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This fourteenth edition of the Km ploy men I Outlook eonies at a time when output growth in
OECD economies has been weaker than expected. Although there is considerable

variation across countries, employment in the OECD area as a whole grew by only 1% in

1995. Unemployment remains very high in most countries and in some it has recently been
rising. Today, unemployment touches over 3,3'/2 million people throughout the OECD area.

This book outlines the prospects for the coming year and presents detailed analyses of

important labour-market and social issues, including the interaction of tax and benefit

systems with employment and unemployment, trends in earnings inequality, low pay and
mobility, young people's transition from education to the labour market, and the extent of

job- and labour-turnover and their impact on Labour markets.

A Statistical Annex provides basic data on OECD labour markets.

(81 96 08 1) ISBN 92-64-14900-7, July 1996, 212pp
Price: FF305 US$60 DM89 £39

See pp. 49-52 of this OECD Observer.

The OECD Jobs Strategy

Enhancing the Effectiveness
of Active Labour Market Policies

Active labour-market policies are designed to assist the unemployed in successfully searching
and applying for jobs. Spending public money for tins purpose is generally considered to

be more useful than providing only "passive" income-support to the unemployed. But several

studies suggest that many active labour-market programmes do not achieve their objecti¬
ves.

How can active measures be made more efficient so as best to combat unemployment?

Based on the recent history of active and passive labour-market policies in 12 OECD

countries, this publication provides concrete proposals for improving public employment

services and for co-ordinating unemployment-benefit measures and active labour-market

policies.

EFFECTIVENESS

OF ACTIVE /
LABOUR MARKET

POLICIES

(81 96 07 1 ) ISBN 92-64-14908-2, July 1996, 52pp.
Price: FF65 US$13 DM19 £8

Territorial Indicators of Employment
Focusing on Rural Development

Territorial differences matter in international economic

analyses. Territorial indicators on development conditions
and trends are thus becoming indispensible. This report

concentrates on regional labour-market and employment

indicators. Its analytical focus is on rural development in

the OECD area. It becomes obvious that, although the rurality

(or urbanity) of a region is correlated with some employment

features, it is not at all synonymous with a lack of prosperity

or dynamism. There is a wide range of development patterns

on each side of the rural-urban spectrum. A significant

number of even the remote rural regions belong to the most

dynamic parts of the OECD area - at least in terms of job-
creation.

(04 96 08 1 ) ISBN 92-64-15276-8, September 1996, 170pp.
Price: EEI50 US$30 DM44 ¥3,200
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Globalisation is changing investment patterns, industrial
organisation and competitive conditions. These trends
coincide with a growing consensus that governments ought
to concentrate on improving micro-economic efficiency
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Equity and Efficiency:
Towards

a New Paradigm
Donald J. Johnston, Secretary-General of the OECD

Overthe last quarter-century or so the
governments of the OECD countries
have begun to look to an issue that
occupied them less in the previous
decades- how to improve micro-

economic efficiency. That involves a range oftopics:
the organisation of the firm, international invest¬
ment, competitive conditions, the functioning of
markets and consumersatisfaction. All ofthese con¬
siderations raise a host of questions. What sorts of
policies will increase efficiency? What are the bene¬
fits from improved micro-economic performance?
How are they distributed?

Tloese questions arisefrom major changes in the
conception and role ofgovernment . In particular,
there has been a shift back from the notion of the
ever-expanding provident state1 born in the after

math of the Second World War. At that time, gov¬
ernments of all persuasions were prepared to sup¬
port the cradle-to-grave approach to welfare. A
broad political consensus in all OECD countries
aimed atprovidinggenerous education, health and
retirement benefits to an ever larger number ofciti¬
zens. There was a simultaneous consensus that

macro-economic policy could manage aggregate
demand and thus maintain full employment.

This consensus has been undermined by the
extensive churning in the world economy since the
oil crises of the 1970s. The business sector has

globalised its operations, not least because the cost of
communications, co-ordination and transport has
plummeted. National economies have become more

interdependent. Theformer confidence in the ability
ofgovernment to manage economies by subtlefine-
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Editorial

tuning offiscal and monetarypolicy bas evaporated
and the role of the state has been brought into
question.

The message of macro-economic policy is now
about getting budget deficits back under control,

which means reducing government spending iftax
rates are not to go beyond what voters will permit,
and using interest-ratepolicy to keep domestic eco¬

nomic activity from over-heating and fuelling
inflation.

In spite of the ever-expanding pressure on social
programmes in all OECD economies, the only direct¬
ionfor most government expenditures is down. The

new consensus is typified by 'managerial' govern¬
mentpolicies which promise more valuefor money
and more efficiency, while reducing waste and
duplication, particularly in education, health and

welfare.
Governments are increasingly looking to the busi¬

ness sector to provide many more services than in
thepast. Privatisation ofa wide range ofstate-owned
enterprises and services has been based on the notion

that the market is more efficient in delivering results.
Even sectors previously held to be 'natural mono¬

polies' - infrastructure industries (transport and
communications), personal services (education and

health) and utilities (water, gas, electricity) - are
beingprivatised, though often covered by some kind
of regulation to prevent abuse by any resulting
private-sector monopolies.

These notions have also extended to the running
of government itself. The widespread practice of
contracting-out within government departments
shifts service-delivery from state agencies out to
private-sectorspecialists. Such approaches arc being

used more and more in activities which are likely
to remain in the government domain (defence,
policing, national administration, economicpolicy
and the like).

There is also increasing interest in improving the
general climatefor business. This is most evident in
policies for industry and technology, where direct
intervention (the provident state again, as far as
business interests are concerned) has been replaced
by broad, pro-competitionpolicies designed to enable
a larger number offirms to compete more vigorously
in a larger number of markets. Here the unwritten
concept is that a healthy business sector will benefit
everyone.

Buta broader dilemma looms. Ifthe shift inpolicy
has been towards increasing the efficiency offirms
by liberalising competition and improving incentives
for business to produce and invest, at home and
abroad, there remains theproblem ofhow to main¬
tain equity, social cohesion and a reasonably fair
distribution of income. As governments move away
from being the provident state', other institutional
mechanisms become necessary toprovide the bene¬
fits that voters are used to, but appear politically
unwilling or unable to payfor.

The pressing questions on the balance between
micro-economic efficiency and broadersocial equity
and welfare will endure. They are continuously
addressed in the work ofthe OECD.
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An Agreement
on investment
William H. Witherell

Almost ayear-and-a-halfhas elapsed since the OECD ministers
decided to launch negotiations among the member countries
with the aim ofreaching a MultilateralAgreement on Investment
(MAI) by May 1997. The high-level 'MAI Negotiating Group',
composed of senior investment-policy officials, has been
meeting intensively since September 1995. A progress report to
the Ministerial Council in May 1996 indicated that the
negotiations are on course, most substantive issues have now

been examined and aframework for the MAI is evolving. Much,
ofcourse, remains to be done. But what is the MAI, and how is

it expected to fit into the overall framework for international
trade and investment?

The time is ripe for developing multi¬
lateral rules of the game for inter¬
national investment. The World Trade

Organisation (WTO) manages a
series of multilateral agreements for

trade, but there is no similar framework for inter¬

national investment. Instead, at present, com¬
panies making cross-border investments are
confronted with a vast array of different legal
frameworks as they consider where to invest.
Although investment regimes have become much
more open and welcoming in the recent past,
there is no assurance that they will remain so in
the years to come. Even in the OECD area, for¬
eign investors still encounter barriers, discrimi¬
natory treatment and legal and regulatory
uncertainties. Such remaining restrictions are a

William H. Witherell is Director of Financial, Fiscal and

Enterprise Affairs at the OECD.
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potential source of international friction, not least
because they are barriers to market access. Hence
the interest in the Multilateral Agreement on
Investment (MAI), now being negotiated at the
OECD.

The goal of these negotiations is precisely to
create a strong and comprehensive multilateral
legal framework for foreign direct investment
(FDD among the participating countries. The MAI
will reduce barriers to FDI and increase legal
security for international investors. It will seek
to level the playing field' by providing for national
treatment - that is, by ensuring that foreign
investors would receive the same treatment and

advantages as domestic companies. To give teeth
to the MAI, the intention is that it will be legally
binding and contain effective provisions for set¬
tling disputes. Il will, moreover, be a free-stand¬
ing treaty open to all the OECD countries and
the European Union (EU), and to accession by

6

non-OECD countries - which are being consulted
as the negotiations progress (box, p. 8).

These objectives were re-affirmed in May 1996
by the OECD ministers, who further stated that
the MAI should 'aim at achieving a higher level
of liberalisation and to engage in an intensified
dialogue with non-Member countries, in parti¬
cular, those interested in acceding to the MAT.1

Why Investment
is Important

FDI plays a central role in the process of
globalisation, making it important for OECD and
non-OECD countries alike. It can help upgrade
productivity and competitiveness, bring transfers
of technical and managerial expertise and facili¬
tate integration into the rapidly changing inter¬
national economy. Most OECD countries and a
number of advanced non-OECD countries now

export investment. Many are major hosts as well:
and FDI inflows have likewise become more

widely distributed in the OECD area.
The growth of FDI has accelerated. Prelimi¬

nary estimates suggest that in 1995 inflows of
FDI into the OECD countries advanced by a
remarkable 50% while outflows grew by 40%.2
Of course, overseas investment, particularly by
the largest firms, is not a new phenomenon, but
never before have so many firms from so many
industries invested in so many countries. Firms
increasingly view investment abroad as a busi¬
ness necessity, often with the aim of contesting
markets more effectively, Often these investments
have the effect of leading to increased trade flows
as well, demonstrating that investment and trade
flows interact in a complementary manner. And
although investments directed towards or origi¬
nating in non-OECD countries are increasing, the
vast bulk of FDI originates within OECD coun¬
tries and is destined for other markets within the

OECD area - some 85% of all outflows and 65%

of inflows in recent years. The MAI can thus be
expected to cover a substantial share of the
world's international investment.

The Uruguay Round did address some trade-
related investment issues in the successfully con¬
cluded agreements on Trade-Related Investment



Measures (TRIMS), Trade-Related Intellectual

Property Measures (TRIPS) and the General
Agreement on Trade in Services (GATS). These
measures are important steps in the development
of international disciplines, but they address only
to a limited extent the investment concerns that

still retard the flow of capital.
The OECD countries have co-operated for

many years on investment matters on the basis
of a framework of OECD investment instru¬

ments - the Declaration and Decisions on Inter¬

national Investment and Multinational Enterprises
and the Codes of Liberalisation of Capital Move¬
ments and ofCurrent Invisible Transactions.3 The

healthy environment for investment which
currently obtains owes much to these instalments
and their implementation. They continue to be a
force for liberalisation but, even taken together,
do not constitute the comprehensive and fully
binding multilateral agreement on investment that
the OECD countries now believe is necessary.

So the principal motivation behind the MAI
negotiations is to consolidate and improve these
OECD disciplines by developing a comprehensive
agreement, drawing also upon the strongest
features of other existing investment agreements -
bilateral, regional, sectoral. Indeed, an import¬
ant consideration behind the choice of the OECD

as the forum for negotiations was the good pro¬
spect for concluding a high-standard, 'state-of-
the-art' agreement relatively rapidly among the
member countries, building upon their past
co-operation.

Opening
to non-OECD Countries

Although the negotiations are taking place
among the OECD countries and the European
Union, it is important to emphasise that the MAI
will be a free-standing treaty; that is. although
the MAI is being negotiated in the OECD. it will
not be an OECD instrument. Instead, it will be

open to accession by interested non-OECD coun¬
tries. Its implementation will not be the respon¬
sibility solely of the OECD countries but, jointly
and equally, that of all the countries that event¬
ually become a party to it.

Mobile investment means the transfer of technical and managerial expertise - a process which the MAI
should facilitate.

Indeed, the OECD countries are committed

to close consultation with interested non-member

countries during the course of the negotiations.
These discussions are being undertaken through
a wide range of seminars, briefing sessions, and
other informal contacts to provide information
on the negotiations as they proceed and to hear
and take into account the views of non-OECD

countries.

But why would some non-OECD countries
want to commit themselves to these international

disciplines? The OECD's mandate is to develop
an agreement that represents high standards in
every respect, which may deter some countries
but which should be attractive to those already
committed to similarly high standards of treat¬
ment for foreign investors. Signing up to the MAI
will indicate loudly and clearly to investors that
the country concerned subscribes to the highest
standards in market access, legal protection and
equitable treatment. For countries that are also a
source of outward investment, the MAI will offer

the additional attraction ofassuring market access
and legal protection for investment into other
countries party to the Agreement.

Non-OECD countries considering whether to
accede will not be faced with a 'take it or leave

it' situation. They will have had the opportunity
to consult with the OECD countries during the

negotiations. Moreover, any country seriously
wishing to adhere to the MAI would be able to
negotiate the conditions upon which it would
become a party. That would not require re-open¬
ing negotiations on the text of the MAI itself but.
rather, identifying any reservations the country

would have to lodge to the various MAI provi¬
sions. Any reservations lodged by any party to
the MAI would likely be subject to periodic
review,

There are likely to be core conditions that all
parties must meet -the provisions for protecting
investments and settling disputes, for example,
and a commitment to the basic underlying prin¬
ciples. Hut there might, by mutual agreement,
be transition periods for some other provisions.
For a country that would like to accede to the
agreement but requires technical assistance to
develop its investment regime, a programme for
providing such advice could be developed,
perhaps along the lines the OECD already is
following with some of the formerly centrally
planned economies.

Although it is hoped that eventually a good
number of non-OECD countries will decide to

accede to the MAI. participation is still likely to
fall considerably short of the full membership of
the WTO - currently 121 countries. At their meet¬
ing in May this year the OECD ministers affirmed
their interest in beginning an examination of trade

/. 'Communiqué: Meeting of the Council at Ministerial
Ave/. Paris, 21-22 Mar 1996: 'Ministerial Communiqué',
The OECD Observer So. 200. flint'July 1999. ant!

DonaldJ. Johnston, 'The Imperative ofFree Trade'. The
OECD Observer. No. 201. August/September 1996.

2. Rfct-iil Trends in Foreign Direct Investment', Financial
Market Trends. Vol. 64. OECD Publications, Paris,June
1999.

3. Introduction to the OECD Codes ofLiberalisation

of Capital Movements and Current Invisible Opera¬

tions OECD Publications, Paris, 1995: Code of Lib¬
eralisation ofCapitalMovements. OECDPublications,
Paris. 1995; OECD Declaration and Decisions on

International Investment and Multinational Enter¬

prises OECD Publications, Paris. 1992.
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An Agreement
on Investment

FOCUS

The Evolving homework of the Agreement

After the first six negotiating sessions, the basic
outlines of the Multilateral Agreement on Invest¬
ment (MAI) are now evident.

Definitions and Scope
The definitions adopted for investment and in¬
vestors are vital in determining the scope of the
MAI. The aim is to provide broad coverage
through a comprehensive définition of invest¬
ment and investors. Such a definition will cover
tangible and intangible assets and apply to both
before and after a foreign company has estab¬
lished itself in the host country. Two conflicting
desires have to be reconciled: first, the definition

should be broad enough to ensure that all rel¬
evantforms of investment undertaken byforeign
investors enjoy the protection of the MAI; by con¬
trast, il should not be so broad as to coverfinan¬
cial transactions which have no connection to

an investment. Further discussions are required

to determine precisely where the line should be
drawn.

Investment Protection

The Negotiating Group gare first priority to
drafting a text incorporating high standards of
investment protection, to be sure that invest¬
ments receivefair and équitable treatment in the
host country as well asfull and constantprotect¬
ion and security. This work proceeded rapidly
because of the high degree of consensus among
the OECD countries. The text now developed in¬

cludes provisions on the general standard of
treatment, compensation in the event of expro

priation, protection from strife, and the free
transfer of funds. There remains only a few
issues thai require further discussion - whether,
for example, serious balance ofpayments diffi¬
culties could be a groundfor a temporary dero¬
gation from the obligation to ensure the free
transfer of funds required or generated by an
investment.

The Treatment of Investors
and Investment

The MAI will incorporate disciplines covering
both the entry of investments and the treatment

offoreign enleiprises after the)' are established in
host countries. The principle of non-discrim¬
ination will he clearly the corner-stone of the
MAI. In particular, it will be the national-treat¬
ment provisions of the MAI that assure foreign
investors non-discriminatory access to a sector
and equitable treatment after they are estab¬
lished; this is the level playing-field'. There will
also be provisions assuring 'most favoured
nation' (MP'S) treatment and transparency.

Further provisions will be developed to contain
government measures which do not conform to
the MAI obligations, to begin to eliminate them,
and to list and subject to review country-specific
reservations where such measures are main¬

tained. All of these provisions will be essential to
achieving the liberalisation objective of the MAI.
Il will probably be necessary to include certain
general exceptions to the MAI's basic obligations,
as. for example, with measures taken for reasons
of national security

Additional Disciplines
In addition to these disciplines, which have pre¬
cedents in existing international agreements, the

MAI negotiations are also breaking new ground
and covering a much wider range of investment
than ever before, especial/)' in questions of
market access outside the services sector. Under

discussion are. for example, 'key personnel, pro¬
visions thai would address the wish of inter¬
national firms to be ablefreely to transferor hire
personnel to perform vital functions. Another
example would be possible provisions covering
the participation offoreign Investors in privati¬
sation programmes. There are other examples in
questions arising from performance require¬
ments, monopolies and state enleiprises. invest¬
ment incentives and corporate practices.

Dispute Settlement
Most investment disputes thai might arise under
the MAI should be settled without recourse to

formal procedures: accordingly, consultation
arrangements to encourage amicable solutions
are being developed. Nevertheless, the credibility
of the MAI trill require thai binding arbitration
ofdisputes between stales or between an investor
and a participating government be available to
ensure effective recourse in the even! of breach of
the agreement. The mechanism should be simple,
clear, effective and efficient. A number of com¬
plex issues, including the appropriate scope of
such procedures, still require discussion, but the
outline of the mechanism for settling disputes is
in an advanced state of development.

and investment in the WTO and working towards
a consensus, perhaps including the possibility
of negotiations. The word 'consensus' is particu¬
larly important, since the question of whether or
not the WTO will eventually seek to develop its
own disciplines in the investment area is a matter
for the WTO membership as a whole to decide.
If such negotiations were to lie undertaken at
some future date, it is reasonable to expect that
the MAI would serve as a reference, as would

other recent investment agreements such as the
North American Free Trade Area, the Energy
Charter, bilateral investment treaties and regional

agreements among developing countries. Bui
clearly, any WTO agreement would have to be
designed for the full WTO membership and in
the framework of WTO disciplines and institu¬
tional arrangements, The WTO Secretariat is parti¬
cipating as an observer in the MAI negotiations
to help avoid possible conflicts with the existing

WTO instruments. For similar reasons, observers

from the IMF and the Work: Bank are also

assisting in certain aspects of the negotiations.

A fair amount of work remains before the

details of the MAI become clear and a number

of outstanding issues have yet to be resolved. In
some cases, how lo realise the aims of the nego¬
tiations still has to be determined - how best.

The OECD OBSERVER No. 202 October/November 1996 8



Investment

Analysis

Figure

OECD Inflows and Outflows, 1973-95

for example, to achieve a reduction in existing
restrictive measures, to apply the commitments
of the MAI to all parties and al all layers of gov¬
ernment, and to deal with measures taken in the

context of regional organisations fostering eco¬
nomic integration.

Work is also beginning on the issues arising
from the integration of the different elements
developed so far. One difficult question is how

to avoid potential frictions
between MAI obligations
and tax considerations.

There arc discussions on

issues of extra-territorial-

ity, such as conflicting re¬
quirements that investors
or investments may face
when operating in more

Table

Direct Investment Flows in OECD Countries, 1993-95
S million

inflows Outflows

i 1993 1994 1995» 1993 1994 199S" \

Australia 3,381 3,789 1,087 5,908

Austria 982 1,314 530 1,467 1,201 1,050

Belgium-Luxembourg 10,458 8,899 3,843 2,492

Canada1 . . 4,980 6,031 11,182 5,805 4,778 4,782

Czech Republic 568 862 2,558 90 116

Denmark 1,684 4,890 4,179 -1,379 4,040 3,018

Finland 865 1,578 917 1,407 4,298 1,517

France1 12,142 10,955 12,156 12,167 10,895 9,582

Germany 240 -3,003 9,012 19,557 14,587 34,890

Greece 977 981

Hungary 2,339 1,320 4,570 11 49 1,480

Iceland1 pum WSSÊÊ

Ireland 88 90

Italy1 ' 3,751 2,236 4,347 7,231 5,108 3,210

japan1 86 888 37 13,714 17,938 22,262

Mexico 4,901 7,978 4,500 ..

Netherlands 6,507 4,371 5,889 10,993 11,502 7,929

New Zealand 2,376 2,790 2,796 -1,455 2,259 1,483

Norway 1,951 651 1,363 882 1,862 2,446

Portugal 1,378 1,254 533 107 283 606

Sweden 3,690 6,328 13,672 1,394 6,612 10,367

Switzerland -83 3,229 8,765 11,026

Turkey 1,016 830 935 175 78 165

United Kingdom 14,536 11,066 29,910 25,697 29,721 37,839

United States 41,108 49,448 74,701 72,601 49,370 96,897

Total OECD 126,662 138,799 190,723 . 189,532 188,022 243,055

a. Provisional figures.
1. Reinvested earnings are excluded f

Source: OECD

om national statistics.
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Source: OECD
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than one .stale. A

number of important
issues arising from the
institutional frame¬

work for implement¬
ing the MAI mus! also
be addressed, includ¬

ing the relationship
with the WTO agree¬
ments and with exist¬

ing OECD instruments.
And consultations

with non-OECD coun¬

tries will be intensi¬

fied, in particular with
those interested in

acceding to the MAI.
It is clear, there¬

fore, that in the com¬

ing months the
negotiators will have
to make some difficult

choices. Some issues

might only be re¬
solved in the final

phase of the negotia

tions. The OECD countries have expressed their
determination to maintain the present moment¬
um of the negotiations so as to achieve an
agreement by the Ministerial meeting in early
summer 1997, A successful outcome would

mark an important mile-stone in international
co-operation.
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labour Standards and
Raymond Torres

The issue of trade and labour standards is a topic of
international debate. It has partly to do with trade-related
concerns: does thefailure ofsome countries to comply with given
labour standards allow wages and production costs to be
reduced and, by the same token, international competitiveness
to be improved? Ifthat were true, talk ofunfairpractices would
be justifiable and compensatory trade sanctions could be
envisaged. But labour standards embody another element -
human rights. Some commentators argue that, in a globalised
economy, the international community cannot tolerate the
flouting of standards which are seen as workers' basic rights,
nor can the countries responsible be allowed to share equally
in the trade concessions resulting from the process of trade
liberalisation- quite apart from any possible effects on the
competitiveness offirms.

M
uch controversy surrounds the
issue of trade and labour stand¬

ards. Some countries would like

to introduce a social clause,

applicable by the World Trade
Organisation (WTO), with a view to sanctioning
countries which do not observe specific labour
standards. Others simply want to see the WTO
initiate discussions on this topic. Others yet do
not want the WTO to tackle the issue at all, for

two reasons. First, they refute the existence of
any causal link between labour standards and
trade, thus excluding any possibility of unfair
competition. They see the argument as an excuse
to weaken the competitiveness of low-wage
countries and hold that these good intentions
mask protectionist ambitions. More generally,
they refuse to burden trade policy with the task

Raymond "Forres works in the Employment Analysis
and Perspectives Division ol the OFXD Directorate for
Education, Employment. Labour and Social Affairs.

of rectifying social problems, which is the con¬
cern of the International Labour Organisation
(ILO) or other such bodies.

The debate about the links between labour

standards and trade has been confused because

of the lack of any precise definition of those stand¬
ards. In some cases, people refer to labour stand¬
ards in the broad sense of the range of laws and
regulations that govern working conditions.
Others cite a more restricted list, the content of

which varies from one observer to another. An

OECD study1 has identified a small number of
standards - called 'core labour standards' - which

it is thought could help clarify the debate:
the elimination of exploitative child labour
the abolition of forced labour

non-discrimination in employment
freedom of association and collective

bargaining.

These standards were chosen because they
form an integral part of human rights. They are
contained in a number of United Nations texts,

such as the Universal Declaration of Human

Rights, and their importance was reiterated in
the Declaration from the 1995 Copenhagen World
Social Summit. Thus defined, they should apply,
like other human rights (the right to life, free¬
dom of expression, and so on), in all countries,
whatever their degree of economic development.
There is strong support for core labour stand¬
ards not only in the majority of the wealthy OECD
countries, but also in many developing countries.
Other labour standards, by contrast, such as the
minimum wage or social protection, are not
looked upon as human rights and are 'endo¬
genous' in the sense that they depend on the
stage of economic development obtained. It is
therefore undesirable that other labour standards

should be harmonised. For example a sharp
increase in the minimum wage imposed on the
developing countries would damage their
economic prospects, employment and working
conditions.

