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Making Provision

for

Ageing Populations

by Maria Maguire’

Low birth rates and longer
life spans are increasing the
proportion of elderly people
in most OECD countries. In
some European countries,
present birth rate trends
could soon lead to a
downturn in the size of the
total population and in the
number of working age
people, exacerbating the
problem of financing
pensions, health care and
welfare services for the
aged. The following article
looks into the question of
how social policies need to
be adapted now to meet the
demographic problems
expected early next century.

A species in danger of extinction? Not
likely, of course, but fertility rates
among OECD countries are already
below replacement levels.



Fewer Babies

Fertility rates in most OECD countries
have fallen steeply since the mid-1960s
and are now below the level required to
replace the population. In many cases the
number of young people is already falling,
and there is no sign at present of any
significant recovery in birth rates.

The effects of low fertility will be mag-
nified after the turn of the century by the
passage into old age of the people born
during the post-war “baby boom” (from the
early 1940s to the mid-1960s). The result
will be a sharp rise in the space of just two
or three decades in the proportion of the
population aged 65 and over in many
countries, although in some the increase
may be more gradual (table 1). In Japan,
where birth rates have been on an almost
unbroken downward trend since the late
1940s, the proportion of the elderly is
already rising rapidly. Across the OECD
area as a whole, the proportion of the
population aged 65 and over is projected to
increase from just over 12 per cent at
present to almost 22 per cent in 2040,
when the ageing trend is expected
to peak.

The Over-80s

At present the most rapidly increasing
population group in many countries is the
very old — those aged 80 or over — and
with further gains in life expectancy on the
horizon, this trend seems set to continue
over the coming decades. Since 1950,
average life expectancy at birth has risen by
eight and a half years for women and six
years for men.

Current projections indicate that even with
modest increases in life expectancy, the
proportion of very old people in OECD coun-
tries could rise from between 1 and 3 per cent
of the population now to between 6 and 9 per
cent by the middle of the next century. Their
number in the OECD area as a whole is
projected to have increased by 45 per cent by
the year 2000, and to treble between now
and 2040.

A Smaller, Older Workforce

Population ageing has important impli-
cations for the size and age structure of the
potential workforce. The number of young
people entering the labour market is
already tapering off in many countries and
by the end of the century the working age
population (15-64) will be shrinking in
some European countries and in Japan.
Barring a rapid upturn in birth rates, an
increasing number of OECD countries will

1. OECD'’s Directorate for Social Affairs, Manpower
and Education.

1. POPULATION AGED 65 AND OVER — 1980-2050?
as % of total population

1980 | 1990 | 2000 | 2010 | 2020 | 2030 | 2040 | 2050
Australia 96 ( 11.1 ( 11.7 | 12.6 | 156.4 | 18.2 | 19.7 | 12.4
Austria 1556 | 146 | 149 | 175 | 19.4 | 22.8 | 23.9 | 21.7
Belgium 144 | 14.2 | 14.7 | 1569 | 17.7 | 20.8 | 21.9 | 20.8
Canada 95| 114|128 | 146 | 186 | 22.4 | 22.5 | 21.3
Denmark 14.4 | 153 | 14.9 | 16.7 | 20.1 | 22.6 | 24.7-| 23.2
Finland 120 | 133 | .4 | 168 | 21.7 | 23.8 | 28.1 | 22.7
France 140 | 138 15:3 | 163 | 1956 | 21.8 |-22i7 | 22.3
Germany 156 | 165 | 17.1 | 20.4 | 21.7 | 25.8 | 27.6 | 24,6
Greece 131 | 123 | 15.0: | 168 | 178 | 19.6 | 21.Q | 211
Iceland 991|103 | 108 11.1 | 143 | 18.1 | 20.1 | 21.1
Ireland 10.7 | 11.3 | 111 | 111 | 12.6 | 14.7 | 16.9 | 18.9
Italy 135 | 138 (163 | 173 | 19.4 | 21.9 | 24.2 | 22.6
Japan 9.1 | 1T1.4¢] 15.2: | 18.6 | 20.9 | 20.0 | 22.7 | :22.3
Luxembourg 13.6 | 14.6 | 16.7 | 18.1 | 20.2 | 22.4 | 22.0 | 20.3
Netherlands 11.6 | 12.7 | 13,6 [ 156.1 | 189 | 23.0 | 24.8 | 22.6
New Zealand 9.7 | 10.8 | 11.1 | 12.0 | 16.3 | 19.4 | 21.9 | 21.3
Norway 14.8 | 16.2 | 15.2 | 15.1 | 18.2 | 20.7 | 22.8 | 21.9
Portugal 10.2 | 11.8 | 13.56 | 14.1 | 16.6 | 18.2 | 20.4 | 20.6
Spain 109 | 12.7 | 14.4 | 16,6 | 17.0 | 19.6 | 22.7 | 22.9
Sweden 16.3 | 17.7 | 16.6 | 17.5 | 20.8 | 21.7 | 226 | 21.4
Switzerland 13.8 | 14.8 | 16.7 | 20.56 | 24.4 | 27.3 | 28.3 | 26.3
Turkey 4.7 4.0 5.0 5.5 7.0 89 (102 | 11.56
United Kingdom 149 | 15.1 | 145 | 146 | 16.3 | 19.2 | 20.4 | 18.7
United States 11.3 | 12.2 | 12.2 | 12.8 | 16.2 | 19.5 | 19.8 | 19.3
OECD average® 12.2 | 13.0 | 13.9 | 163 | 179 | 20.56 | 21.9 | 21.2

(a) 1980 actual; 1990 to 2050 projections.

(b) Unweighted.
Source: OECD.

face a similar situation in the early decades
of the next century, raising the prospect of
potential labour shortages.

The diminishing supply of young workers
is also leading to an older workforce. By
2020, an average of around 43 per cent of
the working age population in the seven

largest OECD countries will be aged 45 or
over, compared with just over 30 per cent
today (chart A). In Germany and Japan,
where the ageing trend is particularly pro-
nounced, it is expected that 40 per cent of
working age people will be over 45 by the
year 2000. -

A. PROJECTED TRENDS IN AGE STRUCTURE OF WORKING POPULATION 1980-2040
Average of Seven OECD Countries’
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1. Canada, France, Germany, Italy, Japan, United Kingdom, United States.

Source: QECD




Growing Dependency Burden

These changes in age structure imply a
substantial increase in the burden of depen-
dency on the working population, which
supports both the young and the retired.
Chart B shows that in the seven largest
QECD countries old-age dependency ratios
— the number of people aged 65 and over
relative to those of working age — could
approximately double between now
and 2040. Currently there is one elderly
person for every five people of working age;
it is projected that by 2040 there will
be two.

This development will be offset to some
extent by a decline in the number of
children relative to the working age popu-
lation. Although the extent of this offset
will depend on future birth rates, it is
unlikely to be sufficient to prevent a sub-
stantial increase in total dependency
ratios — young and elderly people relative
to the working age population — when the
baby boom generations begin to retire
around 2010. Similar increases in the
old-age and total dependency ratios are
projected for most other OECD countries,
although the timing and magnitude differ.

Implications for Social
Spending

To the extent that the elderly depend on
public programmes for financial support
and social services, real government
expenditure on pensions, health care and
welfare services will need to grow substan-
tially in the coming years to accommodate
demographic pressures. In the event of
continuing low birth rates this increase may
be offset to some extent by reduced
outlays on family benefits, education, and
other services for the young. But this offset
is likely to be relatively small because per
capita public social expenditure on the
elderly exceeds that on the young by a
factor of between two and four in most
QECD countries.

It is estimated that in the seven largest
OECD countries the ageing of the popula-
tion could swell the total cost of social
programmes in real terms by about one-
third on average between now and 2040
(chart C). Without any change in the real
level or scale of benefits provided,
increases in the number of people aged 65
and over would almost double the cost of
pension programmes, and would raise the
cost of health care programmes by about
40 per cent. If expenditure on education
and family benefits decreased directly in
line with the projected number of young
people (which is unlikely), outlays on these
programmes would decline by about
20 per cent and 15 per cent respectively.
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B. PROJECTED DEPENDENCY RATIOS 1980-2040
Average of Seven OECD Countries?

| 1080 | 1990 | 2000 |

2010 |

2020 | 2030 | 2040 |

1. Canada, France, Germany, Italy, Japan, United Kingdom, United States.
2. Young (0-14 years) and elderly (65+) relative to working age (15-64) population.
3. Elderly (65+) relative to working age (15-64) population.

Source: QECD

A cumulative one-third increase in the
cost of social programmes over the next
half century implies that demographic
change will pre-empt a significant share of
the resources available for these pro-
grammes, thereby reducing the potential
for improvements in benefits and services.
Moreover, a number of countries face
potentially large increases in the expendi-
ture burden per worker purely as a result of
demographic pressures (table 2). In the
majority of cases this source of additional
pressure on resources is unlikely to become
very great until the early years of the next
century, but after that a progressively
larger gap is almost certain to open up

between the cost of social programmes
and the size of the working age population
which has to finance them.

Sharing the Cost of
Demographic Change

In recent decades, social benefits have,
on average, risen in line with or even
exceeded the growth rate of productivity in
the economy as a whole, so that the living
standards of the elderly have at least kept
pace with those of the working population.
If per capita benefits were to continue
growing in the future at around the rate of

C. PROJECTED CHANGE IN SOCIAL EXPENDITURES DUE TO DEMOGRAPHIC
FACTORS 1980-2040
% Average of Seven OECD Countries’

100

90+
804
70
601
50

Education Family

benefits

Health

Total social
expenditures

Pensions

1. Canada, France, Germany, Italy, Japan, United Kingdom, United States.

Source: QECD
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2. IMPACT OF DEMOGRAPHIC CHANGE ON SOCIAL EXPENDITURE
AND FINANCING BURDENS — 1980-20407

1980 = 100
1990 2000 2010 2020 2030 2040

Canada
Social Expenditure 194 124 141 162 181 187
Financing burden per

head of 15-64 age group 100 103 109 125 143 145
France
Social expenditure 106 109 116 124 130 128
Financing burden per

head of 15-64 age group 99 100 104 116 128 132
Germany
Social Expenditure 98 104 104 103 106 97
Financing burden per

head of 15-64 age group 95 106 113 124 149 154
Italy
Social Expenditure 103 103 108 111 113 107
Financing burden per

head of 15-64 age group 97 99 106 116 131 139
Japan
Social Expenditure 113 125 141 141 136 140
Financing burden per

head of 15-64 age group 103 1156 137 142 140 154
United Kingdom
Social Expenditure 98 97 101 105 113 110
Financing burden per

head of 15-64 age group 95 93 96 101 112 111
United States
Social Expenditure 107 1i¥2 125 147 162 165
Financing burden per

head of 15-64 age group 99 96 99 117 132 131

(a) Projections.
Source: OECD.

Per capita public spending for the elderly

is two to four times higher than for the
young. A low birth rate will therefore not
make up the increase in costs
accompanying the ageing of the population.

growth of aggregate productivity, expendi-
ture increases due to demographic factors
would have to be financed by higher taxes
and social security contributions.

Alternatively, the benefits provided to
the elderly population could be broadly
maintained at their present level in real
terms; this would leave some margin for
meeting the cost of the rising old-age
dependency burden out of productivity
growth, but would result in a substantial
reduction over time in the living standards
of the elderly relative to the working
population.

Perhaps the most likely scenario is that
the costs of demographic change will be
shared between the working and elderly
populations. That would imply some cur-
tailment of social benefits relative to what
might have been feasible in the absence of
demographic pressures, but also some
increase in the financial burden on the
working population.

More Women and Older
People at Work

The higher the proportion of the popula-
tion actually in work, the lighter will be the
individual load of paying for social benefits.
A reduction in unemployment rates would
ease the financing burden, but labour force
participation trends will also be of crucial
importance. Older people’s work patterns
will be particularly important because they
affect the size of both the workforce and
the retired population.

The labour market can, in some res-
pects, be expected to adjust automatically
to demographic movements: with fewer
young people entering the labour force,
unemployment rates may fall, perhaps
encouraging more married women to go
out to work. Similarly, older workers may
be inclined to defer retirement, and
improved work opportunities might also
lead a higher proportion of young people to
start work early instead of continuing their
education past compulsory level.

