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ENGERGY POLICY AND

ITS EFrECIsS

ON THE INTERNATIONAL
MONETARY SITUATION

By Emile van Lennep, Secretary General of OECD

The sudden and massive rise in the price of oil had a profound impact on three segments of the world economy :
the industrialised oil consuming countries, the developing oil producing countries
and the much larger group of developing countries without significant indigenous supplies of oil.
Of course neither the OECD countries nor the developing countries are a homogeneous
group but by looking at the problems from both the aggregate and the individual points of view one can hope
to get a clearer picture as to where there is need for a collective response
and where the responsibility for action lies principally with individual countries.
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Impact on OECD Counilrie: . RISE IN ENERGY BILL (a) IN 1973 AND
The impact of the oil price rise on the OECD countries as a whole 1974 AS A PERCENT OF TOTAL
has been threefold: a sharp boost to inflation; a depressive effect DOMESTIC EXPENDITURE
on output and employment; a massive swing into current account
deficit and a move towards becoming a net importer of capital. Total of Of which:
1973 oil
e Inflationary Consequences e
The boos i Sation has b h bi d th ; Canada 23 B 57
he oost to u.1 d.tmn as‘ CLn: t e. most o vm‘us' and the mos United States 292 1.4
painful. The rise in the price of net imports of oil into the OECD ] 43 33
area in 1973 and 1974 corresponded to some 13 per cent of total :p:sln i iN * -
domestic expenditure. The full impact on the overall price level ustraliaand. INew
G ) P Zealand 34 2.3
was, however, significantly greater. The supply limitations of
late 1973 and early 1974 and the resulting threat of shortages, France 3.6 29
followed by the need to reduce the import bill when the cost of Germany 3.1 1.9
qil imports was quadrupled and even quintupled, prompted Italy 5.9 53
governments to rclylhe;wi]y on the price mcchanism. to reduce United Kingdom 5.5 3.9
dependence on outside sources of energy. To varying degrees
governments permitted producer prices of domestic energy to Other Northern Europe (b) 3.9 3.0
rise in line with the cost of imported oil and gas, and export prices Other Southern Europe (c) 4.3 3.8
o.f cncr‘gy were of course leIIIy ;1dju_sted.t¢? _wo.rld prices. In addi- Total OECD (d) 33 2.3(e)
tion, several governments increased indirect taxes on energy.
T;xki11g these factors into account, the impact of the energy price OECD Europe (d) 4.1 3.0
increase on the overall OECD price level may be estimated at
some 3% per cent (see Table 1). On this basis, something like half (a) Oil, hard coal and natural gas: import prices and domestic producer
the acceleration of OECD’s consumer price rise in the course of prices; does not include wholesale and retail markups. Excludes
hydroelectricity and nuclear power.
(b) Belgium-Luxembourg, Netherlands, Denmark, Ireland, Austria,
Finland, Norway, Sweden, Switzerland.
(1) The text is taken from a speech given by the Secretary General (c) Greece, Portugal, Spain, Turkey.
before the German Society for Foreign Affairs in Bonn on 18th (d) Based on 1973 GNP weights.
February 1975. The entire speech has been published in German in (e) Including 1.8 per cent for oil imports from outside the OECD.
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1974 (to nearly 15 per cent compared with 8 per cent in 1973) can
be attributed to higher energy prices.

The full impact was almost certainly higher. Inflation is a dyna-
mic process par excellence, and any outside influence is magnified.
The unexpected acceleration of inflation caused by the oil price
rise gave impetus to a new wage-price spiral by reducing real wage
earnings and triggering attempts to recoup the losses through
higher money wages.

The timing of the oil price rise was also most unfortunate from
the point of view of the industrialised economies. It came at a
period when, for many months, overall demand pressures vir-
tually throughout the industrialised world had been so strong as
to lead to recurrent shortages and inflationary anticipations.
This enabled firms to pass their energy-related cost increases fully
on into sales prices and—frequently—to enlarge their gross profit
margins at the same time. Had it been imposed in a period of
weak overall demand, there would have been more chance of
containing the spillover effects—indeed, firms would have been
compelled to absorb part of the energy-related cost increases.
The oil crisis occurred just when there had seemed some signs
of the year-long commodity price boom starting to decline: it
gave the boom a new lease of life.

It will never be possible to disentangle all these various factors
with any accuracy. But it is interesting to note that just before
the oil price rise in October 1973 the OECD Secretariat forecast
that the general price level in the industrialised countries might
rise by around 7 per cent in the course of 1974. In the event they
rose by some 15 per cent.

e Depressive Effects

The depressive impact of the oil-price rise on output and employ-
ment took longer to make itself felt. This depressive impact
did not come so much from the monetary side: the money trans-
ferred to the oil producers more or less all came back in the form
of payments for goods and services or investments in money and
capital markets. It came rather from an interruption in the flow
of incomes and expenditures. Real incomes in the consuming
countries were reduced; real expenditure by the producing coun-
tries rose by very much less than their receipts because of their
inability to spend so much money so quickly. But this contrac-
tionary influence was temporarily masked, in early 1974, by the
fact that the first thing people were conscious of was the boost
to prices. Foreseeing this—and the feeding through of the rise
in other commodity prices—households and firms tried to “beat
the inflation”” by building up stocks at old prices and more gene-
rally by anticipatory purchases. This behaviour gave a tempo-
rary fillip to demand and exacerbated price increases, notably
in the commodity markets.

The particularly sharp rate of inflation of early-1974 induced
many governments to go beyond the action which they had taken
in 1973 to curb aggregate demand; and in some cases balance-of-
payments worries, aggravated by the price of oil, provided an
added inducement. As a result, the middle of 1974 onwards saw
the level of activity being contracted, simultaneously, by the
effects of demand-management policies, by the spontaneous
deceleration of the boom as speculative stockbuilding began to be
unwound, and by the contractionary effect of the shift of income
from OECD to OPEC countries.

e Current Account Deficits

The sudden change in the structure of the current account of the
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OECD area and the size and likely duration of the overall deficit
impressed policy makers. Up to 1973 the OECD was running a
small surplus on current account with all developing countries
taken together. In 1974 the surplus with non-oil producing coun-
tries increased further from some $§5 billion to some $17 billion
but the deficit with OPEC rose suddenly from some $3 billion
to some $50 billion resulting in an OECD current account
deficit of about $33  billion. This was less than expected early in
1974, but the better out-turn reflected largely the slowdown of
imports from third countries, both OPEC and other LDC’s, in
the wake of the recession. Mainly for the same reason, the
aggregrate deficit is likely to be further reduced in 1975, but it
will take a number of years before it is completely eliminated.

The current account deficit of the OECD as a group with OPEC
is “unavoidable™, in the sense that it cannot be reduced by
exchange rate adjustments or by demand management policy.
Such measures can only shift the deficit from one country to
another.

Having recognised that, as a group, they had to accept such large
deficits for several years, the OECD countries rejected “beggar
thy neighbour™ policies. They adopted in May 1974 the Trade
Pledge, committing themselves to refrain, for one year, from import
restrictions and export subsidies to improve their trade balance
individually. They also maintained in real terms the level of aid
to developing countries.

It is not enough to accept collectively the current account deficit:
it still has to be financed. For the OECD area as a whole this
does not raise an insoluble problem. Distributed proportionally
to the national income of individual countries, a current account
deficit of the order of | per cent of GNP is well below the levels
reached at various times since the war in a number of industrial
countries without constituting a fundamental disequilibrium.

It is frequently argued that our countries cannot go on piling debt
on debt of these proportions for a number of years. Here again
it would appear that, for the OECD as a group, the burden vis-a-
vis OPEC is manageable. According to recent projections the
cumulative surplus of OPEC will probably reach its peak some-
where in the early 1980s at a cumulative sum of perhaps $225 to
$250 billion in 1974 prices. This corresponds to some 6 per cent
of our GNP in 1974. There have been numerous examples of
much higher levels of foreign indebtedness in the economic his-
tory of industrial countries.

e Sectoral Problems

Beyond its implications for the balance of payments, the macro-
economic impact of the oil price increase and of its timing does
raise serious problems for the OECD countries, both for global
demand management and sectorally. It is generally known that
the OPEC surpluses represent a rise in world savings without an
equivalent rise in the propensity to invest because this takes time
and, more importantly, the world is in a recession.

Hence there is at present need for temporary measures to support
not only investment, but even consumption. But as soon as the
OECD economy picks up, the pressure on resources could increase
rapidly as more investments will be needed for energy production
and conservation, improvement of the environment and possibly
production in basic industries including food. In this context it
will be necessary to shift resources away from consumption to
investment and to exports to OPEC. The pattern of the goods
needed for this purpose is such that it might create sectoral prob-
lems, particularly in countries with insufficient capacities in
heavy engineering and basic industries.




2. EXPORTS OF SELECTED OECD COUNTRIES
TO OPEC AND NEIGHBOURING COUNTRIES (a)

(most recent 3 month period)

$ million at annual Percentage changes over
rates not seasonally the same period in
adjusted previous year
Exports to Exports to
Total Exports Egypt, Syria, Total Exports Egypt, Syria,
Exports to OPEC Jordan Exports toe OPEC Jordan

Canada (b) 34,750 500 38 + 453 + 152% + 2741
United States (b) 101,250 7,750 466 + 34 4+ 1121 + 48
Japan (c) 58,500 6,000 205 + 621 + 115 + 3112
France (d) 47,500 3,000 637 + 20 + 69 + 136
Germany (b) 89,500 4,500 406 + 143 + 683 4+ 43
Italy (b) 31,250 2,500 475 + 28 + 932 -+ 287
United Kingdom (e) 41,750 3,250 241 + 28 + 693 + 881
Belgium (b) 29,250 750 86 + 143 -+ 26 — 81
Netherlands (d) 35,500 750 143 + 45 +  80% + 981
Sweden (b) 17,750 500 50 + 373 + 71 + 703
Switzerland (e) 12,250 750 81 + 193 4+ 723 + 733

important.
(b) August, September and October, 1974.
(¢) June, July and August, 1974.

(a) These countries are included because the spillover effects from the OPEC market via official aid flows, private transfers, etc., are thought to be potentially

(d) July, August and September, 1974.
(e) September, October and November. 1974.

Impact on OPEC Couniries

The export earnings of the producing countries rose last year by
about $70 billion, from $35 to $105 billion. They were only able
to spend a little under a quarter of this increased revenue on impor-
ted goods and services (see Table 2 for OECD exports to these
and neighbouring countries). Around another tenth was made
available to other developing countries through grants and loans.
The remainder was very largely invested in the OECD area in one
form or another.

Thus, the rise in the oil price has produced a significant shift in
the world distribution of income and wealth. To the extent that
this has benefited poorer countries—and some of the oil producing
countries are still quite poor—one cannot, from the moral point
of view, feel very upset about this, particularly as the industrial-
ised countries have lagged behind their development assistance
targets of the Second Development Decade. As things stand,
however, the greatest part of oil reserves are concentrated in a few
countries with very small populations. Moreover, there is much
evidence from economic history that attempts to shift the distri-
bution of income through intervention in the price mechanism,
however desirable this may seem on welfare grounds, are likely
to work badly or break down if they run counter to strong under-
lying forces of supply and demand.

e Ol Imports

One important question facing the oil producing countries, there-
fore, is whether the price of oil may not have risen by too much
in relation to likely trends in supply and demand in the energy
sector over the short and medium run. OECD oil imports, under
the combined impact of much higher prices and widespread reces-
sionary trends, fell by about 4 per cent last year. They are un-
likely to pick up again this year, keeping very much below earlier

trends and output capacity in the producing countries. The
OECD’s recently completed assessment of Energy Prospects to
1985 indicates that at present prices these trends are likely to
continue. In these conditions market forces could, in time, bring
a sharp downward break in oil prices, with the risk of a self-perpe-
tuating cycle of excessive upward and downward fluctuation in
prices typical of some other primary products, and highly detri-
mental to the interests of both producing and consuming coun-
tries.

o How to Invest the Surplus

The other major problem facing the oil producing countries is
how to invest their rapidly accumulating surplus funds—about
$55 billion in 1974. 1In a highly inflationary world with floating
exchange rates and much monetary uncertainty this is a far from
easy task. Preliminary information suggests that there was a
significant shift in the investment policies of OPEC countries in
the closing months of last year away from direct placement in
dollar denominated assets in the United States and the Euro-
dollar market. This change no doubt partly reflects adjustment
to changing monetary conditions and interest rate differentials.
However, it may also suggest a more fundamental desire of OPEC
countries to diversify their portfolio, to acquire more real assets
and longer-term financial assets, and more assets denominated
in the stronger European currencies.

Impact on Non-0il Producing
Developing Couniries

From the outset, the impact of higher oil prices on non-oil pro-
ducing developing countries has attracted considerable attention.
Although these countries are not large-scale importers of crude
oil, their balance on current account was likely to suffer a setback
of similar proportions, in relative terms, to the OECD countries.
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Naturally, most of them were expected to be simply unable to put
up with the new burden.

The actual developments turned out to be somewhat different.
In the first place, developing countries with large natural resources
benefited until mid-1974 from the commodity boom. Since they
managed to accumulate substantial reserves during this period,
they could continue to finance their imports without serious diffi-
culties until very recently. Second, these and some other deve-
loping countries managed to continue large-scale borrowing on
the Euromarkets. Third, countries politically or geographically
close to the OPEC and/or those simply unable to pay for the oil
have received from the oil producers substantial loans and grants,
as well as special terms of payment for oil. Fourth, non-oil LDCs
have benefited from the IMF oil facility and other international
financial assistance.

These factors explain that non-oil LDCs were able to finance
an increase in their trade deficit of some $15 billion in 1974, two-
thirds of which with OPEC and one-third with the OECD.

With the fall in industrial raw material prices and the decline in
the volume of exports of both commodities and manufactures,
export receipts of non-oil LDCs started to diminish in the second
half of 1974 and will continue to do so this year. Since the
cushion of reserves is by now practically exhausted, the volume
of their imports will decrease in 1975. Needless to say, some
LDCs could have serious resource problems and be compelled to
cut essential imports. Thus, after supporting activity in the
industrial countries in 1974, trade with non-oil LDCs is likely to
become a depressing factor in 1975 unless there is an improvement
in commodity markets and a rise in non-trade financial flows.

Impact on Individual
Indusirial Counlries

The actual impact of the oil crisis on individual industrialised
countries varied considerably. The additional import bill and
its contractionary effect were of comparable proportions for all
the main European countries, significantly more for Japan and
much less for North America. But the rise of oil prices exacer-
bated the already existing contrasts among OECD countries in
inflationary and balance-of-payments trends. Countries in a
weak starting position tended to experience an aggravation of
their difficulties while the stronger countries improved their rela-
tive position.

Although the “oil deficit’” (i.e. the increase in the oil bill minus
increased exports to OPEC) can still be identified for the OECD
as a whole and the concept remains useful as an instrument for
analysis, it is rapidly becoming more difficult to identify for indi-
vidual countries. In 1974, four countries (France, Italy, Japan
and the United Kingdom) accounting for 30 per cent of GNP of
the OECD as a whole, accounted for 81 per cent of the OECD
current account deficit (see Table 3). Addition of a few small
countries would bring the total up to 90 per cent.

o Financing Mechanisms for the Weaker Countries

In a situation of such extreme imbalance, the financing problems
of the weak countries were bound to assume considerable propor-
tions, and their indebtedness has become a matter of concern,

So far existing financing mechanisms have enabled these coun-
tries to overcome their problems without acute difficulties. The
Euromarket, helped by central bank support, stood up well to the
strain, and additional financing has become available through the

3 ESTIMATED CURRENT BALANCES 1974
(US'$ billion)

Canada — 13 United Kingdom | — 9
United States — 13 Belgium
Japan — 43 Luxembourg — 3
France — 6 Netherlands 4 12
Germany + 91 Sweden — X
Italy — 73 Other OECD
Countries — 131
Total OECD — 331

IMF oil facility and bilateral credits from OPEC countries and
within the OECD. In addition, an OECD Financial Support
Fund of $25 billion is being arranged (2).

The basic principle of the OECD Support Fund is that although
the overall deficit of the area is the result of the rise in oil prices,
the deficits of the individual countries reflect essentially the weak-
ness of their underlying position, aggravated by the oil crisis.
Hence the OECD Support Fund will only provide conditional
financing, subject to a continuous monitoring by the lending
countries of the demand management and energy policies of
borrowing governments. It will not help to prolong imbalance
among OECD countries.

The existence of the new OECD facility will enable the weak coun-
tries to avoid unduly heavy reliance on bilateral borrowing. Par-
ticipating countries in external deficit will be protected from unde-
sirable forms of pressure from their creditors wherever these may
be. By adopting a multilateral approach to financing, OECD
countries will show their financial solidarity, strengthen their
bargaining position as a group and lessen the scramble for OPEC
funds.

The OECD Support Fund is essentially a defensive mechanism
designed for a specific purpose. It is not intended as a substitute
for other existing forms of financing or recycling. Indeed, it is
understood that before a country resorts to it, fullest appropriate
use will be made of other means of financing. On the other hand,
obviously, one would not wait until countries were on the brink
of disaster before making a loan.

It follows that the Support Fund is not meant to solve all the prob-
lems arising from the accumulation of petrodollars. It is intend-
ed rather to provide a firm basis on which co-operative solutions
to these problems can be sought, notably by strengthening confi-
dence in the ability of governments to pursue appropriate policies
to deal with current inflationary and recessionary tendencies.

o The Problems of the Stronger Countries

As to the stronger industrialised countries—those who do not
seem likely, in the foreseeable future, to experience problems in
financing their imports—the group includes the United States
(the recent tendency for the dollar to weaken in no way reflects
the underlying competitive strength of American producers) Japan,
Germany and probably Belgium, the Netherlands and Switzerland.
The effect of the energy situation may be rather special for these
countries. They are faced with the same rise in price for imported
oil. Indeed, of the $65 billion increase in OECD’s oil bill in 1974,
some $40 billion fell on these “stronger’ countries.

(2) See page 9.




The essential difference lies in two clearly-linked phenomena.
First, before the oil crisis started, Germany, Belgium and the
Netherlands were already in very substantial balance-of-payments
surplus on current account. And the United States, thanks to
the exchange rate changes and booming farm exports, were swing-
ing fast from deficit to surplus. Second, most of these countries
experienced—and are still experiencing—an inflation rate that
compares favourably with those afflicting other industrialised
countries. This is true for the United States which, though suffer-
ing from a price rise which is clearly excessive, has at least kept
below the average OECD rate of inflation. And it is particularly
true for Germany and the Benelux partners in the European
“*Snake’”.

But as we all know, success can bring problems, which may
be no easier to solve than those which result from failure :
the resource burden that a highly competitive industrial structure
can entail, and the complications, from the point of view of those
responsible for managing the economy, that result from capital
inflows. Surpluses attract surpluses—even, apparently, when one
is no longer in a regime of fixed exchange rates. A country gets
a name for industrial efficiency and relative price stability. And
the result is an inflow of capital from abroad that may force the
exchange rate up to unrealistic levels but which certainly makes
the conduct of monetary policy as an instrument for domestic
stabilisation extremely difficult.

o The Influx of Oil Funds

And now, quite clearly, there is a new source of funds. The
OPEC countries are accumulating massive funds which they are
obliged to invest in the industrialised countries (see Table 4), and
the problem is to ensure that these funds are spread reasonably
equally between host-countries and are not over-concentrated in a
few “blue-chip” economies. Some of the problems that over-
concentration of these funds will cause resemble those resulting

from the dollar flows of earlier years: destabilising effects on
domestic monetary conditions and unwelcome pressures on
exchange rates. One has only to look at Switzerland’s recent
experience in this respect. But other problems associated with
foreign ownership and control are now beginning to be felt in
some OECD countries.