Another characteristic of the core standards

is that they are a necessary condition for the
supply of and demand for labour to be able to
be expressed freely - for example, freedom of
wage-bargaining is meaningless where there is
forced labour.

Is there a Link between

Standards and Trade?

Any analysis of this controversial question has
to be based on precise information on the nature
of breaches of core labour standards. But this

sort of information used to be both diffuse and

incomplete. For example, there was no compre¬
hensive study examining freedom of association
across the world, nor an inventory of cases of
exploitative child labour. The OECD has now
collected together the existing information and
analysed the status of freedom of association and
the right of collective bargaining in more than
seventy countries. These include all the OECD
countries and those non-member countries most

active in international trade. It emerges that legis-

/. Trade, Employment and Labour Standards: A

Study of Core Workers' Rights and International
Trade OECD Publications, Paris, 1996.
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Trade
lation and practice in most OECD countries are
consistent with the principle of freedom of
association and the right of collective bargain¬
ing. Restrictions on that principle, by contrast.
were observed in the majority of the non-
member countries considered in the study. Those
restrictions can in some cases be relatively-
minor, as in Argentina. Chile and India,
for example, but they can sometimes be so
extensive that freedom of association is practi¬
cally non-existent, as in China, Indonesia and
Iran.

The OECD study considers the possible impact
of these differences on international trade and

foreign investment, concluding that it is imposs¬
ible to prove the existence of an empirical link
between these standards and global trade per¬
formance (or foreign investment); the argument
that non-observance of core labour standards

gives rise to unfair trading practices cannot be
proven empirically. And theory suggests that, in
general, trade enhances general prosperity,
whether or not all the trading partners abide by
the core standards. The classical trade models

show that patterns of specialisation probably
depend not on standards which are observed to
varying degrees, but on relative factor-endow¬
ments, technology and economies of scale.

Empirical work, once again, suggests that
there is no global correlation between growth of
real wages and the degree of respect for free¬
dom of association. During the 1980s, for ex¬
ample, real wages rose faster in those countries
which had the least rather than the most respect
for core standards. Conversely, there is nothing
to show that countries with weak standards have

export results that are generally better than those
with high standards.

Contrary to what is thought by those who
subscribe to the theory of unfair competition,
failure to observe core labour standards can

hamper the economic efficiency of a country
and the growth of its exports. This is because
the exploitation of child labour, discrimination
in employment, slavery and exploitation of
labour in general are liable to perpetuate arrange¬
ments that are economically inefficient. The ex¬
ploitation of child labour, for example, hinders
the development of human capital and thus re-

The principle of freedom of association is a core labour standard.

tards improvements in productivity; discrimina¬
tion in employment results in situations in which
some workers are not employed in the positions
where they would be most productive; the lack
of freedom of association undoubtedly makes it
more difficult to introduce modern methods of

human-resource management and generates an
unstable social climate which does not encour¬

age productive investment. It follows, therefore,
that countries with low standards can strengthen
them without fear of an unwanted impact on
their economic development.

Promoting
Standards

The most appropriate mechanisms for pro¬
moting core labour standards are those which
tackle the causes of low standards. In this con¬

nection, it is useful to note that there are three
main reasons that core standards are not ob¬

served.

First, there are a number of non-democratic

countries, such as China. Iran. Myanmar and
Syria, whose governments do not feel concerned
by core labour standards. This is mainly a politi¬
cal problem, and in such cases the international
community can exert pressure by means of the
existing United Nations mechanisms and. it
necessary, embargoes or other economic
sanctions.

Second, there are other, mainly less-devel¬
oped countries (India, for example) which have
democratic political systems and adequate legis¬
lation, but which do not always have the means
to enforce it on unscrupulous employers.

Third, there is in some countries a deliberate

policy to apply lower standards in certain export
sectors or in export-processing zones in order
to attract foreign investment, the main countries
concerned being Bangladesh, Jamaica, Malay¬
sia, Pakistan, Panama. Sri Lanka and Turkey. But

it is difficult to say for certain that this policy has
produced any results, and it can even be claimed,
as suggested, that in the long term the effect is
the opposite of that sought.

In most cases, ILO procedures can play a use¬
ful role. The ILO has a whole range of Convent¬
ions covering core labour standards: Conventions
87 and 98 on freedom of association and the

right of collective bargaining, Conventions 29 and
105 on the prohibition of forced labour and
Convention 111 on non-discrimination in em¬

ployment. These Conventions have been rati¬
fied by the majority of OECD countries and by a
large number of countries that are not members
of the OECD. It would also seem that most of

the countries which have not ratified these

Conventions endorse their underlying philoso¬
phy, their failure to do so being attributable to
the fact that they consider them either too
detailed or out-of-date. The possibility of the
Conventions being revised cannot therefore be
ruled out, since it would enable more countries

to ratify them. Where child labour is concerned.
the ILO has a number of Conventions on mini¬

mum age and its studies are helping to make
the issue better understood. But, for the time

being, the ILO does not have a convention
relating specifically to the exploitation of child
labour. The ILO can exert pressure on countries
which do not apply the conventions that the}'
have ratified. It also has a special committee
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which examines breaches of rights of freedom
of association and this procedure, which applies
to all ILO member countries, appears relatively
effective.

In order to improve the implementation of
core standards in the developing countries, finan¬
cial assistance could be made subject to compli¬
ance with them and aid to education could be

promoted, which would help reduce the preva¬
lence of child labour.

A number of steps have been taken in recent
years to ensure that consumers are better in¬

formed about where products come from, so
that those made by children or under exploita¬
tive conditions may be penalised. This sort of
method of promoting standards may be effect¬
ive for relatively homogeneous products the
source of which can be easily identified, but vigi¬
lance is required: guile and untruthfulness are a
real clanger.

The preparation of a code of investment ethics
is a way of making multinational enterprises, and
more especially foreign investors, aware of their
responsibilities in social policy, and of encour¬
aging them to comply more closely with core
labour standards in the countries in which they
invest. The OECD Guidelines for Multinational

Enterprises are an important example
here.

There is already a social clause in
the Generalised System of Preferences
(GSP) of both the European L'nion and
the United States. These systems offer
incentives in the sense that countries

implementing core standards enjoy
more favourable trade treatment.

Analysis of the I inited States GSP sug¬
gests that the system has played a part
in improving core labour standards in
some countries.

What of the argument that core
standards should be introduced into

the WTO? From a purely economic-
point of view, it is a move that would
be justified only if it could be shown
that 'low' standards do reduce pro¬
duction costs and, second, if stand¬

ards were 'lower' in export sectors than
in others - implying that 'social dump¬
ing' was intended. But the OECD study does
not point to any empirical link between stand¬
ards and production costs. It is generallv agreed.
moreover, that core standards are more closely
adhered to in sectors exposed to international

Imports could carry a standard to indicate
their respect of core labour standards - but
it would require policing.

The exploitation of child labour is also economically
inefficient.

competition than in sheltered ones. In any event,
this is a complex debate and one which will
certainly continue.

Above all. core labour standards are human

rights, and any breaches thereof have to be
judged by that yardstick. This being the case, it
is surprising that so few studies have been de¬
voted to the implementation and impact of core
standards. As a rule, such debate as there is cen¬

tres on the question of trade sanctions and the
potential role of the WTO in promoting stand¬
ards. In reality, this debate shows that economic-
analysis is increasingly being called upon to pro¬
vide answers to questions which, although out¬
side its traditional sphere, are nevertheless of
crucial importance.
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Analysis

Safe Products

and Global Trade
Christopher Wagner

The expansion of international markets in consumer goods
has been accompanied by two concerns. How can consumers
be sure that the products they purchase meet exacting safety
standards? And how can the regulators who monitor the
market ensure that standards do not function as barriers to
trade? The evidence is that duplicative testing requirements

often provide no further guarantee of safety, instead, they
merely increase costs and delay the introduction ofproducts
to the market. So there seems to be some scope for increased

use of internationally acceptedperformance-based standards,
mutual recognition of the procedures other countries use to
ensure conformity with their standards, and more
transparency in safety requirements to ensure that standards
are not used for anti-competitive purposes.1

w
ith the advent of the global
marketplace and the régional¬
isation of economies into

trading blocks, issues arising
from the standardisation of

products and their conformity with a range of
testing, certification and accreditation procedures
have grown in importance. In the past such quest¬
ions were addressed by policy-makers from two
divergent points of view. First, consumer organi¬
sations and market regulators concentrated on
product safety and consumer protection. Second,
standardisation was considered by international
trade authorities in the general context of its effect

Christopher Wagner works in the Competition and
Consumer Policy Division of the OECD Directorate for
Financial. Fiscal and Enterprise Affairs,

on trade: it can form a potential barrier to admiss¬
ion of 'non-conforming' goods into a country,

These issues have been further complicated
by the proliferation of marks as distributors,
industry, insurance and regulators demand 'seals
of approval' for tested products (box, p. 16).
Marks have in many cases become commercial
products themselves, and standardisation and
conformity assessment is now a substantial in¬
ternational business.

International standards, including those prom¬
ulgated by the International Organisation for
Standardisation (ISO), are still not uniformly

accepted across major markets. Worries that dif¬
fering standards may not satisfy national or
regional safety requirements have meant that their
functional equivalence is seldom mutually
accepted by national authorities and product dis-

13

tributors. As a result, industries have to manufact¬

ure products to a multitude of different stand¬
ards and technical specifications. The way
requirements are drafted can exacerbate this
problem. Those that are too prescriptive can stifle
technical development and innovation and
hamper trade to the ultimate disadvantage of the
consumer.

But the resulting repetition of product-test¬
ing often provides no stronger guarantee of
safety, and voluntary certification schemes, which
in practice can sometimes be required by the
demands of the marketplace, may also present
problems. This can occur, for example, if the
organisations granting certification refuse to
accept the results of testing organisations abroad,
or prevent the use of quality marks to which
such bodies hold the intellectual property rights.

Identifying
Common Concerns

When these safety issues are regarded in the
wider context of trade, it is easy to see why con¬
sumers' and exporters' interests converge. Con¬
fidence in the safety of products available on the
market is an essential element in the 'package'
that consumers buy. But it is also directly in the
consumer's interest to ensure the degree of con¬
fidence does not come at so high a price that it
sacrifices the benefits of open markets: wider
choice and competitive pressure on prices.
Indeed, exporters of consumer products seeking
access to foreign markets obviously have a strong
interest in promoting confidence in the safety of
their products.

Addressing consumers' concerns about safety
means taking into account the extent and
dynamics of the global marketplace. Its most
striking characteristic is the sheer quantity and

/ Consumer Product Safety Standards and Con¬
formity Assessment: Issues in the Global Market¬
place OECD Publications. Parts, forthcoming 1996.
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For some products safety is obviously of paramount importance.

variety of products available, and the
pace at which new ones enter the

market. In many instances manufactur¬
ing processes have been thoroughly
internationalised, and modern retail and

marketing practices and internal distri¬
bution often involve shipping mer¬
chandise across borders to meet

demand. Changes in technology and
commercial practices, including new-
methods of quality-control and the man¬
agement of product safety, call into
question many of the assumptions that
underlie the traditional responses to this
issue.

One of the primary objectives of j
standardisation - whether mandatory |
requirements imposed by government !
or market-driven voluntary ones - is to |
ensure that consumers in a given market I
receive the degree of quality and safety §
that they expect, and that at the same I
time manufacturers are able to sell into I

that market with a clear understanding <

of what is required of them. Any stand¬
ardisation measures proposed should
neither preclude alternative or innovative
ways of achieving equal or better quality
nor impose unnecessary additional costs
which w-ill ultimately be borne by con¬
sumers. Both consumers and manufact¬

urers then benefit: consumers can look

forward to wider choice, reduced costs

and an atmosphere which encourages
technical innovation and diversity while
guaranteeing the safety they expect; and
manufacturers can market products across
the globe without unnecessary repetition
of testing and certification procedures.

To reach this end. three main issues

must be addressed. The first is the gen¬
eral use of safety-standards. Market forces,
including distributors and trade associa¬

tions, are driving the acceptance of inter¬
national standards together with regulators
and regional trade groups such as the EU,
APEC and NAFTA. But further expansion
is necessary, and where possible national

Bicycle helmets: another product where the balance between price and safety has to be right.
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BACKGROUND FOCUS

The OECD Survey
on Standardisation

and Conformity Assessment

In 1995 the OECD Committee on Consumer

Policy conducted an extensive survey of stand¬
ards and conformity assessment for four caté¬
gories of consumer products: loys. borne
appliances flaking microwave ovens as an

example), outdoor powered equipment (lawn-
mowers) and personal protective equipment
(bicycle helmets). Questionnaires were com¬
pleted by 9î manufacturers of these products
in 14 countries. Other questionnaires were
completed by trade associations, safely offi¬
cials, and bodies issuing standards and assess¬

ing conformity will) certification procedures.
Safety standardisation procedures and the
requirements of conformity assessment are
often product-specific, which makes general¬
isations difficult. The following conclusions
can nonetheless be drawn from the survey
data:

safety-standards and conformity assessment
procedures are held to be among some of the
most pressing trade issues today and are grow¬
ing in importance

manufacturers and trade associations bare

a strong interest in baring these issues
addressed and believe il is necessary to elimi¬

nate differences in product safety-standards
and promote mutual recognition of testing and
certification results, preferably by moving to a
single international safely-standard, one inter¬

national testing and certification procedure,
and one international safety-mark

consumers have a strong interest in partici¬
pating in the global marketplace and knotting
with confidence thai the products sold there
are safe, although not at the cost of rising
prices and diminishing choice

safety agencies are beginning to consider the
effects of standards and other requirements on
trade, with some seeing the advantages of
market-driven controls and surveillance

small- and medium-sized manufacturers
may he al a competitive disadvantage in satis¬
fying standard and conformity-assessment
criteria

there is widespread confusion in the defini¬
tion and characterisation of certain basic
terminology and concepts, including the
meaning of specific marks for consumers and
industry.

The Teddy Bear's Taie

7'he toy industry, like most others, is facing a
world demand for safe, well-made products a!
compétitive prices. How do standardisation and

conformity assessment requirements affect pro¬
ducers of a relatively straightforward and tradi¬
tional product like the teddy hear? A small white
teddy hear made in the People's Republic of
China can help answer this question.

All of the components of the bear, with the
exception ofpolycorc thread, came from coun¬
tries other than China. The eyes were moulded in

Japan and were fixed ulirasoiiically by a
machine made in South Korea. The dress was

importedfrom Prance. The stuff¬
ing material, made of polyester
fibre, comesfrom either Germany
or the United States, and the pile
fabric was produced in Korea.
All of the components were as¬
sembled in China. The bear was

created in the design rooms of a

mid-sized US manufacturer,

whose engineers produced the
manufacturing and safety speci¬
fications for the manufacturer's
customers in Brazil. Canada, the

European Union, Japan, Mexico
and the United States.

Tor shipments to the United
States, a number of standards
regulations must he observed. Be¬

cause some of the bears are sold
on a direct basis FOB Hong Kong
lt> four different US general mer¬
chandise retailers, four different
certificates from four different
Hong Kong laboratories must be

obtained, each certifying that the
toy complies with US federal
regulations as well as ASTM

F-963, the voluntary toy safety-
standard in the United States.

To take advantage affreight
rates, the product is shipped to
Canada, Brazil and Mexico at

the same time. The labels and

band-tags on the toy will therefore appear in
English, Spanish and French, and products
headedfor Brazil will require certification from
a recognised US or Brazilian laboratory that the
requisite standard - partially American and
partially European in origin - has been com¬
plied with. For shipments headed toward Japan.
the Japanese 'ST' mark must be placed on the

lags and labels to indicate compliance with

Japanese regulations on toy safely, and must
meet the testing requirements on the formalde¬
hyde coulent of products destined for infants.
For shipments to the European Union, the teddy
hear must have baud-lags and labels with the

appropriate 'CE' mark on it, indicating compli¬
ance with EN71, the European standardfor toy
safely. The company making this particular toy
has designated its London office as the official
site for the technical file' which establishes the
fact llutl the company uses quality-assurance
methods and has the systems necessary to assure

compliance with European standards, and all
EU customs inquiries about Ibis product must he
referred hack to the United Kingdom. In case of
disputes, customs officials may detain the ship¬
ment pending translation of the file This can
result in delays anil increased costs for a product
which has already been extensively tested.
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FOCUS

What Does a Mark Mean?

A 'mark' is a symbol on a product which describes certain qualities: its properties when tested,
approval by testing laboratories, conformance to regulations or to the demands of importers or
distributors, technical characteristics (voltage, wattage, thread size), whether it meets or exceeds
safety or quality standards, implicit or explicit. The 'CE' mark of the European Commission, for
example, found on a broad variety of consumer goods, is not primarily intended to inform
consumers about the characteristics of a particular product, as in the case of a quality mark
(which are often supplied by independent laboratories which undertake testing about the quali¬
ties or performance of a product). Instead, the CE mark is aimed at informing inspectors and
customs officers that theproduct is claimed to have been produced in conformity with the relevant
directives of the European Commission on product safely a requirement which must be satisfied
before the product is placed on the market. But the CE mark is only one among many; the OECD
survey suggests that the proliferation of marks and uncertainty about their real meaning may be
confusing manufacturers and consumers alike.

and regional standards should be harmonised
with existing standards promulgated by the ISO
and the International Electrotechnical Commiss¬

ion. Mandator)' and regulatory requirements may
best be satisfied by broadly expressed 'perform¬
ance requirements', which specify acceptable
parameters within which a product must funct¬
ion under normal conditions of use, rather than

prescribe particular characteristics of design. This
approach will help to ensure that standards do
not stifle innovation. Standards with equal effect,
identified through their conformance to 'perform¬
ance requirements', should then be recognised
by industry, distributors, and national and
regional governments alike, and not be subject
to discrimination through refusal to allow goods
to enter a given market or to distribute them
there.

The second main issue is the mutual recog¬

nition of conformity-assessment procedures. The
existence of harmonised standards and techni¬

cal regulations will not on its own necessarily
guarantee free movement of goods onto differ¬
ent foreign markets. As with safety-standards,
differing requirements for the testing and certi¬
fication of products, either for mandatory or
market-driven reasons, can impede trade and
mean that manufacturers incur unnecessary extra

2. Jeanne Richards. Testing Pesticides'. The OECD
Observer. Ab. 198, February/March 1996.

costs, which are ultimately passed on to the con¬
sumer. Assessment to check that goods conform
to agreed minima is essential. When third-party
assessment is required, for certain hazardous
materials that require an 'independent opinion,'
mutual recognition of testing and certification
can much reduce the pointless repetition of cer¬
tification procedures.2 Agreements between gov¬
ernments, between conformity-assessment
bodies and between accreditation bodies are an

important step towards meeting consumer and
market demands. The use of mandatory third-

party certification in particular increases costs to
the producer. One response may be to allow
manufacturers themselves to declare the con¬

formity of their products to existing standards,
supported by systems of market surveillance
(through consumers' associations, for example),
although testing by third parties may still be
imposed when necessary (with dangerous or
hazardous products) to ensure the required
degree of safety.

More transparency, too, is desirable in speci¬
fying the requirements products must satisfy
before they can be introduced into the market.
The processes by which standards are drafted
must also be transparent, and require the active
participation of industry, consumers, regulators,
insurers (who have to determine an acceptable
degree of risk) and other interested bodies. This

consideration is particularly relevant for volun¬
tary standards and conformity-assessment
procedures that have been developed by the
market itself, Of course, such procedures should
not be used for anti-competitive purposes, and
must not discriminate against foreign producers.
Manufacturers, distributors, wholesalers and re¬

tailers should understand the procedures in¬
volved in standardisation and conformity
assessment so that all parties can capitalise on
measures adopted to ease regulatory burdens.

With harmonised standards and certification

procedures, consumers can be confident that
products sold throughout the global marketplace
meet the same high safety-standards everywhere.
Manufacturers can avoid costly and unnecessary
testing, and their innovative products will gain
access to markets more speedily. Regulators can
deploy increasingly scarce resources elsewhere,
confident that products have been adequately
tested and meet exacting requirements. All parties
can move closer to the ideal: a broad selection

of safe products at competitive prices, with a
single international standard for safety, a single
international testing and certification procedure
and a single international range of safety-marks.
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Analysis

flexible Firms, Skills
and Employment
Graham Vickery and Gregory Wurzburg

Recentyears have seen a number ofdevelopments in the labour
market, not least increasing variation in wages and the grow¬
ing use ofnon-standard employment contracts (part-time and
casual work). How much are these trends linked to competitive

pressures that are encouraging enterprises to become moreflex¬
ible and responsive so as to improve productivity and quality
and increase innovativeness? What kinds ofchanges are enter¬
prises adopting?How widespread are new, flatter organisational
structures based on high skill and high trust? What are the
impacts on workers? Are changes observed in individual
enterprises consistent with developments in the labour market?
And what are the implicationsforgovernmentpolicy?

I

17

ndustrial competitiveness is governed by
more than the external business environ¬

ment, the cost of labour, the availability of
qualified workers, customer preferences
and the cost of capital. Competitiveness

depends crucially on how enterprises organise
themselves, how they use and develop the human
resources available to them, how they match tech¬
nology and workers, and their relationship to
their suppliers and customers and to other firms.
In a volatile business climate in which invest¬

ment, production, and sales opportunities
abound - and the pressure to exploit those oppor¬
tunities is intensifying - the capacity of entetprises
to stay competitive depends on their ability to
adjust internal capacities quickly.

Organisational strategies, either alone or
accompanying the introduction and use of inform¬
ation technologies, are leading to new forms of
work organisation (box, p. 18), based on higher
and more diversified skills, more horizontal com¬

munication among employees and more widely
distributed responsibilities within and among
business units. It is often identified as a high-
trust (because of the distributed responsibilities
and more equal horizontal communications),
high-skill organisation. It has probably been
adopted by about a quarter of larger enterprises,
including plants run by companies as varied as
Coca-Cola, Renault, Motorola, and some leading
banks, particularly in more advanced countries
and in all sectors facing heightened competition.
Competition drives these changes because firms
have to increase their innovative abilities - and

the only way to cope with this pressure is to use
the skills and imagination of employees creatively

Graham Vickery specialises in questions of techno¬
logical strategy and technology policy in the Industry
Division of the OECD Directorate for Science. Tech¬

nology and Industry'. Gregory Wurzburg deals with
issues of education, employment and industry train¬
ing in the Education and Training Division of the OECD
Directorate for Education. Employment. Labour and
Social Affairs.
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FOCUS

Ik New Organisation of Work

Strategy
Specialisation of enterprises or business

units, focus on 'core' activities. More horizon¬

tal inter-firm links for sub-contracting (pur¬
chase of parts, components, or services that
are pari of final product), and outsourcing
(purchasing supporting business services -
transport, cleaning and ancillary services, for
example i

Work and structure are re-organised to

gain efficiencies.

Organisation
Horizontal communication more import¬

ant vertical and hierarchical less so

Information gathered more widely and

channelled less hierarchically
Authority to act less dependent on hier¬

archical models of authority
Small self-managing or autonomous work

groups are common and lake more responsi¬
bility

New organisation is essential to use new

lech nolog i ' effect it <ely.

Human Resources

Priority on education, training, skills, and

experience, as well as on ability to communi¬
cate and work in relatively unstructured sim¬

ulions

Belter use of better-trained and more re¬
sponsive employees

Midii-skilling and fob-rotation increase,
blurring differences between activities.

Wages and Conditions
Pay for individual skills and compétences,

productivity-sharing and profit-sharing
Incentives for improvements in efficiency,

quality and product-improvement.

at all strata to increase quality, provide new solu¬
tions to problems and increase productivity,

In manufacturing, it is assembly industries,
and particularly automobile manufacture, that
have been the first to adopt these changes, with
the accent on quality and flexibility, reducing

the capital required and stocks held, and shift¬
ing from vertical integration, where firms supply
most of their own inputs, to horizontal supply
arrangements, where they use external suppliers -§
of goods and services. These are increasingly
high-value-added goods and services, including
R&D. design and engineering sen-ices to develop
new components from suppliers with long-term
links wiih central purchasing companies.

In services, the new organisation appears to
be less common, although financial services and
other tradable and business services are likely to

adopt it. since they are facing deregulation and
rapid changes in the conditions of competition
because of the rapid diffusion of new techno¬
logies and market entry of new competitors. In
spite of widespread interest in the new organi¬
sation, in some industries and activities there is

little scope for adoption of some features of the
new organisation such as autonomous self-
managed team-working. And in the past, indus¬
tries and consumer services isolated from

international competition had little incentive to
change because there was little or no inter¬
national trade and investment. And government
services, too. such as health care, were usually

locally provided by national agencies, with little
competition.