However, changes in labour force parti-
cipation patterns may also suggest policy
intervention by governments. Some coun-

7
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Rising life expectancy and demographic imbalances appear to justify raising the average retirement age. But would the labour market permit it?

tries may choose to encourage immigration
to increase the size of the workforce. And
policies towards older workers may also
need to be reconsidered. Despite in-
creasing longevity, the average retirement
age has declined significantly over the past
several decades, a trend which has been
encouraged in many countries in recent
years by public and private early retirement
schemes. A continuation of this trend
would add substantially to the cost of
pension and health care schemes as the
population ages.

In the event of some curtailment both of
the generosity of public pension schemes
and of early retirement options, older
workers may choose to remain in the labour
market longer. In turn this may lead to a
need for a variety of changes, including
more flexible retirement ages and occupa-
tional pension schemes, wage structures
which reflect age-productivity profiles, pro-
vision for re-training older workers and
greater access to part-time work.

Pension Systems Under
Pressure

In addition to demographic change there
will be other factors pushing up the cost of
retirement pensions in future years. A rising
proportion of the elderly will be eligible for
social security benefits because of the
extension of pension schemes to a broader
cross-section of the population in recent

8

decades. Many more women will also be
retiring with full pension rights as a result of
increases in female labour force participa-
tion rates. Average benefit levels are also
set to rise in many countries where the
prescribed contribution period for receipt of
full benefits has not yet elapsed, or where
improvements made to the benefit struc-
ture during the affluent 1960s and 1970s
have not yet had their full effect. Some
pension systems will not reach maturity
until well into the next century.

Although demographic pressures are
still 15 to 20 years away in most countries,
reforms need to be put in place well ahead
of time in order to allow people to plan for
their retirement. There is likely to be some
scope for reducing the scale of public
pension commitment because expanding
occupational pension provisions, increased
private saving to offset possible curtail-
ment of state pension benefits, and rising
rates of home ownership in some countries,
mean that tomorrow’s pensioners will gen-
erally be more financially secure than
are today's.

Two Options

There are basically two available options
for moderating the future growth of state
pension outlays. The first is to reduce real
benefit levels, either by cutting pension
payments to new retirees or by changing
the indexation formula for benefits. Either
approach would probably need to be

accompanied by policies to encourage
occupational pension schemes and private
saving, and might also need to be sup-
ported by the introduction of basic income
provisions to protect the less well-off
amongst the elderly.

The second option is to raise the average
retirement age, possibly in combination
with more flexible retirement policies. This
could be justified on grounds of rising life
expectancy and demographic imbalances,
but would be viable only in the context of
improved labour market conditions and
policies to encourage the employment of
older workers.

Health Care in Old Age

Due to the much higher incidence of
chronic disease and illness in old age,
increases in the number of very elderly
people will lead to a substantial rise in
health care costs unless longer life expec-
tancy is accompanied by an improvement
in the state of health of older age groups.
Advances in medical technology could
create strong pressures for additional
spending that could add substantially to
the costs of demographic change. The
general need to control public health care
spending and the particular problems asso-
ciated with providing appropriate health
care for the aged raise not only financial
questions but also a number of social and
moral issues.
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Lack of money should not prevent an
elderly person from receiving proper
treatment — specialized or long-term —
however governments choose to cope
with the anticipated rise in health care
expenditures.

Rising health care costs will almost
certainly necessitate increased taxation,
but there is also likely to be potential for
requiring the more prosperous sections of
the elderly population to contribute
through health insurance premiums or
increased cost-sharing. At the same time it
will be necessary to ensure that those who
require long-term care are not exposed to
the risk of impoverishment and that ina-
bility to pay is not a barrier to access to
quality health care. Methods of paying
health care providers may also need to be
changed in order to encourage a more
cost-effective approach to delivering health
services to the elderly.

Long-Term Care

Provision of long-term care for the
growing numbers of very elderly people will
be one of the main challenges for health
care systems. There are wide disparities
amongst OECD countries in the availability
of long-term institutional care for the eld-
erly and in the relative use-rates of hospi-
tals, nursing homes and old-age homes to
provide such care. Increasing interest is
now being shown in possibilities for the
provision of long-term care in non-institu-
tional settings, with a view both to
reducing the costs of care and improving
the quality of life of elderly patients.
However, community-based care should
not be regarded as a cheap alternative to
institutional care. Provision of the neces-
sary standard of care will require the
development of a well-co-ordinated
system of medical, para-medical and social
services and suitable housing facilities,
including sheltered housing, and it is likely
to be some time before savings from
reduced use of institutional care emerge. It
must also be recognized that for patients
with greater levels of disability, institu-
tional care will continue to be necessary.

Informal care in the home, mainly by
female family members, plays a major role
in maintaining the elderly in the commun-
ity. In the future, however, the number of
relatives available to provide care is likely
to diminish because of declining family size
and the increasing proportion of women in
paid employment. Possibilities for encour-
aging the development of new types of
informal care networks need to be
explored, and informal care needs to be
backed up by a range of medical and social
services. ]
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are all suffering, with varying intensity,
W from dysfunctions of administration
leading to a waste of time and money, low
staff efficiency and anger and weariness on
the part of the public. Even more, they add
up to a braking effect on economic activity.
Such problems become magnified as the
administration plays an ever larger part in
the daily lives of citizens and businesses.
This expansion of the public sector’s role
can be seen in the figures, although it is
difficult to translate them into a real indi-
cation of the weight of the state in the
economy. Yet, for example, its impact is
apparent in Sweden, where government
expenditure accounted for 60 per cent of
GDP in 1984, and in others, like Ireland,
where it has risen from 33 per cent to
50 per cent between 1979 and 1984. The
share of the public sector in total employ-
ment increased, on average, from 11 per
cent in 1960 to 18.4 per cent in 1982.
Here again the rise was particularly sub-
stantial in Sweden: 12.8 per cent in the
early 1960s expanded to 31.8 per cent
20 years later.

office is closad anli el
raturn to work unti

security guards:

e prOtBCted by

Government’s Role
in Everyday Life

Up to World War |, government was
concerned with enforcing law and order,
ensuring national defence and providing
a certain number of limited social pro-
grammes. Today, it is involved in fixing
wages and financing and restructuring
industry. In short, both individuals and
firms are becoming increasingly
dependent on the administration —
from unemployment benefits to export-

licenses. As clients experience the

larger presence of government in their
lives, they bridle more and more at its
deficiencies (exchange regulations, building

10



ce: The Public as Client

permits, taxation, etc.). With assistance or
unemployment benefits, clients sometimes
hold the government responsible for their
situation and can hardly be said to appreciate
having to deal with its services. For a firm
establishing an investment programme that
depends on regional development aid, ques-
tions like the access to information, the
complexity of administrative regulations and
the efficiency with which the administration
handles its file are matters of economic life or
death.

The OECD Member countries are aware of
the problem. The Organization has recently
published a report on the administration-
client relationship, describing its impact on
economic efficiency and stressing that it
should not be an obstacle to develop-
ment.’

Most Member countries have accordingly
introduced programmes of administrative
reforms in recent years to improve efficiency.
Some, notably Ireland, have adopted the
values of the private sector. The Irish Gov-
ernment’s White Paper on the public service,
published in 1985, states: “The recognition
of the primacy of the customer must be
paramount”. This principle is revolutionary.
Until now, the administration, in whatever
country, has neither attempted to meet the
specific requirements of individuals nor to
treat them as responsible and demanding
clients.

The administration has seen itself as
serving the general interest, often treating
clients as irresponsible children whom it
commands and protects. Its laws and
regulations are supposed to serve the
interests of all, but are drawn up by the
few, often without the direct participation
of those for whom they are intended. As
the OECD points out, public servants are
rarely trained to communicate with the
public and are responsible, not to their
“clients”, but to their superiors, who deter-
mine their promotions, assignments and
sanctions.

Counter staff, who constitute the real
“interface” between the administration and
clients, are chosen not for their ability to
communicate, but according to seniority or
competence — which often means newness
in the profession or incompetence. As the
OECD points out, “The interface position,
itself, is undervalued, usually underpaid,
and not looked to for input for managerial
or policy decisions”. This status may
explain the lack of openness of interface
staff. One government has had to give up

the idea of asking public servants to wear
name-tags in an effort to make administra-
tion less anonymous. They objected
because they feared being attacked by
members of the public. While Americans or
Swedes all know that their postwoman is
called Suzie or Olga, citizens of other
countries may only have contact with
“window 11 or 15".

The very ambiguity of the administrative
function as a source of both services and
constraints does not help bring about
reforms to ensure the primacy of the client.
The government’s interests are sometimes
contrary to those of the individual citizen.
For example, an administration eager to
inform taxpayers of their rights, through a
campaign to encourage better use of tax
reliefs by clients and greater responsive-
ness on the part of staff, might experience
a fall in tax vyield.

Public services must comply, of course,
with the instructions of the members of a
democratically-elected government. But,
how can the administration be managed
and ministerial accountability be made
effective when the real decisions are made
at the counter? When the citizen can
appeal only through legal processes or
political intervention?

What Can Be Done?

What then can be done? The OECD's
view is that in a period of budgetary
restraint it is difficult to forsee a wide-
ranging reform, and pointless to take only
superficial measures. The problem is in fact
as much bound up with organizational
weaknesses as with an administrative cul-
ture based on the power of the state over
the citizen. In the opinion of the authors of
the report, the need is to act pragmatically
and to change key “factors” radically so
that “the effects are deep and have wide-
spread repercussions”.

The first question is what does the client
want? Above all, he desires a “responsive”
administration — an administration which is
understandable, easily-approachable (office
hours, premises), capable of meeting his or
her specific requirements, open to dialogue
and participation and, finally, which offers
the possibility of easy and rapid appeal
(mediator, ombudsman). There are many
different ways to satisfy such expectations.
As the report recommends, it is preferable to
solve the problem of administrative respon-

siveness at the source, when regulations are
drafted, in order to ensure that they are
consistent and adaptable to the needs of
clients and capable of being implemented by
the administration. It makes no sense to
increase the red tape in getting an export
licence when the aim is to boost foreign
trade.

The OECD's view is, however, that first
priority should be given to personnel and
administrative organization. So, for staff in
contact with the public, improved status,
better training and greater discretion are
three key points. In Norway, for example,
administrators and middle-level managers
are required to work for six months in
positions dealing with clients — before they
are promoted. In many countries (Austria,
Denmark, Finland, etc.), the administration
has organized courses to encourage public
servants to be clearer when they commu-
nicate with clients.

Another option is a reforming of the
organization of the hierarchy, as carried out
recently in Australia, to set up “flatter”
structures, eliminating excessive layers of
supervision and thereby cutting waste and
frustration.

The accessibility of offices (physical
arrangements, opening hours) is an impor-
tant factor in administrative responsive-
ness. In the Netherlands, the tax authority
operates a fleet of “tax buses” which carry
public servants around the country to help
clients with tax problems. To save clients’
time, France has launched a “single win-
dow” campaign which reduces the division
of tasks and the number of offices working
on the same file.

The OECD report stresses that, what-
ever the measures taken, it is essential that
they be backed up by political will. To that
end, certain countries have set up advisory
structures at the highest levels of govern-
ment. In Turkey, the chief adviser to the
Prime Minister has been assigned the
responsibility for developing a comprehen-
sive reform strategy. These efforts empha-
size the importance of the problem, and as
the report concludes, no government's
economic, political or social reform can be
successful without a government adminis-
tration that is responsive to the needs of
enterprises, the labour force and citizens.m

1. Administration as Service: The Public as
Client, OECD, Paris, 1987. (Study conducted under
the auspices of the Technical Co-operation Com-
mittee.)
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Clean Technologies:
A Dilemma for Industry

Clean technology has given industry the opportunity to produce without
polluting. But often this involves modifying production methods and altering
the way a company operates. Thus, in deciding to invest in clean
technology, a manager must consider not only the benefits of environmental
protection, but also the economic and social factors associated with the
innovative techniques. A recent report by the OECD has studied the
difficulties of making these techniques more a part of an industry’s standard
equipment and the measures taken by some countries to encourage their use.’

t first glance, clean technology
A appears to offer numerous bene-

fits. Some advocates claim it is
high time clean technology replaced “end-
of-pipe” (or “add-on”) solutions, such as
filters, which are now the most frequently
used methods in the fight against industrial
pollution (box). The new approach is not
only easier on the environment, runs the
argument, it is also often cheaper, saving
on energy and raw materials.

