax base and press-

2.7

ure on outlays, contributing to further fiscal

deterioration and pressure on tax rates.

It will be important, however, to ensure that
fiscal consolidation is carried out in a manner

that is fair and efficient. Policies must ensure

that the benefits of economic growth are shared
by all and, in particular, those most in need must
continue to be protected to prevent the emer¬
gence or exacerbation of poverty and social ex¬
clusion. The quality of public outlays must also
be improved. Some government expenditures,
including some investments in human capital and
infrastructure, promote productivity increases in
the longer term. Reforms to the structure of ex¬
penditures should be part of a wider effort to
improve the performance of the government sect¬
or more generally. Reform of governance and

management would help to ensure that govern¬
ment programmes are responsive to social needs
and that the public receives the best possible
services at the least cost.

Measures to reduce unacceptably high un¬
employment are also urgently required in many
OECD countries (Table 3), particularly in Europe,
as described in the OECD Jobs Study.1 Although
in several countries unemployment is still cycli¬

cal to some degree, the bulk of it is structural in
nature and must be dealt with by accelerating

the pace of structural reforms. Such reforms in¬
clude: reducing barriers to employment and
labour-market flexibility; reducing both employ-
ment costs and the overall disincentives to work

by reforming tax and transfer systems; enhan¬
cing the effectiveness of active labour-market
policies; and promoting dynamism in product
markets through increased competition, entre -
preneurship and effective innovation.

Structural reform in a broad range of other
areas will also be important to raise medium-term

growth of output and employment, and to enable
OECD countries to exploit the opportunities pro¬
vided by an increasingly open world economy,
Currently, reform has progressed furthest in

2. The OECDJobs Study: Facts, Analysis, Strategies.
OF.cn Publications. Paris. 1994; The OECDJobs Study:
Implementing the Strategy. OECD Publications. Paris.

1 99Si The OECDJobs Strategy: Pushing Ahead u-ith
the Strategy OECD Publications. Paris. 1996.
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Table 2

Unemployment in the OECD Area1

% of labour force

1994 t 1995 I 1996

6.1 5.6 5.5 5.6

2.9 3.1 3.3 3.2

9.6 9.4 10.3 10.4

12.3 11.6 12.1 12.2

11.3 12.0 12.1 12.0

9.2 8.2 7.9 7.5

10.4 9.5 9.3 9.0

7.1 6.8 7,0 6,9

9.7 8.5 8.7 8.6

United States2 9,611

Japan 1,417

Germany 2,979

France 2,600

Italy 2,034

United Kingdom 2,801

Canada 1,639

Total/average
of above 7 countries 23,079

Australia 922

Austria 193

Belgium 435

Czech Republic

Denmark 318

Finland 328

Greece 349

Iceland 4

Ireland 213

Luxembourg 3

Mexico' 405

Netherlands 336

New Zealand 169

Norway 126

Portugal 186

Spain 2,789

Sweden 234

Switzerland 96

Turkey' 1,662

Total/average
of above 19 countries 8,767

Total OECD 31,846

North America 11,655

OECD Europe 17,684

EC 15,796

Total/average OECD
less United States 22,235

.. not available

Figures in italics are provisional.

1. Commonly used definition.
2. Break in series from January 1 994.
3. Figures based on the national survey of urban employment.
4. Important revisions to data.

financial markets. Even so. further measures to

promote efficient transactions both internation¬

ally and within countries should be combined

with measures to strengthen prudential oversight,

5.9

13.1

3.2

12.2

18.4

9.6

4.7

14.2

2.7

3.7

7.6

8.1

5.4

6.9

24.2

8.0

4.7

8.1

10.0

7.9

6.3

10.8

11.6

5.9

13.0

3.0

10.0

17.2

10.0

5.0

12.9

3.0

6.3

7.1

6.3

4.9

7.2

22.9

7.7

4.2

7.5

9.8

7.6

6.0

10.3

11.2

8.4

6.2

13.2

3.1

9.2

16.4

10.2

4.4

12.4

2.9

6.0

7.0

6.2

4.3

7.4

22.9

7.6

4.2

7.7

9.8

7.7

5.9

10.5

11.4

8.6

competition and consumer pro¬
tection. In other areas, notably
the provision of public services
(as well as labour markets), re¬

form is far less advanced, and

many regulatory barriers to both
domestic and international com¬

petition still exist. Further

progress in these areas, along
with measures to protect those

that might be seriously
adversely affected by reforms,
would improve economic flex¬
ibility and performance over the
medium term.