They are not necessarily unmanageable, and one should not, per-
haps, extrapolate indefinitely into the future certain new tenden-
cies which have made themselves felt in recent weeks. Nor are
they overwhelming in terms of the world as a whole. One must
assume that the oil producers are going to want a reasonable
spread of their portfolios as between countries: these are funds
which they have to invest for future generations, and something
like the rules of normal investment prudence will apply. And
they will want a spread between short- and long-term assets, and
between investment in real assets on the one hand and in fixed
interest instruments on the other.

But the way that these assets are distributed as between instruments
and markets is capable of causing problems for the host-countries.
Within the rules of prudence, the oil countries will want to parti-
cipate in the more advanced industries and the strongest econo-
mies. The flows will be big enough to risk being upsetting for
the strong economies.

Possible Solutions

What can the OECD countries do to mitigate this problem? It
would be quite unfortunate to attempt to deal with it by widespread
controls on international capital movements. OECD’s code for
capital movements strives to ensure freedom for international flows
of long-term capital, on the grounds that freedom to invest abroad
plays an important role in the maximisation of welfare. If the basic
principle of economic freedom of capital movements were partly

4. FLOW OF FUNDS FROM OPEC COUNTRIES IN 1974

( Estimates)
First half Second half Year
Amounts Per Amounts Per Amounts Per
Recipient ($ billion) Cent ('$ billion) Cent (S billion) Cent
1. United States 4 20 7 19 11 19
2. United Kingdom 2 10 4 11 6 11
(Sterling assets only)
3. Eurocurrency markets 91 49 11% 30 21 37
of which London (7) (36) (6) (16) (13) {23)
4. Others 4 20 15 40 19 33
a. International institutions (1) i s = S (3% (6)
b. Developing countries 23 (4)
¢. Residual (2) (13) (23)
5. Total external financial
surplus (3) 191 100 371 100 ) 100

(1) Including the IMF oil facility.

is unlikely to deviate much from the $55-60 billion rate.

Preliminary estimates on flows of funds from OPEC countries in 1974 are shown in the table above. The oil-producing countries’
overall external financial surplus is currently estimated to range between $50 and $ 60 billion. Because of timelags between oil
deliveries and payments, the distribution of this total over the year was markedly uneven, with around $19% billion falling in the
first half of the year and over $37 billion into July-December period.

(2) Government loans ; direct investments, acquisition of securities, real estate, etc., other than in the U.S. and U.K., unidentified operations.
(3) Estimates concerning OPEC countries’ overall financial surplus are still highly tentative.

Preliminary statistics seem to indicate that the overall surplus




sacrificed in order to deal with oil funds, OECD countries might
well be putting in jeopardy their ability to adapt their economies to
the real economic challenge now facing us: investment efforts must
be made in the next few years in respect of energy production and
conservation, and in respect of our export capacity. It is import-
ant to realise that an attempt to solve the problem of oil funds
primarily through controls would, in fact, amount to a frontal
attack on this Code, because the controls would, to be effective,
have to apply to all international capital movements: one cannot,
effectively, discriminate against funds from one particular source.

However, some use of surveillance may not be out of order.
Without having restrictions extended over international capital
flows in general, there may be scope for appropriate mechanisms
to deal with investments in particular sensitive areas.

e The Need for Co-operation

Since recent developments in the oil markets are likely to create
difficulties for individual countries it is not likely that individual
countries, acting alone, can solve these problems; what is needed
is a number of international, co-operative solutions.

One important thing that industrialised OECD countries must do
is to ensure that there is a sufficient harmonisation of the attitudes
of their individual governments towards capital inflows.  Without
wanting to seek wniformity of attitudes (circumstances must alter
cases), there are certain fields in which we must avoid too large
discrepancies—or destructive competitive elements—in the ways
in which countries treat foreign capital. It is desirable
to avoid undue national competition to atrract investment,
through concessional treatment of taxes or dividends; and in par-
ticular one must avoid the risk that bilateral agreements in respect
of capital transactions leads to growing bilateralisation of trade.
On the other side of the coin, some harmonisation of whatever
surveillance mechanisms are designed to deal with foreign
investment inflows is desirable: otherwise, some countries will be
more vulnerable than others to undesirable foreign investments and
to the adverse monetary effects of foreign capital inflows, the burden
being carried by the countries who adhere most faithfully to the
precept of freedom of international capital movements. | would
like to suggest that OECD countries consider the possibility of
agreeing on certain common guidelines, or guiding principles, for
their attitudes in respect of foreign investment flows.

e Positive Initiatives

But there are grounds for going well beyond this sort of
defensive co-operation, and for thinking in terms of more positive
initiatives which could ease the problems of absorbing oil capital
in ways which will be beneficial to oil producing and oil
consuming countries alike. The time may now be ripe to consider
seriously, within the OECD, whether there is not room for some
new institutional arrangement in co-operation with OPEC govern-
ments. | am referring to recent suggestions made notably in
Germany and in the United States to establish some sort of
international investment fund which would gather part of the
funds that oil producers wish to invest in real assets in the OECD
area, and steer them, on the basis of the technical expertise that
is so abundant in our financial community, to outlets which
would be profitable to the investor, which would be guaranteed
perhaps against political risk, but which would not raise—in the
acute forms suggested by certain recent events—the problems of
foreign ownership and control of national resources.

There may be difficult problems here. The problem of transpa-
rency of ownership may be important, though—to the extent

that the mechanism envisaged is a truly intergovernmental one—
the size of this problem can be reduced. And while such an
institutional development can help solve some problems, it cannot
solve all. In particular, insofar as the institution were run
according to commercial market criteria, the extent to which
it would alleviate any tendency for the funds to flow, in concen-
trated fashion, to the stronger economies would be limited.

But the benefits of such an arrangement could be far-reaching.
It would reduce the potential volatility of oil funds. And in
particular, it would serve to forge—or reinforce—links of common
interest between investing and receiving countries, expressing in
tangible form the sentiment—propounded already by leaders of
oil-producing states—that the fortunes of oil exporters and oil
importers are indissolubly linked.

*
* X

I have tried to show that although the problems facing us are
complex and serious, they should be manageable if there is an
adequate response.

At the national level, first, a major responsibility lies with the
countries with high rates of inflation and large current payments
deficits. Successful efforts to reduce inflation in these countries
are not only essential in their own interest; continuing weakness
would seriously undermine collective efforts to restore better
equilibrium in the world economy. Second. a major responsibility
lies with the stronger countries to ensure that the present decline
in world trade and output is halted before it goes too far.

At the international level, good progress has been made in elabo-
rating a collective response on the part of OECD countries. The
main elements already in place or nearly so are:

e Additional defences against self-defeating restrictions on trade
and payments;

e Arrangements for sharing oil in an emergency;

e Co-operative policies to encourage increased production and
conservation of energy:

e A major new financial mechanism to provide a safety net in the
event of serious difficulties, and work is also getting started on:
e Reviewing together policies with regard to foreign investment.

At first the response of the industrialised countries was essentially
defensive, but it is gradually evolving into a clear positive strategy.
Thus the way has been cleared to seek co-operative solutions at
the broader level of the oil consuming and oil producing countries,
Here the two closely interrelated questions are:

e How to avoid a massive over-adjustment of supply and demand
in the oil and energy markets, and excessive price fluctuations
over the medium run.

e How to find investment outlets for surplus oil funds which
reconcile the producing countries” desire for security and a good
yield with the needs of the consuming countries to finance their
payments deficits and promote productive investment,

Finally, the OECD and the OPEC countries should see what can
be done not only to help the non-oil developing countries minimise
this difficulty but to enable them to benefit from the redistribution
of world income and increase in world savings which has taken
place.

Despite dire predictions, international economic co-operation
survived the strains of the 1974 crisis and OECD Member
governments stood up to the challenge in a constructive and rea-
listic spirit. We can therefore look forward to new initiatives
and a continued improvement of our co-operation in 1975.
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THE FINANGIAL SUPPORT FUND
OF THE OECD

inisters from OECD Member countries, meeting at OECD
headquarters in Paris on 9th April, signed an Agreement
on the 525 billion OECD Financial Support Fund.

Finance Minister Willy De Clercq of Belgium, Chairman of the
Ministerial Meeting, presented the new Agreement:

" The Financial Support Fund of OECD is extremely important
in many respects. First it demonstrates the will of Member
countries to co-operate and to show solidarity in the face of
the present economic situation, one of the most difficult that
the world has seen since the Second World War, and to seek
common solutions to common problems.

We sincerely believe that this will to co-operate will help promote
a dialogue with the oil producing countries and with the non-oil
producer developing countries, for the solidarity which has just
been so dramatically demonstrated is not directed against
anyone. [t is not a means of confrontation but rather a way to
promote international solidarity.

Greater cohesion between industrialised countries is beneficial
not only to the countries themselves, but to the world as a whole.
If, through this Agreement we are able to decrease economic
instability and avoid the vicious circle of restrictions-receéssion,
the entire world economy will benefit, the developing as well as
the developed countries.

This Agreement is basically a supplementary mechanism.
After the crisis of the thirties, many of our countries realised that
it was not acceptable to let financial intermediaries which were
suffering from liquidity problems collapse. Most countries
then created a lender of last resort at the national level. Today
we have transposed this idea on to the international level.

The mere fact that this Fund exists should strengthen confidence
and permit us to hope that it will in fact never have to be used. "

%

In his reply to the Belgian Finance Minister, OECD’s Secretary-
General noted that the Agreement’'s significance has two
aspects:

It is important in itself for the financial mechanism that it puts
into place. It is also important as a further link in the chain
of co-operative response to entirely new economic problems
which has been forged over the last fifteen months.

The Agreement was prepared by an Ad Hoec Working Party of
the OECD Council under the Chairmanship of Jacques van
Ypersele de Strihou of Belgium. The main features of the
Agreement, as summarised in a report of the Working Party’s
Chairman, are shown below.

Left to right: Jacques van Ypersele de Strihou (Belgium ), Chairman of OECD Council ad hoc Working Party created to prepare the agreement establishing
the Financial Support Fund; Belgian Minister of Finance Willy De Clercq, Chairman of the meeting, Emile van Lennep, OECD Secretary General; and
Stephen Marris, Economic Adviser to the Secretary General.
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MAIN PROVISIONS OF THE AGREEMENT ESTABLISHING
A FINANGIAL SUPPORT FUND OF THE OECD

Membership

The Financial Support Fund is to be set up in the framework of
the OECD. Membership of it will be open to all OECD coun-
tries. Founding members may sign the Agreement between
9th April and 31st May, 1975.

The Objectives and Nature of the Fund

The principal objectives of the Fund are to encourage and assist
its members :

@ to avoid unilateral measures which would restrict international
trade or artificially stimulate exports, and

e to follow appropriate domestic and international economic
policies, including adequate balance-of-payments policies and
co-operative policies to promote increased production and
conservation of energy.

The Fund will provide a framework in which its members will
reinforce their economic co-operation and provide mutual
financial support. An essential feature is that the risks on loans by
the Fund will be shared among all members, in proportion to
their quotas and subject to the limits of their quotas, however
the loans are financed.

The Fund is intended to help deal with the difficulties inherent
in the current economic situation. It has the capacity, estab-
lished for a period of two years from the entry into force of the
Agreement, to grant loans, in exceptional cases, to supplement
other sources of credit to which members encountering serious
economic difficulties have had recourse. Thus, it will be in the
nature of a “safety net”, to be used as a last resort. A member
will be expected, before calling on the Fund,

@ to have made the fullest appropriate use of its reserves;

e to have made best efforts to obtain capital, on reasonable
terms, from other sources; and

@ to have made the fullest appropriate use of other multilateral
facilities, such as those of the IMF and the EEC (so far as
members of the EEC are concerned).

That does not, however, mean that a member should have
exhausted such other resources before it has recourse to the
Fund.

Quotas

Members will haye quotas which will determine :

e their shares in the risks on loans,

e their voting rights and,

e their maximum financial liability to the Fund,

and which will be the basis for determining,

e their shares in the financing of loans and

e® the amount they may borrow from the Fund.

The total of the quotas is 20 billion SDR, or approximately
25 billion U.S. dollars. The distribution of the quotas (see
table) is based on a formula giving about equal weight to coun-
tries’ GNP and foreign trade, with some adjustments. (In

particular, in the case of countries with an exceptionally large
volume of foreign trade relative to GNP, allowance was made for
this factor, which would otherwise have produced too large
a quota).

Loans

e The Conditions for Borrowing

A country requesting a loan will be required to demonstrate that :
e it is encountering serious external financial difficulties;

e it has made the fullest appropriate use of other resources (as
specified above) ; and

e its economic policies are consistent with the objectives of the
Fund and include the measures needed to redress its external
financial situation.

The borrower will undertake to carry out the policies needed to
redress its external financial situation over an appropriate period
and to fulfil the objectives of the Fund. Its economic policies
and its observance of the conditions on which the loan is granted
will be kept under review.

o Decision on the Granting and Financing of a Loan

The granting of a loan will require a single decision on the
following matters, taken together:

the eligibility of the borrower,

the conditions relating to the borrower's economic policies,
the amount and maturity of the loan,

the method of financing the loan, and

the basis for determining the interest rates to be paid to
members which provide direct financing, and to be charged on the
funds loaned to the borrower.

The precise financial terms and the date, or dates, of transfer
of funds will be specified in the final text of the loan agreement
between the Fund and the borrower.

The decision will require a two-thirds majority if, following the
loan, the member’s outstanding borrowing would not exceed its
quota, a 90 per cent majority if its outstanding borrowing would
be between 100 per cent and 200 per cent of its quota, and
unanimity if its outstanding borrowing would be in excess of
200 per cent of its quota. These majorities have to be fulfilled
both in respect of all members of the Fund, excluding the prospec-
tive borrower, and of the members called upon to provide the
financing for the loan (1). These majorities must include at
least half of the members of the Fund.

o Maturity and Interest Rate

Loans will have a maturity of not more than seven years. The
rate of interest on loans will be decided in the light of conditions
at the time, having due regard to the interest rate paid by the
Fund on the related financing, and will not be less than the
latter rate.

(1) Members may be exempted, for balance-of-payments
reasons, from calls for one type of financing (see below ).
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o Advance Repayment of Loans

Should the balance-of-payments situation of a borrower
improve substantially, it may be required by a two-thirds majority
of the votes, excluding its own votes, to repay all or part of the
loan in advance of maturity. A borrower may also make ad-
vance repayments voluntarily, on condition that the advance
repayment of the corresponding financing provided to the Fund
is acceptable to the lenders.

The Two Main Methods
of Financing the Fund’s Loans

There will be two main methods of financing the Funds’ loans:
e firstly, individual commitments, under which each member
called upon provides either direct financing (i.e. a transfer of
funds), or an individual guarantee for borrowing by the Fund in
financial markets (i.e. an undertaking to transfer funds to
enable the Fund to meet its obligations should the loan which is
financed not be repaid on the due date),

e secondly, borrowing by the Fund in financial markets on the
basis of a collective guarantee by all members (i.e. an under-

QUOTAS
Amounts
As per cent :
Countries o? total es::t;‘gl;ed
Queias (million)

Australia 1.5 300
Austria 1.0 200
Belgium 2.4 480
Canada 4.2 840
Denmark i 7 240
Finland 0.8 160
France 85 1,700
Germany

(Federal Republic of) 12.5 2,500
Greece 0.6 120
Iceland 0.1 20
Ireland 0.6 120
Italy 7.0 1,400
Japan 11.7 2,340
Luxembourg 0.1 20
Netherlands 3.0 600
New Zealand 0.8 160
Norway 1.0 200
Portugal 0.6 120
Spain 2.5 500
Sweden 1.5 300
Switzerland 2.0 400
Turkey 0.6 120
United Kingdom 8.0 1,600
United States 27.8 5,660
Total 100.0 20,000

taking shared by all members to transfer funds to enable the Fund
to meet its obligations).

Calls for financing will be proportional to the quotas of the mem-
bers called, unless a member agrees to provide a higher propor-
tion (but any additional amount must not exceed its uncalled
quota). All transfers of funds to the Fund in response to calls
for financing will be in the form of actually convertible currency.

First Method: Individual Commitments

Under this method, each member has an option to provide its
share, either by making an immediate transfer of funds, called
direct financing, or by giving an individual guarantee, on the
basis of which the Fund can borrow in domestic or international
capital markets.

o Exemption from the Calls for Financing

Under this method the borrower will be excluded from the calls
for financing, and there are special provisions under which other
members may be exempted from the calls, in view of their present
or prospective balance-of-payments situation. Such exemption
will be decided upon, by a two-thirds majority, prior to the
decision on the granting of a loan and its financing referred to
above. The majority must include at least half the members.

o Direct Financing

A member which provides direct financing will transfer actually
convertible currency to the Fund, obtaining such currency in
whatever way it chooses. It may, for example, draw on its
reserves, or its central bank may apply to the Bank for Interna-
tional Settlements (BIS) for a credit, or it may borrow from other
sources. Should its balance-of-payments situation subse-
quently deteriorate, a member will be able to mobilise its direct
financing claim (see below).

e Individual Guarantees

If a member opts for an individual guarantee, in response to a call
for individual commitments, the Fund will seek to raise the requi-
site funds in international or domestic financial markets, taking
due account of market conditions and other relevant factors.
(The general conditions for such borrowing are specified below.)
If the Fund is unable toraise the required amount within a reason-
able period of time, on terms reasonably comparable to those
available to a borrower of a good name, or otherwise acceptable
to the Fund, the member which is offering the individual gua-
rantee will allow borrowing by the Fund, after consultation be-
tween the Fund and that member, in its currency (which is to
be made convertible) and in its domestic financial market,
including borrowing from public institutions, up to the amount
covered by its guarantee.

By providing an individual guarantee, a member undertakes
to stand behind the Fund’s obligations to lenders The indi-
vidual guarantee will cover, in addition to the amount borrowed
by the Fund under that guarantee, an allowance relating to the
payment of interest and other charges on that borrowing. This
allowance will involve a drawing on the member’s quota, addi-
tional to its share in the financing; and, for reasons of equity,
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the quotas of all the other members participating in the financing
will be drawn on by an additional amount which represents the
same proportion of each member's share in the financing (so
that their liability to provide further financing is reduced in the
same proportions).

Second Method: Borrowing by the Fund
on the Basis of Collective Guarantee

Under this method of financing, the Fund will borrow in financial
markets on the basis of a collective guarantee provided by all
members. If it is decided to finance a loan in this way, no
member will be exempted from participation in the collective
guarantee.

A member’'s participation in a collective guarantee means that,
up to its share in that guarantee, it stands behind the Fund's
obligations to lenders. In addition to guaranteeing to provide
the Fund, if needed, with funds equal to its share in the total
amount borrowed by the Fund, the member will guarantee
two other amounts: its share in an allowance for interest pay-
ments and other charges, and its contingent liability (i.e. the
extent to which it backs up other member’s guarantees). The
contingent liability will be a uniform percentage, up to 50 per
cent, of each member’s share in the amount borrowed by the
Fund and in the allowance for interest payments and other
charges. As repayments of principal are made by the Fund in
respect of its borrowing, proportional reductions will be made
in the allowance and the contingent liability.

Flexibility of the Fund’s Financing Arrangements

The Fund can grant relatively substantial financial assistance
to any member in case of need—borrowing in excess of the
quota being subject to a decision by a 90 per cent majority or
to a unanimous decision, but not to any quantitative limit.