According to a study of 600 clean
technology applications in France, 65 per
cent have cut down water consumption,
67 per cent have saved raw materials,
26 per cent have led to waste recyling,
21 per cent have reduced the risk of
accidents, 20 per cent have improved
working conditions and 8 per cent have
resulted in energy savings. In them-
selves, the results provide convincing argu-
ments for governments to encourage wide-
scale adoption of the new techniques. But
reality has tempered government optim-
ism. Just singing the praises of some new
process is not enough to make manage-
ment change its practices overnight. At
present, non-polluting production methods
are not widely applied in the OECD area,
and in certain Member countries account
for only 20 per cent of the total investment
in pollution control.

What is the decisive reason that makes a
manager choose to retool his plant to
introduce clean technology? His sensitivity
towards the environment? His ideas of
cost-effectiveness and efficiency? His fear
of government pressure? Answers to these
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questions will to a large extent define the
best policies for promoting and spreading
the new methods.

An Unfavourable Economic
Climate

Companies that are most likely to invest
in non-polluting industrial technology are
those actually building new plants and

those in expanding industry sectors. But
the current economic situation of low
growth and a slowdown in factory con-
struction hardly encourages innovation. In
addition, the worst polluters (with the
exception of the chemical industry) are
companies with weak growth trends in
more traditional sectors, such as mining
and metals, foodstuffs, textiles, clothing
and leather. The opportunity among these
industries to use clean technology comes
when the only option left to halt the decline
is @ major restructuring programme.

Even an ecology-minded manager
cannot afford to invest in clean technology
on the strength of his beliefs alone. He
normally can afford only to invest in
methods that are more efficient in terms of
labour, energy and raw materials. If a
by-product is a cleaner environment, so
much the better — as was the case of
dual-flow jet engines, which were designed
to improve fuel consumption, and then also
turned out to be less noisy than their
single-flow counterparts.

Managers in the OECD countries have
shown a preference for conventional end-
of-pipe solutions to control pollution. And
this conservative approach has not been
without its rewards: it requires less initial
investment and carries fewer risks. It also
involves equipment which is easily avail-
able, well-known and can be regularly
serviced. Added on at the end of the
production line, the technology has the

1. The Promotion and Diffusion of Clean Tech-
nologies in Industry (OECD Environment Mono-
graph No. 9).



advantage of not wasting earlier invest-
ments. In most cases, the manager who
chooses the less innovative solution profits
most and leaves risk-taking to others. Few
managers feel they must lead their industry
in using non-polluting production tech-
niques; in fact, only very large firms will
agree to full-scale testing of unproven
techniques, and even then it is often to
enhance their image or in response to
government pressure.

The Easy Way Out

This is one of the paradoxes of environ-
mental protection in industry. In many
cases, by using conventional pollution con-
trol equipment, a manager shows he is
keen to combat pollution and respect the
law. As a reward for his good behaviour,
the authorities will give him their blessing
and leave him to operate in peace. If he
chooses, however, to reorganize his pro-
duction process and install clean techno-
logy he will receive only the support of the

small part of government in charge of
promoting the avant-garde techniques. But
he will probably also arouse the mistrust of
the inspection and supervisory depart-
ments to whom he must prove the effec-
tiveness and legitimacy of his project.

Indeed, the introduction of clean techno-
logy is not really supported by the pollution
control industry itself. Firms turning out
anti-pollution equipment find it in their
interest to market standardized products
rather than sophisticated integrated sys-
tems, which require expensive, in-depth
research and are harder to sell. The spe-
cialized nature of modern production tech-
niques makes it difficult to create a clean
technology system for different industries.
Anti-pollution manufacturers therefore
favour slow and gradual changes in their
range of products so as to recoup their
investment, make a profit and keep risks to
a minimum.

Government actively promote advanced
anti-poliution methods, as shown in the
myriad publications they produce for
industry. But in fact they tend to encourage
mere add-on solutions.

The Integrated Production of Starch.
Ethanol and Stillage

CONVENTIONAL
TECHNOLOGY

Itis, of course, difficult, or even unfair, to
apply this rule to all clean technology
sectors. The pollution control industry is
capable of innovation: in Germany, for
example, research and development ex-
penditure in the sector is higher than in
industry as a whole (DM 5,200 per
employee in 1981 compared with
DM 3,900).

lll-Suited Regulations

The industrial sector is wary of clean
technologies. Even more surprising, how-
ever, is that governments — the torch-
bearers of the advanced techniques —
should, be it consciously or not, defend the
conventional methods.

Despite official endorsements of innova-
tive technology, the authorities them-
selves, through regulations for obtaining
permits, authorizations and subsidies,
often encourage adoption of end-of-pipe
treatment systems. For example, in certain
countries, companies can obtain subsidies

INTRODUCTION

LOW- AND NON-WASTE
TECHNOLOGY
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Clean technologies
reduce air and
water pollution in
the pulp and paper
industry at an
acceptable cost.

to reduce particle emissions only if they can
prove that the money will be spent effec-
tively. This condition is fairly easy to satisfy
with conventional solutions. In some indus-
tries, for example, installing dust extractors
meets the requirements, but systems
attached to minimize pollution at every
stage of the manufacturing process are not
assured of approval.

The same is true of tax incentives. In
Germany, for example, a factory manager
cannot claim accelerated depreciation on
an investment unless 70 per cent of it is
devoted to pollution control. So while he
can claim his depreciation if he adds to his
equipment, say, a simple air cleaner, he will
not meet the conditions if he decides to
change his entire production techniques.

By sanctioning these conventional solu-
tions, governments are partly to blame for
the slow pace of clean technology progress
in OECD countries. This does not mean,
however, that governments refuse to
encourage innovation, nor should it be
considered that clean technology is always
the best answer. In some cases, end-
of-pipe solutions can be equally effective. It
must also be recognized that governments
have little room for manceuvre. While they
may legislate freely on end-of-pipe equip-
ment, it is much more difficult to enforce
production techniques without impinging
on industrial secrecy or interfering with the
rules of competition.

Encouraging Examples

Despite the barriers to the development
and spread of clean technologies erected
by both the authorities and industry, it is
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agreed that new solutions are needed if the
environment is to be protected. A number
of countries have thus begun to give
incentives —in varying degrees of bold-
ness — to promote non-polluting produc-
tion methods and to develop the relevant
technologies. Some, like the United States,
leave most things to the play of market
forces. But others, notably Denmark,
France, Finland and the Netherlands, have
adopted a whole range of measures,
including financial assistance, information
and adjustment of regulations.

Financial arrangements (such as direct or
indirect investment subsidies, research and
development aid) often appear to be the
most favoured form of incentive, but their
effectiveness is hotly debated. A study of
twenty Finnish industries revealed that
they played only a marginal role in a
company’s decision to invest, although
initial aid did provide easier access to other
sources of funds.

The total volume of funds allocated to
clean technologies in the OECD countries is
not known precisely. France is the only
country to have supplied figures —in 1983
the French government provided
FF 226 million in aid, resulting in an invest-
ment of FF 627 million, or 2.4 per cent of
total environmental investment.

Of course, there is no quick way to
making new clean technology appear
throughout a country’s industry. What is
certain, however, is that the spread of
clean technology requires greater “techno-
logical flexibility” on the part of regulations
applying to industry. Ironically, the less the
law is concerned with technicalities, the
more they facilitate technical change.
Choosing a new technology depends on

finding an optimum balance between eco-
nomic factors and regulatory restrictions;
thus, in the end only the manager of a firm
can make the final decision to invest.

Clean technology has had its greatest
success in countries where the government
has succeeded in co-operating with the
companies themselves. Company man-
agers often ask the authorities for more
time to innovate. One way this has been
accomplished is through “progress con-
tracts”, which allow the company delays in
conforming to environmental regulations
and provide it with certain technical or
financial assistance. In return, the company
agrees to achieve certain results in a fixed
period of time. New standards must con-
tain various measures to allow the com-
pany time to seek new solutions. Some
financial measures, including pollution
charges, are a permanent incentive to a
company to embrace clean technology —as
the company’s pollution drops so do its
duty payments to the government.

Despite the advantage of co-operation
with industry, the objectives of national
clean technology policies too often reflect
only the view of the government services
responsible for protecting the environment.
By working with industry managers, the
authorities might realize that the success of
clean production methods depends on
more than just environmental policy, but
that pollution control is one facet of the
country’s overall industrial, trade and
scientific strategy. To ignore this is to
condemn any individual measure aimed at
promoting clean technologies before it has
a chance of proving effective. a8



Variously called “alternative”
or “soft”, “ambient” or
“new”, renewable energy
systems at times offer an
alternative source of energy
to cheap oil, reserves of
which are dwindling. And as
these soft energy systems
neither choke us with
sulphur dioxide nor blanket
the atmosphere with carbon
dioxide build-up, they are
said to be “clean”.
Nonetheless, according to a
recent OECD report, they do
sometimes have a significant
impact on the environment.’

Systems and

the Environment:
How ‘“Soft”’

are They?

Small windmills highlight the best

features of renewable energy sources:

the harmful effects are small and they

are limited to those deriving the direct

benefits from their use. B

15



ost renewable technologies tap,
M directly or indirectly, energy from

the sun.? But the definition also
embraces systems that harness short-term
energy stores (e.g., biomass) and large
natural heat stores (geothermal energy).
Renewable energy sources would seem to
have a bright future, as gains in technology
are constantly improving their efficiency,
reliability and cost competitiveness. At
present, they seem promising more for
decentralized uses, such as solar heating,
individual photovoltaic and small wind sys-
tems, than for large centralized units
(box 1). Anditis in these local uses that the
public finds them attractive, for unlike large
power plants their potential harmful effects
are much smaller, hence more acceptable.
This is true especially as those likely to be
affected would be the consumers deriving
direct benefits from them.

Positive or Negative, the
Impacts Are Localized

Overall, the impacts of renewable
energy sources on the environment are felt
locally, as opposed to fossil and nuclear
fuel cycles, whose actual or potential
effects may have lasting repercussions for

Among the various renewable energy
technologies, hydroelectric power dams wreak
the most damage on a region’s ecosystems.
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the whole planet. Solar, wind and hydro-
technologies produce virtually no airborne
pollutants. The public is correct therefore in
perceiving them as “clean”.

Yet, they too can leave their sometimes
lasting imprint on the environment in many
ways: material use, land use, waste, noise,
visual intrusion, damage to ecosystems,
public and occupational health and safety.
It is rare, however, to find these effects
together (box 2). Solar energy systems,
either active or passive, require large quan-
tities of materials compared to the amount
of energy they generate and take up large
areas of land. Likewise, hydroelectric
plants often inundate thousands of hec-
tares of valley to the detriment of plant and
animal life and local communities.

Other major problems with alternative
energy systems are the disposal of often
toxic, working fluids used in solar energy
systems and the processing of brines dis-
charged by geothermal plants. The com-
bustion of biomass fuel releases various
atmospheric pollutants resembling those
produced by the burning fossil fuels. Toxic

1. Environmental Impacts of Renewable En-
ergy Sources and Systems, OECD, Paris, to be
published.

2. Tidal power stations harness the energy pro-
duced by the rotation of the earth and moon.




The combustion of biomass fuels can
release toxic gases, including dioxin
from urban waste.

gases also are sometimes given off during
combustion: dioxin from urban waste and
polyaromatic hydrocarbons from wood.
But biomass fuel is not the only generator
of airborne pollutants; geothermal energy
systems often release hydrogen sulphides.
Yet, biomass systems are alone in pro-
ducing solid waste in significant quantities
(some of which may, however, be recy-
cled). Among other sources, wind and
geothermal energy systems create consid-
erable noise pollution.