The economies of the OECD

are becoming increasingly inte¬
grated as a result of technologi¬
cal developments and of large
increases in flows of inter¬

national trade, financial capital
and foreign direct investment.
Many economies in the
non-OECD area are also matur¬

ing and their role in interna¬
tional trade and finance is

growing rapidly. These devel¬
opments - which have been

described by the term
'globalisation' - will continue to

have far-reaching implications
for economic policy. Restoring
the health of public finances
and ensuring low and stable
inflation will increase confi¬

dence in macro-economic

policy and help to ensure sta¬
bility in global financial markets.

Reforms to labour and product
markets will enable economies

better to exploit the benefits of
increased international trade

and investment opportunities.
Multilateral approaches to the reduction of re¬
maining barriers to trade and investment and to

the resolution of problems common to OECD
(and. increasingly. non-OECD) economies offer

Table 3

Private Consumption Deflators
in the OECD Area

6.5

13.0

3.2

9.2

15.5

10.4

4.0

12.2

2.8

5.5

6.9

6.4

4.1

7.5

22.7

7.2

4.0

7.4

9.5

16

5.9

10.4

11.3

8.5

United States 2.4 2.3 2.0 2.3

Japan 0.7 -0.5 -0.4 0.6

Germany 2.8 2.0 1.6 1.5

France 2.1 1.6 1.9 1.3

Italy 4.7 5.7 3.9 2.9

United Kingdom 2.5 2.6 2.5 2.5

Canada 0.7 1.6 1.4 1.4

Average
of above 7 countries 2.2 2.0 },7 1.8

1.4Australia 2.5 3.0 2.6

Austria 3.0 2.3 1.9 1.7

Belgium 3.0 1.5 2.1 1.8

Czech Republic 10.7 9.1 8.4 8.0

Denmark 1.7 1.7 2.2 2.5

Finland 1.4 1.1 1.5 2.0

Greece 10.8 9.3 7.8 6.5

Iceland 1.6 1.8 2.2 2.9

Ireland 2.7 2.5 2.3 2.4

Luxembourg 1.8 2.0 1.7 1.8

Mexico 6.6 39.1 33.0 17.0

Netherlands 2.4 1.0 1.8 1.8

New Zealand 1.3 1.6 1.9 2.0

Norway 1.3 2.4 1.7 2.4

Portugal 4.8 4.1 3.2 2.7

Spain 4.9 4.6 3.5 3.0

Sweden 3.1 2.7 1.8 2.8

Switzerland 1.0 1.3 0.9 1.3

Turkey 104.1 94.6 70.0 60.0

Average
of above 19 countries 13.3 16.9 13.6 10.2

Average OECD 4.3 4.7 19 3.4

Average OECD
/ess Turkey 2.5 3.2 2.7 2.4

North America 2.5 4.6 3.9 3.1

OECD Europe 7.6 6.9 5.4 4.7

OECD Europe

less Turkey 3.3 3.0 2.5 2.2

EU 3.3 3.0 2.5

4.9

2.2

Average OECD
less United States 5.4 6.1 4.0

Figures in italics are provisional.

the best way to further expand those opportuni¬
ties.

30 May 1996
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Bookstore

Agriculture, food,
fisheries

Agricultural Policies,
Markets and Trade

in OECD Countries

Monitoring and Evaluation 1996
Summary and Conclusions
Main Report

May 1996
This ninth annual report describes and
evaluates the main developments in
agricultural policies, markets and trade
in OECD countries in 1995. While there

was some progress in reforming agri¬
cultural policies, with reduced reliance
on market price support measures, over¬
all support to the OECD agricultural
sector remained high. The evaluation is
supported by estimates of producer
and consumer subsidy equivalents for
OECD countries.

The Uruguay Round agreement,
which came into force in 1995. has

begun contributing to the process of
domestic agricultural policy reform and
to reducing trade barriers.