The financing arrangements allow individual members to choose
the method of raising the funds required from them which is
best suited to their financial situation and their domestic legal
procedures. These arrangements are also sufficiently flexible
to enable the Fund to adapt its financing methods to the eco-
nomic situation at the time. If a few members are experiencing
external financial difficulties, while the others are able to obtain
adequate funds on reasonable terms, financing mainly in the
form of individual commitments might be the best response.
Whereas, if a few countries are in a strong financial position,
and the others are experiencing difficulties, it might be better
for the Fund to obtain financing by borrowing, on the basis of
a collective guarantee, in the financial markets of the countries
in a strong financial position (or, indirectly from those coun-
tries, by borrowing in international markets).

It takes time to arrange large-scale borrowing in financial
markets and it may be necessary to wait for the right conditions.
Consequently, if there was need to provide substantial financial
assistance without delay, it might be best, in the first stage, to
call for financing by individual commitments and, at a later
stage, to replace such financing by borrowing on the basis of
a collective guarantee. There are provisions enabling the
Fund to do this.

The practicability of financing, in the initial stage, by individual
commitments, will be considerably enhanced by the facilities

offered by the Bank for International Settlements (BIS). The
Bank could give credits to the central banks of members called
upon to provide direct financing and, under certain conditions,
could make loans to the Fund in connection with financing
based on the individual guarantees of members.

Mobhilisation of a
Member’s Direct Financing Claim

Should the balance-of-payments situation of a member which
has provided direct financing deteriorate, it will be able to
mobilise all or part of its claim on the Fund. For this purpose
it can request a loan from the Fund; provided it has first sought
to obtain the consent of one or more other members to take
over its claim, or to obtain alternative financing by its central
bank receiving a credit from the BIS. The granting of such
a loan will be subject to a decision by a two-thirds majority
confirming that the member’s request is justified on balance-of-
payments grounds and providing for the financing of the loan.
The majority must include at least half the members.

General Conditions for Borrowing
by the Fund in Financial Markets

Borrowing by the Fund will be done within the territories of
members. Such borrowing may be in domestic financial mar-
kets, including public institutions, or in international financial
markets, or from international institutions. The Fund will take
due account of market conditions and other relevant factors.
A member in whose territory the borrowing is to take place will
give favourable consideration to any proposal by the Fund to
borrow in international financial markets. The Fund, before
borrowing in a member's domestic market, will have obtained
the member’'s authorisation and, before borrowing in interna-
tional financial markets, will, if so requested, have obtained
the authorisation of the member in whose currency the borrow-
ing is to take place. Subject to those conditions, members
will make best efforts to assure that financial institutions within
their territoires are eligible to purchase securities issued by
the Fund.

Organisation and Management

The Fund will have its own decision-making and managerial
bodies. Decisions will be taken by the Governing Committee,
in which all members of the Fund will be represented by senior
financial officials. There will also be an Advisory Board, com-
posed of financial officials nominated by members, acting in
their capacity as experts. The number of members of the
Advisory Board, which will not exceed half of the number of
members of the Fund, will be decided by the Governing Com-
mittee. The Advisory Board will prepare the work of the
Governing Committee, with the assistance of the Secretariat.
The OECD Secretariat will serve as the Secretariat of the Fund.
A representative of the Commission of the European Commu-
nities will participate in meetings of the Governing Committee
and the Advisory Board. The Governing Committee will
make appropriate arrangements for liaison with the International
Monetary Fund and the Bank for International Settlements and
for the participation of representatives of these institutions at
meetings of the Governing Committee and the Advisory Board.
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It is envisaged that the Fund will enter into an agreement with
the B.1.S. whereby the Bank will act as Agent of the Fund, for
administrative purposes and for the technical arrangements
in respect of the Fund's borrowing in financial markets.

All the costs of the Fund’s operations will be met out of funds
received by it in payment of interest and other charges, including
service charges, and not needed for making payments to lend-
ers. The Fund will have a separate juridical personality and
will be entitled to the privileges and immunities which are neces-
sary for its transactions.

Denomination of the
Fund’s Claims and Obligations

The Fund’s obligations in respect of direct financing will be
denominated either in Special Drawing Rights (SDR) or in
the currency transferred to the Fund by the member providing
such financing, at the option of the latter. In the case of indi-
vidual and collective guarantees, the obligations of the Fund
and the guarantees will be denominated either in SDR or in
the currency or currencies borrowed by the Fund, as decided
by the Fund. Loans by the Fund will have the same denom-
inations as for the corresponding parts of the financing.

Risk-Sharing

In the extremely unlikely event of a borrower being unable
to make a payment on the due date, the Fund will obtain the
amount required to meet its obligations to lenders, in respect
of its borrowing in financial markets, by calling on the guaran-
tors to provide the funds and by drawing on the balance on
its income and expenditure account. It will then meet its
obligations (in respect of direct financing or transfers under
guarantees) to the members which financed the loan concerned,
by calling on all members, including borrowers and those
exempted from calls for financing; it being an essential feature
of the Fund that the risks on its loans are shared between all
members. This multilateral sharing of risks will be based on
the obligations and claims calculated as if they had been deno-

minated in SDR. The differences between amounts as deno-
minated in currency and the amounts calculated on this basis
will be carried over, to be repaid as a result of subsequent pay-
ments by the borrower, or to be settled on liquidation, bilate-
rally between the borrower and the members concerned.

Interpretation and Amendment

Any question of interpretation of the provisions of the Agree-
ment, arising between any member and the Fund, or between
members, will be referred to an ad hoc committee of three
experts designated by the Governing Committee on the pro-
posal of its Chairman. The opinion of the majority of the ad
hoc committee will be accepted by the Governing Committee,
unless the latter decides otherwise by a majority vote. (The
majority must include at least half of the members.)
Amendments to the Agreement may be proposed by unanimous
decision of the members of the Governing Committee and will
to the extent required by their constitutional procedures, be
subject to ratification by member countries.

Liquidation

The Fund will remain in existence until it has discharged all its
obligations to third parties and the last repayment of any loan
made by it has fallen due. At that time the Fund will be liquid-
ated, unless the Governing Committee decides otherwise by
a 70 per cent majority. Under the liquidation provisions, any
remaining assets and liabilities of the Fund will be converted
into bilateral claims and debts.

Entry into Force of the Agreement

When countries holding at least 90 per cent of the quotas have
deposited instruments of ratification, the Agreement will enter
into force for those countries. Moreover, if at least 15 coun-
tries, holding at least 60 per cent of the quotas, have deposited
such an instrument, they may bring the Agreement into force
among themselves.

ENERGY CONSERVATION
AND THE DEVELOPMENT OF ALTERNATIVE
SOURGES

International Energy Agency (1) in carrying out a pro-
gramme of long-term co-operation to reduce the depend-
ence of Member countries on imported oil.

Progress has been made on several fronts by OECD's

Energy Conservation

The Agency’s Governing Board has adopted the objective for
the group as a whole of reducing oil imports of the group by

2 million barrels per day or about 10 per cent below the level
they would have reached in the absence of conservation and

(1) Two more countries have now joined the |EA: New Zealand,
which became a Member on 21st March, and Norway, under
the terms of an agreement dated 7th February which states that,
in case of an emergency involving a serious shortage in oil
supplies, the Norwegian Government would contribute, by
gavernment decision, to a sharing programme.
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other measures now in force or planned for 1975. The result
will be a level of imports for 1975 which is no higher than that
of 1973, namely about 22 million barrels a day. Compared to
the projections made before the oil price increase, the saving
amounts to some 6 million barrels a day.

This target is based on a collation of national estimates. The
same procedure will not necessarily be used for establishing
the conservation targets for 1976 and 1977 which are now
being considered within the Agency.

The escalating cost of energy has prompted most governments
to look for ways of reducing energy consumption on their own.
The target set by the Agency is designed to encourage partici-

ENERGY PROSPECTS
for Members® of OECD’s International
Energy Agency

1973 1975 Change
(estimated) %
million barrels per day
Total primary
energy
requirements 65.5 66.9 + 2.1
Oil consumption 35.0 34.6 — 11
Oil imports 21.8 217 — 04

" Excludes New Zealand and Norway.

pating countries to intensify their efforts. The means employed
to conserve energy differ from country to country ranging from
publicity and information campaigns to recommendations to
compulsory control measures.

As oil prices went up so did those of other forms of energy and
in some cases government subsidies have been withdrawn or
cut back and taxes and duties increased. Some countries, like
Ireland, have revised their energy pricing systems so as to dis-
courage users from consuming more energy at certain hours.
An interesting measure has been taken in Spain: any fuel oil
consumed over and above 80 per cent (home heating) or
90 per cent (industrial heating) of the 1973 level is subject to
a 25 per cent surcharge.

The imposition of maximum temperature and lighting levels is
generally restricted to the public sector, but such measures are
usually accompanied by publicity campaigns designed to induce
private consumers to do likewise and to accept lower indoor
temperatures. Another widely used measure consists in giving
grants or tax concessions for improvements in thermal insulation.
In the transport sector, apart from the deterrent effect of higher
petrol prices, the step most frequently taken to reduce consump-
tion has been the introduction or reduction of speed limits.
Even before the energy crisis, some countries had inaugurated
systems in which vehicle tax (i.e. the vehicle licence or VAT
on new vehicles) increased with vehicle size; such provisions
however are by no means general. Many countries provide
financial aid or allow tax concessions to industries for industrial
investment projects designed to conserve energy. One spe-
cific measure taken by certain countries to reduce oil imports
is to convert their power stations to coal burning installations.
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Long-term projects often include the combined generation of
electricity and heat.

Development of
Alternative Sources of Energy

A new policy concept adopted by the Agency’s Governing

Board provides for three interlinked measures of co-operation:

e Encouraging and safeguarding investment in conventional

energy sources—fossil fuels, hydroelectric and nuclear. This
implies a minimum common safeguarded level of price below

OECD'S COMMITTEE ON INTER

o reinforce co-operation in matters related to international
T investment and the activities of multinational enterprises,

a new Committee has been created within QECD. The
aim is to make progress in these two fields in a generally balanced
way. Two types of issues will be examined :

e What Can be Done to Deal with the Issues Raised
by Multinational Enterprises ?

More specifically the Committee will investigate how to promote
the exchange of information and improve and harmonise national
statistics on such firms. It will also seek to develop uniform
standards of behaviour applicable to the enterprises and inter-
governmental procedures for dealing with possible complaints.

o Issues Pertaining to International Investment

OECD’s Code of Liberalisation of Capital Movements was deve-
loped in the 1960's as a way of freeing such capital flows at a
time when there were many restrictions. The Committee will
explore whether it is possible to supplement this Code with
principles that ensure more equitable national treatment of
foreign owned enterprises.

There are circumstances in which a government may feel itself
obliged to encourage or discourage international investment—
that of its own investors or of foreigners in its own territory.
The problem is to prevent such measures from distorting inter-
national economic relations or harming other national economies.

Finally new patterns of international investment may evolve with
large inflows into OECD countries from outside the area. It may
therefore be necessary to take measures to reconcile specific
national requirements with the principle of liberalisation of
capital movements.

B

In opening the first meeting of the new Committee OECD's
Secretary General, Emile van Lennep, drew attention to some
of the main problem areas:

Multinational enterprises have been the object of a great deal
of comment in recent years, but the discussion has often been
emotionally charged and hampered by a lack of qualitative and
quantitative information or of agreement on the real political
nature of the problem.
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which imported oil should not be sold on domestic markets.
Each country will choose its own means of ensuring that the
price of imported oil does not go below this minimum level
which has yet to be fixed.

® Establishing an overall framework of co-operation on the
development of alternative sources to provide assistance on a
project-by-project basis.

e Implementing an initial research and development pro-
gramme focussing on co-operation in three areas:

— utilisation of waste heat

— utilisation of municipal and industrial waste

— production of hydrogen from water.

In addition, members of the Agency have agreed that three
further R and D programmes—coal technology, nuclear safety
and the management of radioactive wastes—are subjects of
priority interest. The members envisage promptly pursuing
co-operation in these three, as well as other R and D areas covering
thermonuclear fusion, energy conservation and solar energy.
Now that the policy concept has been agreed to, the decision
to implement it must be taken in accordance with the Inter-
national Energy Programme. The system then adopted will take
into account whatever technical adjustments are found to be
necessary by the Agency’'s Standing Groups as well as deve-
lopments in consumer-producer relations.

NATIONAL INVESTMENT AND MULTINATIONAL ENTERPRISES

Chairman of the new Committee: Helga Steeg, Ministerial Director,
Ministry of Economics, Federal Republic of Germany.

The rise of multinational enterprises and the increasing foreign
involvement of business have been deplored by some as likely
to limit substantial elements of national sovereignty. Others
have hailed multinational enterprises as agents for the establish-
ment of a pattern of international economic relations character-
ised by an optimum allocation of resources.

One should certainly not lose sight of the positive contribution
made by multinational enterprises to the welfare of both the coun-
tries in which they operate and those in which they are based.
The rapid growth in the number of these firms over the last
decade, however, their increased size and scope, as well as the
discrepancies which may exist between the transnational struc-
tures of these enterprises and the national character of govern-
ments have given rise to concern.

How to deal with these problems ? First, there is of course a clear
need for improved exchange of quantitive and qualitative infor-
mation which should be translated, however, in a fairly short time
into recommendations for action.

Two approaches to the reduction of tensions between multi-
national enterprises and national sovereignty can be envisaged :

first, multinational enterprises themselves can agree on some
sort of principles of conduct on a purely self-regulatory basis
without involving governmental action. Second, governments
can agree on some sort of standards of behaviour applicable to
the enterprises—as necessary on a regional basis—and guide-
lines which could serve as a basis for governmental action and
also, as appropriate, intergovernmental consultation procedures
as a stage in a continuing process aiming at the harmonisation
of national laws and administrative procedures. Without dis-
missing the idea that self-regulation may be useful, the Council
of OECD has instructed the new Committee to follow the second
approach: to prepare at this stage action proposals aimed at
developing uniform standards of behaviour applicable to the en-
terprises and to develop intergovernmental procedures for dealing
with possible complaints. In the long run, however, the
objectives will be strengthening intergovernmental co-operation
through harmonising national laws and procedures and pos-
sibly even establishing equitable international rules—if possible
in a wider context than the OECD area. For, unless fast pro-
gress is made in adapting the political structures to modern
reality by strengthening intergovernmental co-operation, gover-
ments might on the one hand be unable to take the measures
necessary to safeguard the public interest and welfare: on
the other hand multinational enterprises might find themselves
increasingly harassed by unnecessary obstacles and restric-
tions that could seriously reduce their potential and therefore
hinder them from making an optimum contribution to the
welfare of nations.

There is therefore a clear need for action-oriented co-operation
in this field. Such action, however, should not impair the
level of liberalisation which OECD Member countries have
already been able to achieve in the field of international invest-
ment. The second major area with which the Committee
will have to deal, therefore, is encompassed in the phrase
issues pertaining to international investment. In this field,
the Committee, according to its mandate, will first have to
consider the organising of consultations regarding the reduc-
tion of harmful effects on Member countries’ economies which
may result from the use of investment incentives and disincen-
tives in other countries. Second, the Committee will have to
consider the possibility of implementing the principle of national
treatment of enterprises under foreign control.




FLOWS T0
DEVELOPING COUNTRIES:
RECENT CHANGES

What changes took place in development assistance in 19747

What can be said about the future?

What is and what will be the role of the oil-exporting countries in the group of donor countries? (1)
To answer such questions in a preliminary way OECD’s Secretariat has made some numerical estimates
which are summarised in the following article. Development Co-operation - 1974 Review,
the most recent report of the Chairman of OECD’s Development Assistance Committee (DAC ), is also

The lgu-rmmv n
the Transfer
of Resowrces...

Official Development Assistance (ODA)
from all sources (bilateral aid, grants
and capital subscriptions to multinational
agencies from DAC countries, OPEC and
Communist countries) are estimated to
have increased considerably between 1973
and 1974, rising from some S11 billion
to $15 billion in money terms; addition
of “other official flows”’ brings the total
to $20 billion (2).  Private flows from
DAC countries in 1974 probably exceeded
$13 billion on a net basis: private direct
investment was over $7 billion, export
credits and other lending around $4.5 bil-
lion and grants by voluntary agencies
some $1.5 billion. This does not include
Euro-currency lending to developing
countries which exceeded $9 billion on a
commitment basis.

. and in
Regquiremenls

Although part of the increase, in money
terms, in the flow of resources to the
developing countries has been absorbed
by inflation, there has been an increase
in real terms as well. Unfortunately
it has not kept pace with the requirements
of the recipient countries which have
risen much faster: the oil bill alone for
these countries is estimated to have risen
by some $10 billion (Table 1 a).

a source of information.

In the food sector alone requirements
also outweigh aid. FAO estimates that
the cost of commercial imports of cereals
(i.e. imports that are not part of food aid)
rose by approximately $6 billion between

1972/73 and 1973/74. Merely to maintain
the purchasing power of 1973, it can be
estimated that financial flows would have
had to increase by at least $3 billion, and
this on the assumption that import prices

Figures quoted in this article are in
part estimates which indicate orders
of magnitude.

(1) A paper on this question is available

Jfrom the OECD Development Assistance

Directorate.

T T

(2) These figures do not include net Euro-
dollar lending from or through DAC coun-
tries which, in 1973, was estimated at
approximately $10 billion. Nor does it
include contributions to the Qil Facility of
the IMF.

e e il

The developing countries have been faced with rising prices for imported cereals as well as for oil.
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have not risen by more than 10 to 15 per
cent. These figures do not take account
of the changes that have taken place in
the trade balance of the developing coun-
tries (taken as a group) as a result of
changes in relative prices recorded in 1974
for products other than oil and cereals
(Table 1 b).

The Emergence of
the OPEC Couniries

The emergence of the OPEC countries
is the most important change to have
taken place in the composition of the
group of donor countries. They arrived
in strength; ODA disbursements from
these countries probably increased five-
fold between 1973 and 1974 reaching
some $2.5 billion.

This enormous increase in aid from these
countries has altered their position rela-
tive to the other two main groups of
donor countries: DAC Members and the
Communist countries, with the latter
falling from second to third place after
the DAC and OPEC countries. In abso-
lute terms, their flows remained about
the same in 1974 (Table 2).

As far as DAC countries are concerned,
their aid disbursements increased in
monetary terms by some $2 billion in 1974
and they remain by far the largest source
of aid. However their share of total aid
naturally decreased following the in-
crease in the aid given by the oil-producing
countries. Thus it is probable that the
share of DAC countries in ODA disbur-
sements fell from approximately 85 to
76 per cent between 1973 and 1974
(Table 2).

The criteria used by the three main donor
groups (DAC, OPEC, Communist coun-
tries) in allocating their aid are appa-
rently very different and this, in conjunc-
tion with the change in the composition
of the donor group as a whole, has pro-
duced a shift in the geographical distribu-
tion of aid.

The DAC countries traditionally distri-
bute their aid among a large number of
countries, of which forty receive more
than $10 per capita. The three largest
recipients (Indonesia, India, Republic of
Vietnam) received less than 20 per cent
of the total in 1973.

On the other hand, the aid given by the
Communist countries has always been

highly concentrated, mainly on Cuba
and the Democratic People’s Republic
of Vietnam (which together received
roughly half of the total in 1973). This
does not, however, prevent a country like
China, whose aid is liberal compared
with that of the other Communist coun-
tries, from assisting almost 50 countries,
the bulk of them in Africa.

