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On biotechnology
Sir, In the current environ-

ment in which food consum-
ers have expressed their con-
cerns about bacterial
contamination, about hor-
mone, pesticide and antibiotic
residues, and about genetically
modified organisms, in their
food, it is important that the
analysis about these concerns
is as comprehensive as possi-
ble. It is also important that the
results of such analysis are dis-
cussed widely in order to re-
duce the public’s feelings of
distrust.

Thus far, much of the pub-
lic debate has been concen-
trated on science and the need
for independent scientific
analysis. However, as Wayne
Jones et al. argued (Observer
No. 216, March 1999), the
public policy issues raised by
food safety are not just about
science. Somewhere in the
analysis, the economic benefits
and costs provided by that sci-
entific evidence need to be
identified and interpreted. The
technique suggested by Jones
et al. is social cost-benefit
analysis.

I would like to go even fur-
ther to suggest that the eco-
nomic framework ought to be
cap-able of incorporating other
elements too. First, it must han-
dle aversion of food consum-
ers to uncertainty about the
health status of the foods they
buy. Second, the definition and
interpretation of probabilities
must incorporate the weight of
evidence. Third, the analysis
should be recognised that un-
foreseen contingencies are an
inherent feature of new foods,
not only for the consumer, but
also for the natural environ-
ment. Fourth, the effects on
consumers and the natural en-
vironment may be irreversible
in some circumstances, includ-
ing economically. Fifth, the
analysis should incorporate
dynamics so that the time pro-
files of costs and benefits can
be properly taken into account.
And sixth, the social benefits
and costs need to be evaluated

in an open economy setting in
order to judge whether or not
trade barriers are justified.

Jones et al. ask whether food
safety is a matter of protection
or trade protectionism. The
answer depends upon two
things: the results of the analy-
sis conducted using independ-
ent scientific data, acknow-
ledging any ambiguities, and
economic analysis, incorporat-
ing the elements outlined
above. While protectionism is
not to be encouraged, it should
be recognised that freer trade
is not an end in itself but is a
means to the end of increasing
society’s welfare.
Donald MacLaren
Department of Economics,
The University of Melbourne,
Parkville, Vic 3052, Australia.

On Ireland’s boom
Sir, you are right in assert-

ing that the Irish economy is
no longer the sick man of Eu-
rope (Observer 217/218,
1999). Whereas Ireland’s na-
tional income per head grew by
just 1.8% per year for most of
the 20th century, during the last
six years income per head has
grown by over 6% annually.
Although the transformation
in economic performance is
relatively recent, the Irish
economy is an interesting case
study into the link between
economic policy and growth.

Your Economic Survey of
Ireland 1998-1999 illustrates
how difficult it is for even the
most expert economists to ex-
plain Ireland’s turnaround.
One reason for the confusion
is that the boom reflects a con-
fluence of several factors and
to isolate the influence of any
subset of them can be problem-
atic. Another problem is the
different time lags between
policy and effect: changes in
education policy, for example,
will take years to feed through,
whereas cuts in taxes will be
felt more quickly.

The OECD’s view is that the
most important causal influ-
ence has been inflows of direct
foreign investment, particu-
larly from the United States.
Increased labour input is iden-
tified as another key compo-
nent, followed by EU member-
ship and structural funds.
Incomes policy also figures on
the list.  Fiscal consolidation
gets a mention, but we are
warned that its contribution
has not been as powerful “as
some have claimed”.

This ordering of causal fac-
tors begs several questions.
First, since 1989, the number
of people at work in Ireland has
increased by over 450,000.  US
subsidiaries in manufacturing
and internationally traded
services, including financial
services, have accounted for at
most 10% of this increase.  Even
if each of these US jobs gener-
ated one further job in the
economy, that would still leave
80% of the Irish growth in em-
ployment unexplained.  Hence
US foreign investment was im-
portant, but the claim that it
was the major factor is hard to
sustain.

There is also a problem with
the argument that the supply
of well-qualified entrants to
the labour market played a key
role. To be sure, more young
people graduated, more
women entered the workforce
and more emigrants returned
home.  But Ireland has never
been short of labour inputs. In
the 1980s a third of our emi-
grants were bright, English-
speaking and motivated gradu-
ates. Why were there no jobs
for them then, but plenty in
the 1990s?  Clearly, labour
supply was a facilitating factor;
it helped in an important way
to sustain growth, but it did
not ignite that growth.

An alternative view is that
more people were hired after

(continued on page 4)
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Evolve or die! A harsh admonition, but a very appro
priate one as we contemplate the century and millen
nium ahead!  In 1893, John Hanson Beadle, author

and journalist, wrote this epitaph for futurology (reported
in New Scientist, October 15, 1994):

“All history goes to show that the progress of society has
invariably been on lines quite different from those laid down
in advance, and generally by reasons of inventions and dis-
coveries which few or none had expected.”

At that time a number of the “ best minds in America”
had been commissioned to predict what the world would
look like in 1993. The occasion was the Chicago World’s
Fair. It seems Beadle had the last word.  The author of the
New Scientist article remarks:“One clear lesson is that those
versed in science and technology seem no more skilful at
seeing the future than poets or preachers.”

The examples offered are as sobering as they are amus-
ing, given that these were indeed some of the outstanding
minds of the day. Take George Westinghouse, the champion
of “alternating electric current” who won the day over
Edison.  Westinghouse predicted that a railway locomotive
might attain 100 miles per hour, but experiment showed
that even a perfect brake could not stop a train at that speed.
His conclusion: “the ideal speed, I think, will be about 40
miles per hour.” As New Scientist comments: too slow by
over 100 miles per hour.

The best brains of today would probably fall into the same
trap: linear extrapolation of today into the future. Those are
the lines laid down in advance to which Beadle refers. But
why is this relevant to us as we contemplate the next cen-
tury and beyond? I would sum it up with the word “adapt-
ability”.

We cannot predict what the future holds. Which is why
our thinking, our institutions and our customs must become
more flexible . Darwin identified this adaptation in his semi-
nal work The Origin of Species. He was observing the bio-
logical world; the same principles hold for the socio-economic
world. Darwin also found “living fossils”: some species that
seem to have resisted evolution for reasons not fully under-
stood. Crocodiles, cockroaches and some rare fish meet this
definition – hundreds of millions of years and no detectable
change.  But had a linear extrapolation been done millions
of years ago on the evolution of biological species it would
have been even more inaccurate than the predictions of 1893!
Everything has evolved largely in response to environmen-
tal challenges. Homo sapiens are a perfect example; it still
remains difficult for most of us to associate ourselves, our
DNA, our beautiful people, movie stars, models and heroes
with our simian friends. But that is how it is.

Now, as we enter a new millennium we see a world cap-
tured by the reality of “globalisation”. Those who do not

Globalise or fossilise!
DONALD J. JOHNSTON, SECRETARY-GENERAL OF THE OECD

adapt quickly to this new environment will find it hard to
survive.  Those who do adapt will lead the world into the
21st century. This is evident in e-business, where entrepre-
neurs like Richard Branson with his Virgin biznet have taken
advantage of new opportunities on the Internet. However,
such is the heady pace of change that even the most success-
ful business leaders will have to keep evolving.

Globalisation is not a policy; it is a process which will
affect all aspects of our lives. We may not always like it;
after all, it can compel us to give up cosy habits. But to stand
against it would be sheer folly. Still, some believe they can
somehow resist the powerful tide of globalisation. Take those
who cling to protectionism to preserve jobs. Their thinking
is fossilised. They forget that by their actions they drive up
prices and actually destroy jobs, as well as choke off similar
jobs in the developing world. But protectionists may have a
case to plead where governments have failed to provide edu-
cation, upskilling and other market-oriented measures. Gov-
ernments too have to be adaptable and their policies shaped
to meet new challenges and public demands. Businesses will
be judged on the quality of their corporate governance, their
ability to win contracts cleanly, their attention to the needs
of stakeholders inside and outside the firm, and other crite-
ria beyond the traditional motives of making profit and sat-
isfying shareholders. Companies which adopt a flippant or
negligent approach, to investing in human capital for in-
stance, will find the going very tough indeed.

The ability to adapt is fundamental to survival. Institu-
tions and practices of all kinds must be able to respond rap-
idly to new environments or face obsolescence. Better they
evolve, carrying their strengths forward into modernised in-
stitutions, than disappear, leaving the unknown, even the
dangerous, to fill the vacuum left in their place. This applies
to OECD and other international organisations too, of course.
How to maintain the quality of work within a complex mul-
tilateral system, satisfy members’ needs and increase our rel-
evance to non-members? This is the crux of our challenge.
Obviously the OECD will have to evolve. What choice does
it have? Becoming a “living fossil”, a dinosaur for future gen-
erations to gape at, is neither a dignified nor a feasible op-
tion. Which is why the only real alternative to evolution
would be extinction. ■
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the late 1980s because business
in Ireland became more profit-
able and confident. And fiscal
policy played a central role in
transforming the business en-
vironment.  It began with a
cross-party consensus on gov-
ernment spending cutbacks,
which gave notice of the politi-
cal will to restore order to the
nation’s finances. That determi-
nation paved the way for inter-
est rates to ease and for moder-
ate pay deals and tax cuts.
Higher consumption and busi-
ness investment followed.

Another question: of the net
450,000 jobs created during the
past decade, some 335,000 were
in the services sector, mainly
private market services – how
did it happen that these jobs
appeared on the scene in the
short period of a decade? Dur-
ing the 1980s, the Irish services
sector had generated fewer jobs
in relation to its GNP by com-
parison with other OECD
countries. This under-perform-
ance was related to high taxes,
high labour costs, excessive
regulation and anti-competitive
practices. The change in fiscal
policy was important in ad-
dressing these weaknesses.

Another aspect of Ireland’s
transformation that is underes-
timated in the OECD analysis
is the impact of de-regulation
and competition policies. Com-
petition in the airline industry,
for instance, had a major impact
on Irish tourism.

In short, the Ireland survey
overestimates the role of foreign
investment and labour supply,
and underestimates the part
played by fiscal and competi-
tion policy in the economic re-
covery. In a post-EMU context,
fiscal policy will remain a pow-
erful tool.
Dermot McAleese
Professor of Economics,
Trinity College
University of Dublin
Ireland
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• News brief •

World outlook improves
The outlook for world and

OECD-wide growth has
improved substantially in recent
months. The slowdown has
ended and growth in the OECD
area is expected to average
nearly 3% in 1999 and 2000,
before easing to some 2.6% in
2001. The projections are more
buoyant than those published
last May, reflecting mainly un-
expected near-term momentum
of the US economy, a stronger
resumption of growth in Japan
and Korea, as well as a slightly
better outlook for the European
Union. OECD-wide inflation is
expected to pick up somewhat,

although, excluding high infla-
tion countries, it should remain
below 2% over the next two
years, especially as monetary
policies tighten. Fiscal policy
should be kept tight too; in this
respect, proposals for US tax
cuts appear premature and
Japan’s fiscal position is worri-
some (see article). Outside the
OECD area, economic activity
appears to be recovering earlier
and more sharply than expected
in most of the Dynamic Asian
economies, while the economic
situation in Russia and South
America remains fragile.  At the
world level, output is projected

Forecast summarya

Seasonally adjusted at annual rates

1999 2000 2001

Real GDP (% change)
United States 3.8 3.1 2.3
Japan 1.4 1.4 1.2
European Union 2.1 2.8 2.8
Total OECD 2.8 2.9 2.6

Inflation rate (% change)
Total OECD 2.6 2.7 2.4
Less high infl. countriesb 1.1 1.5 1.8

Unemployment rate (% of labour force)
United States 4.2 4.2 4.6
Japan 4.7 4.7 4.7
European Union 9.4 8.8 8.4
Total OECD 6.7 6.4 6.3

Current account (% of GDP)
United States -3.7 -4.2 -4.2
Japan 2.7 2.8 3.0
European Union 0.3 0.3 0.4
Total OECD -0.8 -1.0 -0.9

Short-term interest ratesc

United States 4.6 5.7 6.1
Japan 0.3 0.3 0.8
Euro area 2.9 3.3 4.3

a. Cut-off date for projections: 3 November 1999.
b. Excludes Greece, Hungary, Mexico, Poland and Turkey.
c. US 3-month Treasury bills, Japan: 3-month CD; Euro area: 3-month interbank rates.
Based on OECD Economic Outlook, No. 66, November 1999.
http://www.oecd.org/eco/out/eo.htm

to rise by 3% this year and then
accelerate to about 3.5% in
2000 and 2001.

There are some downside risks
to this positive outlook. A pro-
nounced yen appreciation could
derail the Japanese recovery,
hurting the other economies in
the region. Also, the earlier un-
even pattern of growth between
the three major OECD regions
has resulted in large current ac-
count imbalances, with the
United States running a wide
deficit. There are concerns
about possible over-valuation of
US equity prices and a sudden
rise in US inflation could trig-
ger an abrupt change in inves-
tor sentiment. That might lead
to a hard-landing, with poten-
tially major effects.

In Korea and other Asian
emerging market economies,
while substantial progress has
been achieved, financial and
corporate restructuring is far
from complete. There is a risk
that with the rebound in activ-
ity, governments will delay the
reform process. The recent re-
turn of capital flows to these
countries may then become vul-
nerable to any weakening in the
regional outlook.

Elsewhere, the economic situa-
tion remains fragile in South
America and recoveries in most
countries in the region are par-
ticularly sensitive to rises in
OECD interest rates. Of course,
much hangs on progress in the
Millennium trade discussions;
a poor start in Seattle might
undermine the outlook. ■

Unemployment
down slightly
in September

The OECD-area unemploy-
ment rate on a standardised

basis was 6.7% in September,
the same level as August and
down 0.3 percentage points on
a year earlier. The unemploy-
ment rate fell to 7.5% in
Canada, to 4.6% in Japan, to
4.2% in Austria, to 8.9% in
Belgium, to 4.3% in Denmark,
to 9.8% in Finland, to 10.8% in
France, to 6.4% in Ireland, to
2.7 % in Luxembourg and
15.4% in Spain. The unemploy-
ment rate was stable at 4.2% in
the United States, at 9.2% in
Germany, at 4.7% in Portugal
and at 6.9% in Sweden. The
unemployment rate rose to
7.3% in Australia. OECD’s lat-
est estimate for 1999 is 6.7%. ■

OECD
Communications
Outlook,
1999

ISBN: 92-64-17013-8
US$71, FF400, pp. 256
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• News brief •

So, will our computers go
“blip” on January 1, 2000?

Many say no, others say yes. As
far as broad trends are con-
cerned, the feeling is quite posi-
tive: Y2K does not appear to
pose a major risk to the eco-
nomic outlook as authorities
have already put in place lend-
ing facilities and adopted con-
tingency plans. However, short-
term disruptions around the
turn of the century cannot be
excluded as a result of the lack
of preparedness in some emerg-
ing market economies, as well
as unpredictable private agents’
behaviour. In financial markets,

Risking Y2K
expectations about computer-
related problems in connection
with the Y2K may continue to
influence pricing and position-
taking. Fear of disruptions to li-
quidity have triggered, on the
one hand, a reluctance among
market participants to operate
on that date and, on the other,
hedging or speculative opera-
tions in forward markets that
have increased implied funding
costs.

There is a risk that the function-
ing of some market places will
be impaired in January, while
investors’ preference for liquid-

ity at year-end could temporar-
ily depress the valuation of fi-
nancial assets. Such risks appear
to have induced markets to put
a discount on the assets of
countries and institutions per-
ceived as less well prepared to
deal with the Y2K problems.
Moreover, there is evidence of
securities issuers planning their
issues schedule with a view to
avoiding the end of 1999 alto-
gether. Clearly, certain risks are
just not worth taking. ■

•Visit: http://www.oecd.org/
daf/dafpubs.htm

WTO membership may help arrest
Chinese slowdown

China was probably the
world’s fastest growing

economy of the last twenty
years, when it expanded by an
average growth rate of 9.9 % per
year. However, according to
Wing Thye Woo, professor of
economics at the University of
California (Davis), a clear
slowdown has begun to occur.
Speaking at OECD on 16 Novem-
ber, Mr Woo suggested that the
boom had been losing momen-
tum since the mid-1990s, with
the growth rate falling from
10.5 % in 1995 to 9.5 % in
1996, 8.8 % in 1997 and 7.8 %
in 1998. Growth is officially
expected to hold steady at
around 7.3 % in 1999, but there

were risks that it would be
lower than that. “With a 3%
drop in retail prices in each of
the last three years, the above
7% growth rate is probably over-
stated. The actual growth rate
is probably about 6 %”, Mr Woo
said. The main cause of the
slowdown was the decline in
household consumption since
1995, largely due to job insecu-
rity at a time when government
departments and state-owned
enterprises were being restruc-
tured. More recently, net ex-
ports have fallen sharply from
$46 billion in 1997 and 1998 to
under $30 billion this year. The
volume of foreign direct invest-
ment (FDI) is also down, hav-

ing dropped to less than $40 bil-
lion in 1999 versus $45 billion
in 1997 and 1998. In addition
to the slowdown of the Chinese
economy and the devaluations
in neighbouring countries in
the wake of the 1997 Asian fi-
nancial crisis, many foreign in-
vestors are still waiting to see if
the yuan will be devalued. This
is a step that cannot be ruled out
entirely, but as China is likely
to join the WTO, FDI should
pick up again, stimulating
growth and strengthening the
exchange rate. ■

•dev.contact@oecd.org; visit:
http://www.oecd.org/dev/
publication/tp/Tp153.pdf

Road deaths
fall slightly

There was a slight fall in the
number of road fatalities in

OECD countries in the first six
months of 1999, according to
preliminary estimates. The over-
all drop for the 13 countries sur-
veyed so far was 6% in January-
June compared with the first six
months of 1998. It is a welcome
development in what is a major
social problem. However, there
was a disturbing rise in some
countries, with Austria’s total
road deaths increasing by a fifth,
partly as a rebound effect after
tighter enforcement in 1998.
Alcohol and speed remain the
primary contributing factors to
road crashes.