The main report provides a detailed
analysis of recent agricultural and re¬
lated policy developments in OECD
countries, against a background of slow
economic growth and high commodity
prices. It includes an evaluation of
longer-term agricultural support policy
developments since 1986-88.
(51 96 03 1) ISBN 92-64-14868-X. 48 pp./ 232 pp.
France: FF240: elsewhere: FF310 USS62 DM90

Agricultural Statistics

Economic Accounts

for Agriculture
1996 Edition

May 1996
(51 96 02 3), bilingual, 252 pp.
ISBN 92-64-04833-2
France: FF200; elsewhere: FF260 US$51 DM76

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

Agricultural Policies,
Markets and Trade

in Transition Economies

Monitoring and Evaluation 1996
May 1996
This publication covers developments
in 1995 in eleven central and eastern

European countries (CEECs), four New-
Independent States (NIS) of the former
Soviet Union, and China. The process
and implications of farm restructuring,
as well as product price relationships,
including the underlying reasons for

differences between domestic and world

prices, are examined in Section 111.
In the CEECs, macro-economic

stabilisation and strong economic
growth in 1995 created conditions
favourable to further restructuring and
privatisation of the agro-food sector.
Crop production improved significantly
in most CEECs and agricultural exports
generally have picked up. In a number
of countries, imports grew even faster.
In 1995, there was a trend towards

increased domestic support for agri¬
culture.

Indications of macro-economic

stabilisation in some NIS, in particular
in the Russian Federation, were not

reflected in the agricultural sector. Gross
Agricultural Output (GAO) in most NIS
continued to decline, and restructuring
and privatisation process remained slow.
However, the price-cost squeeze on
farmers eased somewhat in 1995. to

reflect the narrowing gap between pro¬
ducer and input prices.

In spite of a record year for crop
production, China shifted from being a
small net grain exporter to one of the
world's most important net grain im¬
porters. Imports were necessary to sus¬
tain continued high growth rates in the
livestock sector and to curb spiralling
domestic grain prices.

Countries covered: Albania, Belarus,

Bulgaria, China, Czech Republic,
Estonia, Hungary, Kazakstan, Latvia,
Lithuania, Poland, Romania, the Russian

Federation, Slovak Republic, Slovenia,
Ukraine.

(14 96 07 1) ISBN 92-64-14818-3. 224 pp.
France: FF150: elsewhere: FF195 USS38 DM57

Development and Aid
OECD Development Centre

Public Support
for International

Development
Edited by Colm Foy and Henny Helmicl
May 1996
(41 96 04 1) ISBN 92-64-14865-5. 18 pp.
France: FF145: elsewhere: FF190 USS.37 DM55

Directory
of Non-Governmental

Organisations Active
in Sustainable Development
Part I: Europe
June 1996
(40 96 01 3). bilingual. 800 pp.
ISBN 92-64-04839-1

France: FF590; elsewhere: FF710 US$139 DM207
Also available on CD-ROM

Development Co-operation
Review Series

No. 14, Norway
May 1996
Development co-operation policy
reviews in 1996 are planned for the
following DAC members: Australia,
Austria, France, Italy, New Zealand,
Portugal, Sweden and Switzerland.
(43 96 07 1) ISBN 92-64-14821-3, 62 pp.
France: FF65; elsewhere: FF85 US$17 DM25

Education

PEB - Programme on Educational
Building

Making Better Use
of School Buildings
June 1996
In very many towns and villages there
is a shortage of facilities for lifelong
learning, child care and other leisure,
sporting and cultural activities. Yet thou¬
sands of school buildings are unused
during school holidays and at week¬
ends. How can better use be made of

these valuable and expensive facilities,
and what precautions need to be taken
to ensure that their primary educational
role is not compromised? This report
discusses the issues and cites examples
of innovative developments from across
the OECD area.