What measurable impacts do these changes
bring to the firms that adopt them? Training and
education, when combined with changes in
organisation, technology, and human-resource
management practices (pay for performance or
flexible scheduling, for example) are associated
with direct gains in productivity, shorter product¬
ion cycles, and improved product quality. There
are likewise close links between industrial

organisation (to permit the effective use of tech¬
nology), skills and training on the one hand, and
productivity and competitiveness on the other.
The lines of causality are not simple and have to
be traced through a combination of organisational
structures and work practices. Invoking employ¬
ees directly in the management and organisation
of their tasks and in improving the performance
of the firm, rewarding skills and increasing

workers' efforts in other ways (such as paying
for useful suggestions and sharing productivity
gains and profits) can be combined with train-

A well-trained workforce can mean improved
productivity, shorter production cycles and
improved quality - though the lines of
causality are far from obvious.

in» and the development of multiple skills that
cover a variety of tasks. It is this 'bundle' of strat¬
egies - efficient workplace organisation, wider
distribution of responsibilities, individualisation
of rewards and a highly skilled workforce - that

improves performance.
Organisational changes of this sort are likely

to be sustainable because they improve product¬
ivity and quality, and help generate profits. But
the impacts on aggregate employment of organi¬
sational and technological change will depend
on how improved performance is translated
(through its effects on price and income) into
aggregate employment,1 as well as on the extent
to which these changes are adopted. And
although there are major competitive reasons and
very large scope for the adoption of the new
work practices and organisational structures, a
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large number of barriers remain, many of them
internal - and often derived from management.

Three Kinds

of Adaptability
Across broad groups of countries, three

approaches to adaptability and flexibility can be
discerned. Each has different strengths and weak¬
nesses, and each involves different trade-offs in

the process of further enhancing adaptability
and flexibility. One, a 'market-driven approach',
is typically found in firms in North America.
Australia, New Zealand and the United kingdom.

Within the relatively liberal structure of factor
and or product markets, firms have followed a
variety of strategies to achieve adaptability and
manage risk while maximising returns to share¬
holders and satisfying other short-term financial
criteria such as quarterly profit performance. Flex¬
ibility depends to a fairly high degree on the
ability of enterprises to add and shed fixed assets

through take-over and divestment strategies.
Workforce adaptability is achieved through well-
developed external labour markets, so that firms
can dismiss workers whose qualifications are no
longer apposite and hire those with the desired
skills.

This approach has more of the elements of
numerical and external flexibility. But there are
institutional, historical and regulatory differences
among countries. Australia, for example, has on
the one hand, liberalised product markets, and
on the other, relatively high unionisation and until
recently a centralised wage-setting system.

A second approach, more 'relations-based' or
consensual, is found among German industrial
firms, and in varying degrees in the Nordic coun¬
tries and other countries in continental Europe,
such as Belgium, France and the Netherlands. It
is based heavily on negotiation to reach consen¬
sus among a wide range of 'stakeholders',
including employees, suppliers, customers, and
often the wider community, rather than narrowly
conceived share-holder ownership. It is derived
in part from the more restricted nature of capital
markets and the concentration and cross-holdings
of capital ownership in banks and corporations.2

The approach engendered allows a more
deliberate, often longer-term approach to strat¬
ège and resource allocation. This tradition ot
decision-making by consensus, partly along the
lines of the 'German model' of participation in
decisions, is being extended through works coun¬
cils encouraged by the European Union. Heavy
investment in education and training systems has
produced a deep base of skills in the labour pool
and high degrees of individual competence,
making their workers generally more readily
adaptable lo changing circumstances. The more
consensus-based approach to decisions about
firm strategy and development of worker skills
has been complemented by consultation between
firms in the same sector. Together, these ingredi¬
ents have helped create a virtuous circle of skill
formation, labour re-allocation, productivity
growth and employment security - but it may

/. See /)/>. 41-44.

2.f0rgen Elmeskov. Germany: The Structures ofCorporate
Governance'. The OECD Observer. Xo. 100. October.

Xovember 1995.

FOCUS

The Blurring Lines
between Functional

and Numerical flexibility

Functional Flexibility
Usually involves high skills and a collabora¬
tive approach lo work, and uses high-quality
labour. Its features are:

broadening job design and job boundaries
mobility across tasks
extending the range and depth of indi¬

vidual skills

extensive training ami retraining.
Autonomous, self-managed, multi-functional
team-work is an indicator of this kind of
flexibility.

Numerical Flexibility
I'sually involves changing the quantity of
labour input. Quantitative changes include:

numbers of employees
hours of work

use ofpart-time employees
use oftemporary employees whose contracts

can be terminated, using liberal provisions on

hiring and dismissals

A spatial dimension has also emerged as
enleiprises rely more on outsourcing, strategic
alliances, and interactive relations will)

suppliers and customers.

Internal Flexibility
Within the enterprise or the existing contract-
structure of the enterprise.

External Flexibility
Involves interaction in markets outside the

firm. II usually involves changing the nature

and type of contracts.
There has been much overlap between iu-

lerual and functionalflexibility, and external

and numerical flexibility. Enterprises pur¬
suing more adaptable organisation ami
production aller the mix if functional and
numerical flexibility lo adjust their use of
labour. They can also ship the area ofadjust¬
ment, moving il outside if they have relied on
interna! mechanisms, and vice versa.
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be costly if productivity and quality in
production do not develop rapidly
enough. This approach has more of the
elements of functional flexibility and in¬
ternal development.

A third approach, also consensual in
style, but centred on the firm itself, is
found in Japan. As in most European
countries, restricted capital markets and
the concentrated ownership of capit:
among large business conglomerates
have kept strategic decisions focused on
developing technology and achieving a
given share of the market rather than on
short-term financial performance. The
adaptability of labour has been achieved
through an education policy that pro¬
vides a broad base of general abilities,
and highly developed practices for
making full use of a company's human
resources. The lesser emphasis, in com¬
parison with most European countries,
on development of occupational skills
is offset by firm-based vocational train¬
ing and intra-firm mobility between occupations
and jobs. Here. too. the result has been a virtu¬
ous circle of skill formation, labour re-allocation,

productivity growth and employment security,
particularly in large firms. This approach also
has more of the elements of functional flexibil¬

ity and internal development.
But global competition has meant that these

different approaches are showing signs of
changing. In particular, firms seem to be using a
wider variety of adjustment strategies than in the
past. Firms in English-speaking countries that
relied heavily on external flexibility are paying
more attention to developing internal human
resources and organisational capacities. Part of
the strategic focus on core competencies of firms
is based on better development and use of
internal human and technological resources.
Those that achieved flexibility through internal,
consensus-based processes of governance and
development of firm-specific skills increasingly
turn outwards. In France, for example, changes
that formerly took the form of internal adjust¬
ments are now calling on external markets as
the proportion of part-time workers reaches that

whose jobs have been eliminated, the
costs of more flexible working hours
where they involve part-time and casual
work with few or no fringe benefits, or
of pensions. Slow growth of employ¬
ment and high unemployment have
magnified these costs.

Workplace
Flexibility

More flexible forms of work-organisation have abandoned assembly-
line techniques.

found in the United Kingdom and the United
States, the percentage of temporary workers in¬
creases, and tenure drops. In Japan, there are
signs that established strategies that used to rely-
on firm-specific, multi-skill formation are being
replaced with recall to external sources to recruit
technical expertise.

Many enterprises are also altering their struct¬
ure and business strategies in the face of increased
market liberalisation, technological change and
the social transformations that are sweeping the
globe. These developments simultaneously give
enterprises more opportunities to enter new-
markets and develop new products and inten¬
sify the competitive pressures on them to adapt.
Internal changes in structure and strategy pro¬
vide the means for adaptation, allowing them to
stay in business, and, ultimately, provide sus¬
tainable employment. The enterprises that do
not change risk loss of market-share and
failure - and, for the economy, loss of jobs.

But adaptation is not costless. As
enterprises pursue new structures and strategies,
they externalise costs that they absorbed in the
past, such as those for retraining of workers

get

Demands for human resources have

moved in line with the broad thrust of

organisational and technological change.
There has been a shift from unskilled to

skilled and from blue- to white-collar

occupations. Minimum qualifications
have become more demanding, and
there are trends towards achieving dif¬
ferent mixes of skills through enterprise
training. Jobs tend to be more complex,
with individuals responsible for a larger
number of tasks, and erstwhile mana-

responsibilities are shifted to operators.
But the share of employment (including man¬
agement) not devoted to production has risen,
to co-ordinate autonomous work-teams within

enterprises or relations with external suppliers.
Much of this is attributable to the emphasis

on increasing the amount of available know¬
ledge - about everything from customer prefer¬
ences, through problems with product quality,
to new scientific breakthroughs - and getting it
to where it can be used to increase customer

statisfaction, improve quality of goods and
services and introduce innovations. This has

increased the importance of communication skills
for workers of all abilities, and in all occupa¬
tions. Developments in industries as diverse as
automobiles and banking show these trends, with
more emphasis on quality, responsiveness to
customer demands, individualisation of products,
use of new technologies to connect customers

3. Candlce Stevens, TheKnowledge-basedEconomy', The
OECD Observer No. 200 fune/fuly 1996.

T.AIii'tir fftistin and Albert Tutjman, 'Linking Education
anil Work'. The OECD Observer. No. 199. April/May
1996.
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to the supply of goods and services and use of
new materials and concepts.3

Broadly speaking, firms can adopt two dif¬
ferent forms of labour flexibility, involving either
high-skill functional flexibility or volume-based
numerical flexibility (box, p. 19). To optimise the
volume and timing of working hours, enterprises
rely more on numerical flexibility, based on part-
time and variable work schedules. They also off¬
set the loss of functional flexibility that may

accompany downsizing and restructuring to focus
on core activities, with increased use ot temp¬

orary employment, stepping up their reliance on
agencies to find interim staff and specialised
business sendees to satisfy new or increased
demand.

There are also observable trends towards

performance-related pay, rewards for useful sug¬
gestions and various forms of profit-sharing.
These are particularly designed to improve
incentives for employees to contribute to improve¬
ments in company performance.

These complex restructuring processes are
also reflected in aggregate trends. The shift to¬
wards downsizing and smaller, more specialised
production units is matched by the growth of
producer services such as specialised business
services for other firms and individuals (techni¬

cal, professional or other specialist sen-ices), as
more inputs are purchased externally. There is a
general increase in educational attainment on
the supply side. On the demand side, there is a
shift towards high-skill, white-collar occupations
(managers, professional, technical staff), although
in absolute terms in many countries blue-collar
high-skill occupations such as skilled craft and
trades people have been declining more or ex¬
panding less than blue-collar low-skill occupa¬
tions such as plant operators, drivers and so on.
Against a background of increased social demand
for education and rising educational attainment.
growth has favoured the more highly qualified.
Sectors and occupations that are growing most
are those in which standards of attainment have

risen most, in, for example, rapidly growing
business and financial services and high-tech
manufacturing. There have also been general
shifts towards part-time and temporary employ¬
ment; these shifts, combined with more diverse

forms of compensation, are associated with more
variations in earnings.

Governments have to consider which poli¬
cies and institutional arrangements will best bal¬
ance the requirements of enterprises, which have
to become or remain competitive (and create
employment), with the desirability of a more
highly skilled workforce, higher productivity,
better standards of living and more employment.
There are three distinct objectives of particular
importance.

First, to ensure that the new structures and

strategies are adopted more widely by enter¬
prises, governments may enact policies to im¬
prove information flow. In effect, they would
extend to organisational, management and
workplace practices the kind of policies intro¬
duced to facilitate technology diffusion.

A second consideration is how to ensure ade¬

quate volumes of investment in human resources.
Workers in the core activities of an enterprise as
well as those in more peripheral forms of em¬
ployment (part-time or temporary) have to have
access to the training necessary to keep qualifi¬
cations matched to the requirements of high-
performance workplaces. The number ot people
who leave school without qualifications has to
be further reduced. That may require training
and education to be more closely linked to the
workplace and more sensitive to short-term de¬
velopment in the demand for skills. Closer in¬
dustry-education partnerships are required to
replace the arms-length relation that often exists
now between the worlds of work and educa¬

tion.' And in order to encourage balance in in¬
vestment in fixed and human capital, the
information on and valuation of human capital
in financial markets will also have to be im¬

proved.
Third, there is an immediate problem in the

loss of social cohesion - through increasing
inequality of incomes and the segmentation
between full-time employees, those with more
peripheral forms of employment, and the unem¬
ployed - that appears to be associated with
changes in enterprise structure and strategy. Deal¬
ing with it may require policies to improve

mobility between these groups - for example,
by pro-rating all benefits and particularly train¬
ing and skill development, and increasing the
portabilitv and recognition of benefits associated
with employment (training, cover against illness,
pensions), and rating of benefits according to
work effort.

Countries vary in the degree to which poli¬
cies and the actions of employers and unions
moved towards any one of these objectives. A
conference that the OECD and Canadian authori¬

ties will hold jointly at the end of 1996 aims to
identify the role of government policies and insti¬
tutions in achieving these objectives directly, and
to consider the framework conditions that will

best harness the actions of employers and
unions.
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Do Tax-Incentives

Promote Innovation?
Jean Guinet and Hiroko Kamata

Fiscal measures to promote R&D and innovation, particularly
tax-credits, are now being discussed in many OECD countries,
against the background offlagging or negative growth of
business R&D expenditures. The stakes are high: business R&D
is a vital input to innovation, which is an increasingly
importantfactor in the competitiveness offirms and the main
driver of long-term growth in productivity and thus higher
standards of living}

Economic theory, supported by a large
amount of evidence from case

studies, suggests that firms are unable
to capture the full benefits of their
investments in R&D, for two reasons.

First, other firms can learn something from the
results and appropriate part of the reward.
Second, in highly competitive markets for tech¬
nology-intensive products, the rewards to inno¬
vation are very short-lived since they are rapidlv
transferred to consumers in the form of reduced

prices. In the absence of compensating mecha¬
nisms, business firms ma}- therefore tend to under-
invest in R&D and innovation.

But there is no magic formula for determin¬
ing the 'socially desirable' amount of R&D and.
in practice, governments decide on how much
they should stimulate R&D by monitoring and
assessing trends in business R&D and related

performances, Economic theory leaves open
many options for filling the gap. A first policy
option would be to create legal structures that
enable firms to keep the returns on their R&D.

Jean Guinet and Hiroko Kamata work in the OECD

Directorate lor Science. Technology and industry.
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One means to this end might be to encourage
more co-operation between firms in R&D activi¬

ties. Another solution, both older and more widely
used, is in the use of property rights, such as
patents, trademarks, copyrights, but they cannot
entirely compensate for the kick of incentive to
spend on R&D since here. too. the)' are often
not strong enough to defend the returns on
research.

A second, complementary policy-solution is
to increase the private return to ReiD by reducing
its cost. Here there are two alternatives: direct

government subsidy, and tax-incentives, in the
form of favourable tax-treatment of R&D expendi¬
tures. Direct government subsidies are used in
all OECD countries and represent the bulk of
public financial support to science, basic research,
and defence- and health-related R&D; in many-
countries it is also the preferred instrument of
policies to promote R&D in particular sectors or

/. Fiscal Measures to Promote R&D, available free of
chargefrom the Science and Technology Policy Division
of the OECD Directorate for Science. Technology and
Industry.

2.Bronwyn Hall R&D Tax Policy During the 1980s:
Success ar Failure?', Fax Policy and the Economy.
1-35 (1993)

2 2

technological areas. But when the goal has been
to reach a diverse range of firms, both in activity
and size, many OECD countries have found that
tax-incentives offer unique advantages over
subsidies.

First, and above all, they involve less inter¬
ference in the market and thus allow private-
sector decision-makers to retain autonomy in
devising their R&D strategies in response to
market signals; this characteristic increases also
their political feasibility. Second, tax-incentives
require fewer layers of bureaucracy and entail
less detailed requirements for receiving assist¬
ance than subsidies granted on a project-by-
project basis. Third, a policy that involves
tax-incentives is for the most part more readily
predictable and more stable than one that requires
periodic appropriations from government
budgets.

Country
Approaches

In all OECD countries the tax-system allows
the accelerated depreciation of equipment used
for R&D. often at a preferential rate compared to
other types of equipment. And in almost all OECD
countries annual current R&D expenditures can
be fully deducted from taxable income, which
makes this also a favourable tax-treatment when

one considers that such expenditures are an
investment that yields revenues over several
years.

In addition, many OECD countries have in¬
troduced two main types of more specific tax-
incentives to R&D (Table, right, and box. p. 24).
Extra tax-concessions enable firms to deduct

more than 100% (150% in Australia, for example)
of eligible R&D expenditures against their tax-
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able income. And tax-credits permit firms to
deduct a certain percentage of their R&D ex¬
penditures from their tax-liabilities (in Canada,
France, Japan, the Netherlands and the United
States). Each of these approaches reduces the
effective cost of conducting R&D and thus, at
least in theory, increases its supply.

Extra tax-concessions give an incentive pro¬
portional to the volume of R&D performed. That
is also true of tax-credits implemented in Canada
and the Netherlands. France, Japan and the
United States have opted for a different tax-credit
mechanism, based on incremental R&D expendi¬
tures, thus providing an incentive proportional
to the increase in R&D outlays in a given year
compared to the average real volume of spend¬
ing during a reference period (in France, for ex¬
ample, the two previous years). Some countries
use or have used both

approaches - Japan offers
volume-based tax-credits to

SMEs and some specific
R&D projects, and in France,
between 1987 and 1989,

firms were given the choice
between a volume-based

and an incremental formula.

Tax-incentive mecha¬

nisms differ from one coun¬

try to another in many of
their details, including:

the definition of a mini¬

mum volume of eligible
R&D expenditures (for ex

ample, all costs of 'Research and Experimental
Development' in the United States, and R&-D-
related wages in the Netherlands)

the rate of the tax-credit or -concession

the ceiling (fixed amount or percentage)
imposed on tax benefits

whether a two-tier system exists, involving both
central (federal) and regional (provincial) tax
incentives, as in Canada or in Spain

whether they give differential treatment accord¬
ing to firm-size, region or technology.
Most importantly, they give different solutions to
the same problem: how to ensure that firms that
have no tax liabilities - firms which are tempo¬
rarily loss-making because of a cyclical down¬
turn, or newly established companies - are not
excluded from the benefits of the tax-incentive

scheme. The most wiclelv used solution is to allow

Table

Measures to Combat Private Under-investment in R&D

tax-credits to be carried forward (Australia. United

States) or to ire refunded (Canada, France, Spain).
Another solution, adopted by the Netherlands, is
to apply the tax-rebate not to the tax on profit
but to that on wages.

What

Effects?

Public provision

of goods
and services

Modification

of market

incentives

Support of the

improvement

of market

mechanisi

Subsidising exchange

of R&D personnel between

public and private sectors

Tax support to R&D,

grants, soft loans, loan

guarantees for R&D projects

Bridging institutions

for exchanging

and sharing knowledge

Public procurement,

IPRs, competition policy

for R&D projects

Creation or improvement

or specialised financial-market

mechanisms (e.g., venture capital)

The percentage reduction in R&D cost
brought about by a given nominal rate of tax-
credit or -concession will depend on the rate of
corporation tax. Usually it will also vary from
firm to firm, for several reasons. One is that many-
firms may not have sufficient taxable income to
offset against the tax-credit, and carry-forward
provisions (where the)- exist) cannot compen¬
sate entirely for the resulting loss of incentive.
Another source of complication arises with
incremental tax-credit mechanisms. For any firm,
the real impact of the tax-credit on its total Re\-D
costs will depend on how the base for calculat¬
ing the eligible increase in R&D expenditures is
defined and on sector-specific factors influencing
the pace of R&D growth. A study in the United
States, for example, by Bronwyn Hall, of the Uni¬
versity of California, Berkeley, found that the re¬
sulting effect of these factors combined was
two-fold: on average, the effective rate of tax-
credit was about five times below its nominal

rate (20%); and the benefits from the increment¬

al tax-credit scheme varied considerably across
industries and firms. -

A further consideration is

how firms respond a tax-
induced change in R&D cost.
Some pioneering work on
this question was undertaken
a decade ago by a team of
researchers led by Edwin
Mansfield. They spent two
years questioning senior R&D
managers about their re¬
sponse to changes in the tax-
credit system; surveys were
conducted in Canada and

Sweden in 1985 and in the

United States in 1986. The
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FOCUS

Who Does Mot?

The R&D tax-incentive schemes of a number of
OECD countries were presented and discussed
in a workshop organised last year by the OECD
Working Group on Innovation and Technology
Policy. The major characteristics of such
national schemes are as follows.

Australia

A special tax-deduction for R&D was intro¬
duced in 1985. Al present, companies which
spend A$20,00() or more a year on qualified
R&D are allowed to deduct 150% of that
amount from their taxable income. Among

the eligibility requirements-. R&D must involve
appreciable novelty or technical risk, results
should he exploited in Australia, and there
should be a high Australian content.

Canada

Tax-credits of retrying soils hare been used
for Research and Experimental Development
IR&ED) since the 1960s. Under the current

programme, must companies receive a 20%

credit on total qualified R&D. Carry-forward
and -backward provisions exisl. as does a
preferential rale (35% on the first C$200.000

of R&ED) of refundable credit for small and
medium-sized enterprises. Several provinces
(Quebec, Manitoba. Ontario. Nova Scotia.
New Brunswick) have their own tax-credit

schemes.

France

A tax-credit for R&l) ('crédit d'impôt
recherche') was introduced in 1983. Firms

receive a tax-credit equal to 50% of the

increase in qualified R&D over average R&D
expenditure in the previous two years, with
an upper limit of FF40 million. Unused
credits can he refunded. There are special

incentives for new (generally small) com¬
panies.

examination found that tax-credits induced only
a modest increase in R&D spending.3 But there
are several reasons that estimates from subject¬
ive evidence may be unreliable, not least that

respondants to surveys may not interpret quest¬
ions in the same way and can have a variable

japan
Japan has the longest experience of tax-credits
of all the OECD countries, with a system in
place since 1967. Under the current pro¬
gramme, companies receive a tax-credit
equal lo 20% of the increase in qualified R&D
over the highest previous year's R&D expendi¬
ture, up to a maximum of 10% of the com¬
pany's lax-liabilities. There are special incent¬
ives for small and medium-sized businesses.
for expenditures on special R&D activities (in¬
cluding joint research with national labora¬
tories, co-operation with foreign research
laboratories, the efficient use of energy and
the use of recycled resources) and the acqui¬
sition of facilities for basic research.

The Netherlands

Beginning In 1994. companies can deduct
from their tax and social-insurance obliga¬

tions a fraction of their R&D wage-costs. The
rebate is 25"-:> of R&D wage-costs up to
100.000 guilders, and then 12.5% of R&D

wage-costs in excess of 100,000 guilders. The
rebate cannot exceed 10 million guilders.

Self-employed people who spend more than
<SV5 hours per year on R&D activities can
apply twice a year for an extra deduction of
6,000 guilders.

The United States

A tax-credit for R&ED was introduced in
1981. Until I July 1995. companies received
a lax-credit equal to 20%:, of the increase in
qualified R&ED over a defined base amount
(average of the 1984-88 period). There arc
provisions for carrying forward credits not
used in the current fiscal year. Start-up com¬

panies that do not yel have lax-liabilities are
offered a special tax-credit if they spend more
than 3% of their turnover on R&D.

and incomplete understanding of the factors
driving the evolution of R&D expenditures in their
respective firms,

A different approach is to use econometric
techniques to estimate the 'price elasticity of
R&D' - the percentage increase in R&D induced

by a percentage fall in its cost. In the late 1980s
a first round of studies in the United States' had

found relatively low price-elasticity, of the order
of 0.4, indicating little growth in R&D spending
as its cost went clown. A new wave of analyses,
using improved techniques, have all since found
a readier responsiveness of firms to tax-induced
change in R&D cost." Their common estimate of
the price elasticity was around unity, suggesting
that, for example, a 10% reduction of the cost of
R&D induces a 10% growth of R&D. In addition,
Bronwyn Hall has drawn attention to the delay
involved in firms' reactions to the introduction

of a tax-incentive to R&D; the existence of such

a time-lag was confirmed by an assessment of
the French incentive scheme.

The important implication for policy-makers
is that tax-incentives can indeed elicit significant
private-sector responses, especially over the
longer term, and that R&D does not depend
purely on technological or demand-driven factors.
It rewards not only R&D spending which would
have been undertaken any way but also encour¬
ages further efforts. In economic jargon, it thus
passes the lest of additionalitv'.

One could ask whether and to what extent

part of the additional R&D generated by tax-
incentives was in truth derived from the

relabelling by firms ot some ot their costs as
'R&D', so to enjoy of increase the benefits of tax
incentives. Mansfield's survey of Canada in 1985
pointed to ibis possible perverse effect and

3. Edwin Mansfield, "Public Policy Towards Industrial
Innovation', hi K. Chirk. A' Hayes and C iorenz (eds.),
The t Fneasy Alliance: Managing the Technology-Product¬
ivity Dilemma, Harvard Business SchoolPress, Cambridge
(Mass I. 1985: Edwin Mansfield, "The R&l) Tax Crctlil
tutti Other Technology Policy Issues'. American Economic
Review, Vol. 76 (1986); Edwin Mansfield and horen
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suggested that it could be substantial. More recent
evaluations are less pessimistic, although much
depends on the precision of the definition of eli¬
gible expenditures and on the effectiveness of
administrative and auditing procedures. In the
United States, a 1989 study by the Government
Accounting Office, based on evidence from
Internal Revenue Service auditors, concluded that

relabelling does occur but the amount involved
is fairly small.