The results for the remaining
16 OECD countries could alter
the overall picture. And with
Christmas and millennium cel-
ebrations under way, concerted
action is required by road users
and authorities alike to get the
unacceptable death toll down
even further. If they succeed, it
would be cause indeed to cel-
ebrate the millennium. ■

Road deaths, Jan-Jun

Country 1998 1999 % change

Austria 404 487 20.5%

Canada 1,219 1,269 4.1%

Czech Rep. 638 588 -7.8%
Finland 171 169 -1.2%

France 3,838 3,656 -4.7%

Germany 3,805 3,562 -6.4%
Hungary 567 559 -1.4%

Iceland 12 10 -16.7%

Netherlands 550 453 -17.6%
New Zealand 246 256 4.1%

Poland 3,233 2,789 -13.7%

Sweden 238 234 -1.7%
Switzerland 295 265 -10.2%
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• News brief •

Figures out in November
show that Internet access

costs vary quite markedly across
OECD countries. For consum-
ers and small businesses, the
most significant costs of engag-
ing in electronic commerce are
the prices of local communica-
tions and access. The most strik-
ing changes over the last year
have been in the charges to
Internet service providers. In
October 1999 telecommunica-
tion operators in seven countries
– Belgium, Denmark, Ireland,
Italy, the Netherlands, Poland,
Spain, Switzerland and the
United Kingdom – offered
Internet access at no charge.
Users in those countries only
pay the telephone charges. In
some market with ‘free’ Internet
access, a considerable part of the
Internet service providers’ rev-

The digital divide widens
enue is earned from termination
charges paid by the telecommu-
nication carrier. Some “free”
Internet provider services are
available in a number of other
countries, such as Australia,
France and the United States,
but the leading telecommunica-
tion operators in those countries
still charge fees. (The survey
compared prices for the largest
telecommunication operator in
each OECD country.)

The average price of the OECD’s
off-peak basket, for 20 hours of
service, fell slightly over the past
12 months from US$46.42 to
US$43.86 (expressed in pur-
chasing power parities). How-
ever, the disparity between pric-
ing across the OECD increased
with some countries witnessing
steep declines and others in-

Announcing OECD Forum 2000 A major international
conference on GM food safety

To mark the millennium, the
OECD is launching a pub-

lic international conference
called OECD Forum 2000. It
will be held in conjunction with
the OECD’s annual Ministerial
Council and will bring together
ministers, heads of interna-
tional organisations, business,
NGOs and civil society at large.
The aim is to impart and share
information, improve commu-
nication and foster a climate of
enlightened policy-making for
all. Forum 2000 will comprise
seminars and workshops where
participants will be free to en-
gage in discussion and debate
on the key issues confronting

our globalised, knowledge so-
ciety and to explore together
how the new economy can be
shaped and managed for the
future.

A “knowledge fair”, featuring
up to 100 key organisations in
the global economy, will run
alongside the seminars and
workshops, offering a rare op-
portunity for those organisa-
tions and conference partici-
pants to interact. Forum 2000
will take place in Paris in
26-28 June  2000. ■

•For information, please visit:
http://www.oecd.org/forum2000/
or contact: extrel@oecd.org Convergence

and differences
on

biotechnology

The announcement of the
Edinburgh conference (see

above) followed an intensive
one-day OECD dialogue with
civil society in Paris on Satur-
day 20 November 1999. Repre-
sentatives of some 50 bodies at-
tended, including from Consumers
International, Greenpeace Inter-
national and the International
Federation of Agricultural
Producers. Summing up, OECD
Secretary General Donald
Johnston said while there was
more convergence than
expected, there remained “seri-
ous differences of opinion on
many aspects of biotechnology
in food production, especially
with respect to environmental
considerations.” ■

•http://www.oecd.org/subject/
biotech/

The OECD is to hold a ma-
jor international scientific

conference on the food safety
aspects of biotechnology and
genetically modified organisms
(GMOs). The conference,
which will be hosted by the
United Kingdom, will take place
at the Edinburgh International
Conference Centre from 28
February-1 March 2000, under
the title: “Assessing the safety
of GM food - the OECD Edin-

burgh Conference on the scien-
tific and health aspects of ge-
netically modified foods.” Ex-
perts from government,
consumer and other interest
groups, industry, international
organisations and developing
countries will be present. The
conference results will be fed
into the G-8 meeting in
Okinawa, Japan, in July. ■

•Contact: jo.newstead@oecd.org

creases. At off-peak times,
prices range from US$22 to
US$95 for 20 hours of service,
reinforcing a digital divide
across the OECD area.

While Internet access charges
continue to fall, phone rates for
using the Internet are rising in
some countries. For 20 hours of
service at off-peak rates, phone
charges (fixed charges plus us-
age) rose 16% on average. In
contrast, Internet access prices
fell by 34%. This divergence
reflects the differing levels of
competition in both markets.
The telephone usage charge as
a percentage of total costs rose
from 56.5% in 1998 to 70% in
1999. ■

•For more: visit http://
www.oecd.org/dsti/sti/it/
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The blow of the Asian crisis, do-
mestic banking failures, bur-
geoning fiscal deficits and a

severe recession in 1997-98, with an
unprecedented rise in unemployment to
higher than US levels: the sun might not
have gone down on the land where it is
said to rise, but the world’s second larg-
est economy has been decidedly gloomy
in recent times. Yet, economic turna-
rounds do happen and though they are
always difficult to be sure about in the
early stages, a glimmer of light may have

appeared on Japan’s horizon. The ques-
tion is, does it herald a new dawn for
2000 or just a false one?

Japan’s latest recession was one of its se-
verest since the war, as witnessed by the
cumulative loss in output by end-1998
of around 5.25% from the previous cy-
clical peak seven quarters earlier. Busi-
nesses cut spending to maintain cash flow
as sales plunged. Outright dismissals be-
came less rare, while there was a squeeze
on overtime and bonuses. Together with

lower regular wages, this all cut into dis-
posable incomes and household expendi-
ture. Anxiety about jobs mounted in the
face of the inexorable rise of the unem-
ployment rate. People became worried
about their health-care costs, about the
value of their pensions and tax liabilities
in the light of the increasingly severe
public financial situation. Little wonder
households tightened their spending.
Even the external sector could provide
little buffer against the downturn, with
Asia’s crisis hitting especially hard.

Japan’s economy: is the sun rising?
PETER JARRETT, ECONOMICS DEPARTMENT, ECO.CONTACT@OECD.ORG

The 1990s has not been the brightest of decades for the Japanese economy, especially when compared
with its impressive economic performances of the 1970s and 1980s. But 1999 brought signs of a
fragile recovery.
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So, has it all really ended? Most in-
dicators show that there was probably
some growth in 1999, with GDP
expanding in real terms by about 1.4%.
But 2000 is not easy to call, partly
because of the conflicting evidence that
is so typical of the early stages of
recovery. The labour market in particu-
lar is still flashing red – the unemploy-
ment rate has risen to nearly 5% – it
averaged 4.1% in 1998 and was only
2.1% in 1990 – and it may well stay
around that level for some time yet,
particularly as it takes time for trends
in the business cycle to feed through
to unemployment. But elsewhere the
signs are encouraging. Confidence has
returned, financial markets have
rebounded and private spending has
picked up, leading to destocking and a
resumption of output growth.

But why did confidence turn up in the
first place? One important reason is
government. Not only did it gain points
for introducing a fairly bitter medicine
to stabilise the ailing banking system,
which should work – at least for now –
but its macroeconomic policies have been

eased markedly. This includes the world’s
first attempt to run a zero-interest-rate
policy. Moreover, the government applied
budgetary stimulus fairly relentlessly over
the past year and a half, as well as dish-
ing out lavish new public loans and credit
guarantees. It all finally proved enough
to convince both consumers and inves-
tors to loosen their wallets.

A burgeoning deficit

Old fashioned pump-priming may have
proved its worth in sparking the eco-

nomic turnaround, but the price has
been a wide government deficit of
around 7.5% of GDP. Much of the defi-
cit was run up by the nation’s 3,300
local governments, whose role in terms
of stabilising the economy has been key
to the government’s strategy. However,
the central government deficit did slip
off the rails a little too. Most of the
government deficit – about 6.7 percent-
age points – is believed to be structural,
which means that economic recovery
alone will not cure it. Hence, the
urgency of consolidation, and with
growth so weak, government indebt-
edness has shot up. Total gross debt of
general government (which also
includes social security) is expected to
reach about 114% of GDP in 2000,
which puts it up at Italian levels.

Can the government turn its financial
situation around, even with ageing-
related cost pressures likely to build?
It is a daunting challenge and it will
take several years to surmount.
Growth is not expected to be particu-
larly dynamic and may be outpaced
by real interest rates. Debt will there-

fore continue to rise. That means look-
ing for cuts elsewhere, in health care
for instance, where there is some room
for tightening. The government might
also look to cut back on public invest-
ment. Another option would be to sell
off some government assets, like land,
equipment and buildings, to help
reduce debt, as well as some financial
assets, such as its 59% share in
Nippon Telegraph and Telephone.
However, the overall contribution of
such sales to reducing debt would be
negligible.

Still, the government’s unenviable
financial situation does not appear to
have dented public confidence yet.
True, there could be a relapse in 2000,
for example, if company restructuring
hits job security and unemployment
rises. But a relapse is unlikely, as most
of the downsizing will take the form of
early retirements. Moreover, there is a
lot of pent-up household demand and
confidence is returning to the business
sector as well.

Rising unemployment

Nevertheless, corporate restructuring,
which should probably have begun
years ago, may act as a drag on growth
next year. This will exert downward
pressure on labour compensation –
wage payments per worker fell by 1.4%
in 1998 – and though companies will
continue to reduce labour costs by
freezing new hires and holding down
bonuses, a rise in redundancies seems
inevitable. Aggregate employment
dropped by 0.7% in 1998, the first
decline since 1975, with a large fall in
the construction and manufacturing

When the Japanese unemployment rate bobbed above the US rate
in December 1998, it was the first time it had done so in its post-
war history. Although the difference is just half a percentage point,
it is an unwelcome grain of salt in Japan’s wounded economy.
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sectors. Blue-collar workers were not
the only ones to feel the pinch. Man-
agement jobs which, according to the
Ministry of Labour, are in greatest
excess supply, also declined, by 5.8%
in 1997 and 1.9% in 1998. Early retire-
ment and other voluntary schemes still
appear to be important, but the rise in
unemployment due to involuntary
separation accounted for more than
60% of the increase in unemployment
in 1998. When the Japanese rate finally
bobbed above the US rate in
December 1998, it was the first time it
had done so in its post-war history.
Although the difference is just half a
percentage point – 4.7% compared with
4.2% – it is an unwelcome grain of salt
in Japan’s wounded economy.

The recession led to lower spending
across all income groups and a double
digit decline in housing starts. It was also
deep enough to send bankruptcies soar-
ing. The government has since taken
action to reduce them. Nonetheless,
those companies that survived now face
the three-pronged challenge of reducing
their corporate debt, which built up
strongly in the recession, boosting prof-
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neither prevented the economy from
expanding rapidly nor unemployment
from falling, whatever the early adjust-
ment problems. It is the stuff of Joseph
Schumpeter’s idea of creative destruction.

Still, Japan is not accustomed to
unemployment and announcements of
massive job cuts, such as the one at
Nissan in October, will be a bitter psy-
chological pill to have to swallow, even
if a recovery is under way. The govern-
ment will no doubt feel some social
pressure to react against those cuts, but
it should resist it and hold its course of
opening up the economy to inward in-
vestment. And if structural reform
is maintained to allow a greater mar-
ket allocation of resources, then
Japan’s economic horizon will surely
brighten. ■
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itability and generating the returns
demanded by their shareholders. Some
have already begun to act, under pres-
sure from financial markets, by cutting
back on investment more savagely than
at any time in the post-war era. Ration-
alisation has become a buzz word,
whether through mergers, plant closures
or asset sales. But is it all enough? For
the corporate sector to achieve its profit
goals and expand returns on assets and
equity, more than a standard cyclical re-
covery will be required. Changes are
needed in corporate governance that will
help to focus managerial minds on prof-
itability. And labour’s share of national
income will have to decrease by a few
percentage points too.

But corporate restructuring is unlikely to
rattle the economy, even if it changes it.
In fact, most of the corporate restructur-
ing will take place in large firms where
less than a fifth of the work-force is
employed. If redundancies start to rise,
then it may be cold comfort to remem-
ber that a similar process of shedding
workers by large established firms has
been under way in the United States for
nearly 20 years, and that shedding
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Massive job cuts l ike those
announced in October at the Japa-
nese automotive firm, Nissan Mo-
tor – some 21,000 worldwide – al-
ways make hard early morning
reading. This must be particularly
true for the Japanese, who are tra-
ditionally cautious about foreign
participation in their firms and for
whom mergers are relatively new.
Other large OECD countries are
more used to the topsy-turvy
world of  mergers and acquisi-
tions. Some seem frankly uncon-
cerned about who owns their
firms, as long as those firms are
well managed and deliver the
goods, so to speak. And in the
globalised market that sentiment
is likely to become more wide-
spread.

Cross-border mergers and acqui-
sitions, often called M&As, have
grown rapidly in recent years, and
are one of the hallmarks of
globalisation, reshaping industry
at the international level. In fact,
the value of M&As worldwide
increased more than six-fold
during the period 1991-98,
from US$85 billion in 1991 to
US$558 billion in 1998. The top six
were valued at US$169 billion. In
1998, cross-border M&As were
worth 60% more than in 1997 and
more than twice as much as in 1996.
The total number of cross-border
M&As also increased rapidly dur-
ing the same period, from 4,149 in
1991 to 5,373 in 1998, reaching a
record high of 6, 310 in 1995.

Most cross-border M&As have
taken place in only a handful of
countries, particularly the United
States, the United Kingdom and
Germany. But Japan may be
changing. The Nissan-Renault’s
global partnership agreement in
March 1999, in which Renault
spent US$5.4 billion to buy a
36.8% equity stake in Nissan and
a 22.5% stake in Nissan Diesel, is
just one example. The sluggish lo-
cal economy and intense compe-
tition worldwide gave Nissan little
option other than to seek foreign
capital. The alliance included a
huge capital  injection from
Renault, but the deal also in-
cluded allowing Renault’s Chief

Operating Officer to formulate re-
vival plans. The job cuts were one
of them.

There are other examples of cross-
border M&As. Also in the auto-
motive industry, Mazda has put
itself in the hands of a foreign part-
ner, Ford of the United States. In
the financial sector, the merger of
GE Capital of the United States
and Toho Mutual Life Insurance
Company in April 1998 led to the
establishment of GE Edison Life;
and Nikko Salomon Smith Barney
was established in 1999 as a joint
venture with a 51% stake owned
by Nikko Securities and a 49%
stake by Travelers Group
(Salomon Smith Barney).

A series of amendments to the
Foreign Exchange Law since 1980
have helped fuel this M&A activity.
But Japanese managers still see
M&As as a measure of last resort.
Japanese corporate culture, includ-
ing its lifetime employment system
and labour immobility, will prob-
ably stay cautious as long as the job
cuts continue and there may well
be a build-up of pressure. On the
other hand, these are hard lessons
of globalisation, which Japan em-
braces, and the restructuring result-
ing from M&As should lead to a
stronger economy. What is clear is
that more Japanese companies are
streamlining their businesses and
M&As with domestic or foreign
firms are no longer quite as un-
thinkable as they once were.
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Getting Germany back to work
ECKHARD WURZEL, ECONOMICS DEPARTMENT,  ECO.CONTACT@OECD.ORG
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German unification was undoubtedly a
stirring achievement, but it brought its
rude awakenings to the country’s

policy-makers too. One early discovery was
that the number of sustainable jobs in the new
Länder (states) was considerably lower than
many had expected. Economics was to prove
that point in a painfully short space of time:
total employment collapsed in the  new Länder

With German unemployment still high, active labour-market measures are back
under the spotlight. Work provision schemes to improve qualifications and
access to jobs were deployed in the east after unification. Do they work?

from 9.9 million in 1989, which was the year
before unification, to 6.5 million by the begin-
ning of 1992. Unemployment rocketed, and
the job prospects for many in the former
centrally-planned east looked very bleak
indeed. Great numbers headed west. The risk
of disenchantment with the new Germany
grew. The Kohl government faced a real chal-
lenge. Employment had to be stabilised fast
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and the employment prospects of those with-
out work improved. The immediate recourse
was to step up use of so-called active labour-
market measures. These are policies whose
primary aim is to move the unemployed off
the dole and improve their employment
chances by either subsidising their employment
in the private or public sector, or some non-
entrepreneurial employment agencies, or by of-
fering them government-sponsored training
programmes.

The idea that governments should shift the
balance of their spending away from “passive”
income support, such as unemployment ben-
efits, to active measures designed to get the
jobless back to work is appealing. Moreover,
the idea had the perhaps debatable value of

providing otherwise idle people with some-
thing to do. True, active measures can be costly
and, if they are not targeted narrowly enough,
inefficient. Nevertheless, as a report by John
Martin at OECD points out, while one should
not oversell active labour market measures,
their potential role in the fight against high
and persistent unemployment should be
appreciated.

Germany’s attraction to active labour-market
measures is not unusual in Europe. The
Scandinavians also use them, as do many other
governments, to varying degrees and design.
Yet, the track record of many active measures
is mixed and the German experience shows
the limitations of the programmes.  In the east,
some 388,000 people participated in job-
creation schemes in 1992 and another
489,000 in training measures. But scepticism
mounted about the effectiveness of active
labour market measures, and when labour-
shedding slowed, they were pared back for
budgetary reasons. By January 1998 participa-
tion in work provision and training schemes
in the new Länder had fallen to 177,000 and
125,000 respectively.  However, unemployment
was still intolerably high, at some 21% of the
labour force. Active labour-market measures
were therefore ushered back in and given a fa-
vourable reappraisal. By November 1998 par-
ticipation in eastern Germany had reached new
highs of 442,000 for job schemes and 181,000
for training.

A long-term problem

Like many of its OECD counterparts, one of
the Schröder government’s main policy
priorities is to reduce unemployment, in par-
ticular long-term unemployment, where those
out of work for more than a year account for
more than 30% of the total. The new govern-
ment therefore eased several criteria for the
provision of active labour-market measures
and in the whole of Germany the plan has been
to place more people  on active schemes in
1999 than in 1998. Total outlays for active
labour-market measures are budgeted to in-
crease by 16.1% in 1999 to 1.2% of GDP. This
figure also contains income support to safe-
guard existing employment in periods of slack
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demand for  construction workers. It  accounts
for just over half of the amount allocated to
unemployment insurance benefits and unem-
ployment assistance.

Still, the hard fact remains that the experience in
eastern Germany has not been good. Take the
new Land of Saxony-Anhalt. Surveys there show
that, in the eight years from 1990 to 1997, only
about a third of training scheme participants and
a quarter of participants in work provision
schemes went on to employment. But while the
schemes worked well for those people, most of
the rest went back to being unemployed.

Because of the methodology, it is not really
possible from the Saxony-Anhalt studies to
draw accurate conclusions about the true
effectiveness of active labour-market measures
compared with other types of support for the
unemployed. However,  the bulk of the evi-
dence from econometric studies on eastern
Germany, which are more rigorous in their
approach,  indicates that job creation schemes
have not been all that  effective in bringing
people back into regular employment when
compared with unemployment benefits. Train-
ing and re-training schemes, however, appear
to have a somewhat better record in terms of
accessing a job, even if the econometric inves-
tigations for eastern Germany yield mixed
results.