(95 96 04 1) ISBN 92-64-14880-9. .35 pp.
France: FF45: elsewhere: FF60 USS12 DM17

Lifelong Learning for All
Meeting of the Education
Committee at Ministerial Level,
16-17 January 1996
May 1996
See' The OECD Observer, No. 199,
April/May 1996.
(91 96 06 1) ISBN 92-64-14815-9. 338 pp.
France: FF195; elsewhere: FF255 US$50 DM74

Employment
and Social Affairs

OECD Documents

Job Creation and Loss
Analysis, Policy, and Data Development
June 1996
How can we belter understand the

process of job creation and loss, and ils
significance for policy makers? This
publication gives a flavour of new re¬
search which is addressing issues as
diverse as the effect of entry of new

firms, the relationship between tech¬
nology and skills in firms, and [he
process of wage determination at the
micro-level primarily with reference to
the G7 countries.

Readers will better understand the

challenges facing analysts and appreci¬
ate the benefits to be gained in improv¬
ing our understanding of the labour
market.

(81 96 01 1) ISBN 92-64-14883-3, 159 pp.
France: FF80; elsewhere: FF105 US$20 DM30

Energy
IEA (International Energy Agency)

Asia Gas Study
April 1996
(61 96 07 1) ISBN 92-64-14824-8, 182 pp.
France: FF250: elsewhere: FF.325 USS64 DM95

Climate Change Policy
Initiatives 94/95
Update Vol. 2
Selected non-IEA Countries

June 1996
(61 96 11 1) ISBN 92-64-14871-X, 130 pp.
France: FF160; elsewhere: FF210 USS41 DM61

Energy Policies
of IEA Countries
France 1996 Review

April 1996
(61 96 08 1) ISBN 92-64-14825-6. 122 pp.
France: FF160: elsewhere: FF210 USS40 DM60

Energy Policies
of IEA Countries

Spain 1996 Review
June 1996
(61 96 14 1) ISBN 92-64-14882-5, 128 pp.
France: FF170; elsewhere: FF220 US$44 DM64

Energy Policies of Slovenia
1996 Survey
May 1996
(61 96 10 1) ISBN 92-64-14870-1, 120 pp.
Fiance: FF180; elsewhere: FF235 USS46 DM68

Energy Policies of Ukraine
1996 Survey
May 1996
(61 96 09 1) ISBN 92-64-14826-4, 200 pp.
France: FF350; elsewhere: FF440 USS86 DM127

Energy Prices and Taxes
Fourth Quarter 1995
April 1996
(62 96 02 1) ISBN 92-64-14732-2, 366 pp.
France: FF270; elsewhere: FF350 USS60 DM105

ISSN 0256-23.32

1996 Subscription:
France: FF960; elsewhere: FF1.150 US$230 DM330
Also available on diskette and magnetic tape
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Factors Affecting
the Take-up
of Clean Coal Technologies
Overview Report
|une 1996
(61 96 12 1) ISBN 92-64-14872-8, 72 pp.
France: FF120: elsewhere: FF155 US$31 DM45

Oil, Gas, Coal and Electricity
Quarterly Statistics 1995
April 1996
(60 96 01 3). bilingual. 360 pp.
ISBN 92-64-04755-7
France: FF285; elsewhere: FF350 US$70 DM100

ISSN 1025-9988

The Role

of IEA Governments

in Energy
(une 1996
(61 96 13 1) ISBN 92-64-14890-6. 352 pp.
France: FF380: elsewhere: FF475 USS9-t DM138

New Electricity 21
Designing a Sustainable Electric
System for the Twenty-first
Century
June 1996
(61 96 16 1) ISBN 92-64-14894-9. 912 pp.
France: FF620: elsewhere: FF745 US$147 DM217

NEA (Nuclear Energy Agency)
OECD Documents

Characterisation

of Long-term Geological
Changes for Disposal Sites
Proceedings of an NEA Workshop
Paris, France,
19-21 September 1996
Disposal of Radioactive Waste
May 1996
(66 96 06 1) ISBN 92-64-14829-9, 164 pp.
France: FF155; elsewhere: FF200 US$40 DM59

Nuclear Energy Data 1996
May 1996
(66 96 08 3). bilingual. 42 pp.
ISBN 92-64-04840-5
France: FF95; elsewhere: FF125 US$24 DM36

Nuclear Law

Bulletin 57/June 1996
lune 1996
(67 96 57 1) ISBN 92-64-14727-6, 80 pp.
France: FF140; elsewhere: FF170 USS35 DM50