A Comprehensive
Approach

An evaluation of the effectiveness of tax-

incentives to R&D must address other issues than

the impact on the total volume of business spend¬
ing on it. Since the impact on R&D costs vary
across firms, are the firms that benefit the most

also those who require them most? The evidence,
admittedly limited, suggests the answer is nega¬
tive. And what is the structural impact of tax-
incentives on national research and innovation

systems? How does it affect the number of R&D
performing firms, the orientation and time-
horizon of firms' R&D acivities, the relationships
between private firms and public research
organisations? That aspect is probably the one
which has been the least investigated in the work
undertaken to date. In Australia, a study by the
Bureau of Industrial Economics (BIE) concluded

that the tax-concession did not encourage sub¬
stantially more firms to do R&D but was rather
more influential in inducing them to make better
use of the existing research infrastructure.6 In
France, on the contrary, the R&D tax-credit is
thought to have helped increase the amount of
R&D undertaken by SMEs.

The effectiveness of R&D tax-incentives also

has to be assessed from a global rather than
strictly national perspective. That raises a series
of questions on which current knowledge is still
poor. First, how effective are such schemes for
increasing the absorptive capacity of national
economies, so as to maximise national benefits

from the international diffusion of technology?
Assessment work is generally silent on this issue,
except in Australia where the BIE has found that

the tax-concession had little influence, compared
to size of firm or extent of foreign ownership, on
the acquisition of foreign technology and
expertise.

Second, is it feasible - or even desirable - to

design tax incentives so as to maximise domes¬
tic benefits and prevent benefits from spilling over
through international innovation networks? In the
event, little is known about the effectiveness of

imposing requirements of national benefits among
the eligibility criteria.

Third, how do R&D tax-incentives interact

with the rest of the tax-system to influence the
composition of R&D investment by multinational
firms? This is a complicated issue which has been
investigated in the United States. James Hines'
study found that because of the way that income
from foreign sources is taxed, the R&D tax-credit
tends to encourage firms to do R&D that is
targeted for sales in foreign countries; but Hines
could not reach a conclusion on how the bene¬

fits were distributed.

Last but not least, are firms located in coun¬

tries which do not offer tax incentives to R&D

(Germany and United Kingdom, for example) at
a disadvantage? There is no straightforward
answer to this politically hot question. The impact
of R&D tax incentives on firms' competitiveness
cannot be isolated from that of the other com¬

ponents of national systems of government sup¬
port to R&D and innovation, and of framework
conditions, including the tax-system as a whole.

Supporting innovation is an important object¬
ive in all countries. Tax-incentives to R&D are

widely used to that end in the OECD area and
beyond (in Korea and Singapore, for instance),
and often entail sizable public expenditures in
terms of revenues forgone (of about SI billion in
the United States and FF3.5 billion in France, to

take only two examples). Their efficiency is there¬
fore subject to periodic assessment, especially in
times of budget stringency or tax reform. The
most recent and best-practice studies suggest that
they are a relatively efficient tool for increasing
the average propensity of firms to spend on R&D.
But these analyses do not help understand how
tax-incentives interact with the other element of

policies of government support in determining
the extent to which, and how, tax-induced addi¬

tional expenditures on R&D are translated into
innovation and ultimately improved national eco¬
nomic performance and welfare. Such an
understanding requires a more systematic
approach to policy assessment, as also do inter¬
national comparisons of the strategies and
instruments used in innovation policy.
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Coordinating Services
for Children at Risk
Peter Evans

Many schools in OECD countries face difficulties in sewing
children - across the whole age-range - who have problems
adjusting to school life. These pupils run an increased risk of
failing to complete their schooling and obtain a leaving
certificate. That has serious implications for their entry to the
labour market, exposing them to the risk of social exclusion.
And the effects are felt more widely. Educational institutions
may have difficulty maintaining standards and functioning
efficiently. And thepublicfinances can suffer when theseyoung
adults claim benefit payments instead of generating tax
revenue.

Understanding the causes of the
adaptational and learning problems
that affect the performance of child¬
ren in school means recognising
the significance of their health,

social and educational roots. Neonatal health, for

example, is related to maternal health and nutri¬
tion and can directly affect learning ability. Social
services can be important in maintaining family
stability not only through social-security payments
but also through programmes that offer training

Peter Evans works on issues in special education and
the education of children at risk, in the Centre for Edu¬

cational Research and Innovation (CERI) of the OECD

Directorate for Education, Employment. Labour and
Social Affairs.
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to parents on child-rearing or conflict-resolution.
Educational services must adapt to the learning
requirements of the child not only as an indi¬
vidual; they must also recognise the family-
context.

These problems can manifest themselves in
a dramatic manner. A report from Saskatchewan,
Canada, for example, notes that 'children and
young people are coming to school hungry,
emotionally and physically abused and neglected.
destructive and violent in their behaviour, with

physical and learning disabilities, with language
and cultural needs, with health or medical needs

and suffering from the stress of family break¬
down'.2

The traditional models of support services
have tended to treat the mother, the child or the

family from the perspective of the particular pro¬
fession involved and to deal with problems in
isolation from one another. Hospitals may set
appointments to meet their own schedules, not
taking account of what best suits the family,
Schools may be unaware of family crises and
thus be insensitive to their impact on a child's
school performance, responding perhaps by set¬
ting unrealistic homework requirements. Indeed,
the way in which services have to account for
their funding may of itself stimulate the creation
of additional services dedicated to tackling prob¬
lems out of context. This 'stove-piping' or pro¬
grammatic approach may well lead to the
provision of irrelevant, overlapping or duplicated
services; worse, excessive form-filling or profess¬
ional rivalry can even inhibit the provision of
support that is actively required.

Over the past decade it has become increas¬
ingly clear that this kind of programmatic struct¬
ure is ill-adapted to satisfying the demands of
the individuals and families it is intended to serve.

Furthermore, the sen-ices required are often dif¬
ficult to find or are unavailable. They can lack

1 . Successful Servicesfor Our Children and Families
at Risk. OECD Publications. Paris. 1996.

2. Integrated School-Based Services for Children and
Families. Saskatchewan Ministry of Education. Regina.
1992.

3- English Poor Law Policy, 1909: reprinted by Trunk
Cass. lout Ion. 1963.

4.M. Wagner et al.. A Healthy Start lor California's
Children and Families. SRI International, Menlo Park.

1994.

continuity, respond to crises instead of being
preventitive and steadily supportive, and they
are generally unaccountable to the people they
are intended to help. Many countries, encour¬
aged by escalating costs and a trend towards
decentralisation, are therefore moving towards
a rationalisation of the way services work and in
particular are examining their co-ordination in
the context of community development.

The idea of co-ordinating social services to
meet the requirements of the disadvantaged is
not new: indeed, it has been a feature of social

policy in countries such as Finland. Germany
and the United States for many years. The cen¬
tral idea of prevention, brought about through
the co-ordination of the actions of a wide range
of community-based agencies in both the pub¬
lic and private sectors was foreshadowed in the
United Kingdom, for instance, by the socialist
commentators Beatrice and Sidney Webb in the
first years of this century. They argued for a 'prin¬
ciple of prevention' through which the commu¬
nity, by way of a variety of agencies, would
address the main causes of destitution 'at the

incipient stages, when they are just beginning to
affect one or other members of a family, long

before a family as a whole has sunk into destitu¬
tion'. Volunteer workers, the Webbs argued,

would have a key role together with govern¬
ment: 'the modern relation between the public-
authority and the voluntary worker is one of sys¬
tematically organised partnership under expert
direction'.'

Co-ordination

in Practice

Senices are co-ordinated differently in dif¬
ferent countries, and they work differently for
children of different ages. But at least it involves
the establishment of agreed rules of operation
and joint goals and activities, which have impli¬
cations for vertical and horizontal links in organi¬
sational structures and for the personnel
involved - and which may also threaten the
autonomy of a service.

In many countries, legal and policy frame¬
works are being set to improve co-ordination

across the various strata of the system to im¬
prove the efficiency and effectiveness of senices
by changing the ways in which they work,
prevent duplication and to reduce costs (box,
p. 28). They may mandate change in strategy
(for instance, by the creation of co-ordinating
planning bodies), operationally (through the de¬
velopment of local inter-agency committees), or
in the field (by the formation of inter-discipli¬
nary case-management teams).

Overcoming legislative barriers, real though
unintended, to the integration of services can
also be necessary. One such barrier, frequently
cited, is derived from rules on confidentiality
which prevent professionals in different sen-ices
from sharing information about clients, In Fin¬
land, this problem has been overcome by
changing the law to require professionals to share
information more widely, though always recog¬
nising the importance of respecting the privacy
of the individual.

Since co-ordination is an approach that has
to respond to customer requirements that can
often show enormous local variation - rather than

providing a set of pre-determined services - it
can take many forms. In California in 1991. for
instance, the state legislature enacted the Healthy
Start Programme w-hich attempts to bring together
public- and private-sector social-welfare, health
and educational support-services in schools.

The outcome of this initiative was a number

of different responses geared to local conditions.
An interim evaluation in 1994' identified four

separate models: school-based family resource
centres; satellite family-sen-ice centres: family-
service co-ordination teams: youth-service pro¬
grammes. These arrangements had their own
strengths and weaknesses.

For instance, the school-based family resource
centres had an identified space at a school to
which families could come for a variety of ser¬
vices, They provided a broad array of sen-ices
and led to substantial improvements in their
customers' mental health. Satellite services in¬

volved centres not located in schools, served

the fewest people and offered the fewest ser¬
vices - but they did increase access to dental
care and showed improvements in mental health.
Family-service co-ordination teams, by contrast,
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Co-ordination v. Isolated Programmes

k Co-ordinated Service A Programmatic Service
/.s customer-driven is focused on an agency

is family-oriented is focused on individuals
is driven by the search is input-driven

for a satisfactory outcome

seeks balance between prevention is crisis-oriented

and intervention

is decentralised is centralised

uses multi-agencyfunding including uses formal service delivery

private sources

provides co-ordinated services categorical services

is evaluated by outcomes is evaluated by compliance to rules
and regulations

is community-based clients in agency offices

are delivered through teams services are delivered

ofprofessionals, parents through qualified

and non-professionals professionals

seeks institutional change isolated projects

Source: adaptedfrom Judy Chynowelb, Foundation Cons ortiumfor School-linked Sen-Ices, Sacramento, California,
1994.

were not based around a physical location. They
featured teams of professionals who assessed
the goals and demands of students or families
and developed strategies to meet them. School
personnel were often heavily involved in this
approach. This model was associated with the
strongest emphasis on academic services and
produced genuine advances in students' educa¬
tional performance. Youth service programmes
addressed the health, education and social wants

of adolescents and were either arranged around
a clinic based in or linked to a school or made a

broad array of services available to clients. These
programmes were associated with the strongest
emphasis on health screenings and medical ser¬
vices and with marked increases in the users'

employment status.

Advantages
and Disadvantages

The advantages of co-ordination can be identi¬
fied at all tiers of the system by administrators,
professionals and clients alike. For administra¬
tors, for example, benefits are perceived in staff

morale, in costs and effectiveness. Programme
administrators in 13 countries examined -

Belgium, Canada, Finland, France, Germany,
Italy, the Netherlands, Portugal, Slovenia,
Sweden, Turkey, the United Kingdom and the
United States - agreed that co-ordinating services
reduces costs and improves results. For middle
managers and professionals (medical staff,
teachers and social workers, for instance), there

are both personal and professional benefits. Pro¬
fessionals, for example, found their work more
satisfying, more interesting and less stressful, and
they could reach more clients and achieve better
results. Teachers benefit from improvements in
students' readiness to learn, and their participa¬
tion in activities which are not strictly educa¬
tional (the discussion of students' social

problems, for example). And they are able to
develop better-rounded relationships with the
students.

Contacts between professionals likewise im¬
prove, since an increased understanding of the
roles and responsibilities of others can develop.
In Portugal, professionals are working with
children who spend most of the day living on
the street. Community-based, integrated pro

grammes in Lisbon, for instance, bring together
teachers, social and health workers, the police
and employers in an effort to take education to
these children and re-unite them with their fami¬

lies and, for the older students, help find them
jobs.

The involvement of the local communities

can strengthen the delivery of services as well
as stimulate trans-generational education. Parents,
for example, can benefit from integrated projects
by taking advantage of resources such as school
facilities, improving their own knowledge and
self-esteem through contact with professionals,
even obtaining employment as members of staff,
In Kansas City, Missouri, for instance, parent
classes in child development offered by the Family
Focus Centre have led to improvements in the
way the parents interact with their children.

The professionals also note that case-
management involving multi-disciplinary teams
improves senices, since they are then more com¬
prehensive and respond better to children's re¬
quirements; they are, moreover, preventitive
rather than crisis-driven. In addition, case-

managers who are 'generalists' stigmatise their
clients less than specialists.

'One-stop shops' for social senices are also
now viewed as being more accessible and con¬
venient for clients because they provide a single
entry-point for receiving information, making
applications and providing senices. Services can
also be allocated more quickly and efficiently.
In Australia, Youth Access Centres bring together
a range of sendees in local employment offices
and use case-management to help disadvantaged
young people to find jobs.

Evaluations of specific attempts to co-ordi¬
nate senices have tended to focus on how suc¬

cessfully they cater for their clients and on the
process by which the service is developed.
Clients are reported to benefit in terms of school
attendance, achievement, employment and
health. In Germany and the Netherlands, for
example, there have been substantial efforts to
co-ordinate services to help problematic young
people in the transition to work, with evalua¬
tions demonstrating the success of the approach.
The evaluations underline the importance of both
agreeing that change is necessary and actually
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The programmatic approach that required 'clients' to present themselves in agencies is giving way
to community-based delivery of services.

implementing it in the structure of the organisa¬
tion of the sen-ices, of widespread participation,
of leadership and of time in developing new
forms of support mechanisms.

But change also brings concerns. Admini¬
strators are worried mainly that lack of time might
mean an incomplete re-alignment of services,
leading to duplication, an increased workload
and bureaucracy. They also express worries that
their staff may demand better jobs and pay. These
misgivings are reinforced by the professionals
who also fear loss of professional identity and
independence, a reduction in their ability to
specialise, even potential job losses. They also
fear that communication may be difficult, that
workloads may increase and that the resources
required to achieve effective co-ordination may
not be forthcoming. These concerns seem fully
justified: in many cases countries have sought to
stimulate change with the simple expedient of
giving grants to provide consultants.

These trends are forcing schools to look out¬
wards for support in dealing with pupils at risk.
In the past the co-ordination of health and

social services has been relatively common. The
involvement of education, by contrast, is a
relatively new- endeavour brought about by the
growing complexity of the challenges faced by
schools, changing views on child development
and the breakdown of traditional family life.

Government policies encouraging decentrali¬
sation certainly appear to set favourable condi¬
tions. Indeed, decentralisation appears to be a
sine qua mm of effective co-ordination, since it
allows for more flexibility in service delivery and
the involvement of the public, private and
voluntary sectors of local communities.

Too often now schools are finding it difficult
to cope on their own with the social problems
from which more and more young people are
suffering. Co-operation between schools and
other senices is thus becoming ever more im¬

portant for educational success of a large group
of students and for improved efficiency and
standards in the system as a whole. Too often
there is a mis-match between the senices pro

vided and those required by the children and
families they are intended to serve. Integrating
and co-ordinating these senices could make a
substantial contribution to alleviating the press¬
ures they currently feel.

The decentralisation of decision-making from
central government should allow communities
to become more involved in the organisation of
the sen-ices that directly affect them. It may also
open up opportunités for additional support from
business and interested individuals. Yet the radical

overhaul of the deliver)- mechanisms involved
will mean adaptation by governments, not least
of their relationships with local communities and
the professions; it is also important that they deal
with the 'turf disputes' that will occur. Central-
government departments which are funding ser¬
vices and bear responsibility for them will wish
to control the policies bearing on them. And that
will clash with the desire of local communities

to control the innovations.

Policies which are tied to the professions and
their unionised interests may lose contact with
the requirements of the customers of an inte¬
grated service. And there could be battles over
turf also between professionals whose roles and
responsibilities are changing. Multi-disciplinary
training for the administrators and professionals
working in these new arrangements is clearly
essential - but currently it is largely lacking.
Moreover, the development of a different form
of service-delivery will call for financial support
over the short, medium and long term - possibly
in conflict with the constraints imposed by budget

pressure.
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The Transformation

of Baltic Agriculture
Anclrzej Kwiecinski and Vaclav Vojtech

The agricultural sector in the three Baltic republics - Estonia,
Latvia and Lithuania - is emerging from an awkward period
of reform well placed to face the realities of world markets.
But there are enduring difficulties still to be overcome in
privatisation, in eliminating inefficiencies in the production
and processing offoodstuffs, and in reducing pressures for
price-support policies that lead to economic distortions.1

Between the end of the Second World

War and the advent of independence
in 1990-91, the agricultural sectors
in Estonia, Latvia and Lithuania were

progressively- integrated into the
centralised economy of the Soviet Union. Soviet
agricultural policy was focused on maximising
production so as to guarantee a supply of cheap
food to the major urban centres of the USSR - a
very expensive policy, both in its budgetary cost
and the extent to which it resulted in the

misallocation of resources. It also imposed a
framework of regional specialisation, within
which the three countries were required to supply
other regions, in particular Leningrad (St Peters¬
burg) and Moscow, with livestock products.

After regaining independence, the Baltic coun¬
tries started to rebuild the basic legal structures
and institutions for the operation of a democratic
political system and a market economy. All three
adopted the 'shock therapy' approach to macro-
economic reform, liberalising domestic prices and
foreign trade, strongly devaluing local curren

cies and imposing tight fiscal and monetary poli¬
cies. Privatisation and the restitution of property
rights were central elements of micro-economic
reform. Accompanying these systemic changes
was a sharp decline in GDP at the beginning of
the transition, but by 1994-95 the downward
trend in the economic output had bottomed out

across the region. Indeed, in 1995, GDP increased
in Estonia and Lithuania, while it was stagnant
in Latvia.

Agriculture plays an important role in the three
economies (Table 1), accounting for about
8-9% of GDP and between 7 and 24% of total

employment. Between 1989 and 1995 agricult¬
ural output, which was more or less halved, fell
more sharply than non-agricultural output. In
spite of this fall in output, employment in agri¬
culture increased in Latvia and Lithuania, indi¬
cating that the agricultural sector acted as a buffer
against unemployment during the transition. This
resulted in a substantial fall in the productivity
of agricultural labour in Latvia and Lithuania,
while in Estonia, where agricultural employment
fell, it remained relatively high.

For nearly five decades, the agro-food sector
in the Baltic countries was largely state-owned
and almost all agricultural land was operated as
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either collective or state farms. As in the rest of

the economy, the main elements of the restruct¬
uring process were privatisation and restitution
of former ownership rights as a means of
increasing efficiency.

The new farming structures are still evolving
and vary across the three countries, reflecting
their differing approaches to land reform. The
Estonian government did not favour any parti¬
cular type of farm structure, whereas Lithuanian
and Latvian authorities showed a clearer prefer¬
ence for medium-sized family farms. Large-scale
farms are predominant in Estonia and operate
on about 60% of agricultural land (Table 2), with
household plots and family farms occupying the
remainder. The 360 former collective and state
farms have been transformed into about

1,000 farming enterprises producing mainly
grains and milk. Although they are still large-
scale, their smaller size has made them more

manageable than their predecessors. Moreover,
there are a further 13,500 family farms with an
average size of 23 hectares, of which about seven
hectares is forest.

In Latvia, restitution and privatisation have
encouraged the emergence of family-type farms.
In order to promote this type of farming, similar
to the pre-war structure, any approved applica¬
tion for land, whether for restitution to previous
owners or for a new individual farm, had a higher
priority than continuing use of the land by a
collective or state farm. As a result, individual

farms and household plots are now the corner¬
stone of Latvian agriculture, operating on over
80% of agricultural land with an average size of
20 hectares per family farm. In addition to some
120 reformed state or collective farms, new cor¬

porate farms were established by individuals
using privatised land and non-land assets. At the
beginning of 1995. some 464 new corporate
farms w-ere in operation. Both old and new
corporate farms were operating on 17% of the
agricultural land available.

In Lithuania there are now three broad groups:
small, medium and large-scale farms. In 1995,

/ Review ofAgricultural Policies: Estonia. Review

of Agricultural Policies: Latvia and Review of
Agricultural Policies: Lithuania. OECD Publications.
Paris, forthcoming 1996.

almost a third of all agri¬
cultural land was farmed

by 2,340 large agricultural
companies, with an aver¬
age operating size of 451
hectares. In addition,

there were 135,000 indi¬
vidual farms which

accounted for 34% of all

agricultural land. The
average farm size of in¬
dividual farms, at
8.4 hectares, is small.

Household plots (plots
less than 3 hectares) accounted for the remainder

and, despite their small size, produce about half
of all crops and about a third of livestock pro¬
ducts in Lithuania.

Difficulties have arisen in establishing proper
legal titles in all three countries, with many con¬
flicts occurring between new owners and those
who had worked the land during the Soviet
period. The rather complicated procedures for
land registration and the lack of qualified staff
to carry out the necessary surveying and map¬
ping operations have contributed to the slow
pace of privatisation and restitution of land.

In Estonia, for example, only 20% of agricult¬
ural land is not subject to major disputes between
previous owners and current operators of land
and buildings. A further 30% is subject to con¬
tradictory claims that will not be easy to resolve,
and the remaining 50% is still owned by the state
because previous owners have not exercised
their claims. As a result, only 9% of agricultural
land was registered in the 'Title Book' (the land
registry) by the end of 1995 and could therefore
be considered as fully privatised. In
Lithuania, full ownership titles, account¬
ing for 40% of the agricultural land area,
have been restored to about 74,000

farmers; in Latvia the corresponding per¬
centage was 20-30% at the end of 1995.

The degree of privatisation in the in¬
dustries supplying inputs (the 'upstream'
sector) and in processing and trading in¬
dustries (the 'downstream' sector) varies

widely across the three countries. Priva¬
tisation was virtually complete in Esto-

Table 1

Agriculture in the Economy, 1989-95

Share Share Output

In GO? In employment change

1989 1995" 1989 I99S'

Estonia

ia'

Lithuania

a. Provisional.

b. Methodology modified in 1992, contributing to the apparently dramatic f
1 . Includes hunting, forestry and fishing.

Source: OECD

17,8 8.0 12.0 7.0 -47

10.2 8.3 13.0 18.0 -56

26.5 9.0b 17.6 23.5 -49

-37

-49

-58

nia and Latvia by the end of 1995, whereas in
Lithuania only about two-thirds of the upstream
and downstream sectors were in private hands.
The meat- and poultry-processing plants have
proved to be very difficult to privatise because
of the heavy burden of outstanding debt, out¬
dated processing facilities and shrinking demand,
resulting in under-utilisation of capacity.

In all three countries, preferential treatment
in privatising the agro-food industries was given
to farmers so as to promote vertical integration
in the food chain, thus to a certain extent

crowding out foreign investment. There is some
anecdotal evidence that this approach speeded
up privatisation in the downstream sector, espe¬
cially in Lithuania. But it has had a downside:
there have been delays in the restructuring of
downstream enterprises and the introduction of
gains in efficiency, which can be linked to the
lack of capital and of technical, marketing and
business skills of local agricultural producers.
These delays have contributed to the depressed
prices received by farmers.

Table 2

Agricultural Land by Size of Farm, 1995
% of total agricultural land

Smatl farms:

under i hectares

Medium farms:

3-100 hectares
large farms:

over J 00 hectares

Estonia 25 15 60

Latvia 23* 58» l$d
Lithuania 33 32

r limit is five, not three, hectares.

;D, based on national sources

35

a. The lowe

Source: 0E
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Trends in Trade

since independence

Michael Ryan

During the Sorted era, Estonia. Latvia and
Lithuania were substantial exporters of agri¬
cultural products, especially dairy and meat,
and importers of agricultural infinis such as
animal feedstuff's and energy. All trade was
regulated by the slate monopoly and was
largely confined to exchange between regions

within the Soviet Union. The collapse of the
Soviet Union led to the disappearance of the
traditional network and markets for agricult¬
ural products from the Baltic countries. With
independence in 1990-91 they had to develop
their own trading regimes with the rest of the
world and therefore facet! the enormous lash of
establishing new arrangements, institutions,

transport and marketing infrastructures.
from 199 J to 1993 the policies governing

the agricultural trade of Latvia and Lithuania
were based on non-tariff barriers (such as im¬
parl and export quotas, licenses and periodic
bans on exports and imports). More consistent
and coherent policies were adopted in 1994
when most administrative restrictions were re¬

placed by tariff-based border protection, and
the new trade regimes were brought more in

line with world market conditions. Estonia, by
contrast, adopted open trade from independ¬
ence.