There may be several reasons for these gener-
ally disappointing results. People on job
schemes may have less time to look for a job
than recipients of unemployment benefits.
Moreover, job-scheme participants benefit
from prolonged eligibility for unemployment-
related income support, and this might
adversely affect their job search too. Another
reason why the schemes might not lead to a
job is that many of them simply add little to
marketable skills of the unemployed. In fact,

in some cases there may even be  deskilling.
More generally, the poor performance in east-
ern Germany may partly be due to their lack
of focus in what were after all the untried
circumstances of a transition economy.

The best is the enemy of the good

Research in other countries suggests that job
creation schemes can also be associated with
high deadweight costs. That means they entail
expenditure which is beyond that normally
needed to secure a person’s employment. There
is also quite a lot of worker displacement,  in
that overall employment does not rise but jobs
are redistributed between different people.
Indeed, according to a survey by the German
Federal Labour Office of companies from east
and west (see bibliography), some 14% of the
western replies and 22% of the eastern ones
thought that the wage subsidies they receive
over-compensated for the lower productivity
of the supported workers they had hired. Also,
of those surveyed, 28% in the west and 30% in
the east said they would have hired the same
worker anyway, even without financial support.

Job creation schemes have not been
all that effective in bringing people
back into regular employment when
compared with unemployment
benefits.
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Furthermore, 17% in the west and 22% in the
east answered that, without support for the
person they hired, they would have employed
another person instead.

So, are active labour-market measures worth
persevering with? Yes, if one respects their limi-
tations. Active labour-market measures can
work, but the evidence from the new German
Länder supports the view that they have to be
targeted on problem groups and be better man-
aged than some currently are. Increasing the
content of market-relevant training in active
labour-market schemes would seem to be an
important ingredient to raise their success. This
could also help to reduce the deadweight costs.
Active labour-market measures are clearly not
the magic bullet to solving Germany’s jobless-
ness problem. For as the OECD has been stress-
ing for some time, including in the detailed
recommendations of its latest Jobs Strategy, the
real key to reducing unemployment in
Germany is to bring structural reforms to the
labour market, such as by improving the flex-
ibility of wage bargaining. Nevertheless, in the
new Länder, where unemployment is much
higher than the OECD average, active meas-
ures can have a valuable complementary role
to play. ■
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How is it that the booming
Netherlands, with its traditional
social regulations and its sophisti-
cated welfare system, manages to
keep its unemployment so low? In
mid-1999 joblessness was just over
3.2%, compared with 4.2% in the
United States, for example, or over
10% in several other OECD coun-
tries. But the interpretation of this
impressive Dutch job performance
has been much debated. Here is a
strong economy which independ-
ent surveys consistently rank as
having one of the world’s most at-
tractive business environments, and
yet the overall Dutch labour mar-
ket could hardly be described as the
most deregulated in the OECD. The
quality of Dutch regulation is
clearly good on the whole, other-
wise business would not be so in-
terested. Indeed, regulatory policies
have had a strong market orienta-
tion for several years now. There has
been an acceleration in market-ori-
ented reform too, particularly in the
1990s, which may even have helped
to bring down inflation. But those
reforms have mainly affected trans-
portation and some traded services,
like telecommunications, and not
yet sheltered sectors, such as con-
struction, or much of the public
sector. Rather, it is in the private
sector where employment has
soared in recent years – only slightly
slower than the US rate, but faster
than most other European coun-
tries. In fact, net private sector jobs
rose by 25% between 1984 and
1997, cutting unemployment in
half. That growth more than offset
an effective freezing of government

employment, which had expanded
rapidly in the 1970s.

So is there more to the Netherlands’
labour market performance than
meets the eye? Yes, there is. Al-
though unemployment has fallen,
and manufacturing employment
declined more slowly than the
OECD average, with services em-
ployment growth well above aver-
age, the Netherlands does have an
unusally large proportion of its
working age population actually
outside of the employment market.
In fact, the Dutch employment rate
is among the lowest in the OECD
(see chart). Declining unemploy-
ment has been offset by increases
in disability benefits, early retire-
ment and subsidised employment
programmes, and labour force par-
ticipation rates among men aged
55-64 are low. Well over half of the
jobs created have been part-time,

The Dutch non-work experience
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and most have been in the service
sector. Dutch workers on average
have the lowest annual average
working time per employee of any
country. This may be because of a
preference for leisure, which prob-
ably to some degree reflects high
marginal income tax rates. The fact
is the Dutch economy, while good
at producing employment, is not
very good at generating full-time
jobs. The overall result is that a large
share of potential labour resources
is not utilised. Moreover, within the
workforce, more than half of the
Netherlands’ unemployed have
been out of work for over a year, a
high proportion by OECD stand-
ards. A strong reminder that Dutch
reforms should continue.

Article based on the recently pub-
lished Regulatory Reform in the
Netherlands, OECD, Paris, 1999.
Puma.contact@oecd.org
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What have the following
activities got in common:
computer software and in-

formation processing services; R&D
and technical testing services; market-
ing services; business organisation serv-
ices; and human resource development
services? The first answer is that they
all fall into broadly the same category
of “strategic business services”, that is
to say, they might not be core parts of a
traditional manufacturing firm’s busi-
ness, but they are important comple-
ments to it. This point explains a sec-
ond common characteristic: these
strategic services are increasingly
outsourced in OECD countries, rather
than handled from within a firm’s own
resources.

While strategic business services have
been growing rapidly during the past
two decades, they remain a little known
and under-researched area. One reason
lies in the statistical difficulties associ-
ated with their measurement. However,
since 1997 the OECD has been work-
ing to correct that and has managed to
build a picture of the importance and
role of strategic business services for
some 21 OECD countries.

Serving the economy

Services generally have greatly ex-
panded their importance in OECD
economies and by the mid-1990s they
accounted for some 70% of GDP and
65% of total employment. The strong
growth of strategic business services in
recent years has been particularly strik-
ing, and their efficient supply has be-
come key to enhancing performance

across the economy, whether in manu-
facturing or general services.

A considerable, but still imprecisely
known, share of the growth in strate-
gic business services owes much to the

increased importance of outsourcing
(see box).  Information technology
services, personnel supply services and
training are just some of the many serv-
ices for which businesses are  relying
increasingly on  external suppliers. The

The rise and rise
of the strategic business service
MARIAN MURPHY, DIRECTORATE FOR SCIENCE, TECHNOLOGY AND INDUSTRY, DSTI.CONTACT@OECD.ORG



Strategic services
economy

Observer No. 219 December 1999 19

aim of outsourcing is to improve effi-
ciency and growth by boosting service
quality and, of course, lowering costs.
It  allows firms to concentrate on their
core business, to free up internal re-
sources for other purposes, gain access
to resources not available internally,
and reduce or share risks.

Steady and reliable growth

But apart from being a support to com-
panies, strategic business services can
be considered to be an economic sec-
tor in their own right. One of the strik-
ing features of strategic services is that
they have grown spectacularly, even in
periods when overall economic growth
was slow or non-existent. This finding

formation collected to date suggest that
these figures are conservative, perhaps
even a serious underestimation of the
true size of these activities. This is par-
ticularly true of human resource devel-
opment  services, such as adult educa-
tion and training  and vocational
rehabilitation, where information is
scant.

Within these impressively large figures
are some star performers. At the head
of the field is computer services, which
generated the highest turnover of some
US$350 billion (see chart, page 21).
Business organisation services – that is
management consultancy, labour re-
cruitment services, and the like – were
the second most important activity,
generating just over US$290 billion.
Turnover for marketing services and for
R&D and technical testing and analy-
sis services amounted toUS$242 billion
and US$192 billion respectively.

Strategic business services are big em-
ployers too. Of the estimated 11 million

holds for strategic business services in
several countries, including Australia,
Austria, Canada, Finland, the United
Kingdom and the United States. More
complete information and data, if avail-
able for other countries, would likely
confirm this  picture elsewhere.

The data available show a quite striking
pattern. Turnover in strategic business
services amounted to at least
US$1,100 billion in 19 OECD countries
in 1995, which was roughly the GDP of
the United Kingdom in the same year.
Such services provided employment for
almost 11 million people in 21 coun-
tries. That puts it at more than twice
the employment of the entire OECD
motor vehicle industry. Gaps in the in-
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Outsourcing is a growing practice
in Japan’s business sector. A survey
conducted by the Japanese Minis-
try of  International Trade and In-
dustry, in 1997 showed that 20.1%
of outsourcing firms outsourced
their job training, compared with
19.7% for information systems,
17.4% for production processes,
14% for accountancy and tax affairs
and 13.7% for R&D. The MITI sur-
vey found that more than 70% of
firms which had outsourced with
the aim of increasing specialisation,
maximising efficiency and reducing
costs had achieved their objectives.
Firms deciding to outsource were
looking for a range of advantages,
such as improving management ef-
ficiency, cutting costs and provid-
ing business flexibility. Many firms
used outsourcing simply to carry
out internal restructuring. Firms re-
ported that by using external spe-
cialised resources they were able to
expand their information networks;

Outsourcing Japan
improve the employment-related
benefits enjoyed by employees; and
even avail themselves of useful per-
formance assessment by the
outsourced service. Surveyed firms
agreed that outsourcing allowed
them to concentrate on their core
activities.  It is expected  that
outsourcing will continue to grow
in Japan and may extend to such
areas as marketing, labour recruit-
ment services, vocational education
and job training. In the long term,
outsourcing is expected to revital-
ise Japan’s economy and promote
industrial restructuring. With the
economic recovery in sight, perhaps
this has already begun to happen.
■  M.M.
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employed in these activities in 1995 (see
chart, page 19), business organisation
services employed the most: 3.6 million
in labour recruitment services and
1.5 million in management consultancy.
The United States accounted for ap-
proximately 53% of the total number
and approximately 2.6 million of these
US jobs were in labour recruitment serv-
ices, well ahead of R&D, computer
services and management consultancy.
Labour recruitment/personnel provision
services have been large employers in
the United Kingdom and France too,
whereas computer services were the
most important employers in Japan and
Germany. Computer services and re-
cruitment were dynamic sectors in many
OECD countries, though this should not
detract from the fact that all strategic
business services have enjoyed strong
employment growth over the last dec-
ade and more, with annual growth rates
often reaching double figures.

A key characteristic of these services
is the predominance of small firms.
The average firm size is invariably a
fraction of the average firm size in the
manufacturing sector, or indeed in the
economy as a whole for all countries.
In Spain the self-employed operate
some 70% of computer services firms,
50% of firms in technical testing serv-
ices and a slightly smaller share of firms
supplying personnel recruitment serv-
ices, advertising and human resource
development services.

But strategic business services can also
be described as comprising a large
number of small firms and a small
number of large firms,  the latter being

Personnel wanted
The rise in temporary employment
and job mobility in OECD countries
is mirrored in the rapid growth of
personnel supply services. This sec-
tor provides staff on a short- or
long-term basis to other sectors of
the economy, mainly to deal with
temporary staffing shortages. Tra-
ditionally, the sector concentrated
on the supply of office and admin-
istrative staff, but nowadays, a  wide
range of highly skilled personnel
are supplied, even company direc-
tors. One advantage for the receiv-
ing firms is that staff requirements
can be managed more flexibly,
increasing overall efficiency. Advan-
tages for the temporary staff can be
the  flexibility and even variety in
jobs and frequently higher pay,
reflecting the high demand for cer-
tain skills, as well as the pressure
to compensate for the fixed dura-
tion of work assignments. But there
are major disadvantages too which
have to be borne in mind. Firms
thrive on  continuity and frequent
turnover of key staff can undermine
core competencies of firms, particu-
larly when they rely extensively on
agency workers. Also, the high sala-

ries paid to agency workers (plus the
margins for the supplying agency)
mean high costs for the firm. As for
the agency workers, they have to
face lower employment security
than they would  find in permanent
employment (though this cannot be
guaranteed of course). Moreover,
the fragmentation of work experi-
ence can affect a person’s core skills,
while temporary staff often have to
forego certain work-related benefits
of permanent contracts, such as
paid leave and company pension
schemes or work-based training.

Some of these disadvantages can be
addressed by firms in the packages
they offer, particularly at the higher
skilled end of the market. Policy too
can make a difference, and to
increase the benefits and limit the
disadvantages of agency work,
many countries, such as the
Netherlands, with its recent Act on
Flexibility and Security (“flexecu-
rity”), have introduced regulations
to stabilise the position of tempo-
rary workers, while maintaining
flexibility for agencies and employers.
■  M.M.

different strategic business services,
whether in information and software
services, advertising, or in management
consultancy and recruitment.

Globalising trend

Detailed data for cross-border  trade in
strategic business services is scarce and
the OECD has had to rely principally
on US trade data for its analysis. The
US is indisputably the largest interna-
tional supplier of business services and
US exports in 1997 of strategic busi-

leading global players which deliver
their services as multinational opera-
tions. This minority of large firms has
flourished with the globalisation of
manufacturing industry and in many
cases business service firms have estab-
lished an international presence along-
side major manufacturing and other
clients, for example, Andersen Con-
sulting, the Boston Consulting Group,
Cap Gemini Sogeti, SAP and WPP
Group.  It is noteworthy that US mul-
tinational firms figure prominently
among the top ten global players in the

One of the striking features of
strategic services is that they
have grown spectacularly, even
in periods when overall
economic growth was slow or
non-existent.
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ness services amounted to
US$6.6 billion. However this figure is
dwarfed by sales by US majority-owned
foreign affiliates abroad (MOFAs),
which totalled some US$28.3 billion  in
1996 for computer services and
US$4.9 billion in 1995 for advertising
services. In addition, the foreign direct
investment position of the US world-
wide in these services amounted to
approximately US$11 billion in 1994.

These figures do indeed show that stra-
tegic business services have come of
age. And given their globalising char-
acter, it would not be a surprise if they
stole some of the limelight in the Seattle
trade round as well. ■
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A challenge
for the Millennium
MIKE MOORE, DIRECTOR-GENERAL OF THE WORLD TRADE ORGANISATION

The Seattle agenda goes beyond launching new trade negotiations and setting
the WTO’s programme and priorities for the future. It will be seen as a test of
confidence in the WTO and a sign of international commitment to trade liberali-
sation. It will influence the direction and credibility of the world trading system
as we enter a new and uncertain century.

Nobody can pretend to know what the results of the trade round will be. What I
can say with absolute certainty is that success or failure will ultimately depend on
international leadership, not least on the political will of the United States and
Europe. As Oscar Wilde might have said, the only thing worse than the big guys
getting together to settle things, is when they don’t get together to settle things.

We all know the challenges ministers face. The list of issues is already longer
than the Uruguay Round agenda, and many of the new issues reach inside bor-
ders, raising complex questions about the way economies are organised in an
integrated world.

But the complexity of these challenges should not obscure a more fundamental
reality – the WTO is becoming, if it is not already, a major pillar of the global
economy. The number and diversity of interests are also larger. No longer a cosy
club of industrialised countries, the WTO is a global system of 134 members –
with China, Russia and 29 other economies queuing to join.  If the Seattle agenda
is daunting, it is a reflection of the political importance which countries now
attach to this system, and their growing reliance on open world markets and
international trade. After all, we know from experience that’s how we get more
jobs and income to pay for our social agenda. It is also a reflection of the pressing
need to co-ordinate and reinvent policies for an integrated world. These chal-
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lenges are already with us. They will
be on the table at the Millenium talks
whether we put them there or not. And
they will demand answers.

Many priorities

Let me list the priorities. The first one
has to be trade liberalisation. The
Uruguay Round addressed the trade
challenge of the early 1980s. We now
need to address the challenges of 2000
and beyond if the WTO is to remain
relevant and effective. WTO members
are already committed to negotiations
in agriculture, services, and intellec-
tual property as part of their Uruguay
Round undertakings. These subjects
alone would add up to a substantial
round. With talks on agriculture and
services alone, 80% of world eco-
nomic activity would be involved.

There are now many proposals to
broaden the agenda, because the world
economy has moved on. At Punta del
Este no one had heard of the Internet.
There was no e-commerce. Most coun-
tries agree on the need to bring indus-
trial goods into the scope of the nego-
tiations and to address the difficulties
many countries face in implementing
their existing commitments. A more
challenging issue is whether to include
certain “new issues” in the negotiations
as well – such as investment, competi-
tion policy, transparency in government
procurement and trade facilitation.
Future WTO work on trade and the en-
vironment – and possibly labour stand-
ards – is potentially the most conten-
tious issue of all.

The second priority is inte-
grating the developing
countries into the
trading system. The
developing world is
not threatened by
the process of
globalisation. Its
nations are threat-

ened by being left outside of it – on the
margins, and slipping further behind.
Trade is their bridge to the 21st century.
With it comes access not only to mar-
kets, but to investment, technology, and
know-how. Without it, the dream of
development will remain out of reach.
There is no point encouraging these
countries to embrace trade and open-
ness, and then slamming the door

firmly shut. The next century should
be driven by development that raises
living standards everywhere and pro-
duces more customers and jobs.

Third, making the global trading sys-
tem truly global – by bringing China,
Russia and the other candidates inside
as soon as possible. China alone is

There is no point encouraging
developing countries to
embrace trade and openness,
and then slamming the door
firmly shut.

already the world’s third largest
economy, the fifth largest trader. China
needs an open trading system to realise
its vast potential. Under the right con-
ditions, enlargement will strengthen the
multilateral system, not dilute it.

Binding links

The fourth priority I see is that of build-
ing bridges in global policy-making.
Integration is blurring issues, as well
as borders – raising important
questions about the linkages between
the trade system and the environ-
ment, health standards, human rights
and other issues. How to protect
endangered species and promote
sustainable development? How to
preserve cultural identities in an age
of borderless communications? And
what about poverty eradication, reduc-
ing inequalities, and advancing labour
standards? The WTO cannot provide
all the answers to these questions. But
nor can we turn our back on these
concerns and pretend that they are
someone else’s problem.

Finding solutions will not be simple.
Globalisation is transforming peoples
lives around the world – and in chang-
ing their lives, it raises profound anxi-
ety, even fear about jobs, incomes,
social standards, science, and the envi-
ronment. Trade will continue to be at
the centre of this debate, because trade
is one of the most visible forces binding
economies, peoples and issues together.
One cannot – and should not – expect
any less. ■

Extract based on a
speech Seattle: What’s
at Stake? given by
Mike Moore to the
Transatlantic Business
Dialogue, Berlin, Oc-
tober 29, 1999. Full
text is available on
http://www.wto.org/
wto/speeches/
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tax legislation within fourteen months.
A similarly robust approach has been
taken with the EU. These arguments
against the WTO are unfounded and
deserve a rebuttal. The truth is that the
WTO is a highly balanced institution
with a hundred of the 134 members
being developing countries, including
29 of the least developed countries on
the planet. Those who are not yet mem-
bers are anxious to become so, and with
good reason.