ISSN0304-341X

1996 Subscription:
France: FF240; elsewhere: FF290 USS58 DM88

Trends in Nuclear Research

Institutes

June 1996
(66 96 04 1) ISBN 92-64-14781-0. 214 pp.
France: FF270: elsewhere: FF340 US$68 DM98

Future Financial Liabilities

of Nuclear Activities

April 1996
This publication is the first comprehen¬
sive international review of the policies
and schemes in place in NEA countries
for recognising, reporting and funding
financial liabilities arising from the
operation and decommissioning of
nuclear facilities. The nuclear activities

considered include uranium mining and
milling, fuel-cycle service supply, power
generation, reprocessing, waste man¬
agement, research centres and isotope
production.
(66 96 05 1 ) ISBN 92-64-14795-0, 98 pp.
France: FF160; elsewhere: FF210 USS42 DM60

Uranium 1995

Resources, Production
and Demand

A Joint Report by the OECD Nuclear
Energy Agency and the International
Atomic Energy Agency
May 1996
(66 96 07 1) ISBN 92-64-14875-2, 362 pp.
France: FF350; elsewhere: FF440 US$86 DM127

Environment

Saving Biological Diversity
Economic Incentives

June 1996
See James Tobey, 'Economic Incentives
for Biodiversity1, The OECD Observer.
No. 198, February/March 1996.
(97 96 05 1) ISBN 92-64-14807-8, 154 pp.
France: FF150; elsewhere: FF195 USS39 DM57

Seventh Addendum

to the OECD Guidelines

for the Testing of Chemicals,
April 1996
Mav 1996

(97 96 53 1) ISBN 92-64-14876-0. 46 pp.
France: FF80; elsewhere: FF105 US$21 DM30

Also available on CD-ROM

OECD Documents

Subsidies and Environment

Exploring the Linkages
May 1996
(97 96 08 1) ISBN 92-64-14822-1, 218 pp.
France: FF130; elsewhere: FF170 US$33 DM49

financial, fiscal
and Enterprise Affairs
Insurance Statistics

Yearbook: 1987-1994

1996 Edition

May 1996
(21 96 04 3), bilingual, 252 pp.
ISBN 92-64-04834-0
France: FF290; elsewhere: FF365 USS72 DM106

Financial Accounts of OECD Countries

Germany 1979-1994
OECD Financial Statistics Part 2

May 1996
(20 95 28 31, bilingual. 44 pp.
ISBN92-64-04843-X
France: FF50; elsewhere: FF65 USS12 DM20
[ss\,,;,,, ,-ri

1995 Subscription:
France: FF1.700; elsewhere: FF1.870 US$340 DM600
Also available on diskette

Tax Expenditures
Recent Experiences
June 1996
(23 96 02 1) ISBN 92-64-14879-5. 118 pp.
France: FF150; elsewhere: FF195 US$39 DM57

OECD Documents

International Trade

in Professional Services

Assessing Barriers and Encouraging
Reform

June 1996
(21 96 07 1) ISBN 92-64-14873-6. 316 pp.
France: FF230; elsewhere: FF300 US$59 DM87

Privatisation in Asia, Europe
and Latin America

lune 1996
(21 96 06 1) ISBN 92-64-14665-2, 194 pp.
France: FF200; elsewhere: FF260 US$50 DM75

OECD Documents

Regionalism and its Place
in the Multilateral Trading
System
May 1996
(22 96 02 1) ISBN 92-64-14831-0, 266 pp.
France: FF180; elsewhere: FF235 USS46 DM68

Bank Profitability
Financial Statements of Banks

1985-1994

May 1996
(21 96 05 3), bilingual, 196 pp.
ISBN 92-64-04837-5

France: FF220; elsewhere: FF285 US$56 DM83
Also available on diskette

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

Small Firms

as Foreign Investors
Case Studies

from Transition Economies

June 1996
(14 96 05 1) ISBN 92-64-14812-4, 254 pp.
France: FF150: elsewhere: FF195 USS38 DM5^

Industry, Science
and Technology
OECD Documents

Gene Delivery Systems
A State-of-the-Art Review

lune 1996
(93 96 04 1) ISBN 92-64-14887-6. 350 pp.
France: FF230; elsewhere: FF300 US$59 DM87