Although the Bailie slates are net agricult¬
ural exporters. Latvia became a net importer of
meat and dairy products in 1994 because of a
temporary dislocation in livestock production.
The composition of exports and Imports is very
similar for all three, with exports consisting
mainly ofcommodity-typeproducts and imports
largely made up of processed foods with high
value-added. For Lithuania in particular, an

increasing share offood exports consists of re¬
exports.

The share of agricultural and food products
in the exports of the Baltic countries has fluct¬
uated considerably over the last five years,
falling from over a quarter in 1991 to less than
a fifth in 1995. A large part of this fall was due
to reduced exports to the former Soviet Union,
especially during 1991-93- These exports
started to increase again in 1994 and 1995,
reflecting to some extent the re-establishmen I of
traditional trading links. In the period

1991-95. agricultural and food products re¬

presented less than 10% of total imports to both
Latvia and Lithuania hut almost 16% for
Estonia.

Estonia. Latvia anil Lithuania have signed
bilateral trade agreements tilth many OECD
countries, as well as with other central ami

eastern European countries and former Soviet
republics. Moreover. Free Trade Agreements
with the European Union came into force in
January 1995. and gave preferential treat¬
ment lo trade between the Baltic states and the

EU countries. In July 1995. all three countries

signed Association Agreements with the El'.
These agreements provide important market

opportunities, especially for agricultural pro¬
ducts - but the Baltic republics have found it
extremely difficult lo fill many of the product
quotas because of difficulties in meeting certi¬
fication standards.

A free-trade agreement in industrial pro¬
ducts was signed between the Baltic stales in

199i. although it was June 1996 before they
reached an agreement on agricultural pro¬
ducts. As a result, all custom duties on trade in

agricultural products has note been abolished
provided the goods are produced in one of the
Baltic countries. All three of them are currently
in the process of negotiating accession to the
World Trade Organisation (WTO), for trade
will) Russia, Latvia ami Lithuania have bene¬

fited from most favoured nation' (MEM tariff
slalus since January 1995; Russian trade tilth
Estonia is still subject lo tariffs that are double
the MFN rales.

One of the main developments in the Baltic

republics has been the shift toward western

markets, especially for imports of agricultural
andfood products. In 1994, for example, the Ell
accounted for 41% of imports of Estonian agri¬
cultural andfood products, and almost 15% of
Estonian exports went to the EC. The former
Soviet Union, by contrast, absorbed over 70% of
Estonian exports, but provided less than 10% of
imports, for Latvia, the main export market is
also the former Soviet Union, which accounted

for over 80% of total exports and 15% of imports.
Trade with the El is increasing steadily: over
60% of imports and almost I i% of exports in
1995. The El ' likewise accounted for over three-

fifths of Lithuanian imports and almost one-
third of Lithuanian exports in 1995. On the
other band imports into Lithuania of foodstuffs
from the former Soviet Union fell lo 16% while

exports increased to 55%.
A more coherent framework on agricultural

trade policies has been implemented and trade
patterns are beginning lo stabilise in the Baltic
countries. Many outstanding problems nonethe¬
less remain lo he resolved. Theprocess of access¬
ion lo Ibe WTO will help to overcome some of
them, especially those derived from tariff bind¬

ings (which improve discipline and procedures
for the application of tariffs) and customs valu¬
ation procedures (which monitor trade on the
border). With the return ofgrowth lo the Baltic
republics. Initie in agricultural and food pro¬
ducts is likely lo increase in the coming years,

especially for high value-added food products
(not least 'consumer-ready' ones such as TV
dinners). 'The main challenge will he improving

quality and hygiene standards, developing the
transport infrastructure and trailing links, in
addition lo dealing with the rather cumbersome
bureaucratic barriers in man)- tf the importing
countries- including some lu the EU and OECD.

Michael Ryan works in the Economies in Transition Division
of the OECD Directorate for Food, Agriculture and Fisher¬
ies.

In addition lo sales of enterprises lor cash, all
three countries have made wide use of invest¬

ment and or compensation vouchers in the
privatisation of the agro-food sector.- In spite of
the preference given to local farmers, foreign
investment has nevertheless played an import¬
ant role in restructuring and privatising agro-food
enterprises in Estonia.

Aller independence, the Baltic states abol¬
ished most of the regulations and controls that
existed during the Soviet era. As a result, the
prices of agricultural inputs, in particular energy
and fertilisers, rose to those prevailing in world
markets, while the prices that farmers obtained
for their output increased more slowly. A severe
cost-price squeeze followed, biting especially

hard in 1991-93. Output prices have increased
more rapidly since then, thereby improving
agricultural terms of trade.

The degree of support for agricultural pro¬
ducers in the three countries, as measured by
the Producer Subsidy Equivalent (FSE)," shows
that support can be largely divided into three
periods (Figure). The period of Soviet dominance
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between 1986 and 1990 was

characterised by high support
of market prices and an aver¬
age net percentage PSE of
about 70-80%. The second

period between 1991 and
1993 was the time of the

major macro-economic
reforms and dramatic, some¬

times chaotic, adjustments
which resulted in a substan¬

tial implicit' taxation of agri¬
culture, particularly in
Lithuania, by keeping farm-
gate prices lower than those
at the border. In the period
1994-95 a more stabilised

macro-economic framework

and adjustment process

helped to reduce this implicit
taxation on farmers to about

zero in Estonia and Latvia. On

the other hand, in Lithuania,

price support, storage and
export subsidies were intro¬
duced in 1995 for major

agricultural products and resulted in a rise in the
average net percentage PSE to 13%.

During the Soviet period, the average degree
of support in the Baltic countries was substant¬
ially higher than in OECD countries. But in the
1990s it declined sharply and by 1994-95 was
significantly below the OECD average of 42%,
and below the average in other central and east¬
ern European countries (the Czech Republic,
Hungary and Poland). In Estonia and Latvia, the
degree of support was even below those OECD

2. All countries applied slightly different approaches for
distributing investment and compensation couchers, lu
general, investment vouchers were distributed to all
citizens depending on numbersofyears tvorked (inEstonia
and Lithuania) or t>u the number of years of residency
(Latvia); compensatory vouchers were given to previous
owners whose property could no! be returned in physical
form.

.->'. The total Producer Subsidy Equivalent is an indicator

ofthe total value of the monetary transfers lo agricultural
producers resulting from agricultural policies in a given
year. Both transfers from consumers of agricultural
products and transfersfrom taxpayers an- included. 'The
percentage PSE is an indicator of the value of transfers
as a percentage of gross farm it-venues.

Figure

PSEs' for the Baltic Countries and OECD Average
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inn 100

50

' _,utafc

50

1

%

0 % 0

1 1 1 1 :, I % 1 J

-50 - 1 'V M -

X x
-50

-100
1

_ _ _ Estonia _

Latvia

-100

-150 Lithuania _

_____ OECD

-150

-200 \ / -200

-250 t i I I t I I I I -250

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

1 . Producer Subsidy Equivalents

Source: OECD

countries with the lowest rates of measured

sLipport (New Zealand and Australia).

In view of the difficulties of restructuring and
re-orienting their agriculture and agro-food indus¬
tries from the previous Soviet system towards
an efficient, more market-oriented mode of op¬
eration, the Baltic countries have made substan¬

tial progress. Their farming sectors now have
the potential to develop as internationally com¬
petitive sectors. Nonetheless, there remain still
some difficulties to be resolved in land reform

(not least the very slow process of restitution,
which is hampering the whole process of land
privatisation and discouraging investment).
Moreover, the special preferences given to agri¬
cultural producers in privatising agro-food in¬
dustries tend to skwv down the restructuring

process. In the new market-oriented environment
it will be essential to develop appropriate edu¬
cation and training for managers of large agri¬
cultural enterprises and for individual farmers

so as to help them overcome
their lack of business-manage¬
ment and marketing skills.

The difficulties experi¬
enced by the farming sector
in the first stage of transition
resulted in strong political
pressures in all three countries
to provide more support to
agriculture. As a result, in
Latvia, tariffs on food imports
were introduced as early as
1992. In Lithuania, price sup¬
port was increased consider¬
ably in 1995. Even in Estonia,
where the government was
able to resist such pressure for
a long time, several regulations
have been passed by parlia¬
ment which may result in a
significant increase in market
price support. Further elimina¬
tion of inefficiencies in the

food chain through structural
and institutional reform and

anti-monopoly and anti-trust
actions would benefit farmers and help reduce
the pressure for economically distortive meas¬
ures of price support. Policies should therefore
be focused on reducing inefficiencies in the food-
processing industries and on developing rural
and local development measures that facilitate
adjustment in the agricultural sector.
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The Internationalisation
Yu Kameoka

The international settingfor universities and other institutions
ofhigher education is changing rapidly, both economically and
socially. In most OECD countries new developments, not least
theglobalisation ofthe economy, have led to more international
practices and approaches to the teaching of under-graduates.
But the responsesfrom universities and other institutions have
not been systematic, and the underlying implicationsfor reform
have not been assessed coherently. The OECD Centre for
Educational Research and Innovation has conducted a study
on the impact of international settings on higher-education
programmes and structures.1

The international dimension of higher
education is now given more promi¬
nence than in previous decades, for
reasons both external and internal.

External considerations include

changes in the labour market, which call for dif¬
ferent kinds of skills and knowledge, not least a
deeper understanding of the languages, cultures
and business methods found elsewhere in the

world. A recent case-study of US-based inter¬
national enterprises, for example, suggests that
employers do see the recent emphasis on multi-
culturalism and diversity in college curricula as
an important preparation for work in an economy
without borders.2

Governments, too, are increasingly looking
on higher education as playing a part in their
wider policy objectives, many of which now have
a strong international emphasis, from broad
foreign-policy interests to more specific concerns
of domestic economic development, and all of
which can be served by the expertise and re¬
sources found in higher education.

Yu Kameoka worked, until recently, on the inter-
nationalisation of education in the Centre for Educa¬

tional Research and Innovation at the OECD Directo¬

rate for Education. Employment. Labour and Social
Affairs.

One of the most important changes is the
increasingly international role of higher educa¬
tion in regional groupings of countries - the
European Union, the North American Free Trade
Association, Asia Pacific Economic Co-operation
(APEC) and so on - rather than broadly 'global'
contexts. The evolution of more cohesive re¬

gional political and economic arrangements has
fuelled schemes aimed at promoting mobility and
exchange inside a given region (the 'Erasmus'
and 'Comett' programmes of the EL" and the
'Nordplus' programme among Nordic countries
are obvious examples, and there are similar
initiatives in North America and the Asia-Pacific

area). Such schemes could also help improve
comparability in the contents and methods of
study programmes.3

From within, there has been a re-assertion of

the 'traditional' view of higher education. First,
there is the long-standing interest in establish¬
ing and maintaining an environment of discov¬
ery and advanced learning in which the scope
of knowledge is continuously expanded through
exchange among scholars and students around
the world. Environmental concerns and inter¬

national conflicts are making institutions of higher
education more aware of the importance of find¬
ing multilateral solutions. There is also the prag

matic concern to excel in research, to maintain

adequately staffed faculties and to obtain effi¬
cient enrolment rates in institutions and indi¬

vidual programmes of study. These trends
increase the importance of the international
dimension of higher education in the contents
and methods of study-programmes, the conduct
and orientation of research and the structure and

administration of institutions.

Whether seen as a response to external forces
or as a desirable reinforcement and elaboration

of the 'traditional', universal orientation of the

university, the key word encompassing new-
ideas seems to be internationalisation'. But it is

now seen to extend far beyond specialised
international programmes and student exchange,
which were the hallmarks of the past twenty
years or so. Indeed, it has moved into the main¬
stream of the curriculum and administrative

structure at many universities and is expected to
expand well into the next century, What it means
in practice is that the concept should be
widened to include, in addition to student

mobility, also curriculum and staff development
and mobility, and specific institutional strategies
to adapt to and benefit from internationalisation.
The evolution of information technology is also
expected to play a role as software transfers com¬
plement (or substitute for) student mobility.

What Curricular

Changes?
The internationalisation of the curriculum

demonstrates the progress of higher-education
institutions. After a first period of individual
student mobility ('free movers') and a second
phase of mobility and exchange based on insti¬
tutional agreements, an internationalisation of
academic- content and processes - where edu¬
cation is sometimes provided by foreign
academics - is taking place. That is likely to have
a more structural and longer-term impact on the
institution itself, whereas the effects of mere

mobility and exchange are limited to the indi¬
vidual students. The international dimension is

thus no longer a marginal concern affecting the
5-10% of students who actually move between
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institutions; it has gained its place as a more cen¬
tral concern of mainstream educational planning
and management.

To discover how much higher-education
institutions have responded to these changes,
the OECD Centre for Educational Research and

Innovation recently conducted a study on new
curriculum initiatives in Australia, Denmark,

France, Germany, Japan and the Netherlands.
Defining internationalised curricula as those 'with
an international orientation in content, aimed at

preparing students for performing (profession¬
ally/socially) in an international and multicultural
context, and designed for domestic students and/
or foreign students', the study, synthesised by
Marijk van der Wende of the Netherlands
Organisation for International Co-operation in
Higher Education, has identified a diverse and
increasing range of activities.

These initiatives are largely based on institu¬
tions' strong perceptions of the desirability of
internationally trained professionals, who are
able to address cross-border and global
problems from an international and interdisci¬
plinary perspective and to work with people from
different national and cultural backgrounds. One
Australian university aims to train managers so
they can understand and undertake business in
the fast-growing economies of the Asia-Pacific
rim. Another, in the Netherlands, aims to enable

its graduates to tackle legal problems that have
a cross-border character (such as environmental

law), that are treated under international law sys¬
tems or involve international clients or

colleagues by encouraging flexibility in thinking
and problem-solving skills within the
context of different legal systems. And a school
of international studies in Japan has recognised
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that the revolution in communications techno¬

logy is helping to create an interdependent
'global village', which will require the services
of men and women with a broad knowiedge of
other lands and societies. Paradoxically, though,
and in spite of such perceptions, in the majority
of cases no outside consultation - as, for ex¬

ample, with experts from business or other in¬
dustries - took place as these programmes were
being developed.

From a more pragmatic point of view, the
decision to reform the curriculum has two

advantages. It provides international educational
opportunities for domestic students who are not
mobile. And it also increases the attractiveness

of the curriculum for foreign students, whose
presence is usually beneficial to domestic
students and to the education process as a whole.
Indeed, a wider international or comparative
element to the curriculum enables foreign
students to study in an international group,
often with the curriculum made more access¬

ible by being taught in a language other than
the national tongue (as in Denmark, Japan and
the Netherlands, for example).

There is a strong relation between the inter¬
nationalised curriculum and the mobility of
students and staff. Student mobility seems to
follow several different patterns. Many pro¬
grammes contain a compulsory period to be
spent abroad. Sometimes a full cohort of students
(often in groups of 30 or 50) is exchanged with
a similar cohort from a partner institution. Some
programmes are open to both domestic and
foreign students, who study together in a typical
international classroom.

Staff mobility likewise falls into a variety of
patterns. For example, some internationalised
curricula are taught by visiting international staffs,
occasionally in combination with local teachers;
others are taught by local staff with a strong

/ . Internationalisation of Higher Education. OECD

Publications. Paris, forthcoming 1996.

2. What Employers Expect of College Graduates: In¬
ternational Knowledge and Second Language Skills,

Education Research Report, Office ofEducationalResearch

and Improvement, US Department of Education. Wash-
ington DC. 1994.

J. Danielle Colardyn and Marianne Durand-Drouhtn.
'Recognising Skills and Qualifications'. The OECD

Observer, No. 19.). April/May 1995.
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Liberalising Trade
in Professional Services

Progress in internationalisation of higher
education will also be affected by the liberal¬
isation of trade in professional services, a
sector of growing importance. The lack of
recognition of foreign qualification and
competences is one of the most important
obstacles in liberalising trade in professional
services, since it often requires foreign pro¬
fessionals to retrain locally for lengthy
periods. With the aim offacilitating the world
trade in services, work is already underway at
the OECD to lower such structural barriers to

non-domestic providers of such services. The
outcome will have an impact on the higher-

education institutions which play a major
role in training professionals. In disciplines
such as accounting, architecture, law. and
engineering it is already becoming a pressing
issue and the question of international stand¬

ards for the profession and recognition of
degrees as they are related to trade in know¬
ledge-based services therefore has lo he
addressed.

Assuring the quality of internationalised
programmes is another issue. At present,
teaching is initiated, arranged and organised
largely by individual institutions. But it fre¬
quently escapes routine evaluation and ac¬
creditation procedures applied to domestic
academic programmes. Foreign students who
apply to enrol in such programmes require
more transparency to make better-informed

choices. The rapid expansion of the inter¬
national aspects of higher education points to

the desirability of a common set of criteria,
where concerns about the quality of pro¬
grammes, the use of new technologies and the
obstacles to trade in professional services are
brought together.

international orientation. Sometimes the curri¬

culum is developed jointly by two or more part¬
ner institutions from different countries and is

taught by staff circulating among the institutions
where it is taught. This kind of programme could
lead to a double degree (two diplomas awarded

simultaneously but separately by the two insti¬
tutions) or a joint degree (two or more institu¬
tions together award a single degree from a joint
programme) being offered. These arrangements
are found more often in Europe than in the Asia-
Pacific region, in part because of the intensive
co-operation structures supported by the EU
programmes.

In many cases the argument for the new
initiatives explicitly referred to improvement of
the quality of higher education, with benefits in
student motivation and learning, through
increased understanding of the international
aspects of the subjects, foreign-language com¬
petence and intercultural communication skills.
The effects of internationalised curricula are

strongly related to the involvement of foreign
students and staff.

Organisational
Impact

The new international setting poses new
challenges for the organisation and management
of higher education as well. Services have to be
adapted to accommodate co-operative arrange¬
ments with 'partner' institutions or faculties in
other countries: financing, accounting and legal
services for teaching and research arrangements;
housing services for foreign students as well as
visiting academic and research staff; guidance
and counselling for foreign students; support
services for the preparation and evaluation of
transcripts and records.

The adaptations required by the new inter¬
national setting are best developed as part of an
institution-wide approach: specific, targeted
support for administrative and faculty responses
is a necessary condition for success, and in three
main forms. First, a strong innovator/leader is

4. See also Hans de Wit ted.), Strategies for Internation¬

alisation ot Higher Education: A Comparative Study of
Australia, Canada, Europe and the United States, European
Association for International Education in

co-operation with the OECD and the Association of
International Education Administrators. Amsterdam.

1995.

5. Edwin t.t'urcu and Albert Tui/nmau. Life-long Learn¬

ing: Who Pays?', The OECD Observer. No. 199, April/
May 1996.

necessary to provide the impetus for change.
Second, the institution must supply the necess¬
ary resources (preferably reinforced by national
budget allocations and policy framework). Third,
there must be strong staff involvement and com¬
mitment. If any one of these three factors is
missing, the changes will not be sustainable or
realise the potential benefits for the participants.'

Much of the progress in internalisation to date
has been supported by policies and programmes
of governments and supranational institutions
(such as the EU), which have enabled or facili¬

tated particular pilot initiatives. The environment
may be less supportive in the future - at least in
financial terms. In many cases it is not clear how
viable these programmes will be when less
funding is available, for those curricula for which
no supplementary resources from students can
be obtained." Many internationalised curricula
have clearly not been fully institutionalised as
one of the essential functions of the establish¬

ment.

The main recommendation for policy¬
makers is that further stimulation of internation¬

alisation is still necessary both through national
and supranational policies and programmes and
regional, national and supra-national support
structures. Internationalisation should also

involve active participation by stakeholders from
government, the private sector, the community,
and voluntary organisations in its development.»
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Educational and Career

Guidance: What Works
Caroline St John-Brooks

Good careerguidance could have a central role toplay in active
labour-market policies, which in many OECD countries have
to become more effective, 1 as well as enabling more individuals
to lead satisfying andproductive lives. But its importance goes
largely unrecognised by nationalpolicy-makers. The resources
currently invested are often not being used as efficiently as
they might be, because of a lack offocus on objectives, and
systems which are either inflexible and bureaucratic or full
of gaps and inconsistencies.

In the past, most transitions between dif¬
ferent tiers of education, or between edu¬

cation and work, happened more or less
automatically - as young people moved
en masse from one system to another.

Career guidance was seen as necessary only for
problem cases. But under the pressures of global
economic competition, these systems are
beginning to become fragmented and more com¬
plex - and the relationship between them is much
less clear. For many young people, finding an
appropriate career path is becoming harder. And
adults are increasingly aware that their hard-won
skills will have to be regularly added to and
updated in a process of life-long learning, some¬
times requiring a real effort.2

The public seem to have recognised these
problems ahead of the politicians: a recent sur¬
vey carried out in 12 OECD countries for the
OECD suggested that more than 80% of the popu-

Caroline St John-Brooks works in the Centre for
Educational Research and Innovation of the OECD

Directorate for Education. Employment, Labour and
Social Affairs,

lation thought that advice and guidance on
careers was an 'essential' or 'very important' role
of the school.1 Curricula are becoming more dif¬
ferentiated to cater for a wider range of abilities
and aspirations - and to reflect changes in the
labour market. Employers are increasingly look¬
ing for flexible and autonomous workers with a
sound general education who can train and
retrain to meet changing demands.

Until recently, most policy-makers - when
they considered it at all - saw educational and
career guidance as a way of improving the fit'
between the skills and ambitions of individuals

entering the labour market, and the jobs and
occupations available to them. But a revolution
is currently taking place in the nature of work,
and this model, although it still has a role to
play, looks increasingly simple-minded.

In the future, more and more individuals will
have to navigate their way through a maze of
education and training options, in the process
of building unique personal careers for them¬
selves. Periods of conventional employment may
alternate with further education or training, free-
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lance work or self-employment and. perhaps,
spells of unemployment. And as life-long learn¬
ing becomes essential, high-quality educational
and career guidance will become equally
important. But in many countries the guidance
system will have to be rethought so that it can
respond rapidly and flexibly. The long-estab¬
lished systems of some countries have become
rigid and overly-bureaucratic; in others, large gaps
in provision mean that many young people (often
those who require it most pressingly) are not
getting the service they deserve.

A study carried out recently by the OECD
Centre for Educational Research and Innovation

examined educational and career guidance in
seven OECD countries: Austria, Canada, Finland,

Italy, Japan, Mexico and Scotland. ' The aim was
to draw out examples of good practice and inno¬
vation which might be of use to policy-makers
in other countries.

Different countries define such guidance in
different ways. The study identified three
central elements:

educational guidance - supervising a young
person's academic progress, and such elements
as the acquisition of good studying habits, tackling
learning difficulties effectively, choosing certain
subjects, programmes or pathways, or making
decisions as to what type of school to attend

career guidance - focusing on understanding
the world of work, choosing an occupation and
/ . Mapping the Future: Young People and Career
Guidance. OECD Publications. Paris, forthcoming 1996.

2. Jean-Claude Pave, Strategies for a Learning Society',
The OECD Observer. No. 199. April/May 1996; Edwin
Leuven and Albert Tuijnman, Life-long Learning: Who
Pays?; The OECD Observer, No. 199, April/May 1996.

3. Education al a Glance: OECD Indicators. OECD

Publications. Paris. 1995.

4. OECD reports on the United Kingdom often focus on
England and Wales; since the Scottish education system
is different, it teas decided on this occasion to examine
Scotland separately.
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For many young people, finding a path into the labour market is
becoming harder.

smoothing the transition from school to employ¬
ment

personal and social guidance - encouraging
individuals to understand themselves as they
change and develop, perhaps involving advice
on how to deal with practical or emotional
issues such as financial difficulties or family
problems.

Schools are not, of course, the

only places in which young people
receive educational and career

guidance. Since in virtually all
OECD countries, responsibility is
divided - not always neatly - be¬
tween the Ministry of Education
and the Ministry of Labour or Em¬
ployment, guidance tends to be
offered by three different types of
institution, each with its character¬

istic strengths and weaknesses.
Educational institutions. Their

major advantage: teachers and
school counsellors know the young
people they are advising and edu¬
cational options available. Their
most important weaknesses:
teachers may have low expecta¬
tions and fixed ideas concerning
some individuals' abilities or atti¬

tudes, they are often unfamiliar
with the requirements of the labour
market, and they cannot normally
advise adults or young people who
have already left school.

Labour-market organisations,
which may be government-admin¬
istered through training or employ¬
ment centres, or run by employers
or trade unions. Main strengths:
guidance is available to adults and
to young people who have left
school, and the advisers are in

close contact with the labour

market. Main weaknesses: the guid¬
ance workers' knowledge of edu¬
cational and training options is
often limited, and too much em¬

phasis on placement in jobs and
the interests of employers can

mean that not enough attention is paid to the
individual's requirements and aptitudes.

Agencies (whether public, private or volun¬
tary). Advantages: agencies can liaise between
educational institutions and employers and can
offer guidance to adults and young people who
have left the system. Since they are detached
from both the schools and colleges (who might

be trying to maximise student numbers in their

own interests) and employers (who might merely
be looking for cheap labour), the clients of pub¬
lic agencies, in particular, may have a better
chance of getting unbiased advice. Disadvant¬
age: coverage can be uneven, with gaps and
duplication. What's more, the clients of private
agencies may not be getting good value for
money (they may not realise they are not get¬
ting good advice) and the poor may be unable
to afford professional help - although they are
the ones who could use it best.