Turning to the OPEC countries, the
geographical concentration of their aid
should not be overlooked in view of the

absolute and relative increase in such
flows. Although they are at present
diversifying their commitments, it is
probable that in 1974 the four main reci-
pients—Egypt, India, Pakistan and Syria—
received 70 per cent of the OPEC countries’
bilateral aid disbursements. However, it is
worth noting that, despite the particular
way in which the oil-producing countries
distribute their aid, more than two fifths
of bilateral commitments in 1974 (approx-
imately $2.7 billion) were for the “most

1. INCREASED IMPORT COSTS
(a) A HIGHER OIL BILL IN 1974
(Increase as %, of 1971 GNP)
Korea (Rep. of) 9.0 Lebanon 4.6 Nicaragua 3.5
Afghanistan 8.5 Sri Lanka 4.8 Turkey 33
Thailand 5.4 Philippines 4.5 Mauritania 3.3
Jamaica 5.3 Vietnam (Rep. of) 4.1 Guinea 3.2
Liberia 5.1 Sudan 3.8 Kenya 3.1
Uruguay 4.9 Taiwan 337
(b) INCREASED COST OF GRAIN IMPORTS 1973 AND 1974
( By comparison with the 1970-1972 average)
Cost % of total %
Country in $ imports of GNP
million in 1970-72 1971
Total developing countries 73 + 5,176 8 —
74 + 8,376 13 -
Bangladesh 73 + 337 - 7
74 - 413 — 8
Sri Lanka 73 + 85 21 7
74 + 111 27 9
India 73 255 11 0
74 + 667 28 1
Pakistan 73 4+ 105 13 1
74 + 303 36 4
Egypt 73 + 369 44 5
74 + 603 73 8
Philippines 73 + &4 7 1
74 + 167 13 2
Senegal 73 + 79 32 8
74 + 70 28 7
Korea (Rep. of) 73 + 430 19 5
74 - 564 25 6
Brazil 73 + 221 6 1
74 + 125 3 0
Mexico 73 + 179 £ 1
74 + 283 11 1
Chile 73 + 142 15 2
74 + 323 33 4
Source: World Bank and OECD Secretariat.
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2. FLOWS FROM PRINCIPAL DONOR GROUPS
1970-1974*

(S million)

1970 1971 1972 1973 1974
Total official flows
DAC 8.006 9.054 10,253 11,995 | (14,000)
Communist countries 1,150 1,150 1,000 1,400 (1,400)
OPEC countries 410 560 525 850 (4.800) (a)
Other countries (b) 46 16 34 40 (50)
Total 9,612 10,780 11,812 14,285 | (20,250)
DAC as a %, of total 83 84 87 84 (69)
of which: ODA
DAC 6,845 7,776 8,672 9,408 | (11,400) (c)
Communist countries (1,000) (1,000) (850) (1,100) (1,100)
OPEC countries 379 473 (418) (531) (2,500)
Other countries (b) 27 13 21 40 (50)
Total 8,251 9,262 9,961 11,079 | (15.050)
DAC as a %, of toral 83 84 87 85 (76)

shown in brackets are highly conjectural.

Africa.
(e) Excludes Portugal.

* Figures are Secretariat estimates apart from those for the DAC countries for 1970-73.

Those

(a) Contributions to the IMF oil facility amounting to 8 3.2 billion are excluded.
(h) Finland (which became a member of the DAC in January 1975), Ireland, Luxembourg and South

seriously affected countries™ (3) (Table 3)
mainly for Sudan, Bangladesh and Somalia
in addition to India and Pakistan.

Future Commilmenlis

Data concerning aid commitments, which
are more reliable in the case of the OPEC
countries than estimates of disbursements
for 1974, are particularly interesting in
that they point to future trends. And to
judge from available figures, the trend
would appear to be rather favourable.
In 1974, for example, the OPEC countries’
aid commitments increased substantially:
they reached $8 billion, of which over
$6.1 billion were bilateral and $1.8 billion
multilateral commitments. Neither the
52.1 billion made available to the World
Bank nor the $3.2 billion to the IMF
in connection with its oil facility (which
is not intended only for the developing
countries) are included in the above
figures. )

As regards Dbilateral commitments the
largest donors are: Iran (82.5 billion),
Saudi  Arabia ($1.5 billion). followed
by the United Arab Emirates (30.7 billion),
Kuwait (0.6 billion), Libya( S0.5 billion),
Irag (80.3 billion), Qatar (S0.1 billion).
Multilateral commitments in 1974 were

—_18

made to the Islamic Development Bank
(50.7 billion), the Arab Bank for Africa
(50.2 billion), the Special Arab Fund for
Africa (50.2 billion), the UN Emergency
Operation Special Account (50.2 billion),
and several other institutions.

For their part, aid
the DAC countries for the whole of 1974
could amount to between S14 and 515 bil-
lion. Compared with 1973, this repre-

sents a nominal increase of the order of

10 per cent which should roughly ensure
that the level of aid does not fall in real
terms. This result is not negligible when
one considers the difficult economic and
financial situation confronting most donor
countries.

It is the relative magnitude of these aid
commitments, combined with the appear-
ance of a new group of donors—the
OPEC countries—which give a glimmer
of hope in the present, often catastrophic,
situation of the populations of the Third
and Fourth Worlds.

(3) List drawn up by the United Nations
of the 33 countries most seriously affected
by the increase in import prices: Cameroon,
Central African Republic, Chad, Dahomey,
Ethiopa, Guinea, Kenya, Lesotho, Mada-
gascar, Mali, Mauritania, Niger. Sierra
Leone, Somalia, Sudan, Tanzania. Upper

commitments of

3. RECIPIENTS OF
BILATERAL
CONCESSIONAL
ASSISTANCE
COMMITMENTS FROM
OPEC COUNTRIES
IN 1974

s million | % of
total
Afghanistan 85 1.4
Argentina 200 3.3
Bahrain 79 1.3
Bangladesh* 199 3.2
Chad* 8 0.1
Dahomey 4 0.1
Egypt 1,820 29,6
Equat. Guinea 1 n.a.
Ethiopia* 1 n.a.
Gambia 1 n.a.
Guinea* 16 0.3
Guyana* 15 0.2
Honduras* 5 0.1
India* 873 14.2
Jordan 139 2.3
Lebanon 75 {5,
Lesotho* 1 n.a.
Malagasy Rep.* 114 1.9
Mali* 1 n.d.
Malta 5 0.1
Mauritania® 62 1.0
Morocco 90 1.5
Niger* 1 n.a.
Oman 3 0.1
Pakistan* 867 14.1
Sahel * 6 0.1
Senegal * 11 0.2
Somalia* 194 32
Sri Lanka* 32 0.5
Sudan* 205 3.3
Syria 757 12,3
Thailand 40 0.7
Tunisia 82 13
Uganda 12 0.2
Yemen AR* 73 1.2
Yemen PDR* 33 0.5
Zaire 26 0.4
Zambia 2 n.a.
TOTAL 6,138 | 100.0
of which most
seriously affected
countries 2. 721 44.3

Data are subject to revision,

* Denotes most seriously affected countries.
(1) Not including one regional loan from Saudi
Arabia.

Volta, Bangladesh. India, Khimer Republic,
Laos, Pakistan, Ruanda, Sri Lanka, Yemen
Arab  Republic, Yemen P.D.R., Haiti,
Salvador, Ghana, Republic of Guyana.
Honduras, Ivory Coast, Senegal.

(Continued on page 27) e
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four Member countries of the Organisation. Unless otherwise stated, these tables set forth the final statistics for
the year 1973. They are not intended to provide all the comparative data needed for an understanding of each -
country’s economic situation in relation to the OECD group as a whole: they give some idea, however, of

| the economic pattern in the individual countries. . ] '
—<-~"~  The figures have been supplied by the Department of Economics and Statistics of OECD. For

At further information, readers are referred to other statistical publications of the Organisation: Main

Economic Indicators, Statistical Bulletins of Foreign Trade, Manpower Statistics, Statistics of National
Accounts, Financial Statistics, Sectoral Statistics, Agricultural Statistics and others.
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Because of statistical revisions, i AC

i ozine 050 | PSR L R
AUSTRALIA 7.686.8 4,995.5 4477, 13,132 2
AUSTRIA 83.8 37.9 16.1 7,521 90
BELGIUM 30.5 15.7 8.3 9,742 319
CANADA 9,976.1 686.8 386.5 22,125 2
DENMARK 43.1 29.9 26.7 5,027 117
FINLAND 337.0 27.7 27.1 4,656 14
FRANCE 549.1 325.0 187.4 52,177 95
GERMANY 248.5 134.3 80.8 61,967 249
GREECE 132.0 88.7 38.8 8,972 68
ICELAND 103.0 23.8 = 212 2
IRELAND 70.3 48.4 11.4 3,051 43
ITALY 301.2 1‘;79%1 123.1 54,888 182
JAPAN 372.3 56.5 52.2 108,350 291
LUXEMBOURG 2.6 1.3 0.6 350 135
NETHERLANDS 36.7 21.0 8.3 13,438 366
NEW ZEALAND 268.7 135.1 8.2 2,979 11
NORWAY 323.9 9.0 7.9 3,961 12
PORTUGAL 91.6 (49.0) (43.7) 8.564 93
SPAIN 504.8 350.1 211.7 34,730 69
SWEDEN 450.0 37.2 30.2 8,138 18
SWITZERLAND 41.3 20.2 3.7 6,431 156
TURKEY 780.6 535.1 282.9 37,930 49
UNITED KINGDOM 244.0 189.9 71.6 56,021 230
UNITED STATES 9,363.4 4,353.3 1.910.5 210,404 22
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Notes:

a) GDP at factor cost.

b) Including statistical
discrepancies

c) Fiscal year starting 1-4-1973

BLEU: Belgium
Luxembourg
Economic Union

* New SNA (Standardised
Nationalised Accounts)
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64.35 | 26.69 | 45.27 |119.65 | 27.44 | 17.29 | 255.88 | 347.90| 16.04 | 1.03 6.50 |137.86 |406.88 | 1.82 59.23 | 12.15 | 18.91 | 10.68 | 60.71 | 49.93 | 39.83 | 20.55 [173.42 1 297-.51}
39.78 | 17.08 | 29.57 | 98.36 | 17.64 | 12.06 | 171.53| 210.19| 12.39 | 0.61 4.53 |103.35)|252.23| 1.20 | 35.85 . o 12.79 | 7.69 | 39.71 | 35.11 | 22.78 | 15.55 [134.72 [1136.90
. (c)
4,900 | 3,550 | 4,650 | 5,410 | 5,460 | 3,720 | 4,900 | 5,610 | 1,790 | 4,870 | 2,130 | 2,510 | 3,760 | 5,200 | 4,410 | 4,080 | 4,780 | 1,250 | 1,750 | 6,140 | 6,190 540 3,100 | 6,170
4
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1971-72 1972 1972 1970 1971 1972 1972
(a) (a) (a) (a) (a) (a) (a) (a) (a) (a)
a1.4 50.1 40.1 36.2 39.9 44.2 ) 52.1 324 . . 33.8 41.2 48.3 57.5 38.3 . e 334 43.2 35.5 40.3 . s 28.8 42.6 339
1971-72 1972 1970 1971 1972 1972
(a) (b) (a) (a) (a) (b) (a) (a) (b) (b) (a) (b) (b) (a) (a) (b) (a)
51.5 441 56.1 58.6 51.9 43.8 . 45.0 47.2 . e 48.2 50.0 45.9 381 56.3 . . 61.0 40.6 51.8 55.5 . e 45.1 54.5 61.7
1971-72 1972 1970 1971 1972 1972
. (c) .
22.9 31.5 20.8 221 23.4 28.0 27.9 24.7 27.7 30.7 23.4 21.2 36.7 27.0 23.9 21.4 301 20.1 21.7 221 28.7 17.6 19.6 18.2
- 1972
: (c)
1,120 | 1,120 960 1,200 | 1,280 | 1,040 | 1,370 | 1,390 490 1.500 500 530 1,380 | 1,410 | 1,050 870 1,440 250 380 1,350 | 1,770 80 610 1,120
1972
(c)
58.1 52.8 60.5 56.9 55.9 51.3 59.4 53.4 67.2 61.3 64.4 64.5 51.0 53.4 55.2 59.2 53.0 72.3 66.8 52.8 58.7 72.2 63.4 62.3
1972
(c)
| 2,850 | 1,870 | 2,810 | 3,080 | 3,050 | 1,910 | 2,913 | 3,000 | 1,200 | 2,990 | 1,370 | 1,620 | 1,910 | 2,780 | 2,430 | 2,410 | 2,530 900 1,170 | 3,240 | 3,640 320 1,960 | 3,840
23.7 29.2 35.5 33.4 36.4 28.9 33.6 34.9 23.1 24.9 33.8 37.6 14.8 32.0 43.9 . o 41.0 20.1 20.1 40.8 22.2 18.3 35.1 29.6
1972-73 1972 1972 1972 1968 1972 1972 1972 1972 1969 1972 1972
28.2 36.6 35.8 36.2 44.8 39.0 38.0 41.0 26.6 33.2 33.7 33.3 22.4 39.1 49.9 ° e 49.4 23.0 23.4 50.1 271 27.5 37.9 30.2
1972-73 1972 1972 1972 1968 1972 1972 1972 1972 1969 1972 1972
4,052 | 2,862 | 4,082 | 4,725 636 542 8,223 | 29,529 | 883 34 1,142 | 6,196 (12,483 | 4,082 | 6,130 354 1,882 | 2,301 | 5,975 | 1,450 | 7,563 | 1,847 | 6,848 | 11,701
o BLEU BLEU
. . 6.50 8.25 8.25 9.00 9.25 |12.00 | 6.00 8.00 7.25 |12.00 | 8.00 9.00 8.256 7.00 7.00 5.50 7.50 7.00 7.00 5.50 8.75 | 11.00 | 7.75
15-5-74 | 30-1-75 |13-1-75 |13-1-75 | 1-7-73 | 9-1-75 [19-12-74 | 3-9-74 | Aug.-74 | 30-4-74 |23-12-74 |22-12-73 | 30-1-75 [28-10-74 | oct.-74 | 30-3-74 |23-12-74 | 10-8-74 | 16-8-74 | 18-1-74 | 26-11-73 | 24-1-75 | 9-12-74
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BLEU: Belgium
Luxembourg
Economic Union

AUSTRIA
BELGIUM
CANADA
DENMARK
FRANCE
GERMANY
GREECE
ICELAND

it - .. | Beigien| cansdianl . Finnish | French | Deutschel
-: :S;:htil_i_ng. Franc Dollar Krone Mark Franc Mark | Prachmaj Krona

' 0.754 | 17.130| 36.120| 0.991 | 5.650 | 3.560 | 4.445 | 2.410 | 30.000|118.700)
0 BLEU

6,892 | 6,770 | 21,935| 23,306/ 7,704 | 4,341 | 37,380| 54,496 | 3,473 | 356
BLEU

5,665 | 5,637 | 18,616/ 20,865 6,634 | 3,308 | 28,318| 42,026 | 2,671 314
BLEU

1,160 | 1,133 | 3,322 | 2,438 | 1,071 | 1,033 | 9,048 | 12,425 802 a
BLEU

10.7 | 254 | 46.6 | 195 | 28.1 25.1 14.6 | 15.7 21.7 | 34.6

46.6 121 1.8 9.3 9.2 11.5 12.6 11.9 1.3 v e |
BLEU !

22,412 25,196| 6,119 | 3,837 | 35,948 | 67,437 | 1,454 | 289 |
BLEU

19,870| 22,839| 5,295 | 2,985 | 27,404 | 53,430 | 1,050 | 259
BLEU

| 2,447 | 2,356 801 852 8,542 | 13,872| 403 30
| BLEU |

88 | 476 | 211 | 223 | 222 | 140 | 194 | 91 | 281

4l 128 | 85 | 67 | 78 | 126 | 107 | 168 | <

216 | 2,190 | 654 | 1,443 | 578 287 | 1,923 | 2,183 | 515 13
BLEU

| -+38.0| 4 30.2| {-48.0| +-15.7| +-18.5|419.6| 1109 | +-17.8 |+ 31.1 |+ 54.9

453 821 | 1,093 | 1,7M1 499 208 | 1,735 | 6,504 73 13

+26.0| +-48.5|151.0 | +17.7 | - 34.4| +31.6 | 12.0 |+ 44.1 |+ 10.3 |--57.8
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0.426 |649.430/300.950 36.120| 2.507 | 0.752 | 5.220 | 24.710 | 56.110 | 4.081 | 2.550 [14.000 | 0.426 | 1.000
BLEU

2,789 | 27,815| 38,313 | 21,935| 24,364 1,531 | 6,219 | 2,864 | 9,628 | 10,585 | 11,621 | 2,098 | 38,749 | 69,121
BLEU 1972

2,479 | 19,345| 19,477 | 18,616| 18,836 - - 5,419 | 2,215 | 6,868 | 8,977 | 10,409 | 1,636 | 27,641 | 47,596
BLEU

270 | 8,464 | 18,836 | 3,322 | 4,387 . . 800 634 | 2,752 | 1,608 | 1,212 | 462 [11,049 | 20,544
BLEU

42.9 20.2 9.4 46.6 M1 20.0 32.9 26.8 15.9 21.2 29.2 10.2 223 5.3
BLEU 1972

9.5 11.5 15.1 11.8 10.9 .. 7.8 . . 104 5.6 9.4 . . 7.4 7.2
BLEU
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11.6 | 16.2 | 11.3 . . 9.6 12.8 | 153.0 | 17.5 | 17.6

1972 1967 1972
ACCESS TO HIGHER AUSTRALIA| AUSTRIA | BELGIUM | CANADA |DENMARK | FINLAND | FRANCE | GERMANY | GREECE |ICELAND
EDUCATION '
percentage of relevant 28.5 | 15.6 |(28.5)| 498 | 343 | 21.5 | 30.0 | 15.8 . . ..
age group 1972 1972 1970 1972 1972 1971 1970

LUXEM- NETHER- NEW : SWITZER- UNITED UNITED
BOURG LanDS | zeaianp | NORWAY | PORTUGAL | SPAIN SWEDEN TURKEY

SRECAND | SSIALL | IAFAN LAND KINGDOM | STATES

. . 28.2 | 23.8 . . 20.5 o s 27.5 6.6 271 | (311) | - - . 21.3 | 438

1970 1971 1970 1970 1972 1972 1971 1972

1.4 & 1.1 3.4 9.6 12.8 ; 2.8 6.1 11.3

AUSTRALIA | AUSTRIA | BELGIUM | CANADA |DENMARK | FINLAND | FRANCE | GERMANY | GREECE | ICELAND
ANIMAL PROTEIN

. - inhabitant and day, BLEU
grams per mha::;'t,az and per day 71 55 57 66 66 67 68 58 45 . o

1967

LUXEM- | NETHER- NEW SWITZER- UNITED UNITED
BOURG LANDS ZEALAND NORWAY |PORTUGAL | SPAIN SWEDEN TURKEY

IRELAND ITALY JAPAN LAND KINGDOM | STATES

BLEU

63 45 31 57 56 74 57 34 46 58 58 Sl 56 75

6.01 4.27 | 0.87 |1.64 | 4.75 : 0.44 |4.35 | 9.06
TELEPHONES AUSTRALIA | AUSTRIA | BELGIUM | CANADA |I!EI'I!IMIK FINLAND FRANCE | GERMANY | GREECE ICELAND
nurglber Qer
1,000 ';l;';hmts 340 226 240 499 377 295 199 268 160 | 370

: LUXEM- | NETHER- NEW SWITZER- : UNITED UNITED
IRELAND ITALY JAPAN BOURG LANDS | ZEALAND NORWAY |PORTUGAL | SPAIN SWEDEN LAND TURKEY KINGDOM | STATES

114 206 315 361 299 458 320 99 164 576 535 19 314 628

243 250 241 63 145 333

1971
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'APITAL FLOWS

TO DEVELOPING COUNTRIES

n 1974, the overall capital needs of developing countries

were greater than ever before. Because the poorer of

these countries have first claim on the limited official
development funds from DAC countries, the middle and higher
income countries will in the future be increasingly dependent
on commercial and largely private capital for their economic
development.