The greatest threat to ecosystems
comes from hydroelectric dams, which
favour pollution, such as eutrophication;
disrupt the migration of salmon and other
types of fish; and in tropical climates may
create a propitious habitat for parasites
that transmit diseases dangerous to man,
including malaria, bilharziasis, etc. Despite
its wide acceptance and long use, hydroel-
ectric power is perhaps the renewable
energy system that is currently most con-
troversial with regard to public health and
safety. It provides many benefits to a
community, but also a number of disadvan-
tages: flood control vs. danger of dam
failure; drinking water supply vs. deteriora-
tion in the quality of water; development of
irrigation leading to greater agricultural
output vs. an increase in parasitic diseases
and other threats to man.

None of these adverse environmental
impacts warrants halting or even system-
atically slowing down the development of
renewable energy sources. Such systems
generally do not pose a new and unknown
threat to the public or have unavoidable
consequences; in this respect, they com-
pare favourably to other energy sources.

It is possible both to control pollution
arising during the normal operation of
renewable energy systems and to minimize
the risk of accident. For example, in bio-
mass production, soil damage or intensive
deforestation can be avoided by adopting
prudent harvesting methods; in the manu-
facture of photovoltaic devices, certain
safety measures for the handling and
storage of dangerous gases can be adopted
to protect the health of workers and the
public. It is necessary, however, to con-
tinue to make effective and affordable
improvements to each energy system so as
to ensure its commercial success.

Even considering their negative environ-
mental impacts, actual or potential, renew-
able energy systems still have a major
advantage in that they are free from the
pollution arising from fossil and nuclear
fuels. For this reason alone they merit
careful consideration. [ |
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Reforming
Telecommunications
Policy in OECD Countries

by Dimitri Ypsilanti and Robin Mansell’

In most OECD countries, and especially in Europe, traditional telecommunications monopolies are being
restructured and, in some cases, even dismantled. A freer play of market forces is more and more
coming to be seen as necessary to speed up the creation of new services taking advantage of the latest
advances in technology. Governments are weighing the implications of efficiency arguments, the need for
a rationalization of the telecommunication equipment industry, and the necessity to meet specialized
business user service requirements while continuing to extend and upgrade universal telephone service.
The United States, Japan and the United Kingdom are in the lead of the ‘deregulatory’ trend. Markets are
being opened to the private sector and in some cases foreign service suppliers are being permitted entry
into formerly closed markets.

In December, a high-level meeting of the OECD’s Information, Computer and Communications Policy
Committee will discuss the many challenging issues facing government and industry in telecommunications.

High-speed data and
interactive services are
currently available only in
economic and political
centres. Will this widen the
technology gap between
regions and between
countries?



ith one eye on the industry's
w potentially enormous future rev-

enues and the other on boosting
competitiveness within manufacturing and
service sectors, policy-makers and busi-
nessmen have increasingly questioned the
traditional operation and regulation of tele-
communication networks and services.
Competitive market alternatives to the
historical preference for government-sanc-
tioned telecommunications monopolies
have emerged in a few countries extending
to include all aspects of services, network
and equipment supply. Governments are
expressing concern over the distortions
that may be created in international tele-
communication equipment and service
markets by the increasing potential for
divergence of policy among OECD coun-
tries.

In addition to the well-established global
telephone and telex networks, the conver-
gence of computer and telecommunication
technologies has spawned many new tele-
communication network-based services in-
cluding data, image, text and voice ser-
vices. Future growth in the OECD area is
likely to come in fields such as high-speed
data transmission and cellular radio. Tele-
conferencing, video services, facsimile and
electronic mail are expected to grow but
demand remains difficult to predict accu-
rately. As new Integrated Services Digital
Networks (ISDN) come on-stream the
potential scope of services available to
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users of public switched networks will be
increased considerably. Modernization and
upgrading of networks is resulting in enor-
mous capacity increases as well as making
possible many specialized services which
call for facilities that exceed the capabilities
of ordinary telephone and telex net-
works.

In 1985, OECD countries, with some
318 million telephone main lines installed,
accounted for 78 per cent of the world
total. OECD investment in telecommunica-
tion networks amounted to $49 billion in
1985, of which the United States
accounted for 42 per cent and the EEC for
32 per cent. For the same year, revenues
from telecommunication services in the
OECD area amounted to $199 billion, the
United States generating 56 per cent of
that, the EEC 23 per cent and Japan
10 per cent.

Investment in telecommunication net-
works is now concentrated on installing
digital switching and transmission systems
as the basis of ISDN, which will continue to
expand their reach throughout the 1990s
(table 1).

As information processing and data
transmission services take on an ever more
international dimension, the need to esta-
blish the conditions of access for an inter-
national user community as well as for
service suppliers becomes more crucial.
The emergence of a "global village’, com-
prised mainly of business users, is difficult
in the face of different national market
structures and regulations.

Three major issues are facing OECD
governments today: how best to organize

1. OECD'’s Directorate for Science, Technology and
Industry.
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their telecommunication industries so as to
be in a competitive position to take advan-
tage of future market opportunities; the
extent to which computer and other infor-
mation service firms will be allowed to
participate actively in new service markets;
and how telecommunications administra-
tions can continue to meet their mandates
to provide universal service in a competitive
market environment.

Assessing Performance

It is extremely difficult to evaluate rela-
tive performance by telecommunications
service providers. Such international com-
parisons, though useful in indicating broad
differences (table 2) and relative shifts over
time, need to be undertaken with caution.
Differences in market structures, pricing
and accounting procedures, subcon-
tracting practices and employment policies
can bias these comparisons.

Until 1984, the provision of telecommu-
nication services in most OECD countries
was organized as a monopoly, whether
government-owned or privately-owned
and government-regulated. Historically,
there were two reasons for establishing
this kind of structure: first, it was argued
that telecommunication services were a
natural monopoly — cost factors made it
more efficient for one supplier to serve the
market; second, telecommunication ser-
vices were treated as a public service that
should be widely available at reasonable
cost — universal service could be achieved
only by a single supplier rather than a
number of competing firms.

1. DEGREE OF DIGITALIZATION OF
THE TELEPHONE NETWORK BY

1990
Degree of digitalization
Subscribers %

{main lines) Switching

millions | Transmis- 5
: ng-

son focal distance
Belgium 4.0 50 29 75
Denmark 3.0 85 23 40
France 27.0 70 70 75
Germany 28.6 50 3 22
Greece 4.5 15 15 25
Ireland 1) 70 65 85
Italy 21.7 45 25 36
Luxembourg 0.2 35 8 10
Netherlands 6.3 95 35 15
Portugal 19.5 70 20 30
Spain 12.2 47 5 45
United

Kingdom 20.0 100 42 30

1. According to current planning by the network opera-

tors.
Source: European Conference of Postal and Telecommu-
nications Administrations (CEPT) and Commis-

sion of the European Community.

The validity of these arguments, against
a background of rapid technological
change, a proliferation of new telecommu-
nication services and the potential of digital
technology, is now being called into ques-
tion. Furthermore, at least until the early
1970s, telecommunication administrations
in many OECD countries had been criticized
for the slow expansion of telephone net-
works in response to demand and the
build-up of lengthy waiting lists. In some

cases they were slow to introduce innovative
specialized services. Governments them-
selves may have been partly responsible for
such a situation insofar as they hampered
efforts by telecommunications administra-
tions to obtain sufficient investment funds.
Over the past 10 to 15 years, however,
investment has been stepped up and voice
telephone installations have begun to
approach saturation level in many OECD
countries (chart). But there remain several
countries, as well as regions within countries,
that lag behind in telephone penetration.

Investment in telecommunications
reached a peak in most OECD countries in
the early 1980s following the expansion of
the 1970s. Investment has again begun to
increase over the last several years and is
now aimed at modernizing networks (re-
placing analogue systems by digital ones)
to achieve greater operational efficiency in
the supply of existing and new services.
Relatively slow growth in the present main
source of revenues (voice communications)
is also characteristic of the 1980s. This is
one reason why many telecommunication
service suppliers are seeking to capture
new service areas where revenue growth is
stronger (data transmission, facsimile,
mobile cellular telephony, ‘value-added’
services and so on).

Changing Objectives and
New Regulations

The adjustment process in telecommuni-
cation services has only begun, and it is by
no means certain that European countries

2. COMPARATIVE DATA ON COMMON CARRIERS
in constant US$ at 1980 prices and exchange rates

Index of
; . Network
S Operational Expenditure Main Lines Per Capita Investment ;
Reverue pee Main:Ling per Main Line per Employee 3-Year Average foSr:z?egsé 5
(US = 100)
1974 1985 1974 1985 1974 1985 1975-77 1983-85

Australia 544 568 236 264 38 69 76 75 5.4
Belgium 487 530 316 234 60 1149 60 59 2.6
Canada 473 561 231 336 89 125 85 73 10.7
France 1018 633 559 273 52 138 85 83 19.7
Germany 1028 620 475 158 64 120 59 104 21.9
Italy 441 420 392 225 93 158 57 59 14.9
Japan 3702 443 98 93 932 141 58 56 38.8
Netherlands 621 462 319 238 123 202 49 40 5.0
Spain 409 370 104 88 67 130 55 39 8.0
Sweden 425 477 274 323 107 125 37 93 4.5
Switzerland 706 741 406 337 147 179 L3 118 2.8
United Kingdom 5052 612 - 427 522 89 53 49 17.9
United States 587 736 281 435 89 169 71 67 100.0

1. Based on Main Lines.
2. 1975 data.

Source: ITU/OECD
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will follow models being implemented in
the United States, Japan and the United
Kingdom. The choice between monopoly
and competitive market supply of telecom-
munication services rests not only on effi-
ciency criteria but also on public service
objectives and national control over tele-
communication structures.

There is a range of possible solutions.
Competitive markets and minimum regula-
tory control do not guarantee perfect com-
petition and there are both economic and
social benefits associated with monopoly
structures that, in some cases, may out-
weigh the advantages of imperfectly com-
petitive markets. At the same time, it is

possible for social policy objectives, such
as the provision of universal service, to be
achieved in a competitive climate and to fail
under public ownership. Several OECD
countries have separated telecommunica-
tion services from postal services as a first
step in restructuring. In this way, cross-
subsidies between services can be moni-
tored more easily and the efficiency of both
services can be maximized.

U.S. Restructuring Begins Early

The liberalization process began in the
1960s in the United States, with a compet-
itive public network license (1969), followed

by a general opening of the market to
specialized common carriers (1971) and a
1972 “open skies” policy allowing satellite
systems to compete with terrestrial micro-
wave facilities. The major transformation
occurred at the beginning of 1984 with the
implementation of a 1982 court decision [the
Modified Final Judgement] which required
AT&T to divest itself of its local operating
companies.

The resulting market structure consists
of: competitive long-distance services;
numerous local exchange carriers enjoying
a monopoly situation; and telecommunica-
tion network-based services supplied by
competitive ‘enhanced service’ companies.
The divested Bell local operating com-
panies are required to provide ‘equal
access’ to other carriers and presently
remain subject to restrictions preventing
them from offering certain services.

The United States started from a unique
position in the OECD area, with telecom-
munication services supplied by a fran-
chised private monopoly supervised by an
independent regulatory agency (Federal
Communication Commission) but also sub-
ject to anti-trust laws. Indeed, the intro-
duction of competition in telecommunica-
tion services has been partly achieved by
court decisions overruling regulatory deci-
sions which often were found to be unres-
ponsive to the need for far-reaching struc-
tural change.

Competition Introduced
in Japan

The old structure under which local and
long-distance domestic services were pro-
vided exclusively by Nippon Telegraph and
Telephone (NTT) and international services
by Kokusai Denshi Denna (KDD) has been
replaced by a competitive system. NTT has
been privatized and facilities and service
competition has been introduced into both
domestic and international markets. For-
eign firms are limited to one-third partici-
pation in joint ventures with domestic
network suppliers, although there are no
restrictions on foreign competitors pro-
viding services using leased transmission
supplies.