OECD Documents

Wider Application
and Diffusion

of Bioremediation

Technologies
The Amsterdam '95 Workshop
June 1996
(93 96 03 1) ISBN 92-64-14869-8, 456 pp.
France: FF290: elsewhere: FF365 US$72 DM106

The OECD jobs Strategy

Technology, Productivity
and Job Creation
Vol. 1 Highlights
Vol. 2 Analytical Report
May 1996
Technology and productivity growth
are central to the current employment
problem in OECD countries. In the long
run. knowledge, particularly techno¬
logical knowledge, is the main source
of economic growth and improved
quality of life. But the process of tech¬
nical change, best described as one of
'creative destruction', is not smooth. It

requires adapting economic structures,
behaviour and resource allocation

among sectors, firms, and occupations.
And if the benefits far exceed the costs,

they may accrue unequally to different
firms and individuals.

The key policy challenge is to boost
productivity and growth through in¬
creased knowJedge-intensive economic-
activities while maintaining social co¬
hesion. This report identifies a number
of policy implications and recommend¬
ations concerning this complex and
vital question.
(92 96 06 1) ISBN 92-64-14881-7. 26 pp./258 pp.
France: FF195; elsewhere: FF255 US$50 DM74

Iron and Steel Industry
in 1994

1996 Edition

June 1996
(58 96 01 3). bilingual, 50 pp.
ISBN 92-64-04842-1
France: FF100; elsewhere: FF130 US$26 DM38

Research and Development
Expenditure in Industry
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Bookstore

1973-93, 1996 Edition
June 1996
55 tables.

(70 96 03 3), bilingual, 300 pp.
ISBN 92-64-04746-6
France: FF250; elsewhere: FF325 US$65 DM94

Main Science

and Technology Indicators
1996/1

June 1996
(94 96 01 3), bilingual, 78 pp.
ISBN 92-64-04752-2

France: FF130; elsewhere: FF160 US$32 DM49
ISSN 101 1-792X

1996 Subscription:
France: FF230; elsewhere: FF280 US$55 DM85
Also available on diskette

Republic of Korea
Reviews of National Science

and Technology Policy
May 1996
See Jean-Eric Aubert. 'Science and Tech¬
nology in Korea ' , The OECD Observer.
No. 200, June/July 1996.
(92 96 0i 1) ISBN 92-64-14793-4, 174 pp.
France: FF150; elsewhere: FF195 US$39 DM5"

Industrial Structure Statistics
1996 Edition

June 1996
313 tables.

(70 96 04 3), bilingual, 415 pp.
ISBN 92-64-04835-9

France: FF340; elsewhere; FF425 USS84 DM124
Also available on diskette

Territorial Development
Ireland

Local Partnerships
and Social Innovation

May 1996
Increasing problems of long-term un¬
employment and social exclusion have
led the Irish government to experiment
with local development initiatives. At
the core of this strategy are urban and
rural partnerships, located in the most
disadvantaged areas, which have in¬
creasing influence over the activities
and expenditures of the agencies of
national government in their area. Their
programming is independent of gov¬
ernment management but its innova¬
tive nature in the incipient years suggests
that ultimately it might guide reform of
public administration structures and
help reinforce the weakened link
between central governmenl and
socially marginalised groups.

What is the wider potential of these
approaches to link economic and social
policymaking and reduce the division
and exclusion in Irish society? That

question is the crux of this report.
(04 96 05 1) ISBN 92-64-14878-7, 116 pp.
France: FF140; elsewhere: FF180 USS36 DM53

Amenities for Rural

Development
Policy Examples
June 1996
(04 96 03 1) ISBN 92-6-1-14814-0, 1 14 pp.
France: FF120; elsewhere: FF155 US$30 D.M45

Reconciling Economy
and Society
Towards a Plural Economy
June 1996
If the notion of economy were re¬
defined in terms of a 'plural economy',
what would it look like, and what

would be the implications for public
policies? This publication takes a for¬
ward-looking and multidisciplinary
approach to the question, and includes
profit-making and not-for-profit, com¬
mercial and non-commercial activities

in the notion of economy. This collect¬
ion of papers by experts seeks to con¬
struct a broad, more socially inclusive
framework for economic policy-making.
(04 96 01 1) ISBN 92-64-l-t803-5, 240 pp.
France: FF190; elsewhere: FF 245 t:SS50 DM72