Flows from DAC Countries

Commercial flows from DAC Members to developing countries
continued to rise in 1974 and may have reached around $14 bil-
lion on a net basis. About one half of this amount was private
direct investment. Some important investment projects which
have recently been planned or carried out in non-oil producing
developing countries include the following:

e an increase in the capacity of alwminium smelters in Ghana by
the U.S. and Japan. A Japanese consortium is building one
of the world’s largest aluminium plants in Brazil with total
investments foreseen at about $3 billion.

@ a copper investment by Canadian, British and Japanese firms
to exploit deposits in Panama; and by U.S. companies in Peru,
at a cost of 3600 million, in what is expected to become one of
the world’s largest copper mines.

e o U.S. firm, the International Finance Corporation (IFC) and
Pakistan will finance a fertilizer plant in the Punjab.

e Belgium, in an agreement with Korea, expects to enter into
a wide-ranging series of jointly financed investments in that
country’s locomotive, steel, machinery and petrochemical indus-
tries; the reported cost is to total $10 billion by 1980.

Recent events, however, seem to suggest a deterioration of the
investment climate in some of the developing countries which
may negatively affect future direct investment flows to these
countries.

The OPEC Contribution

Given the enormous accumulated oil revenues of the OPEC
countries, the question arises as to whether and how a part of
these funds can be recycled to the capital-poor developing coun-
tries rather than being fully pre-empted by OECD countries’
capital needs and OPEC countries’ own development plans.

Some of the non-oil producers in the middle and upper income
brackets have been able to attract substantial financial flows
and probably will continue to do so: Brazil, South Korea,
Malaysia, Mexico, the Philippines, Peru and Taiwan are examples.
Much of the investment has been Euro-currency borrowing
through Western banking systems. Recently, however, an
entirely Arab syndicate made a direct loan to Brazil: further
loans of this nature can be expected as OPEC financial institu-
tions develop. Moreover, long-term investments in the middle

and high income developing countries may in part be underwrit-
ten by the numerous Arab funds and development banking in-
stitutions, such as the Islamic Development Bank, which have
been created to provide long-term finance, largely to Moslem
countries.

Planned or actual direct investments by OPEC countries in non-
oil producing developing countries have, to date, been largely
“downstream’—in petroleum refineries and distribution and
in oil using industries—with the oil producers contributing the
bulk of the capital for the projects. Examples include an Iran-
ian joint venture with /India to produce nitrogen fertilizer; a
Saudi Arabian joint venture with Japan to build crude oil ter-
minal and storage facilities in Korea; and a Libyan participation
in refineries in Yugoslavia, Chad, and Cyprus.

Not all direct investments planned by OPEC countries will be
of a downstream nature, however. Thus a joint venture of four
Arab countries to exploit bauxite in Guinea has been reported
as has a plan for Libya, with the World Bank, and the European
Investment Bank, to increase production of copper and cobalt
in Zaire.

Brazil has been negotiating with Kuwait a package deal of
direct investment, joint ventures and loans expected to amount
to about $1 billion. Turkey plans to open up its universities
to Saudi Arabian students and to send technicians to that country,
Saudi Arabia and Libya plan to set up a holding company to
manufacture rubber, paper and sugar products in Liberia. A
Saudi Arabian commission is being set up to implement joint
ventures in India which would include pharmaceutical and fer-
tilizer plants.

There have also been some reverse flows from developing coun-
tries into OPEC states: Pakistan is ‘planning to provide assis-
tance in the construction of a steel rolling mill in Abu Dhabi,
and Taiwan is planning a joint refinery, methanol plant and
fertilizer project in Saudi Arabia.

A Triangular Pattern

In most cases OPEC investments require Western expertise even
if increasingly separated from Western equity participation.
Thus with the growing availability of OPEC capital, new types
of “triangular arrangements’” are coming into being, in which
DAC Member firms supply the expertise, OPEC the capital,
and the non-oil developing countries the land and manpower.

To some extent, projects already underway in the OPEC coun-
tries themselves provide a model of this new pattern in that the
importance of equity participation by DAC Member firms is
tending to diminish in relation to the provision of technical and
managerial assistance by Western firms. However, equity par-
ticipation is often required by OPEC countries as a manifestation
of good faith without necessarily implying a commensurate

degree of foreign control. ( Continued on page 28)
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Similarly, DAC countries are beginning to provide technical
and managerial services for the non-oil producers, sometimes
associated with capital participation.

These triangular arrangements may take several forms: OPEC
countries may, for example, purchase shares in DAC parent
companies or in their subsidiaries and use their sharcholdings to
influence the types and amounts of investments made by the
parent companies in non-oil developing countries. Iran’s acqui-
sition of a substantial share in Krupp. and Kuwait’s in Lonrho
may be of this type.

In a somewhat more direct fashion, OPEC capital contributions
may also be used to acquire a dominant interest in LDC-based
firms. In this case the direct capital contribution of DAC
Member firms may be relatively limited, their major role being
supplier of management and technology (and possibly trade
names).

This seems to be the direction being taken by British Leyland,
with a €50 million capital contribution from Saudi Arabia. in
planning the establishment of a vehicle assembly plant in a duty
free zone in Egypt which would supply Arab markets with Land
Rovers.
the foreign exchange costs involved. while British Leyland’s
contribution would be its technical know-how. Skilled Egypt-
ian workers would be employed.

In a potentially similar arrangement, Pilkington, the UK glass
manufacturer, has entered into discussions with Kuwait and
Egypt bearing upon the construction of a glass plant, the output
of which would be used to supply Egyptian and other Arab
markets. These negotiations reflect Kuwait’s decision actively
to use its capital resources to invest abroad—Ilargely in the Arab
world—in conjunction with Western technology.

It is also possible that participation by international financial
institutions, such as the International Finance Corporation, may
attract OPEC investments into triangular arrangements. One
such arrangement has, for example, been reported in Jordan for
a chemical fertilizer plant. Capital would be subscribed by a
U.S. firm, the I.LF.C., Jordan and other, mainly Arab, investors.

Possible Action by
OECD Countries

In view of the intense competition for capital in the international
markets—and for technical expertise as well—it may be neces-
sary to take deliberate policy measures so that non-oil producing
nations can have greater access to private capital flows. In the
past, DAC Members have encouraged private capital flows to
developing countries through a number of specific incentives
which could be further developed or expanded:

o Investment Guarantees

Investment insurance coverage could be extended for projects
which are financed by DAC-country based firms with equity
participation of oil producing countries. There may also be
scope for co-operation between these countries and investment
insurance agencies of DAC Members.

o Public Development Finance Corporations

Co-operation in joint financing of projects by PDFC’s with
oil producing countries could be encouraged as could collabo-
ration with institutions in OPEC countries having similar interests.

— 28

The Saudi contribution would represent the bulk of

o Technical Co-operation

It would be desirable to stimulate the transfer of scarce technical
resources from OECD countries in association with capital from
oil producing countries. Areas where OECD countries could
make a contribution include investment identification and feasi-
bility studies and the encouragement of the transfer of technical
and management skills.

o Access to International and OECD Country
Capital Markets

Many developing countries seek access to the national capital
markets of OECD countries as well as to international capital
markets—the main advantage being the relatively long-term
and untied nature of the resources secured. Measures which
would help overcome existing barriers might therefore merit
further examination, in particular by those OECD Members
benefiting from OPEC capital inflows or having balance of pay-
ments surpluses. Possibilities would include the removal of
administrative restrictions, legal impediments and possibly the
extension of a preferential place in “*queuing’™ arrangements
where these exist.

o Improvement of Domestic LDC Capital Markets

Improvement of the functioning of these markets would be of
particular importance in the light of current circumstances since
it would allow certain LDC’s more effectively to bid for non-
concessional capital from the OPEC countries. DAC Member
countries could help LDC’s towards the improvement of their
domestic capital markets by providing technical assistance in
the form of banking expertise and possibly by supplying a share
of the equity needed to set up local institutions or joint banking
ventures.

Direct investments by OPEC countries in developing nations have so far
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been largely ** downstream

DEBT PROBLENS OF
DEVELOPING COUNTRIES

If developing countries have to rely increasingly on commercial capital for their economic development,
their debt problems — which were already causing concern among both
aid donors and recipients — are likely to be compounded.
In the article which follows, Edgar Kriller, Head of the Financial Policies Division of OECD’s Development
Assistance Directorate, discusses this and other aspects of the debt problem (1).

uring recent years, a growing number of developing coun-

tries have experienced debt crises which warranted debt

relief operations : Argentina, Bangladesh, Brazil, Chile,

Ghana, India, Indonesia. Pakistan, Peru and Turkey for
example. Multilateral debt renegotiations for these countries were
carried out in “creditor clubs™ or similar forums. In order to meet
the desire of the debtor country to share its experience with other
developing countries before facing its creditors at the actual debt
renegotiations, the UNCTAD Debt Group. in its report to the
Trade and Development Board, has just reached an important
conclusion: a debtor country, acting through and with the assis-
tance of UNCTAD or any other appropriate international institu-
tion, could convene an ad hoc meeting, inviting the major creditor
countries concerned and a number of developing countries, as well
as the international institutions concerned as observers. This

"

- in petroleum refineries for example.

meeting could emerge with a report, for consideration by the debtor
country and creditors, on domestic economic policies, prospects
for new capital inflows, for exports and for other elements of the
balance of payments, without, however, making recommendations
with regard to the volume, terms and conditions of eventual debt
re-organisation agreements.

Debt crises have disruptive effects on the economies of developing
countries and a disturbing influence on creditor/debtor relation-
ships. Those who provide the resources and recipients alike
should therefore ensure that the transfer of international resources is
effected in such a way as to avoid debt difficulties for the deve-
loping countries.

This problem has gained in importance because of the slowdown
of economic growth in the industrialised countries, high prices for
oil, commodities, food and fertilizers, rising inflation and interest
rates, and a general uncertainty in world monetary and trade rela-
tions. While some developing countries have on balance gained
from the events of the recent past, others have on balance lost, and
among the losers are a number of very poor countries whose pros-
pects were already unsatisfactory.

For many of these countries to maintain even minimum rates of
economic growth in the future, substantial additional capital trans-
fers will be necessary as well as internal efforts to adjust to the
structural changes in the current situation. Since only a part of
the required external resource flows can be secured at concessionary
terms, the bulk will have to be in the form of commercial capital,
thus accentuating the debt service burden of the developing coun-
tries in the years to come.

If debt problems arise, they manifest themselves through a liquidity
crisis in a country’s balance of payments. However, debt problems
may have various causes. It is necessary to distinguish between
fundamental problems which arise because the cost of external
finance exceeds the benefit to the debtor’s economy, more technical
“roll-over”” problems (e.g. due to * bunching ** of debt service
payments), and short-term problems (due for example to a bad
harvest). ( Continued on page 30)

(1) A fuller analysis of the subject is to be found in an OECD study
on “Debt Problems of Developing Countries™ available from
OECD’s Development Assistance Directorate. See also Chapter X
of the 1974 Report of the Chairman of OECD’s Development
Assistance Committee just published under the title of ** Development
Co-operation — 1974 Review™.
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Basic Considerations
o Growth and Debt

Some of the central questions which arise in the context of debt
analysis are: why and how countries get into debt situations: to
what extent external capital is beneficial for their economic develop-
ment; where the limits are beyond which debt becomes a burden,
and what respective roles are to be played by resource providers
and recipients in fostering proper economic and debt management.
To deal with these questions, a point of departure is the relationship
between economic growth and external debt.

In the absence of foreign capital inflow, a country’s GNP growth
rate can be assumed to be determined by the degree to which it can
mobilise national resources for investment (the savings rate) and
the efficiency with which it can translate investment into growth.
Since most developing countries, however, feel the need to step up
their growth, they seek to supplement their national savings with
foreign savings (capital inflow). To the extent that foreign capital
consists of loans, rather than grants, and is extended in larger
amounts than are repaid, external debt is created, entailing service
charges in the form of interest and amortisation payments.

There is nothing wrong with debt in itself: a country in debt is one
that has received foreign resources, other than grants, for its deve-
lopment. Whether foreign capital benefits or improverishes the
borrowing country depends upon the cost of this borrowing, as
compared with the productivity of the investment programme and
on whether foreign borrowings supplement or substitute for domes-
tic savings. Since external debt has to be serviced in a currency
which the debtor must earn through its exports, costs and benefits

have to be evaluated in prices which reflect the true foreign exchange
scarcity of the factor inputs and outputs involved. Moreover,
costs and benefits have to be compared at the marginal, rather than
the average, level: the rate of return of the marginal investment,
e.g. the least productive project, must be higher than the cost of
the most expensive loan if the country is not to be worse off than
without the loan and the marginal investment.

e Debt and Debt Service

At first sight, the indebtedness of developing countries seems to
have assumed impressivelevels. At theend of 1972, their outstand-
ing debt (disbursed and undisbursed) exceeded $ 100 billion
which, together with some $ 50 billion of private foreign invest-
ment, constitute their total external liabilities.

On the other hand, global figures on the volume of outstanding
debt are of limited significance for economic analysis. The eco-
nomically relevant charge is debt service which is dertermined by
the debt pattern of individual countries and varies widely from one
to the other.

Even with respect to the debt service, it is useful to distinguish be-
tween amortisation and interest payments. Amortisation charges
can in most cases be rolled over through new borrowing because
donors and recipients see the resource transfer from the richer to
the poorer countries as a feature of international co-operation
which will continue for a long time to come. This means that on
an aggregate basis, total developing countries” outstanding debt is
likely to increase in the foreseeable future. Of course, creditors
expect individual loans to be repaid, and some developing countries
may even make net capital repayments overall. But assuming

I. DEBT OF DEVELOPING COUNTRIES, DISBURSED AND OUTSTANDING
END-1972 AND THEIR DEBT SERVICE IN 1972

The difference in softness of the various debt components shows up when comparing their relative shares in debt outstanding and debt
service. Bilateral debt resulting from ODA loans extended by DAC countries amounted to $28 billion at the end of 1972, This constitutes
37 per cent of the total disbursed debt but accounts for only 20 per cent of the total debt service. In contrast, debt arising from suppliers
and other commercially-termed credits accounted for around one-half of the debt outstanding but for over two-thirds of the debt service.

Debt Outstanding Debt Service Interest payments Amortisation payments
as per cent as per cent
Creditor $ bill, % S bill. % S bill. of debt 3 bill. of debt
outstanding outstanding
(1) (2) (3) (4) (5) (6) (7) (8)
1. DAC countries 51,949 69 6,415 71 1,815 3.5 4,600 8.9
o Government loans 30,625 417 vy 24 777 25 1,374 4.5
o Supplier credits 10,077 13 2,404 27 524 32 1,880 18.7
e Other 11,247 15 1,860 20 514 4.6 1,346 12.0
2. Multilateral organisations 11,023 15 1,055 12 499 4.5 556 5.0
e Concessional 2,832 4 24 0 21 0.7 3 0.1
® Other 8,191 I 1,031 11 478 J.8 553 6.8
3. Centrally planned economies 5,553 7 520 6 68 1.2 452 8.1
4. Developing countries 2,398 3 308 3 72 3.0 236 9.8
5. Other 4,123 6 707 8 165 4.0 542 13.1
TOTAL 75,046 100 9,005 100 2,619 3.5 6,386 8.5
For reference
ODA 27,988 37 1,800 20 600 2. 1,200 4.2

Source : SND and SEN
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net repayments of debt for the developing countries as a group
would mean that there could no longer be the positive net flow
of aid (other than grants) and other financial resources to which
the donor countries are committed under the Strategy for the
Second Development Decade.

o Aid and Debt

It is often alleged that aid terms have been a major source of the
debt problems of developing countries. This view is misleading
and detracts attention from the real problem: Official Development
Assistance (ODA) accounts for over one-third of external debt out-
standing but for only one-fifth of total debt service. Moerover,
ODA is already extended at very soft terms (2) and it is uncertain
whether in the near future a further substantial softening of ODA
terms can be achieved — notwithstanding continued efforts on the
part of DAC Members in this area.

The greatest part of debt service is related to export credits and
commercial bank lending so that effective debt management must
give particular attention to the control of these categories of debt.

Many developing countries have — no doubt, deliberately — en-
gaged in commercial borrowing in order to maintain or increase
the momentum of development over and above the rate made pos-
sible by the current availability of soft aid funds. While increased
concessional funds would mitigate the temptation of developing
countries to take up foreign capital on terms and amounts which
are hard to service, the capital needs of developing countries are
such that only a very substantial rise in aid funds and sub-
stantially increased exports and savings would alleviate their
predicament — having to choose between a desired rate of econo-
mic growth and the avoidance of debt problems.

Moreover, one could reasonably take the view that any increase in
soft aid funds ought to go to the poorer developing contries, e.g.
the ones with per capita incomes of below $ 375 (roughly the stan-
dard of eligibility for funds of the International Development
Agency). These countries, however, account for only one-
quarter of total debt at commercial terms outstanding. Therefore
an additional volume of aid would, so to speak, leave three-
quarters of the overall debt burden of LDCs unaffected and notably
that of the main debtor countries in the higher income bracket.
On the other hand, if concentrated on the poorer developing coun-
tries, the additional amount of aid, if used for productive purposes,
would substantially increase their growth potential and minimise
their debt servicing difficulties.

The Current Debl Situalion ()

Total debt of developing countries from all sources — DAC
Members, other countries and multilateral institutions — amounted
to § 75 billion at the end of 1972, the last year for which consistent
data are available (see Table 1). This is disbursed debt. Includ-
ing committed but undisbursed amounts, the figure rises to
$ 103 billion. The present value (discounted at 10 per cent) of
the debt is § 63 billion on a commitment basis. If this amount
were paid, the debtor countries could eliminate their debt in one
stroke, on the assumption that the creditors would accept the
smaller payment now, instead of the larger sum due over time,
because they could invest it at 10 per cent and obtain the same
benefit as on the original debt service due.

These global figures are not of course very meaningful when it
comes to assessing the impact on individual countries. One half

of the total debt outstanding is concentrated on only nine countries:
India, Brazil, Iran, Indonesia, Mexico, Pakistan, Israel, South
Korea and Argentina. Another eleven countries account for one
half of the remaining debt: Chile, Turkey, Yugoslavia, Algeria,
Colombia, Spain, Egypt, Greece, Peru, Venezuela and Taiwan.
Each of these countries had a total debt outstanding of over
$ 1.5 billion (including undisbursed amounts).

Short of a country-by-country assessment, a useful intermediate
step is to examine the distribution of debt among countries in
different income groups. This shows that debt tends to be concen-
trated on the relatively better-off’ countries: countries with per
capita incomes of below $ 200 accounted for 51 per cent of the total
population of developing countries but for only 23 per cent of
their total 1972 debt. Moreover, debt contracted at relatively
hard conditions — often the source of debt problems — is even
more concentrated on the richer developing countries. This is
evident from examining the distribution of the discounted amount
of debt, of which only 17 per cent is owed by the poorer developing
countries (under $ 200 per capita).