Competition was introduced for tele-
communication network-based services in
1982 by allowing sharing of leased lines for
data processing and by permitting mes-
sage-switching services. NTT's exclusive
right to authorize the supply of terminal
equipment was removed and responsibility
was given to an independent body. Users
now are entitled to attach any equipment
to public networks as long as it conforms to
certain standards. NTT still is required to
provide universal service and it may be
entitled to charge access fees to the
growing number of carriers that use its
network to reach local residential and
business customers. >
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The U.K. Competitive Model

The privatization of British Telecom (BT)
in 1984 put 50.2 per cent of the corpora-
tion’s shares in public hands but left the
Government as the major shareholder. The
right to compete with BT in facilities was
given to one company, Mercury, which is
obliged by the terms of its license to build a
basic network linking the major cities. It is
not required, however, to provide universal
service. The Government has undertaken
not to license another network operator
until at least 1990.

BT is required by its licence to provide
universal service and to extend service to
rural subscribers. The common carriers are
now subject to the regulatory oversight of
the Office of Telecommunications (Oftel).
Significant liberalization has occurred in
licensing of value-added and data services.
Licences are issued by the Department of
Trade and Industry, while responsibility for
certifying equipment is assigned to another
independent agency, the British Approvals
Board for Telecommunications.

Further reforms in 1987 have removed
many restrictions on resale and sharing of
private leased circuits connected to public
switched networks — with the exception of
voice and telex services. This issue is due to
be reconsidered in 1989.

Potential for Change Elsewhere

In other OECD countries, change is being
considered primarily to introduce varying
degrees of competition in services and
terminal equipment supply. In France, the
Direction Générale des Télécommunica-
tions (DGT) has set up subsidiaries to
operate new services and, although no
licenses have been awarded yet, competi-
tion is expected in telecommunication net-
work-based services. A new competition
law applicable to telecommunications is to
be introduced in the near future.

The Deutsche Bundespost (DBP) in Ger-
many retains a significant degree of mono-
poly control over many service areas.
Although no further formal changes are
likely before 1989, steps have been taken
toward new pricing schemes in preparation
for future service competition. In addition,
DBP has lost its monopoly over modems
and other types of equipment. A Govern-
ment Commission for Telecommunications
is in the process of making recommenda-
tions for changing the German telecommu-
nications structure.

In Australia, policy-makers are consid-
ering a draft proposal on Value Added
Services Regulatory Policy; in Canada,
consultations are underway on the possible
development of a national competition
policy framework for telecommunications;
in Belgium, recommendations in 1986 by a
government-appointed commission are
under scrutiny; and in Denmark, the ter-
minal market is being opened to full com-
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petition and a neutral-type approval body is
being set up. In ltaly, it is envisaged to
consolidate the existing separate four
major service providers into two operating
under company law. The Netherlands has
decided to separate its postal and telecom-
munications services and to open telecom-
munication network-based service markets
and equipment markets. Spain has recently
submitted a draft law on regulation of
telecommunications to Parliament and
Switzerland also is in the process of
redrafting its telecommunications act.
Telecommunications administrations
have been criticized by some for thwarting
competition, pending the start-up of ISDN;
still, in some cases, they are becoming
more responsive to user needs. In most
OECD countries the debate is continuing
over how to respond to a changing inter-
national environment and new possibilities
created by software technology. There is
widespread support for competition in net-
work-based services, but some telecom-
munications administrations are concerned
not only to ensure a foothold in these
markets but also to deliver these services

Optical fibre cables are expanding network capacity but require large-scale investment.
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to a broad spectrum of users - beyond the
scope likely under competition.

The Future of Universal Service

Many of the arguments for and against
competition in telecommunication services
are not centrally concerned with whether
greater efficiency of operation can be
achieved under competitive or monopoly
supply. The main concerns are what areas
should be opened to competition, to what
extent, and with what impact on existing
service providers. The net benefits are
harder to evaluate than the immediate
costs — especially in the absence of market
experience.

Existing telecommunication service rate
structures have confused the picture. There
are considerable cross-subsidies between
different types of service offerings and little
evidence is available for independent ana-
lysis on the relationship between service
prices and cost. Traditionally local calls
have been priced considerably lower than
long-distance calls but the relative ratio of



prices of these two services is becoming
increasingly difficult to maintain. Many
administrations are under pressure to
reduce long-distance prices as a result of
rate restructuring and long-distance com-
petition in other countries.

In most countries local service competi-
tion has been ruled out, in part because
local service is seen as the mainstay of
universal service and because the techno-
logical alternatives have not yet become
clear substitutes for existing local service
plant and equipment. A central policy
question facing telecommunication admin-
istrations is the extent to which it is
possible to allow competition in the provi-
sion of long distance and other services
without jeopardizing revenue growth and,
therefore, the ability to provide adequate
universal service. There is some evidence
that local services can be run profitably,
depending on the type of competition that
is permitted and the conditions of access
by competitors to local networks.

The results of deregulation depend very
much upon how it is implemented. Local
telephone charges have risen in the United
States since the divestiture of AT&T. There
is a risk that if the prices for local telephone
service are permitted to rise, some residen-
tial users may be discouraged from sub-
scribing to the telephone service —an
obvious conflict with the goal of universal
service. However, there need not be a
contradiction between a commitment to
universal telephone service and the intro-
duction of a measure of competition in
certain areas. There are alternative policies
in a competitive environment which can be
used to maintain low cost universal ser-
vices, i.e., direct subsidies and access
charges for use of local networks, etc.

International consensus on how to
manage the transition to new telecommu-
nication services, new suppliers and liber-
alized equipment markets is becoming
increasingly difficult to achieve. Shifting
market boundaries, stimulated by the
growing complexity of network and service
provisioning and the attractiveness of inter-
national markets to firms who see telecom-
munications as integral to competitive stra-
tegies, complicate the task of policy mak-
ing. There is widespread agreement that if
maximum advantage is to be taken of the
future telecommunications global network
and services new ground rules will need to
be developed. These should contribute to
increasing possibilities for international
trade in telecommunication and informa-
tion services and equipment, to creating an
environment which is responsive to diverse
user needs, and to helping overcome dis-
parities in telecommunications develop-
ment regionally within countries, in the
OECD area and between OECD and devel-
oping countries. u

Country Problems
and
Strategies

Germany

T here are two outstanding imbal-
ances in the German economy that
policy-makers need to tackle. One is
the stubbornly high rate of unemployment,
and the other is the huge balance-of-
payments surplus, which reached a record
level in 1986.

The trend rate of unemployment has
been steadily rising since the early 1970s,
and in the latest business upswing it
continued to increase for about three years,
peaking in mid-1985 at 9% per cent. While
there was a modest decline during 19886,
the rate was still at 8% per cent in the first
half of 1987. That was over eight times
higher than the rate during the first oil price
hike in 1973-74 and three times higher
than prior to the second oil shock (1979-
80).

On the supply side, the labour force has
grown rather unevenly over the past
15 years. It contracted by 250,000 between
1973 and 1979 but then expanded by over
one million from 1979 to 1986. Even so, the
pressure from labour supply growth has been
comparatively moderate by international
standards.

The root of the problem appears to lie in
insufficient job creation, therefore, with
recruitment falling off sharply from the
mid-1970s onwards. Employment has
increased less in the German private sector
since 1965 than in any other OECD coun-
try, and that can be traced to relatively
weak output growth and to cost incentives
to substitute capital for labour. In the
10 years to 1983, employment in manu-
facturing fell almost continuously and has
only recovered a little since.

From the early 1970s, when the pool of
labour potentially available for service
employment was higher than at any time
before, net job creation slowed down
markedly in both the private and public

sectors, so that between 1973 and 1985
the unabsorbed labour supply expanded by
more than two million. Only 40 per cent of
the surplus labour potentially available for
service jobs was absorbed, demonstrating
that Germany has one of the least buoyant
service sectors (as regards employment
creation at least) amongst developed coun-
tries. One possible explanation might be
that displaced industrial workers found
working conditions and rates of pay unat-
tractive in services.

Wage growth has also been an impor-
tant factor behind the rise in unemploy-
ment since 1973, with real wages failing to
adapt quickly to the terms-of-trade
adjusted decline in labour productivity.
Since 1982, however, the real wage gap
has been narrowed if not reversed and
corporate profitability has improved.

No easy solution to the high rate of
unemployment is in sight since a major part
of it is structural, in the sense that it cannot
be eliminated in the short run by raising the
level of aggregate demand. Assessment of
the capacity utilization rate of German
industry in 1986 shows that the economy
was operated at only 3 to 4 per cent below
its normal capacity use level. Allowing for
some. cyclical rise in productivity, this
suggests that the current level of employ-
ment is only 2 to 3 per cent below the full
employment capacity of the economy.

The government's policy for dealing with
unemployment rests on two basic princi-
ples — not to intervene in the price/wage
determination process and not to expand
the relative size of the public sector,
thereby creating a favourable business
climate that should encourage capacity
expansion and job creation.

The external imbalance is one of excess
rather than deficiency and is more a problem
for Germany's trading partners than for the
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German nation. It has had a comfortable
current balance-of-payments surplus for
most of the past 30 years, with particularly
large surpluses being recorded during the
recessions of 1967-68 and 1974 and in the
three years following the second oil shock
(1979-81). Manufacturing is the dominant
foreign exchange earner, having developed to
compensate for the country’'s paucity of
natural resources. In contrast to its substan-
tial trade surplus, Germany customarily runs
a big invisibles deficit, mainly reflecting its
growing imbalance in tourism. The trade
surplus component is thus the structural
counterpart of the services deficit.

Germany’s current account swung into
deficit following the second oil shock (un-
like the first one), as a result of a lack of
competitiveness as well as of the sharp
jump in its energy import bill. By 1982,
however, the current account was back in
surplus again, following a drop in domestic
demand and a decline in the exchange rate.
From then on, the net foreign balance
steadily increased its contribution to GNP
growth. With the decline in oil prices in
1986, which is estimated to have boosted
the trade surplus by the equivalent of
1'% per cent of GNP, the current account
surplus widened to 4 per cent of GNP last
year.

Trade has become more important for
the German economy in both directions,
with the volume share of imports having
risen from an average of about 19 per cent
of GNP in the late 1960s to more than
25 per cent at the end of the 1970s. The
process of import penetration stagnated in
the first half of the 1980s, though, because
the Deutschemark was undervalued, but
the weakness of the dollar in the past two
years has sent the real exchange rate of the
German currency back up to its 1973 level.
Movements in the real exchange rate have
had only a limited impact on trade, since
changes in competitiveness resulting from
exchange rate fluctuations have partly
been absorbed by profit margins. All in all,
Germany has suffered a moderate decline
in its share of world markets since the early
1970s.

Current external surpluses represent an
outflow of domestic savings. The sharp
swing in Germany's balance of payments
from a deficit at the beginning of the 1980s
to a record surplus in 1986 was reflected in
national savings and investment levels that
initially converged and then began to div-
erge. The investment ratio declined from
21.5 per cent of GNP in 1981 to 19.5 per
cent in 1986, while the savings ratio

Germany boasts a substantial trade
surplus, but runs a big invisibles deficit,
largely reflecting its growing imbalance
in tourism.



increased from 20.2 per cent to 23.3 per
cent of GNP over the same period. These
figures suggest that the German problem of
excessively high current account surpluses
is basically related to insufficient capital
formation at home.

A simultaneous reduction in unemploy-
ment and the current external surplus calls
for a relative shift of resources from the
exporting and import-competing sectors of
the economy towards the more domesti-
cally oriented sectors. This in turns requires
a rise in domestic demand relative to
foreign demand. Policy-makers thus have

the choice of stimulating domestic demand
in the hope that this will lead to higher
output and increased imports, or of pushing
the exchange rate upwards while, at the
same time, bringing about a relative fall in
the prices of labour-intensive products so
as to increase the labour content per unit of
output. The latter seems an impractical
option, while the former could be brought
about by fiscal policy, so long as higher
demand engenders increased investment in
new output and employment capacity.

Source: OECD Economic Surveys — Germany.

The
Netherlands

adopted by the authorities in 1982 has

had a considerable measure of success:
growth of output, investment and employ-
ment have all increased, the jobless rate
has declined, the central government
deficit has been substantially cut back and
the inflation rate is one of the lowest in the
OECD area. Furthermore, with domestic
demand beginning to take over from
exports, growth was more soundly based
in 1986.