This range of different settings gives rise to a
range of difficulties - from the sometimes un¬
certain professional status of the people offer¬
ing advice to problems of overlap, incoherence
and other inefficiencies. But it would probably
be a mistake to rationalise the supply of guid¬
ance too thoroughly, since it is required by dis¬
parate individuals. Indeed, to maximise both
coverage and quality, most countries would do
well to diversify further the settings in which
guidance can be obtained, so as to reach more
of the people who are currently excluded from
professional advice.

What Countries

Do

Career guidance involves a large number of
different activities, including giving information,
advice and counselling; assessing individuals'
interests, attitudes, skills and aptitudes; advice
on the choice of career; job-placement; and ad¬
vocacy (for example, on behalf of those who
risk exclusion, or who may experience barriers
in their attempts to get access to training or
jobs).

The emphasis placed on different activities
varies from country to country. The giving of
information, for example, is a very basic require¬
ment, where in most countries career- or job-
centres are strong - but schools are sometimes

very weak. In Austria, the schools can supple¬
ment their own resources by using the Career
Information Centres (Berufsinformations-
zentrum, or BIZ), and in Scotland they call on
the Scottish Careers Service. Both services have
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strong information bases - including computer¬
ised databases - and a staff accustomed to using
new technology. In Mexico City, between May
and August when young people have to choose
from a wide range of upper secondary schools,
they can get information through a telephone
hotline set up by the Secretariat of Education, or
consult one of 16 mini-offices throughout the
city.

Some countries - such as Austria, Finland,

Scotland and some of the Canadian provinces -
have systematically built careers education into
the school curriculum;"' but in others it is more

haphazard and may depend on the particular
school district, individual school, or even teacher

or group of teachers. The degree to which it
features in the school curriculum may also
depend on the availability of teaching materials.

In Austria, Italy, Japan and Mexico, only the
Employment Centres run by the Ministry of
Labour are officially entitled to carry out job-
placement (although in Japan, where the choice
of organisation is normally more important than
choice of occupation, secondary-school
teachers do often play a key role in finding the
right company for their students). In Canada and
Scotland, other guidance agencies, both public
and private, can perform this function - and often
do.

Some of the most interesting developments
are the result of attempts to meet a particular
demand. In Japan, for example, students enter¬
ing one of the few innovative high schools in
Tokyo attend a two-day pre-entry session to help
them plan their studies, and then go through a
ten-clay orientation course which includes an
element of career guidance.

Often new approaches are developed in
order to target young people who cannot be
reached by conventional methods. In Italy, the
government-sponsored 'Right to Study' initiative
('Diritto alio Studio') enables more disadvantaged
students to enter university, and to succeed when

5. A good careers-education programme offers a range
ofplanned experiences (which may include discussions,

workshops on issues such as interview techniquesorwriting
resumes, role play, work experience or work shadowing).
These are designed to develop skills, concepts anil
knowledge which will enable young people lo make
appropriate career choices and successfully enter the
working world.

they get there. Young people in some Canadian
schools, colleges and universities have been
trained to act as counsellors to their peers. In
Scotland, schools in one education authority have
set up evening sessions for students who want
help with their schoolwork, career advice and,
sometimes, confidential counselling. Innovative
practices of this type should be much more
widely disseminated, and encouraged by policy¬
makers through targeted funding; otherwise, they
may remain dependent on the energy and com¬
mitment of a few individuals.

Probably the most widespread and success¬
ful innovation of the last decade has been the

growth of partnerships between schools and local
companies, particularly in terms of providing
work-experience for secondaiy school students.
The placement usually lasts between three days
and three weeks. Sometimes it turns out to be a

bridge to a permanent job, but more often place¬
ments are used as 'tasters' to give the student
some idea of what a particular occupation en

tails, or simply to communicate the experience
of going to work.

In many OECD countries this is now a com¬
mon practice. All secondary-school students in
both Scotland and Finland go on work-experi¬
ence as part of their general education and
introduction to adult life. In Canada and Austria,

it more often plays a part in the vocational pre¬
paration of young people who are not destined
for tertiary education. In Italy, on the other hand.
it tends to be the high-fliers who are offered
work-experience - the result of collaboration be¬
tween high schools and local industrialists, who
can thereby pick the cream of the graduating
students.

There are numerous other forms of introduct¬

ion to the workplace, including:
work-shadowing, in which students follow

workers on a one-to-one basis throughout the
day. observing the tasks they cany out, and their
roles within the firm

mentoring, a scheme in which successful

One of the advantages of agencies is that they tend to give unbiased advice.

39 The OECD OBSERVER No. 202 October/November 1996



Educational and Career

Guidance: What Works

Information is a vital element in making career choices - but obtaining it is not always easy.

members of ethnic minorities offer themselves

as role models to young people from the same
community; they offer them work experience
and work-shadowing, discuss their problems and
ambitions, and take an interest in their progress.
This technique is also useful in encouraging girls
to aim higher or to enter non-traditional occu¬
pations.

simulations, which may involve games, role-
playing and practice of various kinds, usually
carried out on school premises but often in
realistic surroundings

work-experience for teachers, a successful
innovation in the Austrian province of Styria; the
teachers who have taken part in the scheme value
not only the information they gain about the
working world, but the experience of looking at
education from another point of view.

All of these approaches share an important
element: breaking-down the barriers between the
school and the outside world so that

students can make choices on the basis of know

ledge and experience of the workplace - and
understand themselves better too. The school

of tomorrow will have to have more permeable
walls, so that both young people and adults can
move freely in and out of it."

If educational and career guidance are to fulfil
their potential in easing transitions, improving
the workings of the labour market, and helping
individuals to get the most out of their lives,
they have to adapt to this rapidly changing
labour market. Four principal messages emerge
from the research.

Although there is much good practice in all
the countries in the study, incoherent or incom¬
plete systems tend to be the norm. Large
numbers of young people and adults who could
benefit from career guidance have to go with¬
out, or receive an inadequate service. Govern-

6. Abrar Hasan ami Alan Wagner. The School of the

Future', The OECD Observer, No. 199. April/May 1996.

ments should set up audits of their
own systems, with the aim of record¬
ing what is already in place - both
within educational institutions and

outside - and identifying gaps in pro¬
vision. In man\- countries there is a

general dearth of good materials on
guidance for the use of teachers,
counsellors and others. This kick is

particularly important when clients
are undecided, poorly motivated or
are newly arrived in the country.

An effective system should offer
educational and career guidance to
everyone - from early teens until well
into adulthood - as an integral ele¬
ment of their education or training
curriculum, rather than restricting it
to transition points or to individuals
with problems.

Access to information and to guid¬
ance is a real problem in many coun¬
tries, especially for individuals who
are no longer in education or train¬
ing. Innovative methods of deliver¬
ing information, especially through
computer-based technologies, should

be developed, and new ways of offering guid¬
ance - perhaps in public libraries, shopping cen¬
tres, or through the use of 'careers hotlines' -
should be explored.»
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from Competition
to Growth
Dirk Pilat

The slowdown ofgrowth in the OECD area over thepast decades
has led to a re-assessment of regulations and economic
institutions. Wide-ranging reforms offinancial, labour and
goods markets have been implemented in many countries. In
product markets, reforms to strengthen competition have aimed
at lowering prices, enhancing productivity and stimulating
output and employment. But how precisely does competition
affect economicperformance?And whatgains can be expected
fromfiercer competition?1

Since the mid-1970s, output and pro¬
ductivity growth have been disappoint¬
ing throughout the OECD area, and
unemployment has risen steadily in
many countries. One of the responses

of OECD governments over the past fifteen years
was the implementation of programmes of struct¬
ural reform to tackle the rigidities in labour,
financial and goods markets that had introduced
substantial distortions in the functioning of the
economy and contributed to unsatisfactory per¬
formance. Although varying in scale and scope,
reform has been wide-ranging, with the liberali¬
sation of financial and international product
markets leading the way in most countries and
reforms of domestic product markets, particularly
services, and labour markets trailing behind.

Distortions in product markets - resulting, for
instance, from entry regulations, trade barriers
or government subsidies - can affect economic
performance in several ways. For instance, a low
degree of competition may lead to 'monopoly

Dirk Pilat works in the Resource Allocation Division

of the OECD Economics Department.

pricing', with firms setting their prices above those
prevailing under competitive conditions, leading
to economic 'rents'. A 'rent', of course, can re¬

ward entrepreneurship and thus encourage in¬
novation (in. for example, medicines and
computers), but this reward should not last for¬
ever - competition should be free to erode it
before too long. Otherwise, firms can make
'excess' profits, which they can spend in differ¬
ent ways - by paying workers excessive wages,
which can contribute to unemployment, by
tolerating overstaffing. which tends to be un¬
sustainable in the long run, or by allowing
technical inefficiency to build up.

Competition
and Prices

The most direct effect of insufficient competi¬
tion is on prices. In the theoretical situation of
perfect competition, firms are pure 'price-takers':
they have no influence on price-setting because
competitive pressure forces them to accept what
the market permits. With healthy competition

41

firms set their price according to marginal costs,
implying that they expand production until the
cost of the last unit sold equals the market price.
Imperfections in product markets allow them to
charge a mark-up over their marginal costs, push¬
ing up prices and lowering output. In practice,
of course, there are always market imperfections
which allow prices to deviate from marginal costs.
The swiftness with which markets can move to

eliminate these imperfections - attracted by the
monopoly rents they produce - can indicate the
relative efficiency of an industry or, indeed, of
an economy as a whole.

It is difficult to assess how much firms charge
as a mark-up over their marginal costs, since they
are not directly observable. But the extent to
which prices fall following a strengthening of
competition can give some indication of the size
of the rent. For instance, prices in road freight
transport have fallen in most OECD countries
following a strengthening of competition, and
the prices of telecommunication services have
likewise fallen faster in countries with competi¬
tive markets, indicating that rents were initially-
present in these industries.2 Recent analysis by
the OECD,3 moreover, based on an assessment

of mark-ups in 36 manufacturing industries in
14 member countries, suggests the existence of
sizable mark-ups in many of them (Table 1),
mostly ranging between 10 and 30%, although
some industries have mark-ups over 40%. In
principle, these figures suggest a substantial
deviation from competitive conditions.

As well as indicating weak competition or
returns to innovation, large mark-ups can also
signal high sunk costs that are inherent to the
production technology of a particular industry -
such as iron and steel - since these costs have

/. Dirk Pilar -Competition. Productivity and Efficiency'.
OECD Economic Studies, No. 27, OECD Publications,

Paris, forthcoming 1996.

2JensHaj. Toshiyasu Kato and Dirk Pilar Deregulation
and Privatisation in [he Service Sector'. OECD Economic

Studies, No. 25, OECD Publications, Paris. 1995; Sam

Paltridge, 'How Competition Helps the Internet ', The OECD
Observer. No. 201. August/September 1996.

5. Joaquim Oliveira Martins. Stefano Scarpetta and Dirk
Pilar Mark-up Ktilitis for Manufacturing Industries:
Estimates for 14 OECD Countries'. OECD Economics
Department Working Papers. No. 162. available free of
charge from the Resource Allocation Division ofthe OECD
Economics Department.
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Table 1

Mark-up Ratios1 in Selected Manufacturing Industries, 1980-92

United States japan Germany France Italy United Kingdom Canada

Food products

Textile:

Paper products

Industrial chemicals

Drugs St medicines

Iron & steel

Metal products

1.07 1,35

1.09 mm

1.12 1.23

1.45 1.75

1.10 1.10 .. 1.19

f.13 1.10 1.18 1.03

1.23 1.11 1.15 1.04

1.111.49

1.10

1.23

1.37

1.27

Radio, TV St communications

equipment 1.38 1,15 1.28

Motor vehicls

.. not available

1 . The ratio of price and (estimated) marginal cost.

Source: OECD

.19 1.28

little influence on pricing decisions. But if high
mark-ups derive from a lack of competition,
prices are higher than necessary and consumers
and other industries pay more than they ought
to for the products from a particular sector. That
may impose substantial costs on societv as a
whole.

Analysis by the OECD suggests that some of
the variation in mark-ups can indeed be attri¬
buted to a lack of competition. Trade barriers
and low rates of entry by new competitors, for

4. The OECDJobs Study: Evidence andExplanations,
OECD Publications. Paris 1994: anil Paul Geroski, Paul

Gregg and John van Reenen. Market Imperfections anil
Employment . OECD Economic Studies. No. 26, OECD
Publications, Paris, forthcoming 1996.

5. The mast extensive study of this type Is by A. B. Krueger
and L. II. Summers. Efficiency Wages and the Inter¬
industry Wage Structure'. Econometrica. Vol. 56. 1988;

see also The OECD fobs Study: Evidence and Expla¬
nations

6 The OECDJobs Study: Evidence and Explanations
discusses wage flexibility and the role if wage-premia
in more detail.

7. Assessing Structural Refortn: lessons for the
Future OECD Publications, Parts. 1994.

8. A. Steven Englanderaud Andrew Gumey, 'Productivity
in Perspective', The OECD Observer. No. 1SU. Inut¬
ility 1994.

9. See pp. 17-21.

instance, appear to be associated with high mark¬
ups. Mark-ups also tend to be higher in service
industries than in manufacturing, which is con¬
sistent with the view that most sendees are often

less exposed to strong competition that manu¬
facturing sectors - partly because senices. with
some exceptions, are not subject to much inter¬
national competition; sendee sectors also tend
to be more heavily regulated than manufacturing.

Do Workers

Share the Rents?

If a firm earns excessive rents (that is, high
mark-ups) in the goods market, it may decide
(or be forced through union pressure) to share
them with its workers in the form of higher
wages - 'wage-premia'. The evidence that wage-
premia exist is fairly strong.' Several empirical
studies have found that wages differ system¬
atically across sectors, even when account is
taken of differences in worker characteristics,

such as age, education, occupation and gender."
Manufacturing, transport, utilities and financial
services often pay relatively high wage-premia,

whereas agriculture and the distribution sector
have among the lowest wage-premia,

The existence and persistence of large differ¬
entials in wages between industries calls into
question the competitive nature of the labour
market, as wages would tend to be harmonised
under competitive conditions. In addition, wages
that differ substantially across sectors for workers
in similar occupations may provide an incentive
to 'queue' for jobs in high-wage sectors. And.
indeed, that does appear to occur in several
OECD countries. Most studies also find that wage-
premia are relatively stable over time, indicating
that they are derived not so much from tempo¬
rary disequilibria or windfall profits as from
rigidities in the labour market.

The share of wage-premia in total labour com¬
pensation (that is. wages and other monetary
benefits) appears to be particularly high in
Canada and the United States and is of less

importance in Europe or Japan. The high wage-
premia in the United States and Canada can be

ascribed to the decentralised nature of wage-
bargaining in these countries, which gives
workers more opportunity to appropriate rents
of individual firms. There is some evidence that

wage-premia are higher in sectors with a low-
degree of competition, such as public utilities,
suggesting that they are at least partly the result
of rent-sharing behaviour. Furthermore, the
observable fact that they tend to fall if a sector is
deregulated points to a direct link between the
relative competitiveness of a product market and
the behaviour of wages.

If wage-premia in a particular sector are
derived from rent-sharing, labour costs in that
sector will usually be higher than healthy com¬
petition would have permitted and the demand
for labour will be concomitantly lower. That does
not necessarily mean that employment as a whole
will be lower: if other sectors are sufficiently flex¬
ible to offset the loss of employment caused by
wage-premia, economy-wide employment may
not be affected.

This is particularly likely to be the case in
economies with decentralised wage-bargaining
and flexible labour-market arrangements, such
as the United States. But if wage-premia are
accompanied by centralised wage-bargaining or
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the extension of wage-agreements for individual
firms to a whole sector, or if oilier institutional

arrangements in the labour market, such as strict
employment-protection legislation or inefficient
tax-benefit systems, reduce flexibility, they may
well contribute to unemployment. As a result,
even though wage-premia in the United States
are higher than in Europe, their consequences
for employment may very well be higher m
Europe than m the United Stales, since in Europe
they add to many other sources of inflexibility in
the labour market."

Productivity
and Efficiency

In principle, a well-functioning market
economy allocates scarce resources more effi¬
ciently than any alternative system. But im¬
perfections in goods or factor markets, such as
entry regulations, government subsidies or trade
barriers, can introduce inefficiency and reduce
long-term growth. Weak competition may. for
instance, result in resources being tied to activi¬
ties with low productivity, For instance, many
nationalised industries in the United Kingdom
during the 1970s were characterised by over-
staffing, leading to extremely poor productivity
and high costs." There is a second, potentially
even more important, effect. Low competition
reduces the pressure on firms to incorporate new
technology or innovate, resulting in low growth
of productivity and a loss of competitiveness."

Cross-country comparisons of the productivity
of labour, both in manufacturing and senices.

suggest substantial differences between OECD
countries (Table 2). Within manufacturing, the
United States remains the world leader in labour-

productivity although some countries, such as
Japan, the Netherlands and Sweden, have sur¬
passed US productivity in individual industries.
For instance. Japan is the productivity leader in
iron and steel and shipbuilding, the. Netherlands
in textiles and industrial chemicals, and Sweden

in paper products.
Variations in productivity partly reflect differ¬

ences in the abundance of production factors in
different countries and the resulting costs of

labour, capital and material inputs. Firms in coun¬
tries such as Mexico, Portugal and Spain, for
instance, face lower labour-costs than firms in

higher-income economies and consequentlv
choose relatively labour-intensive production
technologies, leading to low productivity. But
there is increasing evidence that inefficient pract¬
ices, including the organisation of functions and
tasks within a firm." also play a role in explain¬
ing low productivité.

In manufacturing industries international com¬
petition, either through trade or foreign direct
investment (FDD. is an important element in
improving efficiency, and the highest degrees
of productivity tend to be achieved by companies
competing directly with best-practice firms across
the globe. Moreover, the diffusion of technology
across countries appears to be slower in indus-

Table 2

Labour Productivity in Selected Industries
United States = 100

tries where competition is weak, as openness to
competition allows firms to learn from their inter¬
national competitors. In service industries,
domestic regulations are often an important
restriction on competition. For instance, regula¬
tions on entry to the airline market in many
European countries have reduced competition
and contributed to high prices, whereas restrict¬
ions on large-scale establishments in Japan and
a number of European countries have reduced
the free play of competition in the distribution
sector.

Open borders and favourable entry condi¬
tions for new firms appear to improve producti¬
vity growth. Furthermore, the wide variation in
productivity across the OECD area, both in manu¬
facturing and sen ices, suggests substantial scope
for further improvements. Firms trying to catch

Manufacturing Retail trade Construction Electricity Telecommunications

(value added (retail sales (value added (gigawatthour (revenue

per hour') per employee2) per employée1) per employee1) per employée")

United States

japan

Germany

France

Italy

United Kingdom

Canada

100.0 100.0

76.2

85.0

70.7

100.7

90.5 94.8

70.1

72.3

77.6

77.2

100.0

79.7

8.18

6.34

100.0

80.6

75.5 2.20 63.1

83.3 3.83 68.3

84.2 1.63 89.3

62.0

148.2

2.18

5.46

68.9

73.9
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up with best-practice competitors play an con¬
siderable role here, once again indicating the
importance of technological learning'. The fact
that productivity leadership within manufactur¬
ing is shared among several countries, with in¬
dividual countries being the leader in different
industries, implies that there is a potential for
further catch-up in all countries, not only those
with low productivity.

Good Policies,
Bad Policies

Product markets in OECD countries show

many signs of rigidity. Prices in many sectors
are higher than they ought to be, wage-premia
are enjoyed in many sectors, and low producti¬
vity and inefficiency are widespread. And the
evidence often points to specific barriers to com¬
petition, indicating the desirability of a change
in policy. For instance, a high degree of concen¬
tration of firms appears to increase both mark¬
ups and wage-premia, whereas openness to
international trade brings them down and
improves productivity growth.

There are a number of w-ays in which gov¬
ernments can stimulate competition in goods
markets. Trade and FDI can promote competi¬
tion from abroad.10 Trade barriers have fallen

substantially over the past decades, although
further progress remains to be made, particularly
in senices and FDI.

Governments can also continue regulatory
reform. Many sectors of the economy, especially
services, are subject to direct and indirect con¬
trols on prices, on entry and on the activities
permitted. But new market realities have necess¬
itated the sweeping-away of aging regulation.
Changing technology, in telecommunications for
instance, has encouraged a re-evaluation of regu¬
latory practice, the result generally being falling
prices and the increased entry of new firms."

Competition policy is also being overhauled.
Much progress has been made here over the
past years, with many OECD countries strength-

10. See pp. 6-9.

11. Sam Paltridge. 'Upwardly Mobile Telephony'. The
OECD Observer. No. 196. October/November 1995.

ening competition legislation and enforcement
practices. Partly driven by EU legislation, many
European countries have introduced new com¬
petition laws in recent years, often driven by the
'prohibition' principle, under which restrictive
business practices are explicitly forbidden. This
attitude contrasts with a much more lenient

stance than in the past, where anti-competitive
conduct w-as often tolerated as long as no harm¬
ful effects were visible or no complaints to com¬
petition authorities were made.

Only a few countries, including New Zealand,
the United Kingdom and the United States, have
implemented extensive programmes of structural
reform in product markets. Most others have
opted for a gradual approach, tackling individual
sectors one at a time. Road transport, distribu¬
tion, telecommunications and airlines have all

benefited from stronger competition, with prices
falling in most countries, and increased entry of
new firms. The economy as a whole has like¬
wise emerged better-off. Estimates of the
economy-wide effects range from a possible in¬
crease in annual GDP by 0.6-0.8% for the United
States to 1.5% for the European Union and an
even higher (projected) 5.5% for Australia.

The increased globalisation of economies will
require more flexibility and adaptability. Stronger
competition in product markets can help by im¬
proving the allocation of resources and enhan¬
cing economic growth, reducing prices and
wage-premia, stimulating productivity and inno¬
vation - and would lead to higher incomes and
real wages in the long run. In the short run. the
consequences of enhanced competition for em¬
ployment are ambiguous. If a firm or industry is
highly inefficient, it could well have to shed jobs
as it adapted to the changed conditions. But
before too long improved efficiency should
stimulate growth and therefore employment. In
some sectors, furthermore, such as telecommu¬

nications, enhanced competition also appears to
have resulted in a higher degree of innovation
and an expansion of output and employment.
Lower wage-premia could improve the flexibi¬
lity of the labour market and thus expand
employment.

Intensified competition may thus entail trans¬
ition costs, in the form of higher unemployment
in the short run, in particular if accompanied by
large-scale rationalisation and improvements in
efficiency. These transition costs are likely to be
highest in sectors and countries where the
potential for efficiency gains is largest, particularly
in countries with inflexible labour markets - the

comprehensive programmes of structural reforms
in the United Kingdom and New Zealand over
the past decade show that the adjustment pro¬
cess may indeed be slow and painful if labour
markets are inflexible. And there is obviously
some complementarity in reforms in both
markets. If reforms in product markets lead to
higher growth of output, it could enhance the
scope for reform of labour markets.
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Germany
The Welfare System
Eckhard Wurzel

Ahigh burden of taxation and an
increasing number of recipients
wholly or partly dependent on public
transfers have brought the welfare
system in Germany into question.

Social benefits, including some paid by em-
plovers, amounted to a third of GDP in 1994.
Since reunification, this share has increased by-
more than y/i percentage points. Nearly all pro¬
grammes have expanded, unemployment bene¬
fits and old-age pensions in particular. In 1993,
public social transfers to the new Lander totalled
2.6% of GDP. nearly two-thirds of which were
spent on labour-market measures such as unem¬
ployment benefits, early-retirement payments and
work-creation projects. Such transfers have
underpinned the rapid growth of wages at rates
far above the growth of productivity.'

The federal nature of the constitution with its

emphasis on 'subsidiarity' has created a com¬
plex institutional structure, which also involves
employers and employees. Following the prin¬
ciple that the local authorities are responsible
for government functions that can best be exe¬
cuted locally, it is they who administer and
finance social assistance. The principle of
subsidiarity is in turn supported by sharing the
revenues of certain taxes between different tiers

of government, supplemented by a system of
transfers between the territorial authorities that

aims at securing a high degree of regional equal¬
ity. Unemployment benefits are administered by
the Federal Labour Office, which is supervised
by employers and employees and by representa¬
tives of all three layers of government. Similarly,
the public health funds and the pension funds
are administered by employers and employees,
the rationale being that social-security contribu¬
tions are divided equally between them.

Eckhard Wurzel works in the Country Studies II

Division of the OECD Economics Department.

There are two types of unemployment com¬
pensation, both of which aim at securing a
dignified standard of living lor the unemployed
and at facilitating the search for a suitable job:
unemployment benefit, financed by the unem¬
ployment insurance system, and unemployment
assistance, financed out of general tax revenues
and available at a reduced rate after eligibility
for unemployment benefit has been exhausted.
In both schemes benefits are related to past earn¬

ings. Job-creation and retraining measures have
a similar welfare effect. A major criticism of the
system is that the unemployed have consider¬
able scope to reject job offers without benefits
being withdrawn - a degree of liberty which
may discourage re-entry into employment,
especially for unskilled industrial workers.