The new Millenium Round, far from
being “skewed”, is potentially a posi-
tive milestone. That goes first and
foremost for those of our countries
which, sovereign but poor, have
found it difficult to enter the world
trading system on the basis of a just
framework for negotiation and adju-
dication. I am amazed that so many
experts,  even among the most
enlightened, tend to confuse the ill-
ness and its cure. Apparently opposed
to the concept of globalisation, they
bracket it negatively with the WTO.

Containing and driving
globalisation

In reality the WTO seeks to contain
globalisation in a framework of bind-
ing multilateral rules and this is the
only way to ensure that the benefits of
an interdependent world are fairly
shared. Today, those efforts are
serving to advance the real sovereignty
of states, that is their ability to influ-
ence their own destiny rather than hav-

ing their rights prescribed through bi-
lateral negotiations, or even the uni-
lateralism of more powerful countries.

Over the past fifty years, since the
inception of the GATT, trade – and this
can never be said enough – has been the
primary engine of world growth, contrib-
uting substantially to prosperity, devel-
opment and higher living standards in
all our countries, in developed and de-
veloping countries alike. Since 1951
world trade has multiplied by a factor of
seventeen, world output has quadrupled
and per capita world income has dou-
bled. The opening of markets has

The build-up to the World Trade
Organisation’s ministerial meet-
ing in Seattle and the Millenium

Trade Round has been marked by pro-
tests, some of which begin to threaten
the multilateral trading system and the
prospect of further liberalisation. Calls
have even been made to do away with
the WTO. In some respects the viru-
lence of the protests reflects the fact

that the WTO, at whose founding I was
proud to preside, can be argued to be
the most important organisation in the
whole multilateral system. Even some
of its sternest critics accept that point.
They even accept that the WTO has
been instrumental in providing a sys-
tem of rules and transparency in trade
between nations that avoids conflict.
But what of the other accusations,
sometimes from ostensibly informed
quarters, that the WTO generally sides
with the most powerful nations and
that the prospective agenda of the
forthcoming Millennium Round of
trade talks will be skewed in the same
direction. How odd, when only last
summer the WTO singled out one-
quarter of US exports for disguised
subsidies and unfair practices, and
warned the United States to change its
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WTO can be argued to be the
most important organisation
in the whole multilateral
system. Even some of its sternest
critics accept that point.

Don’t throw the baby out
with the bath water
PETER D. SUTHERLAND, LAST DIRECTOR-GENERAL OF THE GATT AND FIRST DIRECTOR-GENERAL OF THE WTO, PRESENTLY CHAIRMAN OF GOLDMAN

SACHS INTERNATIONAL AND CO-CHAIRMAN OF BP AMOCO.
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enabled the developing countries to
double their exports over the past thirty
years alone.

The bottom line – as revealed by so
many recent studies, from the World
Bank, IMF, and the WTO – is that the
developing countries whose economies
have opened up – according to the rules
that we “liberalisers” of trade have
ceaselessly promoted – experienced
annual growth of 4.5% in the 1970s and

1980s. By contrast, the countries that
chose to remain closed to trade
recorded growth of no more than 0.7%
a year. For the rich countries, the
result is very much the same: open
economy, 2.3%; closed 0.7%. Protec-
tionism has a proven record of substan-
tial failure, as has the discredited
notion of development based on whole-
sale import substitution.

Paperwork can slow you down
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will certainly be important, but not as
revolutionary as the Uruguay Round.
The agenda will have to advance the
process of global interdependence.
And the idea that the agreement on
services (GATS) will evolve to the
point where “national treatment” – in
other words, treatment for foreign
firms at least as favourable as for do-
mestic operators – becomes manda-
tory for all services is pure fancy. Still,
through the WTO the trading nations
have a chance of surviving and pros-
pering in concert with the others. It is
our job to further the principles of
multilateralism in the very important
round of negotiations soon to begin.
Criticism is all very well, as long as
the baby – that extraordinary multi-
lateral instrument we have done so
much to develop – is not thrown out
with the bath water. ■

See also article by Peter Sutherland
in Le Monde, 23 October 1999.

In the early 1980s a US programme
to support and protect the domes-
tic sugar industry cost each con-
sumer in the country about
US$15.50 a year. The programme
included import duties and quotas.

◆

In 1988 US sugar subsidies were
estimated by the US Commerce
Department to add an average
US$3 billion a year to the grocery
bill of US consumers.

◆

Japanese farmers received income
from assistance and protection meas-
ures equivalent to a subsidy of 77%
of the value of production in 1995.
The total cost of such measures was
estimated to be Y4,640 billion, or
US$49.3 billion. High levels of

protection and support, which are
most significant in the case of wheat
and rice production, have resulted
in Japanese consumers facing very
high food prices. It is estimated that
51% of the price consumers paid for
agricultural products in 1995 rep-
resented a tax over and above the
world price.

◆

Studies show that consumers in the
United Kingdom and Canada in the
past have had to pay an additional
£500 million and C$780 million a
year respectively for their clothing
as a result of restrictions on imports
of these products.

Extracts from Open Markets Matter,
OECD, Paris 1998.

Protection costs in food and clothes

Many critics of the WTO tend to
exaggerate. The Millennium Round, if
it commences at all, as I hope it does,

Protectionism has a proven
record of substantial failure, as
has the discredited notion of
import substitution.
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Officially, it is the Third WTO
Ministerial Conference. The
ministerial conference is the

organisation’s highest-level decision-
making body. It meets “at least once
every two years”, as required by the
Marrakesh Agreement Establishing
the World Trade Organization – the
WTO’s founding charter. The  WTO
itself was created on 1 January 1995,

What is the Seattle
Ministerial Conference?

Unfettered trade
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suceeding the general agreement on
tariffs and trade (GATT).

The Seattle ministerial marks the
launch of major new negotiations to
continue liberalising international
trade and to review some current trade
rules. The WTO’s current agreements
were the result of the 1986-94 Uruguay
Round of negotiations. Although the

outcome meant a major reform of
world trade rules and a substantial
reduction in trade barriers, many par-
ticipants wanted to see further
improvements in the trading system.
In particular, the agreements on serv-
ices (the General Agreement on Trade
in Services, GATS) and agriculture
state that new negotiations will
resume by the beginning of 2000.
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These two subjects are definitely
going to be in the new negotiations.

In addition, many WTO members
have proposed including other
issues in the negotiations. By mid-
September, more than 150 proposals
had been tabled. The list of docu-
ments shows they cover tariffs, anti-
dumping, subsidies, safeguards,
investment, trade facilitation, elec-
tronic commerce, competition policy,
fisheries, transparency in government
procurement, technical assistance,
capacity-building and other develop-
ment issues, intellectual property pro-
tection, and many other subjects – in
addition to agriculture and services.

Many of the proposals are not specifi-
cally for the negotiations, but for pro-
grammes of work on other important
issues. Most of these have emerged as
issues of concern for many countries
over the last four years when the
Uruguay Round results took effect or
were implemented. There are also pro-
posals for the Seattle meeting to pro-
duce a special deal to help least-
developed countries gain easier access
to richer countries’ markets, and to
develop further work on technical

assistance to least developed countries
under an integrated framework set up
by the WTO and a number of other
organisations in 1997.

Timetable for the Millennium

It is important to be clear that the
Seattle Ministerial Conference marks
the beginning of the negotiations, just
as the seven-year Uruguay Round was
launched at a ministerial meeting in
Punta del Este in 1986 and the six-year
Tokyo Round was launched in Tokyo
in 1973. After the launch in Seattle, the
actual negotiations and work pro-
grammes will take place in Geneva,
where the WTO is located. Many coun-
tries have suggested a deadline of three
years for these new talks. Past experi-
ence has shown it is not always easy to
complete large, complicated negotia-
tions within the specified time.

In Chile, allowing even limited
competition in the telecommuni-
cations market resulted in a
decline of 36% of rates for local
calls between 1989 and 1994,
38% for long-distance calls and
50% for international calls. By
late 1995, the price of a call from
Chile to the United States was
about seven times lower than the
price of a call from neighbouring
Argentina to the United States.

◆

When the US limited imports of
Japanese automobiles in early 1981
the price of a new US car increased
by an average of 41% from 1981 to
1984. This was nearly twice the
average rate of increase for all con-
sumer prices during the same

period. While the industry claimed
that higher prices “saved” up to
22,000 jobs, the subsequent drop in
sales forced the auto industry to lay
off 50,000 workers in the late 1980s.

◆

Figures for Australia show that
imported cars would cost around
25% more today if the 1988 tariffs
still applied – representing an
extra A$5,000 on a A$20,000 car.
If tariff protection on automobiles,
clothing and footwear are added
together, they would have cost
each Australian family around
A$1,173 a year or A$23 per week
in 1996.

Extracts from Open Markets Mat-
ter, OECD, Paris 1998.

Protection costs in calls and cars

It is possible that early agreement will
be reached on less difficult proposals.
These could still be important for world
trade. But it is also clear that the major
issues are going to take several years to
negotiate. At the same time, a number
of countries have said they want the
Seattle meeting to look carefully at how
the Uruguay Round results are being
implemented (see article by Arne
Rodin). This is also an area where a wide
range of countries have expressed a lot
of interest. Developing countries, for ex-
ample, want to examine how the agree-
ments on anti-dumping measures, sub-
sidies and textiles and clothing have
been implemented. ■

Based on World Trade Organization
information: http://www.wto.org.

Also, visit the OECD’s special website:
http://www.oecd.org/ech/seattle.htm
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looking work programme established
in Singapore in 1996.

So, why then all the hesitation and
divergence? There is no easy answer,
but part of the problem lies in a lack
of collective leadership and determi-

nation. The US abdication from its
traditional engineering role in global
trade negotiations has certainly con-
tributed to this. In addition, other
OECD governments have gone on the
retreat somewhat, often as a response
to some of the negative public reac-
tions against the WTO, now widely
and mistakenly portrayed as the dark
and evil instrument of globalisation.
Developing countries, on their side,
are deeply suspicious of proposals for
“greening” or “bluing” the WTO, see-
ing such moves as nothing more than
veiled attempts to raise new trade bar-
riers. Instead, they are calling for a

new deal to tear down traditional bar-
riers to their exports and for help to
implement the agreements reached in
the past.

It is high time that governments
regained the initiative and their long-
term vision. It is their responsibility
to look after the broader interests of
society and not to fall prey to the
interests of specific pressure groups.

There is a need to inject all
stakeholders in our societies with a
renewed sense of confidence in the
trading system, which includes
defending the credibility of the WTO.
A difficult task, perhaps, but it has
to be taken on.

There are good arguments why reduc-
ing barriers to market access should
remain at the core of the next round.
It is classical ground where the WTO
and its predecessor, GATT, have
proved their efficiency. The WTO’s
experience will help to achieve
the substantive results so badly

“The future ain’t what it used
to be”. That’s how the US
baseball player and off-the-

cuff philosopher, “Yogi” Berra, once
described the changing times. Today,
it could just as well have been a trade
negotiator´s reflection of the challenges
facing the trading system at the Seattle
ministerial and beyond.

The areas of disagreement have been
alarmingly wide. In some respects, this
may seem paradoxical. Because, on the
one hand, trade negotiators have never
had better tools at their disposal. The
WTO is an established and tested
institution. There was no recourse to
protectionism in the wake of the Asian
crisis. There is even a pre-cooked menu
for negotiations on agriculture and
services, as well as for review of a
number of other agreements. And
progress has been made on the forward

Reopening the substance of one or other agreement carries no
guarantee for developing countries that the new outcome will be
an improvement on the original – indeed, it could be worse.

Sleepless beyond Seattle?
ARNE RODIN, HEAD OF THE DEPARTMENT FOR INTERNATIONAL TRADE, SWEDISH MINISTRY

FOR FOREIGN AFFAIRS AND CHAIRMAN OF THE OECD TRADE COMMITTEE
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needed by the developing world. Dif-
ferent countries may have different
levels of ambition about where
they want the substantive negotia-
tions to go, particularly in agricul-
ture, but there is no major reason
why the trade barriers area should
become a stumbling block in the
months ahead.

The market access negotiations will
be crucial to rebuilding confidence,
be it in agriculture, textiles or indus-
trial tariffs. Here, the OECD countries
should lead by concrete example, to
show that we mean serious business
and that the sensitive areas will not
be left by the wayside. Everything on
the table, in other words.

Looking at the implementation of WTO
agreements may be a necessary com-
promise for promoting consensus on
the broader trade round. But this
should be approached with care.
After all, the Uruguay Round agree-
ments were the result of painstaking
negotiations, much of which were
devoted to the interests of developing
countries. Reopening the substance of
one or other agreement carries no guar-
antee for developing countries that the
new outcome will be an improvement

Distribution of total trade
by region, 1998

Source: OECD.
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on the original – indeed, it could be
worse. But the implementation prob-
lems should not be dismissed for all
that. The agenda should provide time
to examine specific implementation
issues and draw appropriate conclu-
sions, including to help out with
implementation in a way that is tailored
as much as possible to individual coun-
try needs.

Rules and opportunities

A third crucial dimension of the future
trade agenda is the development of
rules. Here, there is a host of sometimes
strongly conflicting interests. While it
is often argued that the rules area
should stand above the usual give-and-
take considerations of trade negotia-
tions, political realities often speak a
different language. Whether or not
issues such as investment and compe-
tition will make it onto the Seattle
agenda will influence the stance some
countries take on more traditional mar-
ket access issues.

It is very much a question of the long-
term credibility and viability of the
multilateral trading system. To stay rel-
evant, the rules of the system must keep
pace with the changing world economy,

including the rapid proliferation of
regional trade agreements, and contrib-
ute to sustainable development in the
broadest sense.

To pursue trade policy through litiga-
tion and dispute settlement as an alter-
native to conscious elaboration of the
rules of the game is not a sustainable
option. The more such dispute settle-
ment reaches into sensitive domestic
regulations with imprecise or inad-
equate ground rules in the WTO, the
greater the risk of alienating not only
public opinion, but the policy-makers
themselves.

The writing is already on the wall.
Seattle and the ensuing trade talks
present a timely opportunity to start
filling the credibility gaps. As long as
the outcome of the process is better
trade opportunities, not new trade
restrictions, then that credibility can
be restored. Take the example of trade
and labour. Unless there can be clear
assurances that the purpose of raising
this issue in the WTO is not to pro-
mote trade restrictions, but to work
towards better working conditions,
that the instruments to proceed will
be positive inducements, not threats
of new constraints, then there is
really not much hope of making
progress with the WTO as an active
partner.

The stakes are high, so high that out-
right failure is not a political option.
One should never underestimate the
dynamic power of big trade talks, as
the Uruguay Round showed. Can we
wait another ten years to move the
world trading system forward? Prob-
ably not. Globalisation will continue
apace, regardless of Seattle. Ministers
must seize the opportunity to launch
a Millennium Round worthy of the
name. And if they put the interests
of the economically weaker countries
high on agenda, the outcome could
be positive for us all. ■
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Agriculture will figure strongly
on the agenda of the next round
of multilateral trade negotia-

tions. Claims and counter claims,
even at the highest political level,
concerning the level of agricultural
support and protection frequently hit
the headlines, but rarely is there any
attempt to substantiate the different
statements.

Yet, authoritative estimates do exist
on the level of support to agricultural
producers in the OECD countries.
Most commonly cited is the Producer
Support Estimate (PSE), which is
essentially an adding-up of all sup-
port to farmers from consumers
through higher prices and from tax-
payers through budgetary support.

rural development and so on. As a lot
of the support is based on production,
most of the benefits end up in the hands
of suppliers of inputs or of the owners
of land who are not necessarily those
who farm it. In most countries, the
smallest farms account for a small share
of production and receive a similarly
small share of support.

Governments protect farmers from low
commodity prices through tariffs and
export subsidies, direct income support,
and input subsidies. The OECD estimates
for 1998 show that gross farm revenue
was 59% higher than it would have been
in the absence of farm support.

How much does it cost consumers
and taxpayers?

Consumers finance the largest share
of support in most countries because
market price support remains the
dominant policy measure. Market
price support raises the cost of food.
According to OECD estimates, con-
sumption expenditure on domestically
produced commodities was 34%
higher than at world market prices.
Total support to OECD agriculture
from consumers and taxpayers (TSE)
was estimated at US$362 billion in
1998. Levels of support vary widely
across countries, such that total costs
to consumers and taxpayers ranged
from US$100 to over US$3,500 for an
average family of four. ■

Agriculture:
some primary facts
CARMEL CAHILL, AGRICULTURE DIRECTORATE, AGR.CONTACT@OECD.ORG

Not only are there large differences
in the level of support between coun-
tries but also between commodities
– and these differences have been ac-
centuated in recent years as reform
has led to reduced support in some
sectors, notably cereals, while others
have remained relatively untouched.
The persistence of very high levels of
support for milk, sugar and rice is
particularly striking.

Who gets the support?

Much of the elaborate structure of
agricultural policy has been put in place
to ensure that farmers have an adequate
level of income, although there are many
other justifications that relate to produc-
tion, the environment, employment,
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Notes
for a Development Round
JEAN-MARIE METZGER, HEAD OF TRADE DIRECTORATE, OECD

Trade liberalisation promises big
returns for all countries, regard-
less of their stage of develop-

ment. The interests of non-OECD
countries have been considered par-
ticularly important for the success of
this round, such that it has come to be
known in some circles as the Develop-
ment Round.

A particularly timely OECD report as
the trade round gets underway is
Multilateral Trade Liberalisation and
non-OECD Countries. It shows that
whether measured as a percentage of
GDP or in terms of welfare gains, the
benefits of trade liberalisation are
potentially very large. Simulations
made in the study indicate that by
2010, assuming a full and global
liberalisation of tariffs alone, net
world welfare could be around
US$1,200 billion higher (in 1995
prices) than it would be if current
levels of tariff protection remained
unchanged. This is equivalent to a 3%
gain in world GDP.