However, these favourable develop-
ments cannot mask the large imbalances
that remain. At around 13 per cent of the
labour force in 1986, the unemployment
rate is still one of the highest in Europe. The
central government deficit is in excess of
6 per cent of national income, resulting in
an increase in public debt which has now
reached a level equivalent to 70 per cent of
GNP. In contrast, the private sector has
maintained high levels of savings and a low
rate of capital accumulation, and this has
been reflected in a still large current
external surplus.

These imbalances date back to the
1970s. With a very open economy and
only small market shares in oil-producing
countries, the Netherlands has suffered
more than others from the slowdown in
world trade after the first oil shock
in 1973. And its energy-intensive industry
has suffered from the rise in oil prices and
competition from developing countries.

The economic policies pursued at the
time also contributed to the imbalances.
With a rapid increase in transfers to

|n many respects, the new strategy

The Dutch Government has taken
steps to support R&D, especially in
small and medium-sized firms.

households (up by 10 per cent of GDP
between 1972 and 1982), accompanied
by rising subsidies to the business sector,

public expenditure rose faster than rev-
enue despite higher taxation. Growing
indebtedness and higher interest rates
lead to a steady rise in debt-servicing
costs and increased the pressure on the
deficit.

The slowdown in economic activity was
accompanied by growing labour market
rigidity. Wage differentials narrowed
across industries and income groups.
Wages rose closely in line with prices,
resulting in a loss of competitiveness and a
drop in profits. Employment in industry and
agriculture declined rapidly throughout the
period. Some estimates suggest one-third
of unemployment is attributable to the
combined increase of public spending and
wages in the 1970s and early 1980s.

In 1982, the new government changed
the direction of policy with the objective of
improving public sector finances, in-
creasing labour-market flexibility and re-
ducing the dependence of the business
sector on the government through the
replacement of sector-specific industrial
policies by a more market-oriented
approach. >
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These decisions were reflected in expen-
diture cuts on a range of government
programmes, civil service salaries and
social benefits (unemployment, disability,
health). At the same time, financial
resources were redirected towards areas
likely to improve profitability and the busi-
ness environment. Furthermore, the cor-
porate tax rate was lowered from 48 to
42 per cent.

In the labour market, the government
stopped intervening in collective bargaining
and the social partners agreed to a pro-
gramme of wage moderation, a reduction
in working hours, an extension of part-time
employment and the recruitment of young
people. Wages rose less rapidly than pro-
ductivity until 1985, enabling profitability
to return to healthier levels.

Industrial policy, which in the 1970s had
been very defensive and concentrated
mainly on sectors in difficulty, has been
redirected, selective investment subsidies
have been modified and measures have
been introduced to support R&D, especially
in small and medium-sized firms.

The considerable success of the policy
shift since 1982 has, nevertheless, left
fundamental imbalances preventing the
economy from achieving sustained and
balanced growth. Consequently, the focus
of the government’s new medium-term
strategy is on their reduction. The 1987-
1990 budgetary programme is based on
four major objectives: to lower the budget
deficit to 52 per cent of national income, to
avoid increases in income tax and social
insurance contributions, to reduce the job-
less number by 200,000 (i.e., by almost
30 per cent), and to stabilize the overall
purchasing power of social transfers.

That implies further spending cuts,
including a reduction in government
employment, stability of civil service pay
and less support for the private business
sector. Savings on health spending are also
planned. Finally, additional revenue is
expected as a result of increased efforts

against social security fraud and tax eva-
sion and avoidance.

Expenditure on education and employ-
ment will, on the other hand, be increased
in order to provide the training and the
creation of new jobs needed for the young
and long-term unemployed. These various
measures, including the Youth Work Gua-
rantee Plan, subsidies for the long-term
unemployed and training programmes,
should affect 110,000 of those currently
out of work.

However, achieving the set targets may
be more difficult than initially expected. In
light of the major revaluation of the guilder
since the programme was presented, the
OECD forecasts to 1988 point to a slower
growth in output as export performance
weakens, negatively affecting public
spending and revenue. Further, govern-
ment assumptions regarding international
interest rates and oil prices may have been
too optimistic. Additional public spending
cuts may be necessary to reach the budget-
deficit objectives.

With the room for manceuvre on
demand-management policy virtually non-
existent, emphasis should continue to be
placed on removing structural impediments
to longer-term growth. While progress has
been made in recent years, the functioning
of labour markets could be further
improved. In the short run, more flexible
nominal wages in the face of the apprecia-
tion of the guilder would be desirable. Over
the longer term, labour market flexibility
would be enhanced by reducing the dis-
torting effects of the tax and transfer
system and by increasing the level of
education and skills in the economy. The
budgetary position of the government
would be improved and market impedi-
ments reduced by progressively lowering
direct support for housing and subsidies to
the business sector. ]

Source:
lands.

OECD Economic Surveys — Nether-

Greece

n 1985, the Greek authorities intro-
I duced a two-year Stabilization Pro-

gramme, designed to shift economic
policy from expansion to restraint. The
government has applied increased budge-
tary rigour and a restrictive monetary
policy. The population has been called upon
to take substantial cuts in pay levels,
translating into a 5 per cent drop in real
disposable income. Despite opposition by
labour unions, the government appears to
be able to achieve most of its goals by the
end of the year. The public sector bor-
rowing requirement will probably be close
to 11 per cent of GNP (10 per cent forecast),

26

with an inflation rate of 12 per cent (10 per
cent forecast) and a current external deficit of
3 per cent (on target). The Stabilization
Programme will have succeeded in reversing
the worrying trends of 1979-1985 and
improving the business climate.

Up to the second oil shock, manufac-
turing output grew at the remarkable rate
of about 10 per cent a year, or nearly twice
the figure for the OECD countries as a
whole. But, in 1985, that figure dropped to
a mere 1 per cent, and its share of GDP to
its 1968 level.

The rapid growth of public expenditure
—in goods and services and in wages,

Farmers — who make up 25 per
ca,ﬂr of the Greek labour force — are

transfers and subsidies — should have sti-
mulated private sector growth, especially
as an increasing proportion of spending
was not financed by taxes. But for a
number of reasons, the manufacturing
sector has failed to adapt. Dominated by
small, traditional family businesses, the
sector suffers from a variety of handicaps,
including too few competent managers,
inadequate funding and a lack of research
and development facilities.

Yet another obstacle to stimulating the
private sector is the mechanics of the local
financial system, which, at the expense of
new businesses, has tended in the past to
favour existing enterprises, regardless of
their economic position and survival
chances. Add to this the claims made by
the public sector on overall resources and
the funds earmarked for sheltered activities
(agriculture etc.) and little room is left for
funding the “competitive” economy.

Labour market rigidities must also share
responsibility for the country's woes. The
difficulty in laying off workers, even in ailing
enterprises, has hastened industrial de-
cline. Incomes policy has encouraged major
wage increases at a time of shrinking



productivity and new legislation to contain
prices — leading to diminishing profits and
increased borrowing that has burdened
operating results with heavy costs.

There are also socio-political factors
inhibiting private sector growth. Sizeable
foreign exchange inflows from Greeks living
abroad, large EEC payments and fast-
growing government transfers to house-
holds have apparently created a climate
antagonistic to work and favourable to
consumption.

The public sector's heavy expenditure
growth in a period of stagflation — to a level
of 49 per cent of GNP in 1985 — has also
created imbalances. Receipts have failed to
grow with expenditures, the deficit has
widened and other financial costs have
swelled since 1979. By 1985, the net public
sector debt had reached some 80 per cent of
GNP, one of the highest ratios in the OECD
area. Even more troubling than its size was its
rate of growth.

The inadequacy of government resources
is due to the fact that taxes, both direct and
indirect, draw on a relatively small number of
individuals and activities. Farmers (25 per
cent of the labour force), who receive ample

transfers and subsidies, are almost tax-
exempt. In addition, tax evasion and avoi-
dance are endemic.

The social security system has also
shown a widening deficit since 1980,
mainly because of the growing number of
pensioners and increased pension levels.

The economic and financial situation of
Public Corporations and Enterprises (PCEs)
deteriorated markedly during the first half
of the 1980s. To the causes already
encountered in private enterprises — man-
agerial incompetence, expensive labour
and lack of progressive drive — must be
added the particularly heavy government
interference in pricing policies. The future
of PCEs has been endangered by redistri-
butive and counter-inflationary policies
that have kept some public services at an
inadequately low level. In addition, infra-
structure modernization has been held up
by lack of investments.

In the future, despite the Stabilization
Programme, important imbalances appear
likely to remain. To make lasting changes in
the economy, major structural reforms are
needed. For instance, taxation must be
made more comprehensive and equitable
and tax collection improved. Government
aid to the private sector should direct more
resources to dynamic, soundly-based
enterprises. A better organized and more
efficient public sector would release addi-
tional funds. And, of course, in both the
public and private sectors, vocational skills
and managerial ability should be promoted
and better rewarded.

For these reforms to be effective, the
population must be made aware of the
need for change and be prepared to acc-
cept the consequences of the required
relative shift of resources — from public and
private consumption to investment, from
sheltered activities to the exposed sector of
the economy. i

Source: OECD Economic Surveys — Greece.

Turkey

urkey’s economic indicators in 1986
T show —in spite of a deteriorating

current account — the progress of
adjustment and stabilization policies taken
up in recent years. Growth stands at 8 per
cent (the highest among OECD Member
countries), consumption and investment
are buoyant, inflation has fallen (from 45
per cent to around 30 per cent), employ-
ment has risen (up more than 2 per cent)
and productivity and international compet-
itiveness have been enhanced.

Among the policies that have helped
achieve these results is the adjustment of
the public sector. Poorly managed and
inadequately structured, this sector has
long been prey to a host of problems:
widespread and lightly penalized tax avoi-
dance and evasion; relatively heavy taxa-

tion of fixed-income earners of moderate
means; centralization and proliferation of
administrative checks leading to belated
decisions with little economic impact;
insufficient municipal funding; low produc-
tivity; and a heavily indebted public enter-
prise sector that has become a burden to
the State. However, general government
spending (29 per cent of GNP in 1986) is in
toto substantially lower than in the other
OECD countries, and much progress must
still be made in areas such as social security
(half the population has no insurance
cover), education and infrastructure. Hence
the need to increase public resources.

To tackle these problems, the Turkish
Government in 1980 initiated a structural
adjustment programme, which was streng-
thened three years later. On top of stream-
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lining the administration, its measures basi-
cally concerned two areas: reforming the tax
system to correct injustices and increase the
flow of regular revenues; and diminishing the
role of central government by decentralizing
public sector activity and privatizing public
enterprises.

The tax reform programme, progres-
sively implemented between 1981 and
1986, was considered quite far-reaching.
To boost tax revenues, it sought to bring a
greater number of transactions and individ-
uals into the tax net; thus, farm incomes
became taxable as did sales of unregistered
property. In addition, a general VAT
system was introduced in 1985, replacing
measures covering only a limited number of
transactions or commodities.

With a view toward greater equity, the
authorities also adjusted tax rates and
brackets to give relief to many people on
fixed incomes (even those of very modest
means) who saw a high income tax eat up
in some cases more than half their earn-
ings. Other measures were along similar
lines: tax rebates on purchases of con-
sumer staples, heavier property taxes and
higher withholding tax rates on income
from securities and bank deposits.

Some of these measures are helping to
combat tax avoidance and evasion. To
improve the worsening situation in this
area, tougher measures have been intro-
duced, including regular audits of the self-
employed and small businesses and the
modernization of litigation procedures.
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In spite of a deteriorating
current account, Turkey's
economic indicators generally
evolve in the right direction; the
growth rate — at 8 per cent in
1986 and probably 6% % this year —
is the highest among OQECD countries.

The tax reform seems to have achieved its
principal aims and has probably contributed
to Turkey's robust economic performance.
Furthermore, if the tax administration wields
efficiently its new control instruments, the
reform may boost revenues, enabling the
government to improve levels of social in-
surance cover and education.