How

Generous?

Measuring the generosity of the welfare
system is difficult since the question may be
approached from several perspectives. One
method used by the OECD focuses on income
replacement for the unemployed. Hypothetical
calculations of net replacement-rates - which
relate net income received when unemployed

to a measure of potential net income when in
employment - indicate that the German welfare
system produces a figure for single-earner house¬
holds of around 70%, based on the earnings of
an 'average production worker'. Similar empiri¬
cal investigations based on household samples
show income replacements of a similar magni¬
tude or higher.

Individuals with insufficient resources to

achieve a predefined 'social-subsistence' income
or to cope with special circumstances (except¬
ional health-care requirements, reintegration of
handicapped persons) have a legal claim on

social assistance, whether they work or not. and
for an indefinite period. Social assistance
increased from around Vi% of GDP in 1970 to

1U% in 1994. Underlying the growth of income
assistance has been a five-fold increase in the

number of recipients, although during the 1970s
average benefits also increased strongly. Bene-

fits are means-tested against income and wealth,
and the withdrawal of income-assistance as

income increases results in high marginal rates
of implicit taxation of 90-100%, Such rates risk
trapping people in unemployment.

Besides these income-replacement schemes
there is a tight net of social transfers that are
linked to household circumstances. For sickness,

employers are obliged to pay wages for six weeks
and after that the health-insurance system pays

replacement wages for up to 78 weeks. Sickness
benefits paid by the employers constitute a sub¬
stantial additional cost for labour, in part because
they are based on all regular earnings over the
preceding three months, including overtime and
additional wages, and the incentives to abuse
the system aie considerable. The public health-
insurance system covers nearly all costs of medi¬
cal care and services, subject to relatively low
co-payments by patients.

Several reforms have aimed at containing costs

in the health-care system. Outlays have never¬
theless been under strong upward pressure, and
further attempts to control costs are being made.
In view of the increasing financial burden posed
by the elderly, a long-term care insurance was
added to the transfer system in 1995. This new-
pillar is controversial since there is a danger that
the system could be abused and will prove
expensive in the longer run.2 In the past much
long-term care for the elderly was financed or
provided by the families concerned, but the pro¬
vision of benefits in the new system reduces
personal incentives to save in order to meet
expenses for required care and weakens incent¬
ives to economise.

The provision of retirement pensions in
Germany is dominated by the public system,

I OECD Economic Surveys: Germany. OECD Pub
lications, Paris. 1996.

2. Patrick Hennessy, Paying for Care for the Elderly', The
OECD Observer, No. 21)1. August/ September 1996.
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Germany
The Welfare System

Indicators

GDP

i change from previous year

Germany
l OECD average

l.l.llll
89 90 91 92 93 94 95 96 1997

Consumer Prices

i change from previous year

Germany
I OECD average

1988 89 90 91 92 93 94 95 96 1997

1 . Unified Germany from 1992.
2. Unified Germany from 1991.
Source: OECD

which provides around 85% of pensions. In con¬
trast to the other major economies in the OECD
where pensions are adjusted in line with move¬
ments in prices, in Germany they are indexed to
net wages. Since reunification, pensions in the
new states have risen by 127%. Increases were
most pronounced for women whose average
pension is now about 25% above the figure in
the west. Although the standard legal retirement
age is currently 65 years, more than half of the
eligible population retires earlier. This tendency
has placed a severe burden on the system: early
retirement on account of unemployment rose
by more than 130% between 1992 and 1995 in
western Germany and by some 600% between
1993 and 1995 in eastern Germany. Inflow into
early retirement is currently being curbed, but it
is apparent from Germany's demographic
developments that further reforms are required
to secure the financial solidity of the pension
system. Although the elderly dependency ratio,
relating the number of persons aged 65 and older
to the number of persons aged between 15 and

Unemployment
% of labour force'

Germany
I OECD average

90 91 92 93 94 95 96 1997

Current Balance

% of GDP

Germany
i OECD average

I
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4
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2

90 91 92 93 94 95 96 1997

64, is currently about 22%, it is projected to
increase to about 55% in 2035.

Child maintenance has been given a high
priority and. as elsewhere, has led to a marked

increase in the complexity of the taxation of
personal income. Support for families with
children is provided for through child tax allow¬
ances as well as a system of cash benefits. Married
couples can pool their income, thereby reducing
household taxation.

In response to a ruling of the Constitutional
Court on the taxation of income, in 1996 the

tax-free zone for low incomes has been lifted

substantially while initial marginal tax rates have
been increased, A striking feature of the German
income-tax system is its progressivity: 5% of tax¬
payers pay around 37% of the revenue received
from income tax. Tax-rates are also high by inter¬
national comparison and are reinforced by social-
security contribution rates, which increased from
32.4% of gross wages (paid up to an income
ceiling) in 1980 to 40.9% in 1996. The tax

wedge - the difference between employment

costs and wages received, which may discour¬
age employers from taking on staff- is the high¬
est among the major seven economies, and may
adversely affect the volume of employment.

What Scope
for Reform?

The German tax/transfer system has gener¬
ously supported household incomes of the popu¬
lation through a mixture of work-related and
other transfers. Support has largely been directed
to the younger and older ends of the population
distribution and has been financed through high
social-insurance contributions from the employed
and an income-tax system which is highly pro¬
gressive. As such, the system has elements of
both vertical redistribution and redistribution over

the life-cycle. The welfare system has contributed
to the elimination, for all practical purposes, of
absolute poverty and a comparatively equitable
distribution of income. It has proven flexible
enough to adapt to evolving social conditions
and to changing demands. Foremost among the
latter has been the integration of the new Lander,
where wide sections of the population had to
be supported during the transition. Moreover,
the system has undoubtedly contributed good
industrial relations, both directly by supporting
living standards for those out of work, and indi¬
rectly through the decentralised structure which
has served to integrate numerous groups into
administration and policy-making.

Vet the welfare system has become increas¬
ingly removed from the principles which initially
underlay the concept of a social market economy:
promoting the efficiency and growth potential
of the economy has become less and less a guid¬
ance to the development of the system. Several
potential flaws stand out in this respect.

Net replacement-ratios are often very high,
increasing the risk that people will not search
actively for jobs and underpinning high wages
by raising the reservation wage. The rigid rela¬
tionship of unemployment benefits and

Continued on p. >i
3. Willi LeibfritzanU Deborah Roseveare. 'AgingPopulations
and ( lovernment Budgets' ,TheOECDObserver, No. 197.
December 1995/January 1996.
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Australia

period

Cross Domestic Product Q1 96

Leading Indicator jun. 96
Consumer Price Index Q2 96

Current Balance Mar. 96

Unemployment Rate Apr. 96
Interest Rate |un. 96

i change
from previous

period
1.9

-0.2

0,7

current

period

-1.17

8.8

7.60

year
4.0

0.4

3.1

same period
last year

-1.91

8.4

7.55

Belgium

period
%ch

from p
period

ange
revious

year

Cross Domestic Product 1994 2.2

Leading Indicator May 96 0.8

Consumer Price Index Jul, 96 0.7 1.9

current

period
same period

last year

Current Balance Q4 94 3.87 4.07

Unemployment Rate jun. 96 9.3 9.3

Interest Rate Jul. 96 3.30 4.56

* Austria

period
% change

from previous
period year

Gross Domestic Product Q4 95 0.0 0.3

Leading Indicator Apr. 96 0.3 1.4

Consumer Price Index fun. 96 0.5 1.6

current

period
same period

last year

Current Balance May 96 -1.15 -0.41

Unemployment Rate Jun. 96 7.1 6.6

Interest Rate Jul. 96 3.48 4.55

,J|

Canada

period
%ch

from p
period

ange
revious

year

Cross Domestic Product Q1 96 0.3 0.6

Leading Indicator Jun. 96 1.1 4.9

Consumer Price Index Jun. 96 -0.1 1.4

current

period
same period

last year

Current Balance Ql 96 -3.62 -4.78

Unemployment Rate Jun. 96 9.9 9.5

Interest Rate Jul. 96 4.69 6.65

Definitions and Notes

Cross Domestic Product Volume series, seasonally
adjusted 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 î billion; not seasonally

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

Unemployment Rate % of total labour force -
ILO standardised

unemployment rate;
national definitions for

Austria, Czech Republic,
Denmatk, Iceland, Mexico,
Switzerland and Turkey;
seasonally adjusted apart
Itom Turkey

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

not available

Source: Main Economic Indicators, OfCD Publications,
Paris, August 1 996.

J^. Czech Re HJBLIC

period
% change

from previous
period year

Gross Domestic Product Q1 96 2.8 4.4

Leading Indicator

Consumer Price Index Jun. 96 0.7 8.3

current

period
same period

last year

Current Balance Ql 96 -0.54 -0.22

Unemployment Rate Jun. 96 3.0 3.1

Interest Rate Jul. 96 12.80 11.64

Denmark

. ^^ ^T^r~ period
%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 0.5 0.8

Leading Indicator Apr. 96 2.2 9.3

Consumer Price Index fun. 96 -0.1 2.0

current

period
same period

last year

Current Balance Q196 1.67 1.52

Unemployment Rate Apr. 96 8.9 10.1

Interest Rate Jul. 96 3.90 6.20

Finland

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 2.2 1.0

Leading Indicator Jan. 96 -1.3 -7.5

Consumer Price Index Jun. 96 0.0 0.4

current

period
same period

last year

Current Balance May 96 0.55 0.34

Unemployment Rate Jun. 96 16.8 17.1

Interest Rate Jul. 96 3.63 6.13

France

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Q1 96 1.2 0.9

Leading Indicator Jun. 96 0.0 -1.1

Consumer Price Index Jun. 96 -0.1 2.3

current

period
same period

last year

Current Balance Q4 95 3.62 2.57

Unemployment Rate Jun. 96 12.5 11.7

Interest Rate Jul. 96 3.84 6.46

Germany

|jj|, period
%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 -0.3 0.5

Leading Indicator Jun. 96 -0.3 -1.2

Consumer Price Index Jun. 96 0.1 1.4

current

period
same period

last year

Current Balance Apr, 96 -0.57 -0.62

Unemployment Rate Apr. 96 9,0 8.1

Interest Rate Jul. 96 3.38 4.56

Greece

period
%ch

from p
period

ange
revious

year
Gross Domestic Product 1994 1.5

Leading Indicator May 96 0.5 -1.6

Consumer Price Index Jul. 96 -2.5 8.6

current

period
same period

last year
Current Balance Mar. 96 -0.90 -0.82

Unemployment Rate
Interest Rate Jun. 96 13.30 15.75

Iceland

period
%ch

from p
period

ange
revious

year
Gross Domestic Product 1995 2.0

Leading Indicator
Consumer Price Index Jul, 96 0.1 2.4

current

period
same period

last year
Current Balance Q196 0.00 0.03

Unemployment Rate Jun. 96 4.5 5.6

Interest Rate Jut 96 6.50 6.90

47
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Ireland

period
% change

from previous
period year

Gross Domestic Product 1994 6.7

Leading Indicator Jun. 96 0.5 3.5

Consumer Price Index Q2 96 0.4 1.4

current

period
same period

last year

Current Balance Q4 95 0.39 1.02

Unemployment Rate Jun. 96 12.5 12.8

Interest Rate Jul. 96 5.57 6.50

LUXEMBC URG
:...:. .

period
%ch

from p
period

ange
revious

year

Gross Domestic Product 1994 3.3

Leading Indicator Jun. 96 -0.5 -1.6

Consumer Price Index Jul. 96 0.1 1.3

current

period
same period

last year

Current Balance

Unemployment Rate
Interest Rate

V.
New Zea LAND

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 0.4 0.5

Leading Indicator
Consumer Price Index Q2 96 0.8 2.0

current

period
same period

last year

Current Balance Ql 96 -0.01 -0.15

Unemployment Rate Q4 95 6.1 7.3

Interest Rate Jun. 96 9.62 9.04

ÊÊt
ITAH

period
% change

from previous
period year

Gross Domestic Product Ql 96 0.5 1,5

Leading Indicator Jun. 96 -0.1 -2.1

Consumer Price Index Jun. 96 0.2 3,9

current

period
same period

last year

Current Balance Mar. 96 2.58 2.64

Unemployment Rate Q3 95 12.1 10.9

Interest Rate Jul. 96 8.75 10.96

Mexico

period
% change

from previous
period year

Gross Domestic Product Ql 96 1.5 -1.0

Leading Indicator

Consumer Price Index Jun. 96 1.6 31,8

current

period
same period

last year

Current Balance Ql 96 -0.46 -1.18

Unemployment Rate May 96 5.3 6.5

Interest Rate Jul. 96 31.66 39.72

**
Norway

period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q4 95 1.1 3.5

Leading Indicator Jan. 96 0.0 -0.1

Consumer Price Index Jun. 96 0.1 0.9

current

period
same period

last year

Current Balance Q4 95 0.61 0.84

Unemployment Rate Q1 96 5.1 5.4

Interest Rate Jul. 96 4.99 5.62

| Japan

j4£1 period
% change

from previous
period year

Gross Domestic Product Ql 96 3.0 5.5

Leading Indicator Jun. 96 -0.2 3.3

Consumer Price Index Jun. 96 -0.4 0.0

current

period
same period

last year

Current Balance May 96 3.39 7.91

Unemployment Rate Jun. 96 3.5 3.2

Interest Rate Jul. 96 0.68 0.95

Netherlands

period
% change

from previous
period year

Gross Domestic Product Q1 96 0.9 1.8

Leading Indicator Jun. 96 0.1 2.4

Consumer Price Index jun. 96 -0.4 1.8

current

period
same period

last year

Current Balance Q4 95 3.60 4.27

Unemployment Rate May 96 5.9 6.3

Interest Rate Jul. 96 3.08 4.18

Portugal

period
% change

from previous
period year

Gross Domestic Product Q4 94 1.0 0.1

Leading Indicator Apr. 96 1.5 6.5

Consumer Price Index fun. 96 -0.1 3.6

current

period
same period

last year

Current Balance Q4 95 -0.12 -1.04

Unemployment Rate Q4 95 7.1 6.9

Interest Rate Jul. 96 7.33 9.49

«
Spa»

period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q1 96 0.8 1.9

Leading Indicator May 96 0.5 -0.8

Consumer Price Index Jun. 96 -0.1 3.6

current

period
same period

last year

Current Balance May 96 -0.07 -0.90

Unemployment Rate Ql 96 22.2 22.9

Interest Rate Jul. 96 7.25 9.65

Sweden

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 0.0 1.5

Leading Indicator jun. 96 0.8 2.5

Consumer Price Index Jun. 96 -0.4 0.5

current

period
same period

last year

Current Balance Apr. 96 0.84 0.22

Unemployment Rate Jan. 96 9.2 9.6

Interest Rate Jul. 96 5.43 9.26

^_ SWITZERLAND

period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q1 96 0.0 -0.6

Leading Indicator Jun. 96 0.0 2.4

Consumer Price Index Jul. 96 -0.2 0.6

current

period
same period

last year

Current Balance Ql 95 5.83 6.13

Unemployment Rate Jun. 96 4.5 4.2

Interest Rate Jul. 96 2.52 2.78

TURKEY

period
%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 6.4 8.0

Leading Indicator
Consumer Price Index Jul. 96 2.1 81.2

current

period
same period

last year

Current Balance Q4 95 -2.35 0.34

Unemploymf it Rate Q4 95 6.6 7.9

Interest Rate Jul. 96 95.58 66.98

United Kingdom

period

%ch

from p
period

ange
revious

year

Gross Domestic Product Ql 96 0.4 1.7

Leading Indicator Jun. 96 0.5 -0.9

Consumer Price Index Jun. 96 0.1 2.1

current

period
same period

last year

Current Balance Ql 96 -1.64 0.59

Unemployment Rate Jun. 96 8.2 8.8

Interest Rate Jun. 96 5.84 6.64

i United States

period

%ch

from p
period

ange
revious

year

Gross Domestic Product Q2 96 1.0 2.6

Leading Indicator Jun. 96 0.4 4.4

Consumer Price Index Jun. 96 0.1 2.8

current

period
same period

last year

Current Balance Ql 96 -35.59 -39.05

Unemployment Rate jun. 96 5.2 5.5

Interest Rate Jul. 96 5.53 5.77
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Employmen

For the Record

For the Record

The OECD Employment
Outlook

Countering the Risks
of Labour-Market Exclusion
OECD output has grown only mod¬

estly over the past two years. In
the United States, growth appears
relatively strong and has been
associated with stable, low infla¬

tion and unemployment. In the Pacific region,
Australia and New Zealand have recorded con¬

tinued growth over the past few years; the up¬
swing finally got underway in Japan in late 1995.
In Europe, growth has slowed significantly from
the second half of 1995 and, in some countries,

unemployment rates are again rising. The OECD-
area unemployment rate in the first half of 1996
is estimated to be 7.7%, or over 33'/2 million

people unemployed. The latest projections
suggest little improvement in unemployment
over the next two years. On the more positive
side, inflation is low and contained nearly every¬
where, and interest rates have also declined.1

High and persistent unemployment is only
one manifestation of the poor labour-market
performance in many OECD countries. OECD
societies also confront some worrying inequali¬
ties which are straining the social fabric. In some
countries, such as the United States and the

United Kingdom, earnings have become consid¬
erably more unequal. Moreover, preliminary
analysis suggests that, in such countries, the in

crease in earnings dispersion may not be offset
in the longer-run by an increase in relative tip-
ward mobility among those with low earnings.
When inequality widens, this can lead to more
marginalisation, an increase in poverty, and ex¬
acerbation of budgetary pressure on existing
social safety nets. The distribution of work across
households in a number of countries has also

become more polarised. And, while many
workers in temporary jobs do get into perma¬
nent ones, a non-trivial proportion also appears
to remain in temporary work or move out of
jobs altogether.

The risk now facing a number of OECD coun¬
tries is that labour-market exclusion can easily
turn into poverty and dependency. Social-pro¬
tection systems can alleviate poverty, but they
cannot promote participation in society unless
they are closely tied to measures to tackle labour-
market problems. A key question is therefore:
what role can governments play to enable as
many people as possible to construct good
labour-market 'careers' in a turbulent environ-

1 OECD Employment Outlook OECD Publications,
Paris. 1996.

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

3. OECD Publications. Paris. 1996.

ment, while providing an adequate safety net
for those still unable to compete?

The OECD Jobs Study, which was endorsed
by ministers in 1994.2 sought to provide answers
to this and related questions. Work over the past
two years has confirmed that the/ofe Study re¬
commendations were the right ones. It has also
highlighted the importance of co-ordinated re¬
forms that achieve both efficiency and equity
goals over time, so that unemployment can be
reduced and labour-market and social exclusion

can be alleviated. In this context, there are three

core issues in Tlx OECDJobs Strategy: Pushing
Ahead with the Strategy.5

how to reform tax and benefit systems so as
to reduce both unemployment and poverty traps

how to improve young people's ability to make
a better transition into the world of work

how best to ensure the implementation of real
commitments to life-long learning in economies
beset with a very large turn-over in jobs.

Making Work
Pay

49

Taxes and benefits are the most direct way in
which governments can affect the financial in-
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centives to accept and to offer work (and alter
the after-tax distribution of incomes). If work

does not pay, people will be more reluctant to
work. For the large majority of the population,
there are clear financial rewards to working. But
such rewards may be lacking for a significant

minority with low potential for earnings. Some
features of existing tax and benefit systems give
rise to labour-market problems, thereby contri¬
buting to higher unemployment. This is not to
suggest that taxes and benefits are the principal
cause of high and persistent unemployment. The
present malaise in OECD labour-markets stems
from many causes and can only be addressed
by a broadly based strategy. Nevertheless, it is
undeniable that reforms to tax benefit systems
have a contribution to make in reducing unem¬
ployment in many countries.

Tax benefit systems can cause labour-market
problems in three ways. First, they can create
the so-called 'unemployment trap' when unem¬
ployment and related welfare benefits are high
relative to expected net earnings from taking a
job. so that the unemployed have little incentive
actively to search for one. Second, they can create
the so-called 'poverty trap' when workers earning
low pay have little or no incentive to raise their
earnings by increasing the amount of lime and
effort in work since they face very high mar¬
ginal effective tax rates. Third, taxes on labour
may increase its cost and reduce employment.
Realistic reforms which seek to minimise the

adverse effects of these traps on incentives to
work must lake due account of the original goals
of these policies. Taxes must raise revenues, and
benefits are intended to provide for those with
inadequate incomes. Nearly all reforms which
'make work pay' invoke trade-offs between these
objectives.

The simplest way to attack the unemploy¬
ment trap would be to cut the generosity of bene¬
fits. Some countries have indeed made modest

cuts (Austria, Canada. Denmark, Germany,
Ireland. New Zealand and Sweden, for example).
But the the social costs of this solution may be
unacceptably high and it may not much increase
work incentives, at least in the regular labour

market. Many countries have therefore opted to
put more weight on alternative reforms.

For example, some countries have taken
action to increase the insurance principle.
Canada, where seasonal unemployment is high,
is considering reducing entitlements to those who
repeatedly become unemployed, partly on the
grounds that seasonality in production and em¬
ployment has been exacerbated by the benefit
system - both workers and firms have adapted
their behaviour to it. In some other countries,

such as Finland, the Netherlands and Spain, re¬
forms affecting access to unemployment bene¬
fits (for example, by increasing eligibility
requirements) have been implemented.

Another route to cutting the unemployment
trap is to tighten administrative controls on job-
search by the unemployed receiving benefits.
This reform has been implemented in countries
such as Australia, Belgium. Denmark, Italy, the
Netherlands, Spain and the United Kingdom. It
is often coupled with targeted job-search assist¬
ance and counselling provided by the public
employment service. These latter services are
important since a consistent message from evalu¬
ations of active labour-market policies is that,
properly designed and targeted, they have
proven their worth in terms of being a cost-
effective way of raising the probability of an
unemployed job-seeker getting into work.

Poverty traps create a different, but related,
set of problems. If benefits for the unemployed
are completely withdrawn as soon as earnings
rise above zero or some very low amount, and
taxes and social-security contributions must be
paid on these earnings, the financial disincent¬
ive to work for only a few hours would be severe.
Generally, therefore, benefits are clawed back
gradually. The so-called 'marginal effective tax
rate' (METR) takes account not only of the rate
at which benefits are clawed back, but also of

income taxes and social-security contributions.
If METRs are very high, people may have little
financial incentive to work more. This can be a

particularly acute problem for many low-income
individuals and households - hence the term

'poverty trap'.

Many relatively high METRs involve OECD
countries' policies towards families. Payments
that are means-tested on family income often
have a METR of 100%: social-assistance benefits

fall into this category and, in some countries,
the number of recipients of such benefits has
risen sharply. Moreover, most special benefits
for lone parents are means-tested. The number
of people and households facing high METRs
varies across countries, but some patterns are
clear. Women are more affected than men. The

most directly affected group by far is lone parents.
The trend towards more inequality of earn¬

ings in some countries, especially the deteriora¬
tion of the relative and, in some cases, absolute

position of the lowest-paid, can be of concern
in this respect. Here it matters considerably
whether low-paid jobs typically serve as step¬
ping-stones to better ones or as long-term traps.
Preliminary evidence shows that upward mobil¬
ity is fairly high for young workers. It is much
lower for adults who experience substantial
movement from low-paid jobs to non-employ¬
ment. These workers are particularly vulnerable
to poverty traps and, where their earnings from
work have declined, there are incentives to leave

the regular labour market altogether.
There are ways to reduce METRs for workers

with low earnings, but they inevitably involve a
trade-off: either METRs for workers and house¬

holds further up the earnings distribution will
increase, or income-support for those on low
incomes will fall. Although reforms can increase
work incentives for low-wage workers, the
counterpart is reduced work-incentives for
workers higher up the earnings distribution.
Some research suggests that the increase in work,
induced by reforms, by the former group may
be roughly equal to the decrease in work by
the latter group. Irrespective of the net effect on
work effort, there are very good social and long-
term labour-market reasons to introduce reforms

that both help promote the employment of those
who would otherwise be excluded from the

labour market and to aid low-paid workers in
general.

One reform which has attracted growing in-
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terest is employment-conditional (so-called in-
work') benefits. These top-up the income of
those in low-paid jobs. The key feature of such
a benefit is that it is income-tested, but payable
only to those employed. Because it is phased-
out as earnings rise, it is wholly targeted on low-
paid workers. Such benefits are currently, in
various guises, available in six OECD countries:
Canada, Ireland, Italy, New Zealand, the United
Kingdom and the United States.

The success of such schemes in raising work-
incentives is heavily contingent on a number of
factors. On grounds of cost and of the necessary
ratcheting-up of high METRs further up the earn¬
ings distribution, the benefit must be withdrawn
from those earning close to the median wage,
that is, a relatively dense part of the earnings
distribution. Employment-conditional benefits are
thus likely to be most successful in countries
where the existing earnings distribution is rela¬
tively unequal and the benefits are kept fairly
low relative to average earnings. Such schemes
arc best targeted on families with children
because they have high replacement-rates and
therefore require higher earnings to make
working a more viable option than not working.