The estimated gains as a share of GDP
are highest in the case of India
(9.6%), and the benefits to China
are also substantial, representing a
5.5% gain in its GDP. The study’s
simulations further show that
Sub-Saharan African countries as a
group stand to improve their GDPs
by 3.7%, a prospect that could lift the
region out of chronically low growth
rates. This implies annual gains of
US$11 billion – an amount almost
equivalent to official development
assistance to Africa in 1997
(US$11.37 bil l ion) from OECD

countries. Furthermore, the study
shows that regardless of the size of
country economies, trading in inter-
national markets within a framework
of strong rules and disciplines agreed
through multilateral (as opposed to
bilateral) negotiations promises even
more benefits. This is because multi-
lateral rules “level the playing field”,
for large and small economies to com-
pete on a similar footing. Also, the
relatively smaller size of developing
countries’ markets, and hence their
relatively larger reliance on export-
led growth, is coupled with the fact
that they enjoy comparative advan-
tage in a narrower range of goods and
services. This means that they have a
proportionately larger stake in a
healthy growing world economy than
do industrial countries. ■

If the United States had removed
all significant import restraints
existing in 1993, the outcome
would have been a net welfare gain
for the economy of approximately
US$19 billion or US$74 per aver-
age household. And if trade liber-
alisation were halted at 1993 lev-
els, wages of US skilled workers
would decline by an estimated
2-5% by 2013, compared with what
they would be otherwise. The wage
gap might narrow, but only because
everyone would get poorer. (Open
Markets Matter, OECD, Paris 1998)

Opening up pays

Meanwhile, trade protection costs
the European Union between 6%
and 7% of its gross domestic prod-
uct, or the equivalent of the
annual output of Spain. While the
overall level of trade barriers in
the EU is similar to US levels, they
are a bigger drag on economic per-
formance because competition in
Europe’s single market is sluggish.
(from Patrick Messerlin, Measur-
ing the Costs of Protection in
Europe, Institute for International
Economics, forthcoming in 2000,
http://www.iie.com/)
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that distort trade and at non-govern-
mental barriers to trade. And, as offi-
cial barriers to trade and investment
fall, firms may have a greater incentive
to engage in anti-competitive conduct
to protect markets. Hence the need for
coherent trade and competition poli-
cies. Trade and competition policies
each seek to improve the allocation of
resources; they complement and rein-
force each other. These papers from the
OECD Joint Group on Trade and com-
petition examine aspects of those
complementarities and relationships
and in so doing draw on the OECD’s
capacity to analyse questions in a
multidisciplinary way.

This book – which includes a whole
chapter on the telecommunications
sector – throws new light on all these
issues in the lead up to the WTO’s new
round of negotiations. Whatever the
outcome of Seattle, the questions raised
in this volume will remain relevant.

(22 1999 04 1 P1);
ISBN 92-64-17129-0;
73 Pages;
FF 120 US$20 DM 36 £12  ¥2 300

Trade Measures in Multilateral
Environmental Agreements

International conventions designed to
combat global environmental problems
– known as Multilateral Environmen-
tal Agreements or MEAs – often use
trade measures, among other instru-
ments. But in fact the term trade meas-
ures covers a variety of provisions,
ranging from simple reporting require-
ments of transboundary movements to

the use of trade sanctions imposed to
change a country’s environmental
behaviour. MEAs’ use of trade meas-
ures has not been without controversy
in both trade policy and environment
policy circles. In order to try and dis-
entangle the various strands of this
important set of trade and environment
issues, the OECD Joint Session of Trade
and Environment Experts focused on
the actual experience with the use of
trade measures in three universally sub-
scribed MEAs – CITES (on endangered
species), the Montreal Protocol (on
ozone layer depleting substances) and
the Basel Convention (on hazardous
wastes). While the case studies
unsurprisingly reveal varying experi-
ences, common issues and main
themes, as well as a series of lessons
learned, could nonetheless be drawn
together from the case study analyses
and have been assembled in the con-
cluding chapter of this volume.

(22 1999 05 1 P1);
ISBN 92-64-17130-4; 200
Pages; 21 Tables; 5 Charts;
FF 300 US$48 DM 90 £30  ¥5 800

Post-Uruguay Round Tariff Regimes
Achievements and Outlook

Two of the most significant success sto-
ries of post-war trade diplomacy and
multilateral trade negotiations that
have occurred under the auspices of the
GATT (now the WTO) have been the
massive reductions in tariffs, and the
establishment of non-discriminatory
tariffs as the principal means of trade
protection. When leaders from around
the world gather for new trade talks at
the end of 1999, a fresh opportunity to
continue dismantling tariff barriers will
present itself. This book provides trade
negotiators with an indispensable tool
that will help them formulate their ne-
gotiating objectives and strategies in
the area of tariffs; it also provides policy
analysts with key data that are neces-
sary to define negotiating scenarios and
to impute the corresponding impact on
trade, employment and growth. Finally,
students of international trade will no
longer need to labour over obtaining
comprehensive, detailed, and compa-
rable tariff-line data and could proceed
to apply these to policy issues and
options.

(22 1999 03 1 P1);
ISBN 92-64-17128-2;
159 Pages;120 Tables;
FF 240 US$38 DM 72 £24 ¥4 650

Trade and Competition Policies
for Tomorrow

The links between trade policy and
competition policy have become more
important in recent years. With tariff
reductions, trade negotiators are look-
ing increasingly at non-border policies

Understanding
the Millennium Trade Round
A SELECTION OF BOOKS
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Illegal immigrants
and the labour market
GEORGES TAPINOS, PROFESSOR AT THE INSTITUT D’ÉTUDES POLITIQUES DE PARIS, ELS.CONTACT@OECD.ORG

There is a frequent tendency to see illegal immigration and the underground economy as being one
and the same. There is also a tendency to see controlling migration flows as being the solution to
both. These views are misleading.

Now that the debate on the im-
migration policies of OECD
countries has turned its atten-

tion towards illegal migrants, policy-
makers should be particularly careful.
For rather than concentrate solely on
the status of legality itself and the
physical controls that might be adopted

to regulate undocumented migrants, it
makes sense to take a hard look at the
real economic implications of clandes-
tine migration.  Does illegal immigra-
tion help the underground economy?
Who really benefits from the employ-
ment of undocumented migrants? And
to what extent does their employment

affect the recruitment and wages of
nationals?

To answer these questions, it would
help to know how illegal immigration
is actually defined. The spectrum is
very wide.  For apart from those who
enter countries illegally, many migrants
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enter countries illegally, many migrants
enter a country quite legally but over-
stay their visas or fail to get their per-
mits renewed. Also in this group are
the seasonal workers who fail to return
home when their contracts expire and
rejected asylum seekers.

Where illegal migration begins and
ends is a matter for each sovereign state
to define. And it is through the rule of
law – with its gaps – that the state im-
poses restrictions on entering and leav-
ing a country, and establishes the legal
conditions governing access to the la-
bour market. There can be no such
thing as illegal immigration unless
restrictions and a degree of tolerance
exist simultaneously.  In countries that
remain broadly open to immigration,
like the United States and Canada,
illegal entry appears as one option to
would-be immigrants. Where countries
are more restrictive – as in Europe
today – it is the only option, except for
those applying for asylum or family
reunification.

Length of stay plays a defining role too.
A migrant may be legal one day and
illegal the next. For many migrants,
illegality may just be a provisional situ-
ation on the way to achieving legal
status. In France during the 1960s
illegal migrants holding a work con-
tract could have their situations regu-
larised and obtain a work permit. But
illegality may be a permanent status
too, either because authorisation has
not been obtained or because when it
was granted, as has recently been the
case in countries like Greece, Italy,
Portugal and Spain, it was done so on
a one-off, non-renewable basis.

An examination of undocumented
migration should not be confined to
the migrants alone. Rather, one has to
deal with complex networks, labour
trafficking channels whose organisa-
tions may be very large indeed.  In 1998
the US Immigration and Naturalization

Service dismantled an organisation that
had smuggled in some 10,000 workers.
That same year, two million forged iden-
tify papers were seized in Los Angeles.

The extreme diversity of illegal immi-
gration means that hard and fast judge-
ments about the humanitarian or crimi-
nal aspects of migration are impossible
to make. It also makes it hard to esti-
mate the number of illegal migrants
with any accuracy. Some OECD coun-
tries publish official figures for unau-
thorised immigrants. They are esti-
mated at between 4 and 5 million in
the United States, which is about 1.5%
of the population, and about 300,000
in Greece (3%) and Italy (0.5%). Yet,
estimating the clandestine population
is a delicate exercise, involving prob-
lems of legal definitions and statistical
methods. Numerous assessments are
made, however. But many of these are
just “guesstimates” which cannot be
relied upon as statistical tools in proper
scientific investigation. If the political
climate is one of concern, they might
be deliberately overstated, usually dur-
ing election run-ups or by xenophobic
interests. They might also be distorted
to assuage the public and to maintain
the credibility of immigration control
policies. In any case, such rough esti-
mates cannot be equated with the
difficult, and imperfect, endeavours at
statistical measurement using the
procedures of scientific investigation.

Employer’s privilege

Being illegal is seldom the migrant’s
deliberate choice.  When the opportu-
nity to get authorisation occurs, most
of those meeting the criteria are only
too eager to file an application.  In fact,
the advantages of illegal migration tend
mostly to be on the side of the em-
ployer. An employer will benefit from
the illegal status of a migrant who is
desperate for work and therefore pre-
pared to accept poor pay, usually
below local norms. Hiring an illegal

worker also brings the employer the
advantage of paying less in the way of
welfare contributions and other non-
wage costs. The “welfare magnet” of
illegal immigration is much stronger for
the employer than for the worker,
whose precarious situation and low
bargaining power makes him highly
vulnerable to discriminatory practices
in the form of longer hours and non-
payment of various bonuses, or even
of wages.

For many undocumented immigrants,
the underground economy is the only
means of finding a job. But that does
not mean that unauthorised foreign
workers are the reason why the under-
ground economy exists. To explain
that, one can cite a range of causes,
from institutional rigidities in the for-
mal sector, such as heavy taxes and
work hour restrictions. Social attitudes
are also a factor. Some countries, such
as in southern Europe, appear more tol-
erant of large informal sectors than, say,
Scandinavian countries. Nevertheless,
it is true that the existence of the
underground economy increases the
opportunities for employment of
unauthorised migrants, particularly if
trafficking networks are operating too.

So what of pay, does illegal immigra-
tion have a direct effect on that too?
Perhaps not. A study by Douglas
Massey of four Mexican communities
observed in the United States and
Mexico shows that an illegal status is
not necessarily a reason for lower pay
in itself, but rather it has an indirect
influence. Its association with breaks
or short periods of stay, as well as the
tendency of illegal migrants to confine
their job search to lowly paid sectors,
depresses pay levels for illegal and le-
gal migrants alike. In France during the
1960s, when periodic regularisation
rounds took place, employers applied
a strategy involving both categories of
labour. They directly hired foreigners
awaiting authorisation already present
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in France, and if these were not enough
to fill their labour requirements, they
recruited legal immigrants too.  The
risks run by the employers were lim-
ited, since the illegal migrants soon
obtained the authorisation they
needed. But the legal system of recruit-
ment with its sometimes lengthy for-
malities was bypassed and immigrants
accepted the first job offered, usually
at the bottom of the pay scale.  Once
they had their legal papers in order,
they sometimes had less difficulty, in a
context of strong industrial growth and
labour scarcity, climbing up to better
paid jobs than even their legal coun-
terparts, whose work contracts tied
them to the minimum wage.

Crowding out the locals

The question of the effects of illegal
immigration on wages and employ-
ment of society’s most vulnerable work-
ers is an extremely delicate one. Take
the minimum wage for instance. Rais-
ing it – or other forms of guaranteed
income – may in fact act as a spur to
illegal migration, since the higher mini-
mum wage payable to nationals in-
creases the attraction to employers of
hiring illegal immigrants. This crowd-
ing out affects legal immigrants and
national low-wage earners alike, com-
promising their work-related advan-

tages and undermining their job secu-
rity, particularly when unemployment
is high. It is precisely the kind of argu-
ment used in support of policies to limit
recruitment of new immigrants.

The question of competition in the la-
bour market has to be linked with the
social cost of illegal immigration.  In
the fiscal context, undocumented
foreign workers and their families can-
not be said to be a drain on national
budgets, on the contrary. The only true
cost associated with illegality is that of
services provided regardless of status,
such as schooling. But the contention
that free welfare services are an induce-
ment to illegal immigration is debat-
able, mainly because in most countries
illegal immigrants cannot easily access
those services. Nor can illegal immi-
gration be held accountable for all the
costs associated with controlling bor-
der flows. In short, for illegal immigra-
tion to be a burden on the nation’s fi-
nances, the cost of flow control would
have to exceed the balance of fiscal and
social expenditure and revenue – a
highly unlikely result.

The truth is that labour market studies
have so far failed to identify and incor-
porate what is specific to illegal migra-
tion as a subject of economic analysis.
That is probably why most studies on

illegal migration, particularly in the
United States, end up equating employ-
ment of illegal migrants with that of
unskilled migrants. The difference
between the two groups does suggest
that policy-makers dealing with the
question should be more concerned
about the effect illegal immigrants have
on wages and the labour market, rather
than concentrating on controlling their
undocumented status per se. ■
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In which sectors are most illegal immigrants
employed?  While it is difficult to compile
a precise list of all the different occupa-

tions practised by unauthorised migrants,
information from regularisation procedures
shows a far wider range of sectors than per-
haps many would expect.  A study of six OECD
countries – France, Greece, Italy, Portugal,
Spain and the United States – has shown that
undocumented migrants are fairly young on
the whole. In France, Italy and Spain, three-
quarters of those regularised are under 40 years
of age. Furthermore, it is possible to identify
certain core sectors that favour foreign labour,
both authorised and unauthorised.  These are
agriculture, building and civil engineering,
small-scale industry, tourism, hotels and
catering, and services to households and to
businesses, including computer services.

There are several reasons why those sectors
tend to employ immigrant labour.  First and
foremost, it brings greater flexibility to pro-
duction work.  The seasonal nature of farming
activities, for example, is such that farmers are
constantly looking for workers prepared
to perform arduous and intensive work. The
foreign presence in these sectors can also be
explained by the constant endeavour to mini-
mise costs and enhance labour flexibility,
especially in Europe and the United States.

By contrast with agriculture and industry,
whose share in gross domestic product is de-
clining in most of the industrialised countries,
illegal immigrants are very much involved in
the services sector where their presence has
coincided with a rise in employment. In some
countries, they are increasingly present in ac-
tivities now shunned by nationals: sanitation,
cleaning and school education. In countries
like France and Italy, undocumented skilled
foreigners find work in science and language
teaching, as well as in hospital services, though
usually at much lower rates of pay than na-

tionals. Seasonal tourism, retail trading and
catering, where long hours have to be worked,
are other sources of employment. The growth
of services to businesses, such as equipment
maintenance and servicing, caretaking, and
households – child minding and other domes-
tic services – has also been favourable to un-
authorised workers.

The growth in outsourcing in most OECD
countries is another recent trend which has
favoured the recruitment of undocumented
immigrants. It has enabled firms in several sec-
tors to reduce their welfare costs and evade
the constraints imposed by labour legislation.
The textile/clothing and building/civil engi-
neering industries often use outsourcing, as do
services (see earlier article). The practice has
led to what might be termed “false” depend-
ent employment, whereby employees of an
outsourcing firm are effectively self-employed
freelancers. However, in most cases they work
solely for the subcontractor, who, though
often receiving equipment and other help from
the outsourcing company, is free to employ
whomever he or she wishes. Which often
means recruiting illegal foreign workers to
minimise costs. The outsourcing firm is indi-
rectly responsible for this, but in many OECD
countries has until now been absolved of any
legal responsibility as far as recruitment is con-
cerned. That might be about to change. France,
for example, would like to see more respon-
sibility being placed on outsourcing firms for the
recruitment practices of their subcontractors.

Illegal employment reflects to some degree the
rigidities in the labour market, notably in terms
of flexibility and adjustment of production
patterns. It also reflects the problems of deal-
ing with the underground economy. Most of
all, it underlines the fact that resolving the
problem of the undeclared worker requires
more than just policies to control migration
flows. ■

Where do illegal migrants work?
JEAN-PIERRE GARSON, DIRECTORATE FOR EDUCATION, EMPLOYMENT, LABOUR AND SOCIAL AFFAIRS, ELS.CONTACT@OECD.ORG
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Shifting
sands of
Sahel aid
JEAN-DAVID NAUDET, CLUB DU SAHEL,
SAH.CONTACT@OECD.ORG

Despite their extreme

poverty, the Sahel countries

have made remarkable

progress. Even so, the aid

on which the region

remains heavily dependent

is in decline. What are the

prospects for improvement?

Africa is the poorest of the earth’s conti-
nents and the Sahel  is the world’s poor-
est region at peace. Six of the nine

countries that make up this West African
region – the Gambia, Chad, Guinea Bissau,
Mali, Burkina Faso and Niger – are among the
bottom twelve on a list of 174 countries ranked
in the latest UNDP report on human develop-
ment. Adding to the crushing poverty is an
unstable climate, fragile natural resources,
dependence on a small number of exports that
are subject to highly unpredictable market fluc-
tuations, and a heavy reliance on financial
transfers from abroad. All these factors gener-
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ate an environment of permanent uncertainty
that is hardly conducive to investment.

Progress at a price

At a time when multilateral institutions are
talking about allocating aid according to
income levels and performance, the Sahel can
claim to have put in the effort and achieved
the kind of results that would not normally be
expected of such an impoverished region.
Indeed, in defiance of its alarming economic
situation, the Sahel is a region that is making
progress. Food and social conditions have im-
proved substantially over the past decade. In
1999 the Sahel will enjoy a grain surplus –
something that would have been almost incon-
ceivable 15 years ago. Sahelian societies are
emerging as mobile and dynamic. In Mali, for
instance, there are currently almost a thousand
non-governmental organisations, or NGOs,
when there were barely fifty in 1990. Most of
these organisations are involved in providing
social and economic services to local commu-
nities – training, health care, credit, hydrau-
lics, and so on. Furthermore, in recent years
the region has posted highly encouraging
growth figures: 4.3% in 1995, 4.8% in 1996
and 5.3% in 1997.

And yet, aid to the Sahel countries has declined
substantially. At US$2.3 billion in 1997, it

reached its lowest level in nominal terms since
1986. Moreover, aid flows to the Sahel seem
to be falling faster than total official develop-
ment assistance (ODA). In real terms, aid
granted by the rich countries to the Sahel
dropped by 27% between 1990 and 1997,
whereas the decline for all recipient countries
combined was 21%. The gap may be larger than
it looks, as 5 percentage points of the latter
decrease are explained by the removal of a
number of countries from the recipient list.
While the proportion of ODA earmarked for
the Sahel countries had exceeded 5% of the
total in the latter half of the 1980s, it has been
only 4.6% since the early 1990s.