The policy of decentralization has
allowed local authorities to gain greater
autonomy. Their share of the public budget
has risen rapidly, by 50 per cent since
1984. Profiting from their newfound free-
dom, they have increased substantially
their expenditure, particularly on fixed
investment to improve public services.
Qver the past two years, one disturbing
consequence which has arisen from this
has been a deficit on the consolidated local
government account, a major factor in the
deterioration of the trade balance.

The extra-budgetary financing of certain
expenditure items has played a role in the
process of fiscal decentralization. Special
investment funds have been created,
financed off-budget by levies and the sale
of revenue participation shares. These
agencies support certain transfers and
public investment programmes and extend
loans to the private sector. They do indeed

appear to have accelerated investment in
infrastructure and housing, two areas
where needs are still great in Turkey.
The last aspect of the reduced role of
government in the economy is privatiza-
tion. In 1983 the authorities began to look
into a programme for privatizing the 35
public enterprises and their subsidiaries;
today, the legal basis for it has already
been established. As a result of the pro-
gressively improved financial position of
four enterprises since 1980 a start can now
be made by privatizing these. Through
greater reliance on market mechanisms,
Turkey hopes to boost, as other OECD
countries do, the efficiency of industry and
promote growth. Privatization should also
facilitate capital market development.
Adjustment policies are thus beginning
to have positive effects. But clearly there
must be a sustained effort to eliminate
inefficiencies and to further increase public
resources. To halt any future deterioration
of the balance of payments, it will be
necessary to check the expansion of public
spending programmes, particularly those
of the special funds and local authorities.
The authorities, aware of this problem,
have already introduced measures in 1986
to slow down the pace of decentralization
which, as it has been more rapid than
intended, could have thrown the economy

off course, jeopardizing the progress
achieved. |
Source: OECD Economic Surveys — Turkey.



Highlights from

the OECD

Employment Outlook

Activity for all

in Tomorrow’s Society

The persistently high levels of unemployment of the last 15 years reflect an unsatisfied desire on the part of
many people not only for income but also for the social identity which work provides.

Meeting the widespread need for activity is likely to involve more than just the achievement of a faster growth
of conventional full-time jobs. Changes in ways of working will be needed — some of which are occurring
already. Trends in life-cycle patterns of employment appear to be changing. Flexible education and training
opportunities are growing rapidly, both for young people and for adults. It has become more common for paid
employment to be combined with other activities, as is seen in the rise of part-time employment in many
countries, whether it is viewed as occurring over a year or over a lifetime. Working time is being redistributed
under the combined impact of technology and, apparently, genuinely changing social preferences.

These are the complex issues behind the call for a new framework for future labour market policies made by the
OECD Ministers of Labour in November 1986. The just published Employment Qutlook is an initial attempt

to respond’.

urrent levels of unemployment are a
‘ legacy from the 1970s, when

macro-economic conditions deter-
iorated sharply and forced manufacturing
industry in the developed world to shed
labour. Some sectors went into permanent
decline, others had to get fit and lean to
survive against growing international com-
petition. Hence, although the rate of
employment growth that has taken place
within OECD economies since the current
upturn started in 1982 has been on a par
with the best achievements of previous
recoveries (averaging 1'% per cent a year),
it has been insufficient to make a significant
dent in the jobless rate in most countries,
especially in Europe. Unemployment has
become a deep-rooted structural problem
rather than a cyclical phenomenon.

Since 1982, employment has increased
particularly sharply in North America
(2 per cent a year) and Australia (1% per
cent), while Scandinavia as a whole has
also done well (1'2 per cent). In Japan,
employment growth was at just under
1 per cent annually over 1982-86, but that

is still well ahead of OECD Europe as a
whole (less than 'z per cent). The main
laggards are the four largest European
countries, where total employment only
started to expand again in 1984.

Unemployment in the OECD area now
stands at about 31 million, some 8" per
cent of the labour force, which is only
slightly below the peak level of 8.8 per cent
recorded in 1983. This is the outcome of
falls in unemployment in countries where
employment growth has been high, and
rises in the European countries with low
rates of employment creation.

A growing proportion of the unemployed
has been without a job for long periods; in
Europe, for instance, half the total of
198" million unemployed have been out of
work for a year or more. These long-term
unemployed present policy-makers with
particularly grave problems.

In economic terms, the overall unem-
ployment situation is disturbing insofar as
the current recovery is already a mature
one. While it does not look like it will be
brought to an abrupt halt by inflationary

pressures as has happened in the past, it
may be running out of steam. GNP growth
in the OECD area is expected to slow down
this year and then to stabilize at around
2-2' per cent. More significantly, it is
beginning to look as though the problem
will not be solved simply by achieving
higher rates of output growth, although
that is an important objective. In view of
the fact that labour force participation rates
are expected to increase in most countries,
substantial growth in employment will be
required even to hold unemployment rates
at current levels.

Short-term projections suggest that
employment growth will not be sufficient
even for stability in unemployment levels. It
is expected to decline to less than 1% per
centin 1987 and 1988, with the result that
the number of jobless may rise to 31 "2 mil-
lionin 1988. Only in North America is there
likely to be any reduction in long-term
unemployment. Looking further ahead,

1. Employment Outlook, OECD, Paris, Sep-
tember 1987.
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Ironically, the unemployed have not
shared in the increase in welfare benefits in
many countries. The gap between the
income of those in work and those depen-
dent on government transfers has wi-
dened, so that, apart from psychological
reasons, there is a stronger financial incen-
tive for the unemployed to find work.

For several decades to come, therefore,
OECD countries will be under hard pressure
to generate a rapid rise in the numbers of
jobs and to minimize the cost and the
waste of having large pools of idle and
frustrated job-seekers. A rate of employ-
ment growth sufficient to expand tax bases
to the degree needed for governments to
finance social-spending commitments
without overreaching taxable capacity is
perfectly attainable. It would require
Europe to achieve much the same rate of
job creation in the next 10 years as the
United States has recorded in the
last 10.

In that regard, the pace of technological
change is both a threat and an opportunity.
It partly explains the high rate of job
turnover in modern industrialized econom-
ies. The total number of jobs destroyed and
the total number created in a decade
approximately equals the total number of
jobs in an economy, so that labour markets
should be able to accommodate rapid rates
of structural change.

It is interesting to note moreover, that
job turnover rates are not significantly
lower in Europe than in the United States,
so that “resistance to change” cannot
explain the unsatisfactory record of job
creation in Europe. Over the long term
output has expanded at similar rates in
both North America and Europe; hence, it
appears that differences in the process of
structural change have been at the root of
these variations in job-creation rates, with
capital-intensive investment being fa-
voured in Europe, while job-creating activ-
ities have been encouraged in North Amer-
ica, especially in the service sector. The
result in Europe has been that the unem-
ployed have become marginalized as out-
siders to the market economy, while those
with jobs are able to continue working and
to earn higher wages on the strength of
enhanced productivity through more ca-
pital intensive production methods.

Because of the large stock of capital
equipment required per employee to sup-
port jobs at current wage levels, the cost in
terms of capital investment of employing
all the unemployed with jobs using the
existing average capital stock would be
enormous. In the first instance, therefore, a
reasonably fast increase in employment
could only be achieved through the creation
of jobs that require a relatively small
amount of capital to support them. That

Jobs were created in the service sector
largely as a result of the buoyancy
of small and medium-sized enterprises.

would imply moderate rates of growth of
both productivity and real wages for some
years, either through a general reduction in
real wage growth or through offering lower
wages for new jobs. Some claim the latter
has happened in the United States,
although others dispute it, but overall it is
clear that aggregate productivity growth
has been low and aggregate real wages
almost constant there in recent years.
Given the current state of public
finances, no significant growth in employ-
ment can be expected in the public sector in
the coming years. In the private sector, the
most buoyant source of new jobs are small
businesses. In most countries, small and
medium-sized firms are on balance the
most important, and often the only, gener-
ators of net employment growth — though
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this net growth is the outcome of high rates
of job destruction and creation. While the
wages offered by small, new firms are
often relatively low, they tend to rise as the
enterprise grows, and such firms may well
continue to create new jobs even when
they become medium-sized or large.

To take advantage of the vitality of small
businesses, some governments are trying
to encourage the entrepreneurial spirit.
There has been a spontaneous revival of
entrepreneurship in many countries, espe-
cially the United States, Japan and Italy,
but it needs to be harnessed effectively if
such firms are to prosper and grow and are
to create a maximum of new {and lasting)
jobs. Governments must not only provide a
favourable investment climate for individ-
uals and companies prepared to take risks,
but must also ensure that business start-
ups are not handicapped by a shortage of
seed capital. -
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Creating More Flexible Labour Markets

The greater the flexibility of an economy,
the better it will be able to capitalize on its
macro~-economic propensity for output and
employment growth. At the same time, an
expanding economy renders the task of
structural adjustment that much easier.
One important symptom of labour market
flexibility is moderation in nominal wage
increases; that has been maintained in the
current upswing and, if it continues, it could
help accelerate the rate of employment
growth. Flexibility does not mean that real
wages need to be held down, however.
Real wages can and should move in line
with productivity and terms of trade
trends, provided that an increasing propor-
tion of the growth in real wages is used to
finance job-creating investment rather than
increased consumption.

Flexibility also concerns the ease with
which labour is redirected from declining to
expanding sectors, since the pace of poten-
tial economic growth will be enhanced by
labour markets that are responsive to
shifting patterns of demand. Steps have
been taken in many countries to remove
impediments to labour mobility, especially

institutional provisions that protect ex-
isting firms and those that work in them at
the expense of job seekers. Much remains
to be done, however, when it comes to the
redeployment of labour and the redesign of
job functions. Acquired job rights, well-
defined job profiles and compartmentalized
occupations persist in most countries,
although Japan is a major exception. The
spread of new technologies is leading to
changes in work organization, manage-
ment styles and new skill requirements, but
the process has only just begun and tradi-
tional occupations and job demarcations
will continue to be broken down.

To make the most of the new work
opportunities being opened up by these
developments, education and training poli-
cies have to be adapted to provide individ-
uals with the knowledge and skills they
need to cope with constantly evolving job
profiles and work requirements. Security of
employment for today’s workers requires
them to adjust easily within the company or
to move elsewhere, depending on their
career objectives.

If individuals are equipped for new kinds
of jobs that are becoming available,
employers will be encouraged to invest in

new technology and create jobs for them.
But more positive policies may be needed
to facilitate the entry, re-entry or retention
of workers who might otherwise be unem-.
ployed or inactive. In particular, measures
are needed to ease the abrupt transition
faced by older workers whose long-term
employment ends before the age at which
they wish to retire. Within the workplace,
movement to less demanding or part-time
work should be viewed as an acceptable
and desirable pre-retirement phase. Pen-
sion schemes need to be more flexible to
accomodate these transitions, however,
especially as in the medium term the ageing
of populations implies a need for more,
rather than fewer, older workers, so that
greater flexibility as regards retirement
ages and earnings limitations may be
called for.

At a general level, workforce mobility
needs to be enhanced by making pension
schemes portable, by eliminating house
ownership and mortgage regulations that
discourage moves from one region to
another, and by relaxing conditions gov-
erning job security that discourage em-
ployers from creating and filling
new jobs.
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La Source, an organization created four years ago in
the Paris area, seeks to meet society’s current needs
in two ways: providing help to families and the
elderly in their own homes; and offering alternative
jobs — outside institutional settings, part time, in
meaningful contact with others. Employees of La
Source, of whom 40 per cent come from the
unemployment rolls, enjoy (along with their salary)
four hours of training a month.

Finding Work for the Unemployed

Those displaced by the adjustment pro-
cess are finding it particularly difficult to
find work, since not only is the demand for
labour low in relation to the supply, but
their individual skills (if they have any) may
be outdated and unwanted. If they are not
retrained to give them some potential
productive value to an employer, they may
well end up joining the ranks of the
long-term unemployed or become totally
discouraged by the world of work and drop
out of the labour force altogether. Training
programmes designed to reintegrate such
alienated workers have to be intensive and
are consequently expensive.