Tax and benefit systems also influence the
demand for labour because non-wage labour
costs can be a disincentive to hiring. In many
countries, employers' social-security contribu¬
tions are the largest of these costs and contribu¬
tions may sometimes be structured in a regressive
way. meaning that a large part of the burden
falls on low-wage labour. Employers' contribu¬
tion rates increased in eight countries over the
1980s, often substantially, while they dropped
significantly in only five.

Many countries (Belgium, France, Germany,
Ireland, Italy and the Netherlands, for ex¬
ample) have recognised the problem. In parti¬
cular, attempts have been made to target rate
reductions on either low-wage workers or new-
hires of the long-term unemployed. But these
inevitably involve both 'dead-weight' costs -
some people would have been hired anyway in
the absence of the cut in social-security contri¬
butions - and 'displacement' effects - some new-

workers are substituted for existing employees.
As a result, these schemes are not self-financing
and tax increases elsewhere to offset revenue

losses may involve adverse effects on employ¬
ment.

Public-finance considerations are only one of
the multiple objectives which tax and benefit
systems are pursuing; others include insuring
against labour-market risk, supporting families
without adequate resources, and preserving in¬
centives to work. It is inevitable that not all of

these objectives can be achieved simultaneously.
But some reforms to tax and benefit systems are
an essential part of the OECD Jobs Strategy.
Although cuts in benefits are sometimes necess¬
ary, they risk exacerbating poverty. But there
are many avoidable barriers to employment
where trade-offs may be less severe, such
as those caused by administrative complexities,
poor integration of the various parts of lax
and benefit systems and badly designed means-
tests.

A strong case can be made for targeting tax
and benefit reforms on groups that face parti¬
cular difficulty integrating into the labour
market- for example, jobless young people
trying to make the transition from educational
participation to the job market, the long-term
unemployed and lone parents. Such targeting is
justified because the expected longer-term gains
from providing work-experience to the target
groups, thus increasing future employabilitv. can
outweigh the shorter-term costs. The alternative
is permanent marginalisation of part of the popu¬
lation from the world of work, with con¬

sequences which are apparent in too many
countries.

Problems

for Young People
The current economic and social state of many

young people falls far short of what is desirable.
Although more young people participate longer
in education, with potential long-run pay-offs
for them and society, as many as one-fifth leave

school without the prerequisite knowledge, skills
or qualifications required for jobs in today's
economy. Youth employment rates have fallen
since 1979 in most countries, often substantially,
particularly among young men. Many countries
have also recorded an increase in the proport¬
ion of teenagers and young adults neither in work
nor in education, The proportion of the young
unemployed in households where no other
member is employed has also tended to increase.

It is not just a 'youth problem'. As long as
total unemployment remains high, it is unrealistic
to expect a significant improvement in youth job
prospects: both the employment and unemploy¬
ment rates of young people are highly respon¬
sive to the overall state of the labour market.

Policies that attack the causes of high and per-
sistent unemployment will also improve labour-
market outcomes for young people.

This is a necessary, but hardly sufficient, con¬
dition. Problems appear particularly severe for
young, out-of-school men: in most countries their
employment rates have trended downward over
the past 15-20 years, They are likely to have the
least educational qualifications among the youth
population. Although the evidence is limited, the
collapse of this pari of the youth job market must
partly reflect the shift in the composition of labour
demand toward more experienced and skilled
workers.

For this group in particular, policies have to
focus on facilitating their access to jobs and on

developing the requisite skills. This is not an
easy task. A number of countries expanded their
active labour-market policies (ALMPs) for youths
considerably during the 1980s, but the results,
on average, are not encouraging. Although some
were helped, for many it simply represented re¬
cycling from joblessness to a brief spell on a
programme and back again - the so-called
'carousel effect'.

One lesson from the evaluation literature is

that most ALMPs do not help out-of-school
youths unless they are combined with other pro¬
grammes explicitly targeted at their specific
labour-market requirements. Many young people
enter programmes with multiple disadvantages
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stemming from where they live, their household
resources and their experience in school.

Another lesson from the evaluation literature

is that early intervention is vital in terms of im¬
proving prospects later. By the time a young
person leaves school, it is usually very difficult
and costly for ALMPs to overcome the handi¬
caps of poor educational preparation and the
demotivation that can accompany it. Preventing
educational failure is a community and societal
responsibility. Here, improving early childhood
development and care is essential. Early inter¬
vention can help overcome some of the many
disadvantages suffered by children from 'at-risk'
backgrounds and communities. ' This is not only
a question of social equity but also a key factor
in improving the longer-term health of OECD
economies.

Policies that contribute to reducing early
school-leaving are therefore critical since any¬
thing less than a sound upper-secondary educa¬
tion, or its equivalent vocational qualification,
may be associated with low- earnings-capacity
and is insufficient preparation for getting into
the job market and for access to further learn¬
ing. Tackling this problem requires the combined
efforts of families, employers, unions, govern¬
ment and the community at large. The common
features of countries that do relatively well in
preparing their young people for working life
are ensuring diversity in content, teaching and
learning methods in upper-secondary education,
and in providing viable pathways back into edu¬
cation and training for those who leave school
earlv.

Life-long
Learning

The problems extend beyond schools and
young people. The first International Adult
Literacy Survey found that up to one-fifth of the
population aged 16-65 in seven advanced econo¬
mies can only perform at the most basic stand¬
ards of literacy and numeracy." This is far short
of what is required for employment in good jobs

in today's economy. These people are at high
risk of joblessness with the slew of social costs
which it entails.

High rates of job turn-over, significant
numbers of prime-age and older workers trapped
in low-paid employment, and considerable year-
onyear volatility in earnings simply reinforce the
point: many workers will have to be able to en¬
hance their skills continually if they are to have
the opportunity to move up the ladder or bounce
back from setbacks, such as losing their jobs.

At their January 1996 meeting. OECD educa¬
tion ministers urged that high priority be placed
on implementing strategies for system-wide
change - from early childhood education to
learning opportunities throughout life.6 This will
require a more fluid relation between learning
and work, where an initial period of full-time
education is followed by various combinations
of work, training and education in enterprises
and educational institutions.

Successful strategies for life-long learning will
require substantially increased co-ordination
across ministries, and rethinking of the roles and
responsibilities of all who provide opportunities
for learning. They will probably also require in¬
creased investment in human capital and the
assurance that those with insufficient resources

to fund additional education/training or who are
locked in jobs where learning opportunities are
limited are not left behind.

Moreover, investment in further education and

training is very unevenly distributed across the
work force in most countries, to the severe
detriment of those with fewer skills and lower

educational attainment. The private and social
costs of such unequal access to upgrading skills
and competencies are clear. A more equitable
distribution of training could therefore enhance
future productivity, thereby leading to higher
growth and employment.

Businesses, trade unions and the public sect¬
or all have roles to play in overcoming existing

4. See pp. 26-29.

5. Literacy, Economy and Society. OECD Publications,
Paris, and Statistics Canada, Ottawa. 1995.

6. The OECD Observer No. 199. April/May 1996.

barriers to investments in learning. Market forces
alone are unlikely to overcome the considerable
uncertainty of the returns and costs to invest¬
ments, the capital constraints facing individuals
or the problem of free-riding - one firm's invest¬
ment adding to the pool of abilities for others to
'buy in' more cheaply than if they had under¬
taken the investment themselves.

So the proper incentives have to be created
if new resources for life-long learning are to be
mobilised without further demands on the pub¬
lic purse. Taking account of countries' different
circumstances and priorities, some new balance
must be developed in the contributions expected
of individuals, employers and unions and society
as a whole. Past experience with financial incent¬
ives such as training levies, subsidies or vouchers
has been quite mixed. Earnings differentials can
play a role as incentives for workers to invest in
skills. But they are not a panacea: the structure
of wages is driven by many factors other than
differences in the return to human capital and
those trapped in low-paid jobs often have little
incentive, or the financial means, to invest in

further education and training. For these reasons,
education ministers have called on the OECD to

examine carefully alternative policies and incent¬
ives to encourage life-long learning in a cost-
effective and equitable fashion.

The future prosperity of OECD countries de¬
pends on reducing economic and social exclu¬
sion in the forms of high unemployment,
non-participation in the labour market, lack of

access to further learning opportunities and, in
some instances, growing inequalities in earnings
and incomes. It is more important than ever that
policies - labour, social and educational, as well
as macro-economic - be co-ordinated and

coherent. Designing and re-designing a range
of policies, as well as institution-building, will
be required. This will take time, but it is the
only way to increase the adaptability and resil¬
ience of modern societies.

7June 1996
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Publications
June-August 1996
Order Form at the end of the issue

Economy
OECD Economic Surveys*

Finland 1995-1996
Julv 1996

( 10 96 31 1 1 ISBN 92-64-15273-3, "2pp.

Switzerland 1995-1996

July 1996
'(10 96 26 1) ISBN 92-6+14913-9. 156pp.

The Czech Republic 1996
Julv 1996

( l(i 96 32 1 ) ISBN 92-6-1-0909-0. 120pp.
FF145 US$26 DM40
ISSN 0376-6 138

1996 Subscription
FF1 ,750 US$385 DM550

*Also available as an electronic book.

Development and Aid
OECD Development Centre

Migrants
Partners in Development
Co-operation
July 1996
Are migrants more than a politically
sensitive issue in an increasing number
of countries - mere escapees from under¬
development - or have they a positive
contribution to make to the develop¬
ment of their countries of origin'' This
book examines this question on the
basis of a series of specially commis¬
sioned case studies.

The authors conclude that not only
do migrants play a part in the develop¬
mental dynamics of [heir home coun¬
tries, but that they would take an even
larger role if policies were adopted in
sending and receiving countries which
would facilitate this process. The study
argues for the recognition and encour¬
agement of this 'partnership for devel¬
opment' and points out ways of putting
it into practice.
(41 96 06 1) ISBN 92-64-14907-4, 60pp.
FF60 US$12 DM17

Integrating Biotechnology
in Agriculture

Incentives, Constraints
and Country Experiences
July 1996
Worldwide concern for agriculture that
is more environmentally friendly has
provoked interest in agricultural bio¬
technology, particularly in developing
countries. Although many have
embarked on biotechnology research,
few biotechnology applications have
yet to reach the field. This study, based
principally on country experiences, calls
for an integrated approach to biotech¬
nology in which national priorities for
research are firmly linked to the object¬
ives and problems of agriculture. It also
argues in favour ofpublic-/ private-sector
partnerships and for long-term funding
from the donor community.
(41 96 OS I ) ISBN 92-64-14901-5, 97pp.
FF100 US$19 DM28

Development Centre Studies
Long-term Growth Series

Long-Term Growth
in Tunisia

August 1996
Although Tunisia appears to have en-
joved satisfactory growtli since I960,
with average annual GDP at 5.3%, dif¬
ferent policies produced very different
results over the period. Tunisia did
display consistent improvements in
education, physical infrastructures, in¬
come distribution, social mobility and a
modernising outlook.

The authors of this study argue that
Tunisia should build upon its compara¬
tive advantages to benefit from reduced,
more efficient state intervention. Poli¬

cies should be designed to foster ap¬
propriate industrial activities, attract
foreign investment and capitalise on
the country's natural advantages.
( il 96 07 1) ISBN 92-64-1 1925-2, 135pp.
FF115 US$23 DM34

Development Co-operation
Review Series 1 996

Austria No. 15

June 1996
The Development Assistance Commit¬
tee (DAC) reviews are regular peer
examinations of each DAC member's

development-assistance policies and
programmes, and are unique to the

lO Bestsellers

1 . Employment Outlook, July 1 996
(81 96 08 1) ISBN 92-64-14900-7, Julv 1996. 212 pp.
Price: FF 305 i 39 US$ 60 DM 89

2. Historical Statistics 1 960-1 994

1996 Edition

(30 96 09 3' ISBN 92-64-04850-2, Bilingual. July 1996. 180 pp.
Price: FT 200 S. 26 US$ 39 DM 59

3. OECD Economic Surveys
The Czech Republic 1996
(10 96 32 1) ISBN 92-64-14909-0, July 1996. 120 pp.
Price; FF 1 15 '. 16 I SS 26 DM '0

4. OECD Economic surveys
Switzerland 1995-1996

(10 96 2d 1) ISBN 92-64-1 (91.-5-9. Julv 1996, 178 pp.
Price: IT 145 & 16 US$ 26 DM 40

5. Energy Balances of OECD Countries 1 993-1 994
(61 96 17 3) ISBN 92-64-04845-6, Bilingual, July 1996, 2/6 pp.
Price: FF 330 I- 4.3 USS 65 DM 97

6. The OECD Job Strategy
Enhancing the Effectiveness
of Active Labour Market Policies

(81 96 07 1) ISBN 92-64-14908-2, July 1996, 18 pp.
Price: FF 65 Ï 8 USS 13 DM19

7. OECD Economic Outlook, No. 59, June 1996
(12 96 59 1) ISBN 92-64-14713-6, June 1996. 21 1 pp.
Price: FF 180 £ 21 USS 35 DM 55

8. Development Centre Studies
Integrating Biotechnology in Agriculture:
Incentives, Constraints and Country Experiences
(41 96 05 1) ISBN 92-64-14901-5, July 1996. 99 pp.
Price: FF 100 â 13 USS 19 DM 28

9. Labour Market and Social Policies

in the Slovak Republic
.4 96 10 1) ISBN '

rice: FF 210 £ 27 DM '

10. Development Co-operation Review Series 1996
Italy No. 16
(43 96 10 1) ISBN 92-64-14902-3, Ji
Price: FT 85 ill USS \~ DM25
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OECD. This series makes available the

Committee's Summary and Conclusions
as well as the OECD Secretariat reports
prepared for these reviews along with
their supporting statistical material.

Development co-operation policy
reviews in 1996 are planned for the
following DAC members: New Zealand,
Australia, Sweden, Portugal. Switzer¬
land and France.

(43 96 08 1) ISBN 92-64-14889-2. 62pp.
FF85 US$17 DM25

Italy No. 16
July 1996
(43 96 10 1) ISBN 92-64-14902-3, 60pp.
FF85 US$17 DM25

Education

Centre for Educational Research
and Innovation

OECD Documents

Knowledge Bases
for Education Policies

July 1996
The importance of knowledge in emerg¬
ing systems of life-long learning has
become crucial. Previous CERI work

lias clearly shown that policy-makers
require relevant educational R&D to
help determine educational policy. Yet
policy-makers have to rely also on other
forms of knowledge bases than that of
R&D. such as inspector and indicator
systems, both nationally and interna¬
tionally. The use of a broader range of
knowledge bases highlights the impor¬
tant role of 'mediators' who can facili¬

tate the necessary communication and
reciprocal enrichment between know¬
ledge-producers, decision-makers and

practitioners.

The importance of further clarifying
and understanding this process of pro¬
duction, mediation and use of different

forms of knowledge is likely to grow in
importance in emerging learning econo¬
mies and knowledge societies.
(96 96 03 I) ISBN 92-64-14895-7, 174pp.
FF190 USS37 DM55

PEB Exchange No. 28
June 1996
(88 96 28 11,20pp.
ISSN 1018-9237

1996 Subscription
FF160 US$34 DM48

Employment and Social

The OECD Job Strategy
Enhancing the Effectiveness
of Active Labour Market Policies

July 1996
Active labour-market policies are de¬
signed to assist the unemployed in
searching and applying for jobs success¬
fully. Spending public money for this
purpose is generally considered to be
more useful than providing only
'passive' income support to the unem¬
ployed. But several studies suggest that
many active labour market programmes
do not achieve their objectives.

How can active measures be made

more efficient the best to combat un¬

employment' Based on the recent
history of active and passive labour-
market policies in 12 OECD countries,
this publication provides concrete pro¬
posals for improving public employ

ment services and for co-ordinating
unemployment-benefit measures and
active labour-market policies.
(81 96 07 1) ISBN 92-64-14908-2. 41pp.
FF65 USS13 DM19

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

Labour Market and Social
Policies in the Slovak

Republic
July 1996
Although macro-economic performance
has improved in the Slovak Republic,
high unemployment continues and the
incidence of long-term unemployment
is increasing. The Slovak authorities
should not react to increasing labour-
market hardship by slowing down the
privatisation process and creating im¬
pediments to restructuring. This book
offers a blueprint for labour-market and
social policies that could enhance the
job-generation potential of economic
recovery.

See Tito Boeri and Douglas Lippoldt,
'The Labour Market in Slovakia', The
OECD Observer, No. 198, February/
March 1996.
(14 96 10 1) ISBN 92-64-14830-2. 176pp. 192 p.
FF210USS40DM60

Energy
IEA (International Energy Agency)

Climate Technology Initiative
Inventory of Activités
June 1996
New and improved technologies will
be an indispensable part of efforts to
meet the objectives of the UN Frame

work Convention on Climate Change
(FCCC). To respond to this challenge in
a cost-effective way 23 OECD countries
announced the Climate Technology
Initiative (CTI) at the 1995 Berlin Con¬
ference of the Parties to the FCCC.

The purpose of the CTI is to promote
and accelerate the development and
deployment of more climate-friendly
technologies. The CTI is a project-
oriented vehicle to establish and

optimise practical government and
industry co-operation internationally,
with projects involving parties from
government, academia and industry
from inside and outside the OECD. It

will re-inforce efforts to improve the
availability of commercial technologies,
and efforts to develop and deploy new
technologies.

This first CTI Inventory of Activities
summarises current activities that have

been identified as relevant to the Cli¬

mate Technology Initiative. With an
emphasis on the energy sector, it shows
the extent of activity underway in the
field of climate-friendly technologies.

The CTI is open to participation by
government agencies, academia and
industry from all interested countries.
The Inventory provides an opportunity
for interested parties to identify activi¬
ties in which they may wish to partici¬
pate or projects they may wish to launch
as new CTI activities which are incor¬

porated into their own strategies for
economic development and climate
response.
(61 96 19 1) ISBN 92-64-14903-1, 96pp.
FF95USS19DM28

Energy Balances of OECD
Countries 1993-1994*

Continued from p. 46

assistance to past earnings, combined with the
indefinite nature of unemployment assistance
and a rather generous interpretation of what
constitutes acceptable work, is also important.
Steps have recently been taken by the gov¬
ernment to limit the duration of unemploy¬
ment assistance and to reduce reference wages
with unemployment duration, as well as to
link social assistance more closely to local
earnings opportunities.

The system will nevertheless remain very
generous, and consideration might have to be
given to restricting still further the ability to

refuse job-offers and to increasing the incent¬
ives for lower-paid workers to take up em¬
ployment. Some groups, furthermore, are
caught in a welfare trap with very high rates
of marginal effective tax. There is thus room
for rationalising the tax base and simplifying
and reducing tax-rates. Spending on health¬
care will have to be curbed further. Over the

longer term, entitlements in the public pen¬
sion system will probably have to be restricted
so that it is essential that moves be initiated

now to encourage the development of sup¬
plementary pensions. The legal and tax barri

ers to the development of private pension
funds should therefore be lowered.
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June 1996
Contains a compilation of data on the
supply and consumption of coal, oil.
gas, electricity, heat, combustible
renewables and waste presented in
energy balances. The figures are ex¬
pressed in million tonnes of oil equiva¬
lent. Historical tables summarise key
energy and economic indicators as well
as production, trade and final con¬
sumption data. Each issue includes defi¬
nitions of products and flows and ex¬
planatory notes on the individual coun¬
try data as well as conversion factors
from original units to tonnes of oil
equivalent.
(61 96 17 .3) ISBN 92-64-04845-6, bilingual. 276pp.
FF330 US$65 DM97

"Also available on diskette and magnetic tape.

Energy Statistics of OECD
Countries 1993-1994*

June 1996
Contains a compilation of energy sup¬
ply and consumption data in original
units for coal, oil. gas, electricity, heat,
combustible renewables and waste.

Historical tables summarise data on

production, trade and final consumpt¬
ion of hard coal, brown coal. oil. natu¬

ral gas and electricity. Each issue in¬
cludes definitions of products and flows
and explanatory notes on the indi¬
vidual country- data.

The data contained in this publica¬
tion are presented in comprehensive
energy balances expressed in million
tonnes of oil equivalent in Energ)' Bal¬
ances of OECD Countries. 1993-1994,
the sister volume of this publication.
(61 96 18 3) ISBN 92-64-04846-4. bilingual. 360pp.
FF290 USS58 DM86

'Also available on diskette and magnetic tape.

Energy Prices and Taxes*
First Quarter 1996
July 1996
Contains a major international compila¬
tion of energy prices at all market levels:
import prices, industry prices and con¬
sumer prices. The statistics cover main
petroleum products, gas. coal and elec¬
tricity, giving for imported products an
average price both for importing coun¬
try and country of origin. Every issue
includes full notes on sources and

methods and a description of price
mechanisms in each country.
(62 96 03 1) ISBN 92-64-14766-7. 370pp.
FF350 US$70 DM95

ISSN 0376-6438

1996 Subscription
FF1.150 US$230 DM330

'Also available on diskette and magnetic tape.

NEA (Nuclear Energy Agency)

Newsletter

Spring 1996, Vol. 14, No. 1
July 1996
(68 96 01 1) ISBN 92-64-14730-6. 44pp.
1996 Subscription
FF160 US$32 DM52

Nuclear Law Bulletin

Supplement to No. 57
fuly 1996
(679601 DISBN92-64-14885-X. 100pp.
FF105 US$21 DM30

financial fiscal
and Enterprise Affairs
Financial Market Trends

No. 64*

June 1996
Special Features

Recent trends in privatisation
Recent trends in foreign direct invest¬

ment

Policy issues in insurance: invest¬
ment, taxation, insolvency
(27 96 02 1) ISBN 92-64-1471 1-X. 170pp.
FF130 US$25 DM39

ISSN0378-651X
1996 Subscription
FF340 US$67 DM98

'Also available as an elcctonic book.

National Accounts

Detailed Tables

Vol.11, 1982-1994*
August 1996
Two publications provide annual
national accounts statistics compiled
according to the joint UN-OECD System
of National Accounts - Vol. I: Main

Aggregates: and Vol. II: Detailed Tables.
Quarterly national-accounts statis¬

tics, based on each country's own sys¬
tem of national accounts, are published
in the OECD quarterly bulletin. Quar¬
terly National Accounts.
(30 96 08 3) ISBN 92-64-04852-9, bilingual. 620pp.
FF670 USS 132 DM196

'Also available on diskette and magnetic tape

Quarterly National Accounts
Sources and Methods Used by OECD
Member Countries

July 1996
National accounts have long been es¬
tablished as the essential indicator of

economic development. But their use
for monitoring current developments is
limited if they are available only once a
year. In recognition of this, most OECD
countries have started to estimate

national accounts on a quarterly basis.

This publication serves as a practical
manual for statisticians responsible for
initiating or improving quarterly esti¬
mates, and as a guide for analysts and
other users to assess the reliability of
quarterly accounts.
(36 96 05 1 ) ISBN 92-64-14899-X, 178pp.
FF275 US$5 1 DM80

industry Science
and Technology
Main Science

and Technology Indicators
1996/1*
June 1996
This twice-yearly, bilingual publication
contains data on the scientific and tech¬

nological performance of the OECD
countries. It summarises and updates
the OECD Basic Science and Techno¬

logy Statistics published every two years
(annually on diskette).

These data include final and provi¬
sional results and government forecasts
covering such topics as resources de¬
voted to R&D, patents, the technology
balance of payments, and international
trade in high-technology products. Sup¬
porting background economic series
are also included.

(94 96 01 3) ISBN 92-64-04"52-2. bilingual, ""8pp.
FF160 US$32 DM 19
ISSN 101 1-792X

1996 Subscription
FF280 US$55 DM85

'Also available on diskette.

Tourism

Tourism Policy
and International Tourism

in OECD Countries

1993-1994

Edition 1996

July 1996
This report compiles and analyses data
on international tourist flows and related

receipts and expenditure in OECD coun¬
tries, which account for about 70% of

the world's tourism. Il comments on,

trends, and reports on government
policies and activities which reflect
changing objectives and priorities. It
focuses on the development and organi¬
sation of the tourism industry and.
above all. highlights the increasingly
important role of the complex and
multidisciplinary tourism industry.
130 tables and 12 charts.
(78 96 01 1 1 ISBN 92-64-1 1896-5, 270pp.
FF255 US$50 DM74

Employment
Opportunities

OECD Headquarters, Paris

Vacancies occur in the OECD

Secretariat in the following
activities:

Public Administration

Balance of Payments
National Accounts

Agricultural Economics
I )evelopment Economics
Energy Economics
Industrial Economics

Labour Economics

Monetary Economics
Econometrics

Environment

Urban Studies

Fiscal Policy
Nuclear Engineering
Macro-Economics

Nuclear Physics
Education Policies

Social Affairs

Statistics

Computing and Communications

Qualifications:

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

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

Initial appointment:

two or three years.

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

and from FF 430.000 (Principal
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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