This pattern of geographical distribution is neither surprising nor
undesirable. Moreover, it is important when considering appro-
priate measures for avoiding debt crises or action in the event of
crises. The use of increased flows of concessional funds to bail
out a debtor in a higher income bracket may not be appropriate
since it could divert limited ODA resources from poorer countries
which may not have debt difficulties because of their inability to
borrow commercially.

Debt Problems in the Conlexd
of Recenl
iconomic Developmenls

e The Effect of Inflation

Rising rates of inflation have had some important repercussions
on the relationship between creditor and debtor countries. To the
extent that the inflation rate is not fully taken into account in
setting the interest rate of a loan (which is the case for ODA
loans, export credits and probably even Euro-currency lending),
inflation reduces the real burden on the debtor because he
services his debt with money which is worth less than it was

(2) In 1973, two-thirds of ODA commitments consisted of grants
and the remaining loans had, on average, an interest rate of 2.5 per
cent, 33 years maturity and 9 years grace.

(3) There are two main sources of debt statistics: first the IBRD
Debtor Reporting System (DRS) which collects data on all public
and publicly guaranteed debt in those almost 100 developing countries
to which the World Bank Group has made loans ; second the OECD/
IBRD Expanded Reporting System (ERS) which colleets figures on
debt owed to, or guaranteed by, the official sector in DAC countries.
Both systems overlap in part but still leave some debt uncovered,
notably all debt with less than one year maturity, most private un-
guaranteed debt and some military credits.  Moreover, for the non-
DRS countries, no information is available for debt owed to countries
which are not members of the DAC. Most of the published Euro-
currency loans are now believed to be included in the DRS. By
“marrying’’ the information generated from both systems it is
possible to arrive at an estimate of total debt outstanding of 140 coun-
tries and territories which comes as close to the truth as is currently
possible.
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when the debt was contracted. The eflect of inflation is of course
more complicated and depends on how the prices of developing
countries’ exports and imports are aflected, as reflected in their
terms of trade. While inflation generally is translated immediately
into higher prices for exports and imports, debt service is a
contractually fixed charge over a long period of time.

o The Effect of the Rise in Commodity Prices,
Particularly of Oil

The economic consequences of higher oil and commodity prices
have added a further dimension to the geographic disparity of
indebtedness: there have emerged winners and losers in balance-of-
payments terms, and some of the losers already had precarious
developmental prospects before the crisis.

o The Winners

Countries which have gained from higher oil prices of course
include the oil exporters, but here again there is a need for diffe-
rentiation.  Only the high-income and some of the middle-income
countries in this group face no debt problems at all and they might
even contribute to alleviating the burden thrust on the losers.
This could be done in various ways. For example, some oil pro-
ducers could make pre-payments of their debt making available to
creditors additional resources which could be channeled to needy
countries. Moreover, the oil-surplus countries no longer resort
to the Euro-currency market, as in the past, thus leaving more
resources for countries which have additional capital needs.

Of course, not all of the oil producing countries are in such a favour-
able situation. The countries which still have low per capita
incomes and unsatisfied development needs can absorb most of
their immediate oil revenues, but even these countries (e.g. Indo-
nesia and Nigeria) are now unlikely to constitute serious debt
cases.

e The Losers

For those countries whose imports have been made more costly
by higher commodity prices. especially for oil. without any
compensating gains for their exports, the effect of the higher prices
on their indebtedness may be two-fold: first an immediate and
indirect effect on their balance of payments: second a retarded and
direct effect resulting from the additional external borrowing
which may be required.

Taking the immediate effect first, the higher cost of oil and other
commodities leaves the amount of debt and debt service unchanged.
Still, the balance of payments of developing countries has to adjust
in some way to meet the additional import bill, if the reduction in
foreign exchange availabilities is not to curb the growth momentum,.
The adjustment process may take various forms. First, developing
countries may be able to improve their domestic efforts to increase
exports (and savings) and to eliminate unessential items from their
import bill. Secondly, they would use their reserves and available
short-term finance (e.g. IMF facilities) to absorb the shock. Once
these defences are exhausted, however, these countries may be left
with foreign exchange needs which cannot be further compressed
because they have to maintain a minimal level of imports and pay
contractually fixed interest and amortisation charges.

These resource needs can be met through either an increased
inflow of foreign capital or debt relief. The economic effect of
both is essentially the same: they provide the required external

resources, but debt relief has the advantage of making available
free. untied foreign exchange. It also has disadvantages: it
entails lengthy negotiations and usually hinges upon a burden
sharing agreement among the creditors which is based in some way
on the amount of debt or debt service owed by a particular debtor
to each of the creditors.

The second effect of higher oil and commodity prices on the indebted-
ness of developing countries arises when the countries concerned
are obliged to seek additional external resources — at commercial
terms — to bring their external accounts into balance. Depending
on the amount and the conditions of this resource inflow, new
indebtedness and service charges are created. A country, in order
to safeguard its development momentum, may well be tempted
to take on external borrowing at amounts and terms which cannot
be serviced safely.

The group of countries identified by the United Nations as “most
seriously affected™ by higher prices for oil, raw materials, food
and fertilizer includes several which, even before the recent eco-
nomic events, faced acute debt servicing difficulties, as evidenced
by their need for debt relief. It is clear that the added burden
further aggravates their balance of payments situation. This
group of countries is therefore in special need of additional
measures on the part of aid donors to provide additional assistance.
Unlike some of the better-off’ developing countries they cannot
resort to additional borrowing at commercial terms to offset the
higher oil prices: neither their credit standing nor their debt ser-
vicing ability would allow this.

Policy Suggeslions

In the light of recent economic events, a number of measures design-
ed to avoid debt difficulties have gained in importance. There
is full consensus among all parties concerned that the developing
countries themselves must bear the fundamental responsibility
for their debt management. The initiative for most of the required
policies lies with them, rather than with the providers of capital.
On the other hand. it is inherent in the very notion of development
co-operation that donor countries will do what they can to help
poorer countries steer the difficult course between accelerating
their development to the maximum and avoiding a collapse in
their external payments position. The need for such co-operation
has become particularly acute in the present situation in which the
external payments position of various developing countries is endan-
gered by events beyond their control, such as a rapid deterioration
of their terms of trade. Some practical steps could be taken in
this field by both those who provide the resources and those who
receive them.

e Debtor Policies

The key to avoiding debt problems for the developing countries,
whatever the circumstances, lies in the efficient management of
their resources, both domestic and external, for economic growth
and development. This involves a wide range of policies, fiscal,
monetary, exchange rate, export promotion and project selection
within an overall development programme.

In particular, developing countries have an interest in:

e sccuring a sufficiently high volume of savings and export
earnings in order to meet their external obligations:

e cnsuring that foreign capital inflow provides a net addition to
their own investible resources rather than replacing their national
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savings effort:

e not taking up commercial capital in amounts greater than can
be safely serviced:

e providing for sound reserve management as a safeguard against
short-term pressures on the balance of payments.

o Aid Policies

Within the constraints imposed at any one time by the limited
total volume of aid, the first objective of aid policies is of course
to promote the economic development of developing countries.
Since aid constitutes the cheapest source of external finance, any
increase in the volume of assistance helps developing countries
towards this goal without exposing them to debt problems. In
general, the case for more aid to poorer developing countries,
however, rests upon their poverty rather than their indebtedness.
ODA funds contain transactions having different degrees of
softness, ranging from outright grants to loans with a 25 per cent
grant element.  Since the poorer developing countries are under
the greatest pressure to accelerate their economic growth, the soft-
est part of aid should go to them, thus mitigating their temptation
to supplement soft aid funds with harder commercial flows.

If debt problems arise nevertheless, appropriate remedial measures
must be sought. The fact that debtors can be in very diflerent
stages of development has obvious repercussions for the type of
approaches which are appropriate in a particular case.

For poorer developing countries, increased concessional flows in
appropriate forms, including debt relief where necessary, will be
a desirable means of avoiding debt problems.

When the debtor in question is one of the relatively aflluent deve-
loping countries — those which carry the bulk of the debt servicing
obligations of developing countries as a whole, because of their
ability to attract commercial funds — the case for more concessional
funds is dubious. The use of ODA for debt relief in better-off
developing countries may result in the diversion of limited con-
cessional funds from countries which have first claim on soft
resources because of their intrinsic poverty.

o Export Credit Policies

Apart from aid, export credits constitute an important resource
flow to the developing world but their main purpose is export
promotion. With respect to the terms of export credits, there is
only limited scope for lessening their impact on the indebtedness
of the borrower. Their interest rates are already subsidised in
most countries (which hurts developing countries’ exports) and
the creditors are anxious to avoid a credit race among themselves.
Similarly, with respect to volume, competition among suppliers
in international trade makes it difficult to limit the amount of
commercial lending from the creditor’s side.

On the other hand, creditor countries could assist developing
countries in their debt management, which requires up-to-date
information on the totality of their debt incurred, by subjecting
the extension and guarantee of export credits to prior approval
by the central financial authorities of the recipient countries in the
case of public sector projects, and to prior notification or registra-
tion with these authorities in the case of private sector projects.
This proposal comes from a stafl study of the IMF and now has
wide support in various countries, including the developing ones.
In many credit-providing countries, compliance with such measures
is already a legal requirement for the validity of guarantees.

The Role of the
EUROCREDIT
MARKET

While new international channels for financing current
account deficits arising from higher oil prices were
being planned or explored, a large part of the recycling
[from balance-of-payments-surplus to balance-of-payments-
deficit countries in 1974 was carried out by the Euro-
market. Much of this lending took the form of inter-
nationally syndicated medium-term bank loans, the so-
called Euro-credits.

Information on activity and trends in this market has
been collected regularly by OECD’s Financial and Fiscal
Affairs Directorate since the beginning of 1974 (1).
These statistics are a part of the basic material prepared
for the government experts who discuss conditions on
international and domestic financial markets in the frame-
work of OECD’s Committee on Financial Markets.

he volume of Euro-credits, which was around $10 bil-

lion in 1971 and 1972, grew to 324 billion in 1973

and to $30 billion in 1974 as governments, both in
the OECD area and in the developing world, increasingly
had recourse to the Euro-credit market to cope with the
large current account deficits caused by oil price increases.
Longer term loans were virtually unavailable since high
levels of short-term interest rates, often higher than long-
term rates, were more attractive for investment than long-
term Euro-bonds.

The third quarter of 1974 saw a sharp contraction of Euro-
credits as a result of the uncertainties and difficulties facing
the financial institutions operating on the Euro-currency
markets. Several loans to less developed countries and
to private corporations were withdrawn, and the size of
individual loans was cut while terms hardened. In Sep-
tember and October the expansion was resumed at a more
moderate pace.

The sources of funds used by Euro-banks for loans and
credits are difficult to trace but it is widely believed that
Arab financial institutions and multinational banks with
large Arab participation are now a major source.

Clearly, the Euro-credit market cannot alone solve the prob-
lem of recycling the surplus funds of the OPEC countries
back to those oil importing countries which need them to
finance their current account deficits. But as part of the
range of solutions this market has its importance. Since
the beginning of 1975, interest rates at short-term have
dropped sharply as countries turned to easy credit conditions
to fight unemployment. Interest rates at long-term are
now higher than short-term rates once more and the Euro-
bond market for medium and longer-term bonds has revived.

(1) The complete list of these loans is published every two
months in “OECD Financial Statistics”, Table Il B2.




WHY MERGERS

SHOULD BE CONTROLLED

There has been an almost continuous upward trend in merger acti-
vity over the last ten years in OECD Member countries—at least
those for which data are available—and the mergers involved have
often aroused public concern. Increasing evidence is coming to light
showing that the very large firms resulting from merger have not
always achieved the increases in efficiency which were expected to
offset their unfavourable effects on competition. These develop-
ments have led many Member govermments to contemplate the in-
troduction or strengthening of public control over mergers and have
prompted the OECD Commuttee of Experts on Restrictive Business
Practices to prepare a report, for the benefit both of Member countries
which already control mergers and of those which may be contemplat-
ing new legislation.

The report, the conclusions of which are presented in part in this article,
has now been published (1). It devotes particular attention to the
economic aspects of mergers and their implications for government policy
and makes certain suggestions for action by governments to which the
Council of OECD has recently drawn the attention of Member
Countries.

gical forces which tend to promote the
growth of the larger firms are reinforced
by the growth of world trade since one
barrier—the absolute size of market—is
removed. To counterbalance these ten-
dencies, increasing imports and the growth
of the multinational corporations have
probably intensified competition in natio-
nal and international markets by provid-
ing opportunities for new firms and new
products to be established. While it is
difficult, in the absence of detailed studies,
to be certain about the overall direction
and strength of these forces, it would
appear reasonable to suppose that the
net result is likely to be an increasing
degree of concentration in national and
international markets. This raises the
policy questions of the public control
over this phenomenon.

our major factors which have
influenced the development of
mergers are identified by OECD’s
report (2):
e Encouragement ol mergers by govern-
mental or non-governmental bodies.
e The increasing integration of national
markets, because of the high and sustained
rate of growth of international trade.
@ The growing importance of the multi-
national firms in national and inter-
national trade.
e The acceleration in the rate of deve-
lopment of technology which makes the
security derived from diversification more
attractive.
These four major factors have important
repercussions on the structure of national
economies. The financial and technolo-

o

The Policy Issues

In considering the question of increasing
concentration and its effects, the princi-
pal economic issues are:

e The existing level of overall and mar-
ket concentration and the rate of growth
of this concentration.

e The relative importance of merger, as
distinct from the internal growth of firms,
as the cause of increasing concentration,.
e ldentification, measurement and balance
of the beneficial and detrimental effects
of merger.

e The principles determining the type of
machinery which may be used to operate
merger control.

The Level and Growth
of Coneentration

Concern over increasing concentration
arises in part because of the effects which
it may have on economic structure and
performance and thereby on the attain-
ment of national economic objectives.
Sufficient evidence is available to show
that deficient economic performance of-
ten results directly from situations of high
concentration. 1t may take the form of
very high prices and profits or, alternative-

(1) **Mergers and Competition Policy > ;
Report by the Committee of Experts on
Restrictive  Business  Practices, OECD,
1974. 1t is designed as a follow-up to an
carlier report by the Committee entitled
“ Market Power and the Law " published
in 19710).

(2) A distinction is often made between
“merger ™ and ** takeover ™, ** merger™’
being used to deseribe the process of volun-
tary fusion between two or more companies,
and ** takeover ™" the acquisition of control
through  purchase of shares without the
agreement of the company’s directors.
However, the term * merger™ as used
in this article and in the OECD report is
applied to any acquisiton of control, how-
ever obtained, and includes both processes.




ly, high costs with excessive product
differentiation and selling expenditures, low
technical efficiency, a lack of technical
aggressiveness and poor international
competitiveness.

Because of the differing relative impor-
tance in national economies of economic
factors which offset or restrain the exer-
cise of market power, it is not possible to
give a general rule as to what levels of
concentration produce detrimental effects.
But while the precise definition of high
concentration is essentially a matter for
national decision, what can hardly be
disputed is that merger appears to be a
major cause of it and may therefore be
a potential major source of economic
detriment.

Mergers vs.
Internal Growth

While the measurement of concentra-
tion is generally considered to be essen-
tial, it is, nevertheless, only a starting point
for consideration of the policy issues.
A very real distinction must be made
between internal growth, which can occur
when a firm recognises, and adapts
itsell more efficiently to, changing consu-
mer demands at lower real costs, and
external growth by merger which may
merely result in the growth of the firm
with no corresponding improvement for
consumers or lowering of real costs.
The internal growth of the firm, when
it derives from lower costs and/or the
more efficient meeting of consumer de-
mands, will, at least during the growth
stage, result in more competitive markets,
and this will bring real economic benefits
to society. External growth may also
bring such benefits, but it may only result
in an increase in market power with
detrimental effects on economic perfor-
mance, as well as adverse social and
political consequences.

One qualification to this distinction may,
however, be necessary. If a particular
merger is likely to produce significant
gains in terms of efficiency, the speed with
which these gains are realised—as compar-
ed with internal growth—have to be
weighed against the immediate market
power consequences of the merger. A
merger which results in the much earlier
achievement of efficiency gains than inter-
nal growth may be socially preferable.
It is worthwhile. however, to consider
whether many efliciencies might not also
be achieved by measures short of merger
or by mergers which do not raise issues
of competition policy.

Benelits and Detriments
-\ Balanee Sheet

A distinction must be made between
conglomerate or diversified mergers which
increase overall concentration and hori-
zontal or vertical mergers which also
increase market concentration.  The
effects of these two types may differ and
could lead to different policy options.
One of the issucs to which the horizontal
and vertical merger gives rise is the trade-
off between a potential increase in effi-
ciency and the increased market power
which provides potential for abuses of
competition. Increases in efliciency could
result from such mergers through the
opportunity to take advantage of econo-
mies of scale in production, sales, manage-
ment, finance and research and develop-
ment, and from multi-plant workings
and other factors. In addition, the effects
of the merger on growth prospects and,
in particular, foreign trade may be impor-
tant. There is however the danger that
a higher degree of concentration, and
hence market power, may lead to some
kind of monopolistic or oligopolistic
abuse, such as higher than normal profits
which reduce overall economic welfare
and perhaps adversely affect the distri-
bution of income.

Alternatively, the economic performance
of merged firms may deteriorate, causing
a reduction in economic welfare as well.
One inevitable adverse result of every
horizontal merger, except perhaps one
between a viable and a failing company,
is that it eliminates one competitor and
reduces the independent forces operating
in the market. If the merger triggers
off other defensive groupings amongst
firms which do not result in increased
efficiency, the dynamic effects on industry
structure must also be considered. For
the purposes of policy analysis, therefore,
the effects of each horizontal or vertical
merger should be examined, subject, of
course, to judicial, administrative or legis-
lative rules based on accumulated expe-
rience.

Since the conglomerate or diversified mer-
ger involves no increase in concentration
in individual markets, the issues are some-
what different. However, absolute size
by itsell may have two types of economic
disadvantage: if the firm exceeds the size
at which it can be efficiently operated
with given techniques of production and
management, the merger may result in
an overall decline in performance, It
may also give the firm the power to indulge
in certain types of market behaviour

which may have damaging consequences
for competition. Size may bring increas-
ed overall financial power of a Kkind
which permits cross-subsidisation in the
markets in which the firm operates, reci-
procal dealings with other large conglo-
merate firms, retrenchment of the domi-
nant position of the acquired firm, and
it may also permit the firm to alter mark-
ket structures through the relatively easy
acquisition of potential competitors.
On the other hand, the conglomerate or
diversified merger may be a legitimate
form of growth for the firm if it is based
on existing specialities, skills and efficien-
cies which may be transferred to other
markets at little or no real economic
cost or if it facilitates the provision of
capital for modernisation. In these cases
the entry of the firm into a new market
may disturb existing structures and beha-
viour patterns in such a way that the
intensity or form of competition change
so as to increase economic welfare. It
would appear therefore that any particu-
lar conglomerate needs to be studied for
its effects in individual markets before
any overall judgment can be made.

However, there are many mergers which,
because of their size or economic impact,
are not likely to be the concern of public
policy which deals with the diminution of
competition. It is even possible that
many of these mergers will further compe-
titive ends. At what size and what kind
of mergers the dividing line should be
drawn is a matter which can only be
decided in the light of the conditions
within each country.