Cb7" (Centre for Co-operation
with the Economies in Transition)

Regional Problems
and Policies in the Czech

Republic and the Slovak
Republic
June 1996
(14 96 09 1) ISBN 92-64-14828-0, 143 pp.
France: FF120: elsewhere: FF 155 US$30 DM45

Transport

Trade

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

Trade Policy
and the Transition Process

May 1996
What are the principal policy chal¬
lenges facing transition economies in
the post-Uruguay Round era? This pub¬
lication, the proceedings and materials
from a workshop held in St. Petersburg
on trade issues arising in the transition
process, gives a sense of how experts
and government officials respond to
these questions. The reader will also
find insights into some critical trade
policy issues such as the particular
problems of dumping and the progress
made in regional economic co-opera¬
tion initiatives.

(14 96 08 1) ISBN 92-64-14866-3, 252 pp.
France: FF190: elsewhere: 1T245 US$49 DM72

ECMT (European Conference of Ministers
of Transport)

Access to European
Transport Markets
June 1996
Trade relations between central and

eastern European (CEE) and western
European countries have grown con¬
siderably since the late 1980s. In the
coming years, interdependence between
the two areas can only grow. To foster
balanced development, the conditions
of access to transport markets in both
East and West should be as harmonised

and open as possible.
This publication, an account of an

ECMT seminar, identifies the main bar¬

riers to access in transport markets,
discusses the differences in competi¬
tive conditions between CEE and west¬

ern European countries, and examines
possible ways forward. The seminar
provided a forum for open discussion
and exchange of experience for trans¬
port policy-makers from ECMT member
countries, and the European Union re¬
presentatives of shippers and transport
operators.
(75 96 02 1) ISBN 92-821-1213-6, 150 pp.
France: FF80; elsewhere: FF105 US$20 DM30

Transport: New Problems,
New Solutions

13th International Symposium
on Theory and Practice
in Transport Economics
May 1996
New problems are certainly not lacking
in transport: environmental damage,
integrating central and eastern Euro¬
pean countries in international trade,
infrastructure saturation, funding pub¬
lic transport in a difficult economic
climate, restructuring state-owned enter¬
prises, and the responses of the players
involved in these changes. This list is by
no means exhaustive and clearly calls
for innovative and carefully considered
solutions. This was precisely the aim of
the thirteenth ECMT symposium.

This publication comprises the
twenty introductory reports written by
specialists for the symposium and a full
summary of discussions. These discuss¬
ions, attended by over 300 participants,
gave rise to a number of solutions
which go beyond traditional thinking
in transport economics.
(75 96 03 1) ISBN 92-821-1212-8, 680 pp.
France: FF450: elsewhere: FF565 US$1 12 DM164

Employment
Opportunities

OECD Headquarters, Paris

Vacancies occur in the OECD

Secretariat in the following
activities:

Public Administration

Balance of Payments
National Accounts

Agricultural Economics
Development Economics
Energy Economics

' Industrial Economics

: labour Economics

Monetary Economics
Econometrics

Environment

Urban Studies

Fiscal Policy
Nuclear Engineering
Macro-Economics

Nuclear Physics
Education Policies

Social Affairs

Statistics

Computing and Communications

Qualifications:

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

languages of the Organisation
(English and French) and ability lo
draft well in that language: good
know ledge of the other.

Initial appointment:

two or three years.

Basic annual salary:
from FF 300,000 (Administrator)

and from FF 430,000 (Principal
Administrator), supplemented by
allowances depending on
residence and family situation.
Vacancies are open to candidates
from OECD member countries.

OECD is an equal opportunity
employer and encourages
applications from female
candidates. Applications, in
English or French (specifying area
of specialisation and enclosing
detailed curriculum vitae), should
be marked 'OBS' and sent to:

Personnel Division

OECD

2, rue André-Pascal
755775 Paris Cedex 16

France
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