The interrelated objectives of job crea-
tion, flexibility and adjustment cannot suc-
ceed unless the process of manpower
development and adjustment is adequately
conceived and organized. In modern indus-
trial societies this involves not only govern-
ments, through their education and labour
market policies, but also the private sector
because of its growing investment in
training and in modern techniques of
human resource management. Priority
should generally be given to preventive

~measures, notably education and training,
and active labour market measures to deal
with the problems of those most hard-hit.
_For these groups, income maintenance is
indispensable but not enough. Active social
and labour market policies, often involving
local communities and the private sector,
are needed to get them back into the labour
market. Unemployment compensation pol-
icies and other appropriate assistance pol-
icies should be redirected to help their
re-entry. And all these thrusts towards
more active social and manpower policies
need to contribute to more competitive and
job-creating economies. ' ]
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OECD ECONOMIC SURVEYS —
ISSN 0376-6438
Detailed annual surveys of economic trends and
prospects for OECD countries.
(approximately 18 surveys to be published)
1986-1987 Series
(1087 04 1) Australia (March 1987)
ISBN 92-64-12923-5, 112 p.
(10 87 01 1) Canada (August 1987)
ISBN 92-64-12993-6, 104 p.
(1087 13 1) Denmark (July 1987)
ISBN 92-64-12987-1, 92 p.
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ISBN 92-64-12985-5, 96 p.
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ISBN 92-64-12977-4, 100p.
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ISBN 92-64-12988-X, 94 p.
Each Booklet F28
Subscription to 1986-1987 Series
F400 £40.00 US$80.00 DM180

FLOWS AND STOCKS OF FIXED CAPI-
TAL/FLUX ET STOCKS DE CAPITAL FIXE
— 1960-1985 (June 1987) bilingual
(30 87 03 3) ISBN 92-64-02961-3, 40 p.

F30 £3.00 US$6.00 DM13
OECD ECONOMIC OUTLOOK — HISTORICAL
STATISTICS/PERSPECTIVES ECONOMIQUES
DE L'OCDE STATISTIQUES RETROSPEC-
TIVES 1960-1985 (June 1987) bilingual
Shows how OECD economies have evolved
since 1960. Expressed in terms of rates of change or
percentage shares, the statistics provide historical
background to the OECD Economic Outlook’s current
analysis and forecasts.
(12 87 01 3) ISBN 92-64-02962-1, 166 p.

FBS £8.50 US$17.00 DM37
MEASUREMENT OF VALUE ADDED AT CON-
STANT PRICES IN SERVICE ACTIVITIES.
National Accounts: Sources and Methods
(1)/MESURE DE LA VALEUR AJOUTEEI AUX
PRIX CONSTANTS DANS LES ACTIVITES DE
SERVICE. Comptes nationaux: Sources et
méthodes (1) (March 1987) bilingual
Describes the methods used by Member countries of
the OECD to estimate value-added at constant prices
for service activities.

(30 87 02 3) ISBN 92-64-02879-X, 108 p.
F55 £5.50 US$11.00

TRADE

THE EXPORT CREDIT FINANCING SYSTEMS IN
OECD MEMBER COUNTRIES (May 1987)

(2287 01 1) ISBN 92-64-12947-2, 286 p.
F110 £11.00 US$22.00 DMA49

ENERGY

£2.80 US$6.00 DM12
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IEA (International Energy Agency)

ANNUAL OIL MARKET REPORT — 1986
(June 1987)
(61 87 07 1) ISBN 92-64-12957-X, 62 p.

F110 £11.00 US$23.00 DM47
CLEAN COAL TECHNOLOGY. Programmes and
Issues (June 1987) Sel.
This review sheds light on a considerable number of

issues which will affect future coal use. These issues,
analysed from both the economic and environmental
points of view, cover the directly technical, as well as
the relationship between technology and regula-
tions, and the different ways individual countries
approach the RD&D planning process.
(61 87 09 1) ISBN 92-64-12974-X, 174 p.

F105 £10.50 US$22.00 DM45
ENERGY POLICIES AND PROGRAMMES OF IEA
COUNTRIES. 1986 REVIEW (June 1987)
Sel.1-5-7
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NEA (Nuclear Energy Agency)

CHERNOBYL AND THE SAFETY OF NUCLEAR
REACTORS IN OECD COUNTRIES. Report by an
NEA Group of Experts (June 1987)
This report assesses the possible bearing of the
Chernobyl accident on the safety of nuclear reactors
in OECD countries. It discusses analyses of the
accident performed in several countries as well as
improvements to the safety of RBMK reactors
announced by the USSR. Several remaining ques-
tions are identified. The report compares RBMK
safety features with those of commercial reactors in
OECD countries and evaluates a number of issues
raised by the Chernobyl accident.
(66 87 03 1) ISBN 92-64-12975-8, 96 p.

F110 €11.00 US$23.00 DM47
NEA ACTIVITIES IN 1986 (July 1987)
The 15th Annual Report of the Nuclear Energy
Agency contains details of the Agency's activites,
including the technical and economic aspects of
nuclear power and the fuel cycle, nuclear safety
research and regulation, technological and institu-
tional aspects of radioactive waste management,
and nuclear third party liability.
50 pages. Free on request from the OECD.
NUCLEAR LAW BULLETIN — ISSN 0304-341X
No. 39 — JUNE 1986 (June 1987)
Published half-yearly, reports legislative and regula-
tory work throughout the world and in international

organisations concerned with nuclear energy.
(67 87 39 1) 80 p. Single issues not sold separately.
1987 Subscription (No. 39 June and No. 40 December]:

F120 £12.00 US$24.000 DM53

DEVELOPMENT AND AID

DEVELOPMENT POLICIES AND THE CRISIS OF
THE 1980s. Edited by Louis Emmerij. (August
1987)
The 1980s have been a period of unprecedented
crisis for many Third World countries. Commoditiy
prices and export earnings have fallen as interest
rates and debt levels rose. Economic growth has
declined generally and in certain cases, particularly in
Latin America and Africa, become negative. Inevita-
bly, these problems have called donors’ aid policies
and recipients’ development policies into question.
Imaginative new ideas are necessary if this is not to
become a “lost decade” for development in all
regions. At the beginning of 1987 the OECD
Development Centre hosted a seminar to discuss
alternative development strategies in the light of
recent experience. This book contains the reflections
of some of the leading thinkers and practitioners in
this field who took part in the debates
(41 87 03 1) ISBN 92-64-12992-3, 180 p.

F110 £11.00 US$23.00 DM47
FINANCING AND EXTERNAL DEBT OF DEVEL-
OPING COUNTRIES. 1986 Survey (June 1987)
This Survey presents the latest information on
financial resource flows to developing countries and
their external indebtedness over the 1975-86 per-
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iod. Technical notes also take stock of current
definitions, concepts and indicators. An introductory
overview places the trends emerging from the data in
the context of the evolving situation of the world
economy and related policy issues.
(43 87 03 2) ISBN 92-64-12982-0, 228 p.

F100 £10.00 US$21.00 DM43
REGISTER OF DEVELOPMENT RESEARCH PRO-
JECTS CONCERNING THE ENGLISH-SPEAKING
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(40 87 01 3) ISBN 92-64-02963-X, 320 p.

F120 £12.00  US$25 DSM52
LABOUR MARKET AND SOCIAL
PROBLEMS

NEW ROLES FOR CITIES AND TOWNS. Local
Initiatives for Employment Creation
{June 1987)

There is growing disillusionment with the ability of
central governments and large firms to fight unem-
ployment. This report looks at several OECD coun-
tries and shows how local authorities are trying to
encourage innovation and experiment as a way of
promoting job creation.

(84 87 01 1) ISBN 92-64-12952-9, 52 p.
F50 £5.00 US$9.00 DM18

OECD Social Policy Studies

No. 4. FINANCING AND DELIVERING HEALTH
CARE. A Comparative Analysis of OECD Coun-
tries. (July 1987) Sel.
This study is perhaps the most extensive cross-
country comparison of health care financing and
delivery trends in OECD countries carried out to date.
It contains a discussion of the basic methodological
issues and provides over 50 tables and charts of
comparative statistical information on health out-
comes, expenditures, prices and utilisation. The
future impacts of population and technology change
are discussed, and the range of available policies to
promote equity and efficiency in the financing and
delivery of health care are analysed.
(81 87 02 1) ISBN 92-64-12973-1, 102 p.
F60 £6.00 US$13.00 DM26

LABOUR FORCE STATISTICS/STATISTIQUES
DE LA POPULATION ACTIVE —1965-1985
(July 1987) bilingual
(30 87 04 3) ISBN 92-64-02965-6, 502 p.

F230 £23.00 US$48.00 DM99

INDUSTRY SCIENCE AND
TECHNOLOGY

EVALUATION OF RESEARCH. A Selection of
Current Practices (July 1987)
There is increasing interest in OECD countries in
carrying out evaluation of research. Approaches vary
according to countries and institutions, but all are
based, to a greater or lesser extent, on peer review.
This report surveys some of the methods currently
used and identifies their respective merits and
limitations.
(92 87 05 1) ISBN 92-64-12981-2, 78 p.

F50 £5.00 US$11.00 DM22
THE STEEL MARKET IN 1986 AND THE OUT-
LOOK FOR 1987 (August 1987)
Steel consumption in the OECD in 1987 will probably
decline by three per cent—the same as last year. As
net exports to the rest of the world may also decline
further, steel production for the the OECD is
expected to fall somewhat more than consumption.
(58 87 02 1) ISBN 92-64-12990-1, 40 p.

F45 £4.50 US$9.00 DM19
REVIEWS OF NATIONAL SCIENCE AND TECH-
NOLOGY POLICY:
NETHERLANDS (August 1987)
An impressive number of initiatives have been taken
in the past few years in the fiels of science and
technology policy in the Netherlands. This report
assesses these new directions and presents some
recommendations aimd at making the whole
research-development system more responsive to
the needs of the national economy and particularly

those of industry and the main service sectors.
(92 87 03 1) ISBN 92-64-12955-3, 142 p.

F95 £9.50 US$20.00 DM35
SWEDEN (June 1987)
Sweden is one of the countries which spends most
per person on research and development. This report
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looks at the reasons for Sweden's success in using
technology to further its economic development.
(92 87 04 1) ISBN 92-64-12958-8, 112 p.

F60 £6.00 US$13.00 DM26

FINLAND (April 1987)

This is the first evaluation of science and technology
policy in Finland carried out by the OECD. It focuses
on decision-making, on planning, on inputs from
university research, and on interactions between

research and development and industrial policy.
(92 87 02 1) ISBN 92-64-12928-6, 154 p.
F95 £9.50 US$19.00 DM42
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INTRODUCTION TO THE OECD CODES OF
LIBERALISATION. JUNE 1987 (July 1987) Sel.
OECD Member countries have committed them-

selves to maintaining and expanding the freedom for
international capital movements and current invisible
operations. This booklet explains the content of the
OECD Codes of Liberalisation and the way they
operate to achieve that goal.
(2187 07 1) ISBN 92-64-12978-2, 42 p.
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INTERNATIONAL INVESTMENT AND MULTI-
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POST-GRADUATE EDUCATION IN THE 1980s.
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occurred in post-graduate education in OECD coun-
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attendance in higher education, changes in employ-
ment prospects for graduates, and the pressure on
universities to respond to a rapidly changing eco-
nomic and technological environment.
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NATIONAL POLICIES AND AGRICULTURAL
TRADE (July 1987)

This report analyses the consequences of national
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assistance to agriculture, and the functioning of
markets. It also measures the level of assistance by
countries and by commodities and highlights the
importance of government and consumer support to
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This volume updates and expands the international
data on pollution, natural resources and environ-
mental management which were first published in

the 1985 OECD compendium.
(97 87 05 3) ISBN 92-64-02960-5 366 p.
F200 £20.00 US$42.00 DM86
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European Conference of Ministers of Transport
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Round Table 72nd — INTERNATIONAL TRANS-
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MARITIME TRANSPORT — 1986 (August 1987)
Although overall demand for shipping rose in 1986
and the total tonnage of the world’s commercial fleet
shrank for the fourth consecutive year, only certain
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and container sectors in particular remain badly
affected by the capacity surplus built in the early
1980s.
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