The Control Machinery

Although there are, in practice, substan-
tial common elements in the systems of
merger control in OECD Member coun-
tries, it is possible to distinguish two
different, though related, approaches to
problems of enhanced market power.

The first stresses the absolute value of
competition as a regulator of economic
activity and is to be found in the United
States, where for example, one cannot
plead the possible advantages of a merger
to offset the disadvantages which would
result from increased concentration. The
second approach is where, as in the United
Kingdom, the promotion of eflective
competition is only one of a number of
desirable objectives, others being, for
example, employment, the distribution of
industry and the balance of payments.

Cne feature common to all systems of
merger control is that they try to reduce




uncertainty about whether or not a pro-
posed or existing merger will be accept-
able. It has been found that prior notifi-
cation whether formal or informal, is an
extremely valuable method of reducing
this uncertainty, though some countries
have post-notification systems of control
as well.

Whatever the system of control it is
usually only concerned with the rela-
tively few mergers which raise serious

questions with regard to reduction of

competition. It may be that no precise
and generally applicable guidelines can be
laid down; some nations state limits in

terms of market share, others in terms of

market share and size of
measured for example by
turnover.

enterprise,
assets or

The most difficult question is what consi-
derations should be taken into account
in any particular merger. There may
be no ideal solution to the problems rais-
ed by increased concentration resulting
from merger, and those which have been
tried have had only limited success in
halting major merger movements. But
a limited number of mergers do involve
social costs and only serve to confer

private advantage through enhanced
market power. The lack of an ideal and
generally applicable  solution is no

argument for not attempting to regulate
and reduce these costs.

International Mergers

According to data presented in OECD’s
report, international mergers may be a
major component of all merger activity
and therefore cannot be ignored. Inter-
national mergers are a form of direct
investment and, as such, raise problems
of efficiency and competition that are
basically similar to those involved in
domestic mergers. There is evidence to
suggest that this type of merger may result
from the desire to exploit some differen-
tial advantage, whether it be efficiency
or product differentiation: and as a conse-
quence tend to be horizontal rather than
vertical or diversified. These mergers
may not, of course, raise concentration
levels in host countries, but when the
world market for the product is consider-
ed, it does so, and may therefore have
long-term detrimental consequences.

In the short-term, on the other hand, the
report suggests, international mergers
based on differential efficiency may in-
crease competition in host country mar-
kets because the foreign entrant wishes
to exploit his advantage: nor will he have

absorbed any prevailing non-competitive
behaviour patterns. For these reasons
it is not possible to reach any general
conclusions about the effect of internation-
al mergers; like many domestic ones
they need to be considered on an indivi-
dual basis.

Although only relatively few international
mergers have appeared to raise questions
for competition policy so far, it is likely
that the continual growth in international
investment and the integration of world
markets will lead to many more such
cases in the future.

Suggestions for \etion

The report concludes that there is not

necessarily any single policy towards
mergers which must be recommended

to governments which are considering the
introduction or amendment of legislation
dealing with mergers. The wide differen-
ces in economic, social and legal environ-
ments between countries have to be
recognised. While it can be agreed that
some mergers have injurious economic,
social and possible political effects, the
relative importance of merger as a means
of corporate growth differs as between
countries and hence the extent and overall
consequences as regards the impairment
of economic performance could also be
expected to differ. In addition, there
are frequently many ways of offsetting or
compensating for deficient economic per-
formance, and hence remedies would also
be expected to differ as between coun-
tries, Each particular merger must there-
fore be studied for its efTects.

Despite these considerations it must also
be stressed that there are major economic
forces at work which do highlight the
need for most countries with developed
cconomies to recognise that the question
of mergers and merger control does require
consideration. The report suggests that
Member countries which have not yet
done so consider the adoption of an
effective system of merger control, based
on five principles:

® a procedure for registering mergers,
wherever this is felt to be necessary:
e a system to facilitate obtaining informa-
tion about occurrence of major mergers,
e.g. requiring their prior notification:

® minimum quantitative criteria below
which mergers would not be subject to
control;

® objective criteria or presumptions for
use in evaluating mergers:

e reasonable time limits for deciding
initially whether to allow or challenge

certain mergers.
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FECT OF TAX AND WELFARE
IMES ON WORKERS’'INCOMES

ing to find out just what is the overall impact of their various tax and social welfare programmes on the

! whether it is in line with their general tax and social policy aims.

Many difficulties arise in comparing

establishing comparable taxation umits for example and quantifying the data on taxes and benefits — but
airs has taken a first step towards establishing comparable information by publishing data on the tax|benefit
th average earnings (1). The following article draws attention to some of the policy questions which arise
‘mitations of this first attempt at empirical testing of data drawn from many country sources. (See Box.)

INCOME AS A PERCENTAGE OF GROSS EARNINGS
F TYPICAL PRODUCTION WORKER
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ot available in Austria, Canada, Greece, Iraly and Portugal but from rate structure it is assumed that they are
ons in Austria, Canada and Greece, and one sixth in Italy.

ECD’s data reveals striking dif-
ferences between countries’ tax-
ation policies and their methods
of taxing and subsidising family units.

Disposable Income
of the Typical Worker

Chart A shows how much of his gross
earnings a typical worker retains (under
various assumptions about his family
circumstances) after payment of income
tax and social security contributions and
after receipt of family benefits.

In the 22 OECD Member countries which
participated in the study, the worker is left
on average with disposable income ranging
from 77 per cent (for a single man) to
91 per cent (for a married man whose
wife does not work and who has two
children). Three groups emerge. At one
extreme are the Nordic countries, together
with the Netherlands and Germany, where
the single man retains between 60 and
70 per cent of his gross income and a
married man with two children 72 to 81 per
cent of his gross income. At the other
extreme are France, Japan, Greece and
Portugal, where the single worker retains
85 to 92 per cent of his gross earnings;
in France a married couple with two
children has a disposable income greater
than his gross earnings—106 per cent,
which means that social transfers are
higher than direct taxes—while in Italy,
Austria, Belgium, Greece, Portugal and
Japan, disposable income ranges from 91
to 96 per cent of gross earnings. The
remaining countries fall between the two
gl'(}LlpS.

The lower part of the Chart also suggests
that if a country raises a large amount

(1) Recently published as the Annex to
“ Revenue Statistics in OECD Member
Countries 1965-1972 . The data cover all
Member countries except Iceland and
Turkey for the year 1972.
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of revenue from income taxes and social
security contributions, it cannot avoid
relying heavily on workers with average
earnings as a source of these funds
even though higher income groups may
be heavily taxed (2).

i, | _‘. [ ‘. s
Subsidising
;I ® o i ]
the Family Unit
Countries’ treatment of family composi-
tion may reflect a number of different
policy objectives. A country may wish
for example to ensure that the tax benefit
system reflects differences in family needs
which arise because of differences in
composition. Or taxes and transfers may

be used as part of population policy or to
encourage traditional family patterns.

Traditionally tax systems have tried to
ensure equity between families having the
same income but differing family com-
position by giving tax allowances which
differentiate between these different sorts
of families and by exempting from taxa-
tion the amount of income which repre-
sents a subsistence level, The rationale
for this approach is the ** ability-to-pay ™
principle which exempts income required
for subsistence from taxation.

Table 1 gives an indication of how a

country’s tax and transfer system affects
family units of differing composition,
They show the value of both tax allow-
ances and cash payments (as a percentage
of disposable income) obtained when a
worker gets married and when he has a
child and then another child.

The differences between countries cannot
be taken to reflect the stress given to the
various policy objectives outlined above,
since governments may offset the effects
of taxes and benefits through use of policies
which are outside the scope of the present
study, such as provision of special housing
arrangements, free school meals, etc.
Nevertheless the figures are of interest in
that they show for example that, in
roughly half the countries, the increase
in disposable income received for a second
child is approximately equal to that receiv-
ed for the first, while in the other half of
the countries it is greater. The table also
shows that France, which is generally
believed to have followed a policy of
actively encouraging population growth,
does in fact have the largest discrepancy
between disposable income of a single
person and that of a married couple with
two children.

It is also of interest that in terms of gains
in disposable income resulting from

1. WHAT HAPPENS TO
DISPOSABLE INCOME
WHEN A WORKER
MARRIES AND HAS
CHILDREN?

Index of Disposable Income*
(Single Worker = 100)

2

Mar- ! 5

ried | Child | <"
Australia 103 105 108
Austria 107 116 126
Belgium 107 107 120
Canada 106 108 111
Denmark 110 115 119
Finland 108 112 117
France 104 109 124
Germany 107 109 111
Greece 101 101 102
Ireland 105 110 116
Italy 104 109 114
Japan 103 104 106
Luxembourg 108 115 123
Netherlands 102 108 115
New Zealand 103 108 113
Norway . 108 110 117
Portugal 100 | 101 102
Spain 103 105 108
Sweden 109 115 121
Switzerland 102 105 108
United Kingdom 104 109 115
United States 105 108 111
* Cumulative change from the earnings of a
single man.

e he represents a typical taxpayer. (¥)

and are of school age.

Who is the Typical Production Worker in OECD’s
Study? What Taxes and Benefits are Included?

For the sake of international comparison OECD’s study chose the manufacturing
production worker with average earnings because:
e comparable data about him are available in a number of OECD countries

Since it is also of policy interest to know what happens in different countries when a
typical worker improves his income position, data are also given on taxes paid and
benefits received by the worker when gross earnings are increased by 10 per cent.

A citizen makes various kinds of payments to governments and receives various
kinds of government assistance—both in cash and in kind.
included in this exercise are those which most directly affect the disposable income of
the worker and for which information is available on an internationally comparable
basis. As regards the worker’s payments to the government, account is taken of
his income tax liability and his compulsory contributions to social security, but not
of other taxes such as those on his consumption (indirect taxes) or property. On
the benefit side, deductions from taxable income and cash transfers in respect of
marriage and children are covered in the study as are lump sum deductions from
taxable income which are available 1o all employees; but in calculating the worker’s
disposable income, no account is taken of cash payments or deductions from taxable
income in respect of particular expenditures such as those on health, education,
housing, child-care, insurance or work-related transport, which are given to varying
degrees in most OECD Member countries.

(*) To ensure comparability between countries it is assumed that the worker is
not subject to unemployment or sickness during the year and that he receives
average amounts of overtime rates of pay, extra bonuses, etc., that he has no
income apart from what he earns, that, if he is married, his wife has no income
of her own, and that if he has one or two children, they have no income either

The taxes and benefits
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marriage, the ranking order of countries is
similar to that of Chart A, whereas it is
entirely different for gains in disposable
income due to having two children. This
is largely due to the fact that, while
marriage is generally subsidised through
tax allowances—the higher the marginal
tax rate, the greater the value of the
allowance—children’s benefits are fre-
quently granted in the form of tax trans-
fers.

There has been a considerable amount
of debate as to whether family subsidies
are best given via the tax system or via
cash transfers, and, if through the tax
system, whether through tax allowances
or tax credits. The important distinction
between tax allowances and tax credits
is that the value of the former is a function
of the taxpayer’s marginal rate of income
tax so that high income groups gain
relatively more when tax allowances are
granted and lose relatively more when
they are withdrawn (e.g. when a child
ceases to be a dependent). Tax credits
on the other hand do not normally vary

(2) Thus countries whose workers retain
a low percentage of their gross earnings
tend to have a high ratio of personal income
tax plus employees’ social security con-
tribution receipts in relation to GNP.




with income, but people whose incomes
are so low that they are not subject to
income tax (or whose tax liabilityi s less
than the credit) do not receive any payment
either: their credit is in effect not utilis-
ed (3). Cash transfers on the other hand
are given irrespective of the recipient’s tax
position. However, since potential reci-
pients of cash transfers may have to
initiate a claim for them, fewer of those
eligible may actually take up their claims
than if the transfer were granted auto-
matically through the tax system. It also
seems likely that as a general rule men
receive tax aids, women cash transfers.

It seems that governments’ choices (inso-
far as choices are deliberately made) be-
tween these various instruments for sub-
sidising families may be influenced by a
number of factors: relative costs of
administration (which themselves may
vary according to the type of income tax
system in force); notions of equity (the
case has been argued both ways as between
tax allowances and tax credits); desire to
reveal or conceal their cost (the cost of
cash transfers is more transparent than
benefits given through the tax system).

In practice marriage benefits take the form
of a tax allowance in almost all countries,
but in Italy there is also a cash transfer,
worth far more than the allowance, and
in Belgium and Sweden a tax credit is
used instead. Methods of subsidising
children are much more varied and take
the form of tax provisions (usually allow-
ances but tax credits as well in Belgium
and Finland) or cash transfers or both.
Table 2 illustrates the great divergence
among countries in this respect by showing
the value in relation to transfers of total
assistance provided under the programmes
included in the study.

Personal Income Tax

and Employees*Social
Security Contributions”
The results of OECD’s study suggest that
there is a two-fold relationship between
the two levies. First, in most countries
where the typical worker pays high mar-
ginal rates of income tax, marginal rates
of social security contributions are low.
The converse is also true. This reflects
the fact that most of the countries which
have a high ratio of income tax receipts
to GNP have a low ratio of social security
receipts to GNP, and conversely.

Another finding is that in all countries the
marginal rate of income tax exceeds the
average rate whereas for social security
contributions the marginal rate is equal to
or below the average rate. In other

2. IMPORTANCE
OF CASH TRANSFERS
(family allowances, etc.)
(as percentage of Total
Benefits Received)

Denmark 100 Finland 80
Norway 100 Austria 65
Sweden 100 Luxembourg 64
Spain 100 Canada 55
Portugal 100 Australia 40
ltaly 95  United Kingdom 20
New Zealand 93  Ireland 19
Belgium 90  Greece 0
Netherlands 85  United States 0
France 83  Germany 0
Switzerland 81  Japan 0

3. HOW MUCH TAX DOES
A WORKER PAY WHEN HIS
EARNINGS INCREASE
BY 10 9?

(% of increased earnings paid in
income tax plus social security*®
or “marginal tax rates’’)

Married
Single with
2 children

Australia 35 33
Austria 35 23
Belgium 29 24
Canada** 29 27
Denmark 61 54
Finland 45 38
France 21 14
Germany 38 26
Greece 15 13
Ireland ** 26 26
Italy 24 23
Japan 21 18
Luxembourg 39 24
Netherlands 43 35
New Zealand 32 31
Norway 47 42
Spain 13 13
Sweden 62 62
Switzerland 28 23
United Kingdom 35 34
United States 34 28

* Income related transfers are not included.
Thus marginal tax rates are — to tax|/benefit
rates.

** The income ceiling on social security contri-
butions is reached at an earnings level below that
of the typical production worker.

words the income tax is invariably more
progressive than employees” social security
contributions.

Marginal Tax Rates:
Their Implications for
Income Distribution

As governments have come to accept
increasing social obligations, their revenue
needs have increased and thus marginal
tax rates have been rising. This is a
matter of increasing concern to both
policy makers and the taxpayers them-
selves.

Table'3 shows the impact on taxes of an
increase in gross earnings— 10 per cent
in this case—for a single worker, and for
a worker with two children (5). Here too
there are great differences as between
countries: the marginal rates average 55
and 30 per cent for the Nordic countries
while at the other end of the spectrum the
least industrialised OECD countries have
marginal rates averaging 14 and 13 per
cent respectively. Countries with the
highest marginal tax rates generally have
the highest receipts from income tax plus
employees’ social security contributions
in relation to GNP,

If one compares the typical worker with
someone who earns 10 per cent more, it is
possible to have an idea of the effects of
the tax system on distribution of income.
For example, in the Scandinavian coun-
tries the worker with 10 per cent higher
gross earnings has a real disposable income
that is only 4-6 per cent higher. Thus the
tax system is used as a means of redistribut-
ing income—by decreasing differentials
between gross earnings—even at income
levels around those received by the typical
production worker.

Future Work

As indicated earlier, these results are
only the first step in a new kind of inter-
national comparison. Work is going on
to supplement them in various ways.
First, it is proposed to update the exercise
to see how the average worker’s tax/
benefit position has been affected by
inflation. Second, the earned income of
working wives will be taken into account.
Third, if possible, an international compar-
ison will be made of taxpayers at income
levels other than that of the production
worker having average earnings. Finally,
it is hoped that some of the more import-
ant income- and expenditure-related cash
transfers can be brought into the study.

(3) Tax credits were in use in Austria,
Belgium and Finland in 1972, the year for
which the data are available.

(4) Employees’ social security contribu-
tions are similar to personal income taxes
in that both are compulsory payments and
the amount being paid does not bear any
direct relation to the benefits received.
It may well be however that the con-
tributions are more acceptable to the tax-
payer than income taxes because they can
be viewed as insurance payments from
which the individual himself will benefit.
(5) Since none of the bencfits considered
are related to income, these figures also
represent a worker’s marginal tax/benefit
position.
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New OECD
Dublications

"OQECD Economic Surveys”. 1974
Series:

TURKEY

(November 1974) (1074 27 1)
ISBN 92-64-11281-2 84 pages
Each booklet .... £050 $1.25 F 5,00

Subscription to 1974 Series
£9.00 82250 F 90.00

"OQECD Economic Surveys”. 1975
Series:

ICELAND

(December 1974) (10 75 17 1)
ISBN 92-64-11282-0 58 pages
NORWAY

(January 1975) (10 75 22 1)
ISBN 92-64-11314-2 88 pages
ITALY

(January 1975) (10 75 19 1)
ISBN 82-64-11313-4 82 pages
FRANCE

(January 1975) (10 75 14 1)
ISBN 92-64-11312-6 124 pages
Fach booklet. . . . . L0.70 $1.75 F7.00
(10 75 00 1) Subscnpuon to 1975 Series

bemng published
L8200 §2250 F 80.00

ANNUAL REPORTS ON CONSU-
MER POLICY IN OECD MEMBER
COUNTRIES (January 1975) "Do-
cument’” Series.

Reviews institutional developments,
new legislation aimed at protecting
health, and the economic interests
of consumers as well as measures
to inform and educate them.

(24 7501 1) ISBN 82-64-711315-0
1M2pages ..... £7170 $425 F17.00

HOUSING FINANCE: PRESENT
PROBLEMS (December 1974).

Possible solutions to some pressing
problems of housing finance that
arise from credit restraint and high
interest rates in a generally infla

tionary climate

(21 7402 1) ISBN 92-64-11277-4

100 pages ..... £1.80 $450 F 18,00

MERGERS AND COMPETITION
POLICY (January 1975). See page
34.

(24 7404 7) ISBN 82-64-71257-X
84 pages . ... £2.00 $500 F 2000
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ANNUAL REPORTS ON COMPE-
TITION POLICY IN OECD MEM-
BER COUNTRIES, N©2-1974 (Jan-
uary 1975) "Document” Series.

These reports are prepared by the
Delegates of Member countries for
consideration by the OECD Com-
mittee of Experts on Restrictive
Business Practices at each of its
biannual meetings. Countries are
divided into two groups for this
purpose, each country submitting
an annual report. As the reports
can constitute a useful source of
information for persons interested
in problems of competition, the
OECD has decided to publish them
regularly twice yearly in the special
"OECD Documents™ Senes.

(24 7406 1) ISBN 92-64-11291-X

170 pages ..... E71.50 %8375 F1500

DOUBLE TAXATION OF INCOME
AND CAPITAL, 1974 (January
1975).

Contains the texts of the twenty
Articles of the 1963 Draft Conven-
tion which have been revised until
now, and of the Commentaries
thereon.