The fall is substantial. On the face of it, its
impact may not have been fully felt in the
Sahel. Fluctuations in  real exchange rates, in
particular when the CFA franc – the currency
used in seven of the nine Sahel countries – was
devalued, may actually have meant that, on
balance, the amount of aid did not diminish
as a percentage of national output. While aid
to the Sahel, when adjusted for donor-country
inflation, dropped by 28% between 1986 and
1996, it rose by 11% when adjusted for infla-
tion in the Sahelian countries. It could be ar-
gued that while the “donors’ effort” vis-à-vis
the Sahel has shrunk considerably, the net size
has remained more or less unchanged.  But
while the ratio of aid to GDP in the Sahelian
countries, at 17% for the period 1995-97, has
stayed fairly constant since the beginning of
the decade, it is lower than it was in the 1980s,
when it exceeded 20%. Furthermore, per capita
aid has fallen significantly, shrinking from $80
in 1990 to $51 in 1997.

On the whole, the Sahel remains heavily de-
pendent on aid. Private flows, amounting to
several tens of millions of dollars, account for
between 1% and 4% of the region’s net re-
sources. Private transfers from abroad are still
a largely unknown quantity; stemming largely
from Sahelian expatriate communities, they are
probably concentrated on a handful of coun-
tries in the region, like Cape Verde, Mali,
Burkina Faso and Senegal. In Mali, they are
estimated at about $10 per capita per year,
which is not a great deal. Actually, official flows
and grants account for a predominant and ris-
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ing proportion of outside financing. For the
least developed countries as a whole, the share
of grants and official funds is set to expand
steadily, reflecting  the severe tightening of con-
ditions for access to international credit,
whether public or private, a tightening which
seems particularly pronounced in the countries
of the Sahel.

Rising debt

The Sahel’s dependence on the donor commu-
nity is increased by the fact that, in addition to
the changing mix of external resources, the
region’s indebtedness is rising too. The level
of debt climbed from 80% of regional GDP in
1990 to nearly 100% in 1995-96. Moreover,
debt is increasingly being drawn from aid
institutions, and from multilateral credit
institutions in particular. Over 80% of the out-
standing debt of Burkina Faso, Cape Verde and
the Gambia is multilateral.

The breakdown and direction of aid flows have
also shifted in the 1990s. While there are no
exhaustive figures by industry, the indicators
available do show that the share of aid to
social uses is rising significantly, to the detri-
ment of economic support for infrastructure

and production. Aid in kind, and food aid in
particular, is also on the wane, though this is
because the foodstuffs market in the Sahelian
countries has improved so much.

The rise in the portion of social aid reflects the
importance attached to institutional develop-
ment, covering such topics as democracy and
the rule of law, governance, capacity building
and, to a lesser extent, education. The share
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The Club du Sahel
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The Club du Sahel was formed 1976. It is
an active forum that brings together the
Sahelian states belonging to the Permanent
Inter-State Committee for the Prevention
of Drought in the Sahel (CILSS) – Burkina
Faso, Cape Verde, Chad, the Gambia,
Guinea Bissau, Mali, Mauritania, Niger
and Senegal – non-government organisa-
tions representing the private sector, ru-
ral communities and women, municipal
officials, and the main bilateral and mul-
tilateral donors. The Club is run by a sec-
retariat based at OECD in Paris. Its pro-

grammes are funded primarily by Austria,
Belgium, Canada, Denmark, France,
Germany, Italy, Japan, the Netherlands,
Portugal, Switzerland, the United Kingdom
and the United States. Other participants
include the World Bank, the European
Commission, FAO and UNDP. The Club
du Sahel works in association with the
OECD’s Development Assistance Commit-
tee. Its members use the Club as a think-
tank on the Sahel’s future and a forum for
sharing opinions, know-how and reach-
ing agreement.

For more information on the Club du Sahel,
please visit the following Internet site:

http://www.oecd.org/sah/.

On the Food Aid Charter:
http://www.oecd.org/sah/anglais2/club-e/prevent-e/histocha.htm.

On Sahel 21 (in French):
http://www.oecd.org/sah/francais2/club-f/qui/dossie5a.htm.

To contact the Club du Sahel:
sahel.contact@oedc.org
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earmarked for institutional support has in fact
experienced the most spectacular increase,
having risen more than fivefold over the past
five years. Support for NGOs probably explains
much of that increase. In contrast, the share
of inflows for health care and hydraulics has
remained fairly stable over a long period.

The shift in funding away from physical
investment to intangible areas, like education
and institutional support, may be seen as a
consequence of a proper refocusing of the role
of the state and public funding to promote im-
proved governance and deliver social services,
rather than playing a direct role in economic
activities. These are important objectives, but
the sustainability of outside funding also
relies on economic returns, and so with the
shift comes the risk that funding will become
more uncertain.

This would be a pity, for although the Sahel
may be considered a showcase for development
assistance, the results of nearly 40 years of
international co-operation have been mixed.
The truth is that the Sahel is still poor and will
probably require support from the international

community for a long time to come. A coun-
try like Chad, even if it expanded by a steady
6% a year, would not match the current per
capita income of the west coast country of
Benin for another 25 years. And it would need
35 years to catch up with the per capita
income of Pakistan, one of Asia’s poorer
countries.

To tackle the question of the Sahel’s future re-
quires a long-term perspective. Aid that is im-
patient and subject to fads, with constant calls
for change and the application of powerful new
models – in short, aid that overwhelms – will
be of little help to the region. Sahel co-operation
has to be seen as a lasting partnership,  one
that seeks to harness local dynamics and in-
spire reforms. If we take a patient approach,
then we may be able to start writing that final
chapter in the saga of world development
sooner than we think. ■
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research and development

The organisation of industrial R&D in
OECD countries is transforming. Evi-
dence of this can be seen in the growth

in the relative importance of inward and out-
ward research-related foreign direct investment
(FDI); the explosion of international strategic
alliances and the increasing trade in technol-
ogy-intensive goods. Foreign subsidiaries are
now responsible for 12% of total manufactur-
ing R&D investments in OECD countries, and
for most of these countries, this contribution
is expected to grow. However, the contribu-
tions of foreign affiliates range widely by coun-
try, between a low of 5% for Japan and a high
of over 60% for Ireland.

Foreign affiliates are responsible for a larger
share of industrial R&D investments in coun-
tries where their contribution to local pro-
duction is important or where foreign affili-
ates are concentrated in industries, like
pharmaceuticals, with high R&D intensities.
With the exception of Japan, the seven larg-
est R&D performing countries have all seen
a marked rise in the percentage of R&D
expenditures financed from foreign sources
since 1981.

The number of foreign laboratories is another
indicator of how much research has become
global. A study of 32 international pharmaceu-
tical and electronic companies shows that the
number of new foreign affiliate laboratories
almost tripled in 1985-95 compared with the
previous decade. The experience of the phar-
maceutical industry is not typical of all indus-
tries, however, because strict regulation favours
direct investment over trade as an entry strat-
egy. Moreover, though the  establishment of
new R&D sites abroad accelerated in the 1980s,

some firms have had foreign laboratories since
well before World War II. Nevertheless, in the
United States there are at least 635 foreign-
owned and free-standing R&D facilities, more
than half of which were established after 1986.
In Europe, in 1995 there were over 300 Japa-
nese R&D facilities, twice as many as in 1989.

The explosion of international strategic alli-
ances in R&D in the 1980s has been favour-
able to science and technology firms. It has
helped firms to access foreign technologies
and markets, as well as to minimise risks and
rapidly recover the high costs of technologi-
cal development. From 1980 to 1994, the
total number of science and technology alli-
ances grew by 10.8% per year, and about 65%
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and governments
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R&D in science and technology is globalising, with positive effects. Still,
governments remain concerned.
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of those alliances involved two partners from
different countries. Technology-based alli-
ances are especially common in information
technology, biotechnology and advanced
material industries. They all testify to the
shared belief that key know-how is increas-
ingly scattered internationally, albeit pre-
dominantly in the so-called Triad countries
of Europe, Japan, and North America.

Government concern

These trends all seem positive on the whole,
yet many governments remain concerned
about the globalisation of R&D – whether
they are net recipients or net sources of FDI.
Source countries are wary of a hollowing-
out of the research base as domestic cor-
porations perform a larger share of their
R&D abroad. They are worried that their
industrial strength and independence will be
eroded if innovation becomes as mobile as
production. Meanwhile, recipient countries
are sometimes sceptical that foreign-affiliate
laboratories are anything more than
listening posts whose contribution to the
domestic research base could be improved.
The research intensity of foreign affiliates is,
indeed, generally lower than that of national
firms, with the exception of a few countries
like Ireland, Australia, and the United King-
dom, so it is understandable that host coun-
try governments should want to maximise
the spillovers for the domestic economy of
foreign R&D investments.

Another worry which all countries appear to
share concerns the effects of international
mergers and acquisitions on R&D. One of
the hallmarks of cross-border M&A, as wit-
nessed in pharmaceuticals and telecommu-
nications, has been a rationalisation of
redundant activities world-wide. The ques-
tion of which laboratories will be kept and
which will be downsized is inevitably a cause
of some anxiety.

Good for growth

The nature of the policy reaction to R&D
globalisation varies. Policies have run the
gamut from enthusiastic support for R&D

foreign direct investment to strict stipula-
tions about foreign participation in the
national research base. Whatever the policy
type, national and regional governments
seem to agree that, despite the concerns, a
strong presence in at least a subsection of
high-technology industries is important, not
so much as an end in itself, but because of
the contribution of those industries to the
economy.

Within the advanced countries, technology-
based industries frequently have higher
growth rates than other sectors. In part, this
is because changes in technology are one of
the major factors influencing productivity
growth. However, while investments in R&D
are important for an economy, increases in
productivity are often attributable to the use
of technology developed outside the firm.
And given that the stock of knowledge is
increasingly transnational, a country’s
growth depends on its ability to adopt tech-
nological innovations, no matter where they
emerge.

So, what of employment? Well, the evidence
is encouraging. While manufacturing jobs in
the OECD declined by 10% between 1980
and 1995, high-technology manufacturing
jobs have not suffered as much. In Europe,
employment grew faster for science and
technology personnel than for all other
occupational categories in manufacturing
and market services during the 1980s. Over
that period, the OECD countries experienced
a shift in manufacturing employment from
low-technology jobs to medium and higher-
technology ones. Moreover, new technology-
based firms appear to be good sources of job
creation. They certainly create high-paying
jobs that require skilled work. Little surprise
therefore that, despite their concerns and
some of the mixed results from promoting
new technology industries, governments
remain interested.

This article is based on Globalisation of
Industrial R&D: Policy Issues . The full
report, together with detailed bibliography,
is available on http://www.oecd.org/dsti/sti/
s_t/index.htm. ■
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E-commerce Forum
Paris, 11-13 October 1999

Despite the rapid development of
e-commerce and the talk about
its impact on global business,

policy-makers are still struggling to
come to terms with its true value and
effect. How fast is e-commerce really
growing? How will it affect relations
between government and business?
How quickly should policy react? What
are the downsides of e-commerce, and
what does it mean for privacy, infor-
mation and, of course, taxation?

The OECD is one of several interna-
tional organisations looking at ques-
tions such as these. In 1998 it brought
together senior level representatives of
government, business, unions and non-
government organisations at a high-
level conference in Ottawa. A year later,
at the Forum on Electronic Commerce
in Paris in October 1999, it became
evident that several of the themes high-
lighted then remain valid today: they
include building trust, developing the
infrastructure and improving access,
building the right regulatory frame-
works and maximising the benefits for
all. These are difficult challenges and
as different countries, both within and
without the OECD, are at different
levels of readiness with regard to
e-commerce and Internet access,
common solutions will not be easy to
come up with.

One or two interesting new trends did
emerge at the October forum, which
as in Ottawa, brought delegations of the

29 OECD countries, the European
communities and 12 non-member
countries together with representatives
from business, unions and civil soci-
ety, and a dozen global and regional
international organisations and bodies.
The importance of all stakeholders in
addressing the challenges posed by
e-commerce was widely recognised. A
warning was delivered about the pros-
pect of e-commerce reinforcing the
so-called digital divide, between richer

and poorer countries, the well-off and
better educated and their less well-
educated fellow citizens. It was the
responsibility of government to work
to avoid this from getting out of hand.

Business-to-business transactions still
dominates e-commerce, accounting
for 70-85% of the total, depending
on the source. Only 30% of house-
holds in 11 OECD countries surveyed
had a home computer in 1997
(see Databank). To get consumers
involved more, the issue of public
trust has to be resolved. Apart from
the cost of technology, which has
been falling, trust (or the lack of it)
is one of the main barriers prevent-
ing a more rapid, pervasive spread of
e-commerce. OECD consumer pro-
tection guidelines are being drawn up
and dispute resolution mechanisms
are to be examined more thoroughly.
One important question is authenti-
cation and work on this will continue.
Privacy protection remains a major

concern too. The 1980 OECD Privacy
Guidelines still have value, but how
to implement them effectively in to-
day’s networked world remains a
question, particularly where dispute
resolution and enforcement are
concerned.

As to developing infrastructure and
improving access, further progress
needs to be made in developing
broadband, particularly wireless
broadband, infrastructures. Compe-
tition would also have to be further
encouraged. When it came to the
session on building stable predictable
regulatory frameworks, the main
issue was taxation. The OECD is
endeavouring to provide public par-
ticipation in the taxation debate
through the Technical Advisory
Groups (TAGs) process, which incor-
porates business, NGOs, OECD
countries and non-OECD economies,
all supported by a publicly accessible
electronic discussion forum on the
Internet.

One important nuance on the principle
of taxation was cleared up at the Paris
forum. Namely, tariffs and taxes are

Business-to-business transactions still dominate e-commerce,
accounting for 70-85% of the total.
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Trust is key to the growth of e-commerce, but as with
most areas of business, trust comes with time. People in
OECD countries are slowly getting used to the concept
of  doing business electronically, whether it be to shop
on the Internet or to take care of their own banking. Even
in France, where buying airline tickets and making thea-
tre reservations online has been fairly widespread for sev-
eral years, thanks to the relatively secure, but technically
limited Minitel, the use of the Internet for e-business has
finally begun to pick up. One important reason for this
change is the growth of secure servers.

Between August 1998 and August 1999 the total number of
secure servers in OECD countries grew by 109%. If ever
there was an illustration needed of what is meant by the
digital divide, the distribution of secure servers provides it,
since the 46,000 secure servers in the OECD area in
August 1999 represented 95% of the global total. More-
over, by July 1999 there were more than 52 million Internet
hosts in the OECD area, representing 93% of the global
total. Between 1997 and 1999 the OECD total grew by 47%.

Most of the world’s secure servers are in the United States:
34,000 in August 1999, which is twice as many as a

different: the tariff free environment of
the Internet does not imply no taxes.
The international consensus on taxes
is that they should be applied in a
neutral fashion so that there is no dis-
crimination between electronic com-
merce and conventional commerce.
Cyberspace should not become the tax
haven of the next millennium.

Which brings us to the pressing ques-
tion of how the benefits of e-commerce
could be maximised for all. For a start,
governments should do everything in
their power to allow Internet and
e-business to keep on growing. That
means finding a balance between self-
regulation by industry and households
and regulation by government. The role
of governments would change from

regulator to information provider and
facilitator, such as in education strate-
gies and public awareness campaigns.
An interactive society meant just that,
and to maximise the benefits of
e-commerce, the challenge for govern-
ments is to increase dialogue and
exchange experiences with business,
labour and civil society.

The forum noted also the importance
of e-commerce to free trade in goods
and services. But it also noted the
importance of free trade to e-com-
merce. Issues to be addressed included
intellectual property protection in
respect of patents on new online
services, privatisation of domain name
systems and anti-competitive prac-
tices. ■

For more information on the Paris fo-
rum, contact OECD Directorate for
Science, Technology and Industry,
dsti.contact@oecd.org. A full summary
of the Paris forum is available on the
OECD’s e-commerce web site at
http://www.oecd.org/subject/e_commerce/

For copies of some of the presenta-
tions by consumer advocacy groups,
unions and NGOs and their role in
e-business policy shaping, visit:
http://www.thepublicvoice.org/

Note: the OECD’s online bookshop
has a secure payment facility allowing
customers to order books and pay
online. For information, contact:
jill.colonna@oecd.org

Securit-E business

year earlier. On a per capita basis, the highest use of
secure servers for electronic commerce is also the
United States, followed by Australia and Canada, which
has more secure servers than any country in Europe.
Only 15% of the total number of secure servers were in
the European Union. As for Japan and Korea, secure
servers are growing there too, albeit from a relatively
small base. The number of secure servers grew by 129%
in Japan and by 188% in Korea over the twelve months
to August 1999.

An additional point is that a huge majority of the
world’s websites (86%) appear to have a US origin.
However, Finland was the first country in the OECD
area to pass 100 hosts per 1,000 inhabitants in 1998.
By July 1999 Finland had 123 hosts per 1,000 inhabit-
ants, with the United States a close second with 119
per 1,000. The next closest countries were Iceland,
Sweden, Canada and Norway. Such is the strength of
growth in electronic commerce in the United States
that Finland’s traditional lead in Internet hosts per
capita is likely to be overtaken soon.

DSTI.contact@oecd.org
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A biotech knowledge e-world

opment which will, among other
things, provide guidance to industry
and governments on implementing
bioprocess technologies in industry.

Environment Policy Committee,
Working Group for

the Harmonisation of Regulatory
Oversight in Biotechnology

The main objective of the Working
Group for the Harmonisation of Regu-
latory Oversight in Biotechnology is to
assist in international consensus-build-
ing in order to promote the harmonisa-
tion of regulations dealing with biosafety
and to facilitate trade. The major thrust
of the Group’s activities is to publish
science based consensus documents on

Keeping up with policy chal-
lenges in the fast-changing
world of biotechnology is not

easy. A new web site devoted to bio-
technology and food safety recently
launched at OECD might help to
change that. The new site brings
together the Organisation’s rich exper-
tise and experience in biotechnology
in a user-friendly and interactive way.
Features include a list of frequently
asked questions about biotechnology,
an NGO link area and a public mes-
sage board called Forum. The new site
provides links to the Task Force for the

How biotechnology at OECD works

Safety of Novel Foods and Feeds and
briefing pages on all the major work
being carried out in the field of bio-
technology at OECD. So, whether your
interest is in the area of health, the
environment, agriculture, biodiversity,
industry, trade or most other aspects
of biotechnology and food safey, this
site should prove useful to you.

For more information, contact either the
Observer@oecd.org, or the web editor,
Gunther Pauls.
http://www.oecd.org/subject/biotech/
index.htm

Committee for Scientific
and Technological Policy, Working

Party on Biotechnology

The main objective of CSTP’s Working
Party on Biotechnology is to provide
support to OECD member country
policies in the fields of biotechnology,
particularly in the areas of public
health, sustainable industrial develop-
ment and biological resource centres
(such as culture collections, databanks
and bioinformatics). The Working Par-
ty’s priorities on human-health related
biotechnologies are: genetic testing,
xenotransplantation, molecular tech-
nologies for safe drinking water, and
biotechnology and ageing. The Work-
ing Party is undertaking a major project
on biotechnology for sustainable devel-

... but are we being careful enough?

XENOTRANSPLANTATION
International Policy Issues

A potential lifesaver...

FF150  US$27
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specific topics that can be used in the
environmental risk assessment of geneti-
cally modified organisms. The Working
Group will also continue to develop the
BioTrack Online web site to make its
work widely available.

Environment Policy Committee,
Task Force on the Safety

of Novel Foods and Feeds

The new Task Force on the Safety of
Novel Foods and Feeds (including
GMOs) is meeting for the first time
to work on the development of con-
sensus documents that will address
the food and livestock feed issues of
specific crop plants. These docu-
ments will complement the existing
consensus documents on environ-
mental risk assessment, being devel-
oped by the Harmonisation Working
Group.

Committee for Agriculture

At their meetings in June 1999, the
Working Party on Agricultural Policies
and Markets and the Joint Working
Party Agriculture/Trade agreed respec-
tively:

To include the analysis of the impact
of biotechnology on markets and trade,
starting with the next issue of the
Agricultural Outlook to be published in
early 2000, and to pursue this analysis
in subsequent annual publications; to
consider the trade implications of domes-
tic regulations in the field of food safety
and quality in the context of its overall
programme on agricultural trade. This
would cover three topics: modern bio-
technology, ethics in food production
(animal welfare), and labels of origin.

OECD Schemes for Seed
Certification

The OECD Schemes for Seed Certifi-
cation, which are managed by the
Committee for Agriculture, were

developed to regulate international
trade in seed as well as counter
seasonal multiplication of seed between
the northern and southern hemi-
spheres. The Schemes have been
implemented by a total of forty-
six OECD and non-OECD countries
across all continents. Their essential pur-
pose is to harmonise the assessment
and certification of identity and purity
of cultivars (cultivated crop plant
varieties) – including genetically
modified ones – and ecotypes (local
cultivars). Most species, including all
basic staples, are eligible and the
varieties from all participating coun-
tries appear on an annually published
official list: OECD List of Cultivars
Eligible for Certification. A particu-
lar scheme deals with forestry.

Committee for Agriculture,
The Co-operative Research

Programme

The Co-operative Research Programme
– Biological Resource Management for
Sustainable Agriculture Systems – is
also included in the programme of
work of the Committee for Agricul-
ture. It focuses on four areas: safe ex-
ploitation of micro-organisms in plant/
soil systems; quality of animal produc-
tion; utilisation and ecology of new or-
ganisms; surface and ground water
quality and agricultural practices.
Each of the four areas includes work
on biotechnology. In fact, 50% of the
Programme’s activities are estimated to
relate to biotechnology. The Pro-
gramme involves 26 OECD countries.
It provides post-doctoral fellowships
for young scientists to work in a for-
eign laboratory for periods ranging
from 2 weeks to 6 months, and organ-
ises scientific workshops covering
specific areas of research. As part of
this Programme, a Conference on
Biological Resource Management:
Connecting Science and Policy, was held
29-31 March 1999. The final panel
session provided an opportunity to

bring together scientists, directors of
research institutes, representatives
from industry, farmers, consumers,
and the media, in a dynamic and
focussed dialogue. At its meeting
19-21 April, the Committee for Agri-
culture approved a new phase of the
Programme with a greater emphasis
on the links between scientific devel-
opments and policy.

Trade Committee

As part of the work of the Trade Com-
mittee, a synthesis of national submis-
sions on intellectual property practices
in the field of biotechnology was con-
cluded in December 1998. The final
document, containing information from
22 OECD countries, the European Com-
mission and the European Patent Office
was declassified on 1 February 1999.
The information contained in the
Synthesis is of direct relevance to the
discussion of the TRIPS Article 27.3b
on animal and plant patentability
currently ongoing in the WTO TRIPS
Council to which it has been made
available for information. ■
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One of the largest information
centres on corruption available
on the web was launched

recently. Called the Global Anti-
Corruption Reference Centre, it was
established by the OECD Anti-
Corruption Unit. Its aim is improve the
effectiveness of the anti-corruption
campaign by sharing information and
experience on national, regional and in-
ternational development and initiatives
taken by countries, international
organisations and civil society. The new
site is a repository of more than
2,500 references to books, journals,
papers, and other articles, as well as
online anti-corruption documentation,
such as survey results, laws, interna-
tional conventions, anti-corruption
strategies and other anti-corruption
information.

Different initiatives and their achieve-
ments can be viewed on the site. Infor-
mation, research results and ideas can
be exchanged.  The site provides a fo-
rum for electronic discussion groups
on corruption, bribery, money launder-
ing, offshore banking and other topics
which experts and the public can get
involved in.

The new corruption site is divided into
five main centres: an Anti-Corruption
Reference Centre; the Anti-Bribery Cen-
tre, which also  provides concrete and
action-oriented information on money
laundering and offshore banking; the
Law Centre, which features anti-corrup-
tion laws and enforcement measures,
various pro-active programmes, and in-
ternational instruments that can be
downloaded or read online; five

Regional Centres, which survey a
number of specific country and regional
case studies, providing access to local
initiatives in Asia and the Pacific,
Central and Eastern Europe, Latin
America, the Middle East and Africa and
OECD countries; and finally, the Ethics
Centre, which contains codes of con-
duct and ethic guidelines of the private
and public sector, as well as civil soci-
ety organisations.

The Global Anti-Corruption Reference
Centre is supported by a large number
of institutions, both public and pri-
vate, located all over the world.
Recent partnerships were built with
the American University of Paris, Basel
University’s Law School, the Business
and Industry Advisory Committee to
the OECD (BIAC), the Financial
Action Task Force on Money Launder-
ing (FATF), the Institute of Latin
American Studies of the University of
the Sorbonne, the International Cham-
ber of Commerce (ICC), and the Trade
Union Advisory Committee to the
OECD (TUAC).  Due to the network’s
large resources, the reference centre is
permanently extending its volume and
range and the information is regularly
updated to provide current insight on
all issues. ■

Visit the Global Anti-Corruption
Reference Centre, at
http://www.oecd.org/daf/nocorruption/
Referencentre/ref.htm

Note: the Spotlight in the next edition
of the Observer (February 2000) will
be on Bribery and Corruption. Infor-
mation: Observer@oecd.org.

Corruption free zone
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8-10 Continuous Reporting System on Migration
(SOPEMI), annual meeting organised by OECD
Education, Employment, Labour and Social
Affairs Directorate.

8-10 The Lifelong Learning and New Technologies
Gap: Reaching the Disadvantaged , organised
by DEELSA. Philadelphia, United States.

8-10 Competition Policy, conference organised by
DAFFE and CCNM, together with the
Chinese State Economic and Trade Commis-
sion (SETC) and the Chinese State Adminis-
tration for Industry and Commerce (SAIC).
Shanghai, China.

8-10 Women and Gender Equality: Women’s
Empowerment in the Context of Human
Security, joint workshop with DAC and the
United Nations Inter-Agency Committee,
Bangkok, Thailand.

13-14 Competition Policy, conference co-sponsored
by Chinese Taipei, organised by DAFFE and
CCNM. Bangkok, Thailand.

13-17 Pension Policy and Pension Reform, semi-
nar organised by DEELSA, Paris.

15-17 Towards Sustainable Development: Indicators
to Measure Progress, conference organised by
the Environment Directorate in conjunction
with the Italian authorities. Rome, Italy.

16-17 Shipbuilding Policies, workshop organised
by Science, Technology and Industry Direc-
torate (DSTI) and the CCNM China Pro-
gramme.

16-17 Agricultural Policies in Non-Member
countries, forum organised by Agriculture
Directorate (AGR) and CCNM Emerging
Market Economy Forum.

Calendar of upcoming events 1999-2000
Please note that many of the meetings mentioned are not open to journalists and  are listed as a guide
only. All meetings are in Paris unless otherwise stated. For further information, please contact the
Media Relations Division or consult the OECD website at http://www.oecd.org/news_and_events/

NOVEMBER Some highlights

20 Biotechnology and other aspects of Food
Safety, NGO consultation in OECD Paris.

25-26 Latin American Perspectives: Global Finance,
Tenth International Forum organised by the
Development Centre in co-operation with the
Inter-American Development Bank, Paris.

29-1/12 International nuclear emergency exercises,
workshop organised by the Nuclear Energy
Agency, Paris.

30-3/12 Competition Policy in the Telecommunica-
tions, Air Transport and Energy Sector, or-
ganised by Fiscal Affairs Directorate (DAFFE)
and the OECD Centre for Co-operation with
non-Memebers (CCNM), in co-operation
with the Peruvian Competition authority.
Lima, Peru.

DECEMBER

1-3 OECD/Russia Workshop on Competition
Issues in Banking, organised by DAFFE and
CCNM. Moscow, Russia.

3 Aid Policies of Australia, Development
Assistance Committee (DAC) Review. News
release.

6-7 OECD Forum for the Future: 21st Century
Social Dynamism: Towards the Creative
Society. Berlin, Germany.

7-8 From Aid Co-ordination to Development
Partnership, forum sponsored jointly by the
DAC, the UNDP and the World Bank.

8-9 Senior Level Meeting of the DAC.
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JANUARY

10-13 Agricultural Knowledge Systems, Second
Joint Conference of Directors and Representa-
tives of Agricultural Research, Extension, and
Higher Education organised by AGR.

18-19 Corporate Governance of SOEs in China,
seminar organised by DAFFE and CCNM.
Beijing, China.

20-21 Insurance Regulation and Supervision in
China, experts meeting organised by DAFFE
and CCNM. Beijing, China.

26-27 Global Science Forum, organised by DSTI,
Paris.

27-1/2 World Economic Forum. Davos, Switzerland.

FEBRUARY

3 Joint CFA(Committee on Fiscal Affairs)/
Financial Action Task Force meeting.

3-4 African Perspectives: “Emerging Africa”,
First International Forum organised by the
Development Centre in co-operation with
the African Development Bank.

8-9 Youth Employment, conference organised by
DEELSA, London, United Kingdom.

8-9 Climate Change, forum organised by ENV.

10 Sustainable Development, meeting with civil
society, OECD.

17 Norway, release of the OECD Economic
Survey, press conference, Oslo, Norway.

24-25 Corporate Governance Round Table for
Russia, organised by DAFFE, CCNM and the
World Bank. Moscow, Russia.

28-1/3 The Safety of Genetically Modified Food,
conference organised by ENV and sponsored
by the UK authorities. Edinburgh, Scotland
(See News Brief).

OECD IN FIGURES
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This expanded OECD in Figures contains key data
on OECD countries, ranging from economic growth
and employment to education and road transport.
It also includes a selection of graphs, giving snapshots
on subjects such as women in the job market,
agricultural output, taxation, privatisation and
development aid.
OECD in Figures is an original no-fuss, pocket data
book. It is a reliable primary statistical source. And
now, thanks to the web edition, OECD in Figures is
more than ever the public gateway to one of the
richest and most respected economic, financial,
social and environmental databases around.
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AGRICULTURE

Producer and Consumer Support
Estimates
OECD Database 1999 Edition

Version: Disk (Win 3.11 95 98 NT/ Single user)
Software: Beyond 20/20
OECD Code: 51 1999 06 1 D3,
ISBN: 92-64-16781-1, September 1999
FF620  US$107  DM185  £65  ¥12,500
Version: CD-ROM (Win 3.11 95 98 NT/
Single user), Software: Beyond 20/20
OECD Code: 51 1999 06 1 C3,
ISBN: 92-64-16782-X, October 1999
FF620  US$107  DM185  £65  ¥12,500

For titles published prior to September, please
consult the OECD Online Bookshop
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BUSINESS
AND ENTREPRENEURSHIP
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International Case Studies

OECD Code: 04 1999 03 1 P, ISBN: 92-64-17051-0
September 1999, 180 Pages
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OECD Principles of Corporate
Governance

OECD Code: 21 1999 06 1 P, ISBN: 92-64-17126-6
October 1999, 48 Pages
FF120  US$20  DM36  £12  ¥2,300
Also available in French (OECD Code:
21 1999 06 2 P, ISBN: 92-64-27126-0),
Spanish (OECD Code: 21 1999 06 4 P,
ISBN: 92-64-47126-X), German
(OECD Code: 21 1999 06 5 P, ISBN: 92-64-57126-4)
Version: PDF E-book
OECD Code: 21 1999 06 1 E1,
ISBN: 92-64-17370-6, October 1999
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Also available in French (OECD Code:
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DEVELOPMENT AND AID

Development Centre Studies

Conflict and Growth in Africa
Volume 1
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OECD Code: 41 1999 09 1 P, ISBN: 92-64-17101-0
September 1999, 184 Pages
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consult the OECD Online Bookshop
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OECD Economic Surveys

Canada 1998/1999
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Version: PDF E-book
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1999 Edition
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Version: PDF E-book
OECD Code: 42 1999 02 1 E1,
ISBN: 92-64-17377-3, October 1999
FF350  US$60  DM104  £37  ¥7,050

OECD Reviews of Regulatory
Reform
Regulatory Reform in the United States

OECD Code: 42 1999 03 1 P,
ISBN: 92-64-17075-8, September 1999, 356 Pages
FF430  US$74  DM128  £45  ¥8,700
Version: PDF E-book
OECD Code: 42 1999 03 1 E1,
ISBN: 92-64-17398-6, October 1999
FF430  US$74  DM128  £45  ¥8,700
For titles published prior to September, please

consult the OECD Online Bookshop
(www.oecd.org/bookshop)

SCIENCE, TECHNOLOGY
AND INDUSTRY

OECD Steel Outlook 1999/2000
1999 Edition

OECD Code: 58 1999 03 1 P, ISBN: 92-64-17139-8
October 1999, 60 Pages
FF200  US$32  DM60  £20  ¥3,800
Also available in French (OECD Code:
58 1999 03 2 P, ISBN: 92-64-27139-2)
Version: PDF E-book
OECD Code: 58 1999 03 1 E1,
ISBN: 92-64-17406-0, October 1999
FF200  US$32  DM60  £20  ¥3,800
Also available in French (OECD Code:
58 1999 03 2 E1, ISBN: 92-64-27406-5)

OECD Science, Technology
and Industry Scoreboard 1999
Benchmarking Knowledge-based
Economies

OECD Code: 92 1999 07 1 P, ISBN: 92-64-17107-X
September 1999, 180 Pages
FF250  US$43  DM75  £26  ¥5,000
Also available in French (OECD Code:
92 1999 07 2 P, ISBN: 92-64-27107-4)
Version: PDF E-book
OECD Code: 92 1999 07 1 E1,
ISBN: 92-64-17367-6, October 1999
FF250  US$43  DM75  £26  ¥5,000
Also available in French (OECD Code:
92 1999 07 2 E1, ISBN: 92-64-27367-0)

SOCIAL ISSUES

Trends in International Migration
1999 Edition

OECD Code: 81 1999 06 1 P, ISBN: 92-64-17078-2
October 1999, 332 Pages
FF350  US$56  DM104  £35  ¥6,750
Also available in French (OECD Code:
81 1999 06 2 P, ISBN: 92-64-27078-7)

The Battle against Exclusion
Social Assistance in Canada and
Switzerland

OECD Code: 81 1999 07 1 P, ISBN: 92-64-17108-8
October 1999, 184 Pages
FF150  US$24  DM45  £15  ¥2,900
Also available in French (OECD Code:
81 1999 07 2 P, ISBN: 92-64-27108-2)
Version: PDF E-book
OECD Code: 81 1999 07 1 E1,
ISBN: 92-64-17397-8, October 1999
FF150  US$24  DM45  £15  ¥2,900
Also available in French (OECD Code:
81 1999 07 2 E1, ISBN: 92-64-27397-2)

TERRITORIAL
DEVELOPMENT

Cultivating Rural Amenities
An Economic Development Perspective

Version: PDF E-book
OECD Code: 04 1999 05 1 E1,
ISBN: 92-64-17394-3, October 1999
FF150  US$26  DM45  £16  ¥3,000

Also available in French (OECD Code:
04 1999 05 2 E1, ISBN: 92-64-27394-8)

TRADE

See also Seattle Focus

Trade and Competition Policies
for Tomorrow

OECD Code: 22 1999 04 1 P,
ISBN: 92-64-17129-0, October 1999, 96 Pages
FF120  US$20  DM36  £12  ¥2,300
Also available in French (OECD Code:
22 1999 04 2 P, ISBN: 92-64-27129-5)

OECD Proceedings

Trade and Competition Policies
Exploring the Ways Forward

OECD Code: 24 1999 02 1 P, ISBN: 92-64-17122-3
September 1999, 68 Pages
FF120  US$20  DM36  £12  ¥2,300
Version: PDF E-book
OECD Code: 24 1999 02 1 E1,
ISBN: 92-64-17404-4, October 1999
FF120  US$20  DM36  £12  ¥2,300

Foreign Trade by Commodities –
1999 Edition 1 Volume 3
1992/1997
Austria, Denmark, Greece,
Iceland, Norway, Portugal, Sweden
Foreign trade by commodities
1992-1997, volume 3

For further information on these titles, please
consult: www.oecd.org/std/tradhome.htm
Version: PDF E-book
OECD Code: 34 1998 03 3 E1,
ISBN: 92-64-07348-5, September 1999, Bilingual
Also available on cd-rom

Foreign Trade by Commodities –
1999 Edition Volume 1 1993/1998
Belgium/Luxembourg, Canada,
France, Germany, Ireland, Japan,
Switzerland

For further information on these titles, please
consult: www.oecd.org/std/tradhome.htm
OECD Code: 34 1999 01 3 P, ISBN: 92-64-05870-2
September 1999, 552 Pages, Bilingual
FF708  US$125  DM212  £84  ¥15,580
Also available on cd-rom
For titles published prior to September, please
consult the OECD Online Bookshop
(www.oecd.org/bookshop)

TRANSPORT

Round Tables – ECMT

Freight Transport and the City
No. 109

OECD Code: 75 1999 08 1 P,
ISBN: 92-82-11247-0, October 1999, 218 Pages
FF280  US$47  DM84  £29  ¥5,550
Also available in French (OECD Code:
75 1999 08 2 P, ISBN: 92-82-12247-6)
Version: PDF E-book
OECD Code: 75 1999 08 1 E1, ISBN:
92-64-17391-9, October 1999
FF280  US$47  DM84  £29  ¥5,550
Also available in French (OECD Code:
75 1999 08 2 E1, ISBN: 92-64-27391-3)
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previous
period

previous
year

current
period

same period
last year

% change from: level:

V

    Australia Gross domestic product Q2 99 0.2 4.1 Current balance Q2 99 -6.11 -3.78

Leading indicator Sep. 99 0.4 10.0 Unemployment rate Sep. 99 7.3 8.0

Consumer price index Q3 99 0.9 1.7 Interest rate Sep. 99 5.01 5.03

    Austria Gross domestic product Q2 99 1.1 1.7 Current balance Aug. 99 -0.19 -0.18

Leading indicator Aug. 99 1.3 5.3 Unemployment rate Aug. 99 4.3 4.7

Consumer price index Sep. 99 0.0 0.5 Interest rate Dec. 98 3.40 3.84

    Belgium Gross domestic product Q2 99 1.6 1.7 Current balance Q2 99 2.98 3.16

Leading indicator Sep. 99 1.2 5.2 Unemployment rate Aug. 99 9.1 9.6

Consumer price index Oct. 99 0.1 1.3 Interest rate Dec. 98 3.30 3.64

    Canada Gross domestic product Q2 99 0.8 3.7 Current balance Q2 99 -0.87 -3.16

Leading indicator Aug. 99 1.1 7.8 Unemployment rate Aug. 99 7.8 8.3

Consumer price index Sep. 99 0.3 2.6 Interest rate Oct. 99 5.00 5.27

    Czech Rep. Gross domestic product Q2 99 3.3 0.3 Current balance Q2 99 0.28 -0.10

Leading indicator . . . . Unemployment rate Sep. 99 8.8 6.7

Consumer price index Sep. 99 -0.1 1.2 Interest rate Oct. 99 6.18 13.20

    Denmark Gross domestic product Q2 99 0.2 1.5 Current balance Jul. 99 0.15 0.33

Leading indicator Sep. 99 0.8 3.7 Unemployment rate Jul. 99 4.4 5.1

Consumer price index Sep. 99 0.5 2.8 Interest rate Sep. 99 3.27 4.75

     Finland Gross domestic product Q2 99 1.5 4.4 Current balance Q2 99 1.54 1.58

Leading indicator Apr. 99 0.7 3.2 Unemployment rate Aug. 99 9.9 11.2

Consumer price index Sep. 99 0.3 1.1 Interest rate Dec. 99 3.37 3.60

    France Gross domestic product Q2 99 0.6 2.1 Current balance Jul. 99 2.42 4.05

Leading indicator Sep. 99 0.7 4.3 Unemployment rate Aug. 99 11.0 11.7

Consumer price index Sep. 99 0.2 0.7 Interest rate Dec. 98 3.32 3.69

    Germany Gross domestic product Q2 99 0.0 0.6 Current balance Aug. 99 -4.18 -1.70

Leading indicator Sep. 99 0.9 3.6 Unemployment rate Aug. 99 9.2 9.3

Consumer price index Sep. 99 -0.2 0.7 Interest rate Dec. 98 3.38 3.74

    Greece Gross domestic product 1998 3.7 Current balance Mar. 98 -0.82 -0.75

Leading indicator Mar. 99 -0.2 1.0 Unemployment rate . . . .

Consumer price index Sep. 99 2.0 2.0 Interest rate Sep. 99 9.10 11.60

    Hungary Gross domestic product . . . . Current balance Aug. 99 0.15 0.06

Leading indicator . . . . Unemployment rate Sep. 99 9.6 9.1

Consumer price index Sep. 99 0.5 10.9 Interest rate Aug. 99 14.40 16.20

    Iceland Gross domestic product 1997 4.4 Current balance Q2 99 -0.18 -0.11

Leading indicator . . . . Unemployment rate Sep. 99 1.7 2.5

Consumer price index Oct. 99 0.8 5.3 Interest rate Sep. 99 9.30 7.50

    Ireland Gross domestic product 1997 10.6 Current balance Q2 99 0.38 0.12

Leading indicator Sep. 99 -1.3 10.8 Unemployment rate Aug. 99 6.6 7.6

Consumer price index Sep. 99 0.4 1.5 Interest rate Dec. 98 3.22 6.07

    Italy Gross domestic product Q2 99 0.3 0.9 Current balance Q2 99 3.22 7.54

Leading indicator Jul. 99 0.8 2.2 Unemployment rate Apr. 99 12.0 12.3

Consumer price index Sep. 99 0.2 1.8 Interest rate Sep. 98 2.72 4.97

    Japan Gross domestic product Q2 99 0.2 1.1 Current balance Aug. 99 6.98 8.12

Leading indicator Aug. 99 0.5 7.2 Unemployment rate Aug. 99 4.7 4.3

Consumer price index Sep. 99 0.3 -0.2 Interest rate Sep. 99 0.12 0.55

    Korea Gross domestic product Q2 99 3.1 10.0 Current balance Aug. 99 1.41 2.12

Leading indicator . . . . Unemployment rate Sep. 99 5.2 7.6

Consumer price index Oct. 99 0.8 1.2 Interest rate Sep. 99 7.50 10.40
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previous
period

previous
year

current
period

same period
last year

% change from: level:

Definitions and notes
Gross domestic product: Volume series, seasonally adjusted except for 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: $ billion ; not seasonally
adjusted except for Australia, the United Kingdom and the United States; Unemployment

rate: % of civilian labour force – standardised unemployment rate; national definitions for
Czech Republic, Iceland, Korea, Mexico, Poland, Switzerland and Turkey; seasonally
adjusted apart form Turkey; Interest rate: Three months, except for Greece (twelve months)
and Turkey (overnight interbank rate); . . not available
Source: Main Economic Indicators, OECD Publications, Paris, November 1999.

Luxembourg Gross domestic product 1997 3.7 Current balance . . . .

Leading indicator Sep. 99 1.8 8.7 Unemployment rate Jul. 99 2.8 2.9

Consumer price index Sep. 99 0.3 1.6 Interest rate . . . .

Mexico Gross domestic product Q2 99 2.2 2.8 Current balance Q2 99 -2.83 -3.48

Leading indicator Sep. 99 7.0 11.0 Unemployment rate Sep. 99 2.2 3.1

Consumer price index Sep. 99 1.0 15.8 Interest rate Sep. 99 21.34 41.03

Netherlands Gross domestic product Q2 99 0.7 3.1 Current balance Q2 99 4.02 6.29

Leading indicator Sep. 99 1.3 5.1 Unemployment rate Jul. 99 3.2 3.8

Consumer price index Sep. 99 0.5 2.2 Interest rate Dec. 98 3.33 3.69

New Zealand Gross domestic product Q2 99 0.0 2.6 Current balance Q2 99 -1.06 -0.73

Leading indicator . . . . Unemployment rate Q2 99 7.0 7.6

Consumer price index Q3 99 0.6 -0.3 Interest rate Sep. 99 4.94 5.79

Norway Gross domestic product Q2 99 -0.5 -1.1 Current balance Q2 99 0.80 -0.12

Leading indicator Aug. 99 0.0 3.6 Unemployment rate Q2 99 3.2 3.5

Consumer price index Sep. 99 0.9 2.1 Interest rate Aug. 99 6.09 6.74

Poland Gross domestic product . . . . Current balance May 99 -0.64 -0.20

Leading indicator . . . . Unemployment rate Sep. 99 12.4 9.9

Consumer price index Sep. 99 1.4 8.3 Interest rate Aug. 99 12.55 17.37

Portugal Gross domestic product Q4 98 2.4 2.8 Current balance Q2 99 -2.23 -2.17

Leading indicator Jul. 99 0.1 -0.2 Unemployment rate Aug. 99 4.7 4.9

Consumer price index Sep. 99 0.0 2.0 Interest rate Jan. 99 3.10 4.84

Spain Gross domestic product Q2 99 1.1 3.6 Current balance Jul. 99 -0.99 0.99

Leading indicator Aug. 99 1.0 2.5 Unemployment rate Aug. 99 15.7 18.7

Consumer price index Sep. 99 0.2 2.5 Interest rate Dec. 98 3.36 4.83

Sweden Gross domestic product Q2 99 2.6 3.3 Current balance Aug. 99 0.23 0.04

Leading indicator Sep. 99 0.4 5.7 Unemployment rate Aug. 99 7.0 8.2

Consumer price index Sep. 99 0.7 1.0 Interest rate Oct. 99 3.23 4.17

Switzerland Gross domestic product Q2 99 0.3 1.0 Current balance Q2 99 8.19 7.46

Leading indicator Sep. 99 -0.1 2.7 Unemployment rate Sep. 99 2.5 3.4

Consumer price index Oct. 99 0.0 1.2 Interest rate Sep. 99 1.10 1.46

Turkey Gross domestic product Q2 99 6.1 -1.9 Current balance Q2 99 -1.49 -0.23

Leading indicator . . . . Unemployment rate Q2 99 7.3 6.4

Consumer price index Sep. 99 6.0 64.3 Interest rate Jun. 99 76.91 65.75

United Kingdom Gross domestic product Q2 99 0.6 1.4 Current balance Q2 99 -6.00 -0.23

Leading indicator Sep. 99 0.6 9.3 Unemployment rate Jul. 99 6.1 6.3

Consumer price index Sep. 99 0.4 1.1 Interest rate Sep. 99 5.32 7.37

United States Gross domestic product Q2 99 0.4 3.9 Current balance Q2 99 -80.67 -52.40

Leading indicator Sep. 99 -0.8 3.2 Unemployment rate Sep. 99 4.2 4.5

Consumer price index Sep. 99 0.5 2.6 Interest rate Sep. 99 5.50 5.41

Euro Zone Gross domestic product . . . . Current balance Aug. 99 1.59 4.96

Leading indicator Sep. 99 0.8 4.7 Unemployment rate Aug. 99 10.2 10.9

Consumer price index Sep. 99 0.0 1.2 Interest rate Sep. 99 2.72 3.73
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Policy-makers attempt to accom-
plish three broad goals in design-
ing benefit systems: supporting

low-income families, especially with
children; encourage economic self-
sufficiency; and keep public costs low.
The three objectives clearly involve trade-
offs and over the years, the emphasis
given to each has changed.  In the 1960s
and 1970s, the focus was on poverty
reduction.  In the 1980s, cost reduction
took over as the main policy objective.
More recently, the self-sufficiency theme
has emerged strongest.

Comparisons of the effect of public
policy on the incomes of those with-
out work are difficult because of the
complexity of national tax and benefit
systems. As a proxy, the OECD esti-
mates net replacement rates, which is
the proportion of net income from
work that is replaced by unemployment
and related welfare benefits. The rates
are calculated for families whose prin-
cipal earner is not working and take
into account unemployment, family
and housing benefits.

In general the combination of higher
benefit rates and reduced tax payments
usually ensures that replacement rates
for couples with children are higher than
for single people. The net replacement
rates for single people range from the
lower end, such as Ireland (33%), Italy
(36%), Australia (37%) and Poland
(38%), to countries at the upper end, like
the Netherlands (75%), Spain (76%),
Portugal (79%) and Luxembourg (82%).

For married couples with children the
ranking changes. Poland has the low-

How generous are benefits
in OECD countries?
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Net replacement rates for single people
includes unemployment benefits and housing benefits after tax in the initial phase of unemployment

Notes: Net replacement rates as calculated in both these charts correspond to benefit income received in the first month
of unemployment (net of taxes) after any waiting period has been completed as a per cent of in-work income (net of
taxes). It is assumed that the unemployed worker is 40 years old and has an uninterrupted employment record of 22
years. In the second chart, the spouse does not work and the two children are assumed to be aged 6 and 4.

Source: Benefit Systems and Work Incentives, OECD, 1999.
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est net replacement rate at 43%, fol-
lowed by Greece (46%) and Korea
(52%), though Italy remains low
(54%).  Ireland’s position rises some-
what compared with the singles sce-
nario, to over 60%. Luxembourg still

occupies the top spot, with an 87% net
replacement rate, followed by the
Netherlands (85%). Family benefits also
boost the ranking of the Scandinavian
countries, where benefits for couples
with children are sizeable.  ■
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Is the talk of the new electronic age
exaggerated? Only 30% of house
holds in 11 major OECD countries

had a home computer in 1997. That
may sound disappointing to e-world
afficionados who had hoped that by the
end of the 1990s we would all be pre-
pared for life in on the other side of
2000. But there is worse: that 30% is
just an average figure and the spread
of the technology is quite uneven
across the countries surveyed. The
Scandinavians are generally ahead of
the rest, with 50% household penetra-
tion in Norway and 45% in Denmark.
The Dutch are keen too, since 43% of
their households have a computer. At
the bottom in ascending order are the
French, the Japanese and the Italians,
where computers are to be found in just
15%, 21.5% and 22% of households
respectively. What conditions these
trends is partly cost, partly habits and
customs. In some countries, firms pro-
vide their staff with portable comput-
ers for the home. In others, where
teleworking and small businesses flour-

PC not home!

ish, writing off computer costs against
tax as a personal business expense is
common, even if the PC remains per-
sonal property. Also, the French, for
example, are used to the Minitel, which
is a computer device distributed prac-
tically free of charge to telephone sub-
scribers, enabling them to check time-
tables, phone numbers and even
reserve and pay for airline tickets. But
the household penetration of the
Minitel is only about 20% – it is costly
to run – and many of these will have
computers too. Cost is probably the
most important driver behind the
spread of computers. In the United
States, where 37% of homes have a
computer, the price of personal com-
puters fell by 90% in six years. Euro-
pean computer costs are coming down
too and the sales figures have probably
risen since 1997, though many new
customers are likely to be waiting un-
til the Y2K bug scare is out of the way
before committing themselves to buy-
ing a PC for the home in 2000. ■

How good is your
foreign industry?

When sizing up foreign direct
investment, it is important
not just to look at the value

or volume of flows and stocks, but to
look at performance and contribution
in the host economy as well. The latest
OECD figures available with this type
of information are for 1996. At that time,
foreign firms accounted for 15% of to-
tal output in OECD countries and em-
ployed some 10% of the population. The
figures have been rising since 1985 for
most countries. Ireland is the country
with the highest share of foreign sub-
sidiaries in output and employment,
with 66% and 48% respectively. Its situ-
ation could hardly be in greater contrast
to that of Japan, where subsidiaries of
foreign firms account for just 3% of out-
put and just 1% of  employment. The
role of foreign affiliates in Finland,
Germany,  Turkey and the United States
is also small in relation to the impor-
tance of domestic firms. ■
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1. Average of 1996 and 1998 data.
Note: Percentage of households owning a personal computer.
Source: OECD, compiled from data from national statistical offices.

Household PC penetration rates, 1997
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1. Turnover for the following countries: United States,
Japan, France, Germany, Italy, Netherlands, Sweden.

Source: OECD, Activity of Foreign Affiliates database.
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Aid to
Bosnia-Herzegovina

In 1996 post-war emergency aid

was the dominant form of aid to

Bosnia-Herzegovina. In 1997

projects in the sectors of health, water

supply, energy and transport made up

more than half of its total aid. The chart

gives an idea of the breakdown of that

aid. Where did it come from? In the

energy sector, the Japanese Ministry of

Foreign Affairs approved a grant of

US$25 million for the rehabilitation of

the main transmission lines and the

World Bank gave US$10 million for the

rehabilitation of the gas distribution

systems. Other energy projects

included emergency power reconstruc-

tion by the Canadian CIDA, a district

heating project by the Ministry of

Foreign Affairs of Finland and a power

transmission project by the Norwegian

NORAD. See CRS note below. ■
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Bilateral ODA commitments
in Bosnia-Herzegovina by sector

(1996-1997)
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In 1997 DAC aid to Latin
America and the Caribbean
reached some US$4 billion, which

was 10% of DAC’s total bilateral
disbursements. Japan was the largest
donor, with 35% of total commitments,
ahead of the United States, which ac-
counted for 20% of the total. Germany,
Spain and the United Kingdom had 6%
each. The main beneficiaries of that aid
were Bolivia, Peru, Nicaragua, El Sal-
vador and Guatemala. The volume of
aid has been stable since the 1960s, but
the sectoral distribution of that aid has
changed a lot in the last ten years. The
lion’s share of the aid, or some 45% of
it, tends these days to be directed into
social services. Some 20% of the total
aid is divided evenly between Bolivia
and Peru. For  several countries, like
Guatemala, Haïti and Nicaragua, which
each get about 5% of the total disburse-
ment to the region, education, health
and the development of civil society
appear to be the most important. Agri-

culture absorbs more than 60% of dis-
bursements in Equator. Meanwhile, in
Brazil, debt repayment and reorganisa-
tion is no longer as important as it was
a decade ago and today most of Brazil’s
aid is directed at water and sanitation,
agriculture and energy. ■
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Source: CRS, OECD.

Latin America and the Caribbean:
a changing aid pattern

Note: Readers wanting to know more
about where aid to Latin America, or
any other country goes, whether it is
spent on health or education and how
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Venture capital is the main
source of funding for new
technology-based businesses. It

has been on a rising trend in most
OECD countries in recent years, with
the US market far and away the lead-
ing world player, with US$8.7 billion
(purchasing power parities) channelled
into venture capital in 1997. Most of
that goes into investment in the expan-
sion stage, though US venture funding
of seed capital is over a third of the to-
tal. The United Kingdom is another im-
portant market, with US$1.5 billion,
but only a small portion of that is seed
capital. The highest in terms of GDP
and size is Canada, with US$1.4 bil-
lion, followed by the Netherlands; their
breakdown in terms of seed and expan-
sion funding is similar to that of the

Distribution of venture capital by industry, 1997

Source: OECD, based on data from European Venture
Capital Association; MITI (Japan); CVCA (Canada);
NVCA (United States).
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Other
10%

Where risk capital ventures

United States. The EU’s total of US$4.4
billion is half that of the United States.
Meanwhile, venture capital markets are
immature in Japan, where just US$113
million was invested in the same year.

The targeting of venture capital by sec-
tor is not at all the same from country
to country. In 1997, information tech-
nology and communications absorbed
over half in the United States, while
investments in health and biotechnol-
ogy were also significant. These “new
economy” industries did not capture
the imagination of European investors
quite as much, since IT and communi-
cations accounted for only 16% of ven-
ture capital spending. The equivalent
figure in Japan was just 10%. ■

it has changed over the years, should
consult the Creditor Reporting System
(CRS) of the Development Assistance
Committee (DAC). The CRS is first and
foremost a statistical database contain-
ing financial data on DAC aid activi-
ties since 1973. But it also includes
descriptive information on projects.
The frequency of reporting varies from
one aid agency to another. Some of the
latest data relate to projects approved
1-2 months ago, other agencies are fi-
nalising reporting on projects approved
in 1998.  The most recent CRS data are
published by region. The whole series
is available online. For further infor-
mation, consult http://www.oecd.org/
dac/htm/online.htm or send an e-mail
to dac.contact@oecd.org. ■
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