(23 7501 1) ISBN 92-64-11311-8
168 pages .. ... £250 $625 F 2500

REVENUE STATISTICS OF OECD
MEMBER COUNTRIES, 1965-
1972/STATISTIQUES DE RECET-
TES PUBLIQUES DES PAYS MEM-
BRES DE L'OCDE (March 1975).

Presents under the 47 items of a
standardized classification compa-
rable data on tax revenues and
social security contributions as
well as an analysis of these data.
(237502 3) ISBN 92-64-01322-9
260 pages, bilingual

£330 $825 F33.00

OIL STATISTICS. Supply and
Disposal, 1973 /STATISTIQUES PE-
TROLIERES.  Approvisionnement
et consommation (April 1975).

Statistics covering all Member
countries including supply and

ENELRG
Problems ang

Since there is no single source of energy which
unquestionably holds the most promise for the future,
long-term strategies for enmergy R & D should be
explicitly aimed at keeping open a sufficient number
of alternative options. This is one of the recom-
mendations of an OECD Report, entitled “Energy
R & D” (1) written in the context of OECD’s
Long-Term Energy Assessment under the guidance
of an ad hoc Group of OECD’s Committee for
Scientific and Technological Policy, chaired by
Umberto Colombo. The study is an overview of
the scientific and technological aspects of energy
problems, and outlines R & D needs and opportu-
mities. Some of the policy conclusions reached in
the report are summarised below.

he incidence of political, economic and social factors, not

to mention military ones, tempers the optimism that might

otherwise be felt in OECD countries given the multiplicity
and diversity of prospects, medium and long-term, offered by
science and technology. Energy is, in the first place, related to
the structure and choices of society. Its future development will
mainly depend on the policy decisions that countries take with
regard to the nature of their economic growth and social
structure.

Within the framework of these socio-political decisions, science
and technology can make a vital contribution, provided an imme- ~
diate start is made on the vast R & D effort necessary to match
the scale of the prospects. Moreover, to be fully effective, this
effort must be based on coherent policies at both national and
international levels.

Energy is a particularly good illustration of the kind of problem
that is currently facing science and technology policy. Ever
present but ever changing energy requirements constitute a typi-
cal example of the " moving target ” which calls for continual
progress. A further point which cannot be repeated often
enough, is the need to take fully into account—at an early stage—
the inherent timescale of all R & D activities. Research pro-
grammes started today cannot be expected to produce results
for at least ten years, and more probably 15 or 20 years.

Consequently, nothing could be less appropriate in the field of
energy than to undertake “crash programmes’ in response to
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already existing crises, the context of which is changing rapidly;
such programmes are in fact likely to perpetuate the detrimental
effects of "stop-go’ policies. Priorities should be established
as part of a long-term strategy based on evaluation of future pro-
" blems and needs. Obviously, such evaluations, and the relevant
strategy, will need to be periodically revised to take account of
significant changes in trend. Moreover, since there is no single
" source of energy which unquestionably holds the most promise
for the future—in terms of economic advantage, security of sup-
ply and environmental suitability—long-term strategies should
be explicity aimed at keeping open a sufficient number of alter-
native options.

Furthermore, implementation of energy R & D strategies should
be integrated into the broader framework of policies concerned
with management of natural resources.

Finally, in view of the seriousness of the energy problems of
developing countries—for themselves and for the industrial
countries—it is important to undertake a thorough study of the
ways in which science and technology can contribute to their
solution, and of the possible role of international co-operation.

X
L

The following subjects are considered by the report as the most
suitable for immediate international co-operation in R & D:
e Exploration and evaluation of energy resources

e Underground or sea-bed storage of fossil fuels

® The coal sector (mining, combustion, gasification and lique-
faction)

Safety of nuclear installations

Radioactive waste management

Thermonuclear fusion

Solar energy

Geothermal energy

Energy produced from industrial and urban wastes

Fuel cells

The use of heat as an energy carrier (not only waste heat
from power stations but also the transportation and storage of
heat)

e New energy carriers (methanol, hydrogen and, more gene-
rally, carriers enabling energy to be transported in the form of
the energy of the chemical bond)

® Energy conservation

e Analysis of energy systems.

(1) Published under the responsibility of the Committee for Scientific and
Technological Policy, this study was carried out by a team (Gabriel Drilhon,
Bruna Teso and Salomon Wald) in OECD’s Directorate for Science, Techno-
logy and Industry, led by Jean-Jacques Salomon, Head of the Science
Paolicy Division. Genevieve Schmeder contributed to the chapter dealing
with the energy problems in developing countries.

(937502 1) ISBN 92:64-1131-2 244 pages £ 3.50 8 8.75 F 35.00

disposal of crude oil, feed stocks,
components and petroleum pro-
ducts; sources of imports: pro-
cessing of crude oil, feedstocks and
natural gas: refinery output and
consumption of main petroleum
products,

(61 76 20 3) ISBN 92-64-01324-5

182 pages, bilingual . £3.50 $8.75 F 35,00

PROVISIONAL OIL STATISTICS
BY QUARTERS. 2nd  Quarter
1974 | STATISTIQUES PETRO-
LIERES PROVISOIRES PAR TRI-
MESTRE. 2¢ trimestre 1974 (Ja-
nuary 1975).

(60 74 02 3) ISBN 92-64-01263-9
22 pages, bilingual.

PROVISIONAL OIL STATISTICS
BY QUARTERS. 3rd  Quarter
1974 / STATISTIQUES PETRO-
LIERES PROVISOIRES PAR TRI-
MESTRE. 3¢ trimestre 1974 (Feb-
ruary 1975).

(60 74 03 3) ISBN 82-64-01321-0

22 pages. bilingual

Fachissue ...... L 060 $1.50 F6.00
Subscription. ... £1.80 $4.50 F 18.00

THE ELECTRICITY SUPPLY IN-
DUSTRY. 23rd enquiry/L'INDUS-
TRIE DE LELECTRICITE. 23=
enquéte (December 1974).

Covers the electricity industry
(production, consumption, produc-
tion capacity, investment and fuel
consumption by the power plants) ;
collects figures for the two pre-
vious years and forecasts for the
coming years.

(61 74 103) ISBN 92-64-01268-0
108 pages. bifingual. £2.40 $8.00F 24.00

THE CEMENT INDUSTRY. Sta-
tistics 1973. Trend 1974/L'IN-
DUSTRIE DU CIMENT. Statistiques
1973, Tendance 1974 (December
1974).

(71 74 90 3) ISBN 32-64-01300-8
38 pages ...... £71.10 8275 F11.00

THE NON-FERROUS METALS IN-
DUSTRY, 1973/L'INDUSTRIE DES
METAUX NON FERREUX, 1973
(February 1975).

Contains four series of statistical
tables concerning production and
consumption, trade, the first pro-
cessing stage of the main non-
ferrous metals, and a table on alu-
minium end uses.

(71 74 30 3) ISBN 892-64-01320-2
100 pages, bihngual . £2.00 $5.00 F 20.00

TEXTILE INDUSTRY IN OECD
COUNTRIES, 1972-1973/L'IN-
DUSTRIE TEXTILE DANS LES
PAYS DE L'OCDE, 1972-1973 (Ja-
nuary 1975).

Examines the situation in the textile
industry with particular stress on
trade trends in each Member coun-
try during the last decade

(71 75 70 3) ISBN 82-64-01307-5
170 pages, bilingual . £2.40 % 6. 00 F 24,00

PULP AND PAPER. Quartely Sta-
tistics, 1974-3/PATES ET PAPIERS.
Statistiques trimestrielles (January
1975).

(73 74 03 3) ISBN 92-64-01267-2

64 pages. bilingual
£3.60 $9.00 F36.00

Subscription. . ..
Fachissue ..... L£1.20 %300 F12.00

OECD FINANCIAL STATISTICS
Ne 8 - Vol. I/STATISTIQUES FI-

NANCIERES DE L'OCDE (Novem-
ber 1974).

554 pages, bilingual.

OECD FINANCIAL STATISTICS
Ne 8 - Vol. II/STATISTIQUES FI-
NANCIERES DE L'OCDE (January
1975).

(2074 103) ISBN 92-64-01266-4

408 pages. bilingual

Annual subscrption

£ 15,00 $37.50 F 150,00
Ne 8 (Vols. ] and If). £8.00 § 20.00 F 80,00

LIAISON BULLETIN BETWEEN
DEVELOPMENT RESEARCH AND
TRAINING INSTITUTES. N°4-1974
(February 1975).

An index of bibliographies on de-
velopment published during the
first Development Decade, contain-
ing 231 entries classified by sub-
ject, and 505 entries classified by
geographic region and an extensive
list of the publishers of the works
listed.

(40 74 04 3 ) ISBN 92-64-01308-3

136 pages. bilingual . £0.80 % 2.00 F 800
Subscription. ... Y260 $650 F 2600

TRANSFER OF TECHNOLOGY
FOR SMALL INDUSTRIES (Ja-
nuary 1975) "Document” Series.

The programme was conceived as
a brain-storming exercise among
a group of people preoccupied with
the question of progressive assi-
milation of technology in the tradi-
tional sector of industry.

(471 7409 7) ISBN 92-64-11296-0
250 pages ..... £3.40 8850 F34.00.

"Development Centre Studies” Se-
ries:

THE ROLE OF THE TECHNICAL
ASSISTANCE EXPERT. An en-
quiry into the expert’s identity, mo-
tivations and attitudes, by Denyse
Harari (January 1975).

Emphasis is laid on technical assis-
tance experts as individuals and
on their relationships with their
original social environment and the
milieu in which they are called
upon to work.

(47 74 08 1) ISBN 92-64-11295-2
160 pages ..... £240 $600 F24.00

"QECD AGRICULTURAL POLICY
REPORTS" Series:

Resulting from OECD discussions
on Agricultural Policies, these re-
ports analyse the problems of agri-
culture in each Member country and
describe policies followed in the
fields of markets, prices, structure,
etc.

AGRICULTURAL POLICY IN SWE-
DEN (January 1975).

(51 74 17 1) ISBN 92:64-11284-7

60 pages ...... £1.20 $3.00 F12.00

AGRICULTURAL POLICY IN GER-
MANY (January 1975).

(571 74 16 1) ISBN 92-64-11283-9

62 pages ...... £1.20 $3.00 F12.00

AGRICULTURAL POLICY IN
LUXEMBOURG (January 1975).
(51 74 19 1) ISBN 92-64-11310-X

34 pages ....... X080 $200 F&00

“Agricultural Products and Markets"”
Series:

FRUIT AND VEGETABLE PRO-
CESSING IN OECD MEMBER
COUNTRIES (November 1974)
“Document” Series.

Examines recent trends and pros-
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pects of production and consump-
tion, structural developments in the
industry and relationships between
producers and processors.

(51 747517 ) ISBN 92-64-11240-5
42 pages .. ..... £070 §1.75 F7.00

CHANGES IN THE PROCESSING
AND DISTRIBUTION OF MILK
AND MILK PRODUCTS: A CHAL-
LENGE TO FARMERS - Vol. 2 -
DENMARK, NEW ZEALAND, UNI-
TED KINGDOM, UNITED STATES
(February 1975).

(51 74 18 1) ISBN 82-64-11293-6
372 pages .. ... £440 $71.00 F44.0

MILK AND MILK PRODUCTS
BALANCES IN OECD MEMBER
COUNTRIES, 1960-1973/BILANS
DU LAIT ET DES PRODUITS LAI-
TIERS DANS LES PAYS MEMBRES
DE L'OCDE (March 1975) “Do-
cument” Series.

(51 7501 3) ISBN 92-64-01323-9

164 pages, bilingual.. £ 2.80 $ 7,00
F 28,00

NUCLEAR LAW BULLETIN N° 14
(January 1975).
(67 74 14 1) 80 pages

Subscription (2 issues and supplements )
£1.80 §4.50 F 18,00

MANAGEMENT OF PLUTONIUM-
CONTAMINATED SOLID WASTES.
Proceedings of the NEA Seminar,
Marcoule 1974/GESTION DES DE-
CHETS SOLIDES CONTAMINES
PAR DU PLUTONIUM. Compte
rendu du séminaire de I'AEN, Mar-
coule 1974 (February 1975).

Management techniques and expe-
nence with solid radicactive wastes
containing traces of plutonium-239
and other long-lived alpha-emitting
radionuclides.

(66 7501 3) ISBN 92-64-01309-1
252 pages, bilingual . £3.80 $ 950 F 38,00

"Road Research”:

URBAN TRAFFIC MODELS: POS-
SIBILITIES FOR SIMPLIFICATION
(November 1974).

Examines wurban traffic transport
computer models with particular
reference to possibilities of simpli-
fication. The components of stra-
tegic traffic models and the implica-
tions for simplified models are re-
viewed. Puts forward new ap-
proaches to urban transport de-
cision making.

(77 7402 7) 15BN 9? 64-11249-9
128 pages ..... £200 $500 F2000

CAPACITY OF AT-GRADE JUNC-
TIONS (March 1975).

Examines methods of estimating
the capacity and traffic control
which are most suited to high
raffic volumes, Safety and en-
vironmental acceptability aspects
are considered (community aspects
and users’ point of view). Summary
of research needs and practical re-
commendations for road engineers.
(77 7501 1) ISBN 92-64-11317-7

118 pages ..... £ 240 8600 F 24,00

FROST ACTION ON ROADS (De-
cember 1974).

(77 7403 17) ISBN 82-64-711251-0
228 pages ..... £2.60 §6.50 F 26.00

RE-APPRAISAL OF REGIONAL
POLICIES IN OECD COUNTRIES
(February 1975).

An assessment of policy experiences
and of the central issues which

confront Governments in devising
and carrying out regional develop-
ment policies.

(707402 1) ISBN 92-64-11286-3

174 pages ..... £280 $7.00 F 28,00
"ECMT"
OPTIMUM  STRUCTURE AND

SIZE OF ROAD HAULAGE FIRMS -
POSITIVE AND NEGATIVE EF-
FECTS OF SPECIALISATION. 23rd
Round Table (Movember 1974).

(75 7408 1) ISBN 82-821-1024-9
46 pages . ..... £1.00 %250 F10,00

RESEARCH ON TRANSPORTECO-
NOMICS. Vol. VIl - N° 2/RECHER-
CHE EN MATIERE D'ECONOMIE
DES TRANSPORTS  (January
1975).

(74 74 02 3) ISBN 92-821-0025-1

496 pages, bingual
Subscription. £ 10.60 $28.00 F 120,00

MAJOR AIR POLLUTION PROB-
LEMS. THE JAPANESE EXPE-
RIENCE (November 1974) "Do-
cument” Series.

Describes the Japanese experience
with regard to (1) reducing air
pollution due to sulphur oxides,
(2) using monitoring, modelling
and surveillance techniques in air
pollution control, and (3) photo-
chemical oxidant pollution.

(97 74 (% 1) ISBN 92-64-11255-3

176 pages £2.00 $550 F 22,00

ENVIRONMENT DAMAGE FUNC-
TIONS (February 1975).

Papers presented at a seminar
seeking to evaluate the extent to
which the knowledge of the cost
of damages caused to the enwvi-
ronment, and the knowledge of the
probability of the damage occuring,
may be relevant to the formulation
of an environmental policy. The
papers consider the definition, use,
estimation, and development of
damage functions, as well as the
risk and perception of damage to
the environment.

(97 75 01 1) ISBN 92-64-11330-4
334 pages .... L£4.50 $11.25 F45,.00

“The OECD Social Indicator Deve-
lopment Programme’':

SUBJECTIVE ELEMENTS OF
WELL BEING "Document” Series.
(December 1974).

Reviews psychological indicators
of social change, considers new
areas of survey measurement of
subjective or psychological phe-
nomena and maps areas for re-
search.

(81 7405 1) ISBN 92-64-11256-1
204 pages . .... £260 $650 F 26,00

"Reviews of National Science Po-
licy"”:
IRELAND (January 1975).

(892 74 07 ?}395N92 64-11176-X
132 pages . .... £7.80 §4.75 F 19.00

METHODOLOGICAL GUIDELINES
FOR SOCIAL ASSESSMENT OF
TECHNOLOGY. “Document” Se-
ries (March 1975).

Provides a common framework
facilitating comparisons between
assessment studies made in different
countries.

(9276501 1) ISBN 82-64-11318-3
148 pages ..... £220 $550 F22,00

CREATIVITY OF THE SCHOOL.
TECHNICAL REPORT N© 1. Posi-
tion papers by Member countries
(March 1975) "Document” Series.

A collection of eight position pa-
pers (Belgium, France, Germany.
the Netherlands, Norway, Portugal,
the United Kingdom and the United
States - New Jersey) discussing the
various aspects of school creativity
and innovation in the respective
countries.

(96 74 07 1) ISEN 82-64-711297-9
896 pages ...... £ 180 $450 F18.00

PROGRAMME BUDGETS FOR
GRADUATE TRAINING. Chalmers
University of Technology (February
1975) "Document” Series.

Examines the design and implemen-
tation system within an institution
of higher education.

(96 7406 1) ISBN 92-64-11294-4
248 pages . ... £4.00 $ 1000 F4000

NEW PATTERNS OF TEACHER
EDUCATION AND TASKS. Country
Experience: BELGIUM, FRANCE,
UNITED KINGDOM (December
1974) "Document” Series.

Experiments in continuing teacher
training. Experimentofthe College
of secondary education at Marly-le-
Ror and its implications for teacher
tasks. Innovation trends to teach-
er training and retraining.

(91 74 53 1) ISBN 92-64-171288-X
110pages ...,. £220 $550 F2200

POLICIES FOR HIGHER EDUCA-
TION. General Report (October
1974).

To examine key policy Iissues,
OECD held a high-level Conference
on Future Structures of Post Secon-
dary Education in June 1973. This
volume comprises the general re-
port of the conference and a dis-
cussion of the problems arising
from the transistion to mass higher
education.

(91 ;"4[,‘5!)!53!'\"'.)! 64-11243-X
180 pages ..... £2.60 $6.50 F 26,00

EDUCATIONAL STATISTICS
YEARBOOK. Vol. | - International
Tables (December 1974) "Docu-
ment’" Series.

First OECD publication presenting
standardised and comparable fi-
gures on educational enrolment,
expenditure, and level of atainment
in OECD countries.

(8174 10171) ISBN 92 64-11289-8
66 pages ...... b0 $3.75 F 15,00

STRUCTURE OF STUDIES AND
PLACE OF RESEARCH IN MASS
HIGHER EDUCATION (October
1974).

The present volume contains four
reports: two of them are devoted
to the place of research; the two
others are dealing with the new
structure of the studies in relation
with the new role given to research
in higher education.

(927402 1) ISBN 92-64-11202-2
146 pages ..... £200 $500 F 2000

EDUCATION IN OECD DEVELOP-
ING COUNTRIES: TRENDS AND
PERSPECTIVES (February 1975).

An analytical survey of education
in Greece, Portugal, Spain, Turkey
and Yugoslavia. Special aspects
covered are: the general objectives

of educational development poli-
cies: the pattern of educational
expansion in these countries during
the 1960’s : major changes foreseen
in the structure of their educational
systems; educational growth per-
spectives during the 1970's and stra-
tegic areas of general policy con-
cern.

(91 7407 1) ISBN 92-64-11244-8
302 pages ..... £320 $800 F3200

PARTICIPATORY PLANNING FOR
EDUCATION (February 1975).

Contains a summary of the major
charactenstics of educational plan-
ning, examines some of the prob-
lems encountered and describes
and analyses certain country expe-
riences.

(91 7408 1) ISBN 92-64-11259-0
390 pages .... L£540 %7350 F54.00

REVIEW OF NATIONAL SCIENTI-
FIC AND TECHNICAL INFORMA-
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